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100TH CONGRESS ReporT
2d Session HOUSE OF REPRESENTATIVES 100-1104

TECHNICAL AND MISCELLANEOUS REVENUE ACT OF 1988

OcToBER 21, 1988.—Ordered to be printed

Mr. RosTENKOWSKI, from the committee of conference,
submitted the following

CONFERENCE REPORT

[To accompany H.R. 4333]

The committee of conference on the disagreeing votes of the two
Houses on the amendment of the Senate to the bill (H.R. 4333) to
make technical corrections relating to the Tax Reform Act of 1986,
and for other purposes, having met, after full and free conference,
have agreed to recommend and do recommend to their respective
Houses as follows:

That the House recede from its disagreement to the amendment
i)f the Senate and agree to the same with an amendment as fol-
ows:

In lieu of the matter proposed to be inserted by the Senate
amendment insert the following:

SECTION 1. SHORT TITLE; ETC.

(a) Stort TiTee.—This Act may be cited as the “Technical and
Miscellaneous Revenue Act of 1988

(b) DEFINITIONS.—FoOr purposes of this Act—

(1) 1986 cope.—The term “1986 Code’” means the Internal
Revenue Code of 1986.

(9) REFORM AcT.—Except where incompatible with the intent,
the term “Reform Act” means the Tax Reform Act of 1986.

(c) CLErICAL AMENDMENT.—Paragraph (29) of section 7701(a) of
the 1986 Code is amended by striking out “of 195}” and inserting in
lieu thereof “of 1986".

(d) TABLE OF CONTENTS.—

TITLE I—TECHNICAL CORRECTIONS TO TAX REFORM ACT OF 1986

Sec. 1001. Amendments related to title I of the Reform Act.
Sec. 1002. Amendments related to title II of the Reform Act.
Sec. 1003, Amendments related to title III of the Reform Act.
Sec. 1004. Amendments related to title IV of the Reform Act.
Sec. 1005. Amendments related to title V of the Reform Act.
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1019. Effective date.
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2005. Amendments related to Pension Protection Act and full funding limita-
tions.

2006. Amendments related to section 9201 of the Omnibus Budget Reconcilia-
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TITLE III—ADDITIONAL SIMPLIFICATION AND CLARIFICATION
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Subtitle A—Diesel Fuel Excise Tax Collection and Exemption Procedures
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Simplification of rule where partnership holds qualified low-income
building.
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cates.

Extension of certain business energy credits.
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Allocation of research and experimental expenditures.
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tions.
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Denial of deduction for certain residential telephone service.
Partnership reporting of unrelated business taxable income.
Options subject to wash sale rules. )
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Subtitle A—Provisions Relating to Individuals
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Nonrecognition of gain where one spouse dies before occupying new resi-
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TITLE I—-TECHNICAL CORRECTIONS TO
TAX REFORM ACT OF 1986

SEC. 1001. AMENDMENTS RELATED TO TITLE I OF THE REFORM ACT.
M (a) AMENDMENTS RELATED TO SECTION 101 OF THE REFORM
CcT.—

(1) Paragraph (2) of section 6867(b) of the 1986 Code is amend-
ed by striking out “at a 50-percent rate”’ and inserting in lieu
thereof “‘at the highest rate of tax specified in section 17

(2)(A) Section 531 of the 1986 Code is amended to read as fol-

lows:

“SEC. 531. IMPOSITION OF ACCUMULATED EARNINGS TAX.

“In addition to other taxes imposed by this chapter, there is
hereby imposed for each taxable year on the accumulated taxable
income (as defined in section 533) of each corporation described in
section 532, an accumulated earnings tax equal to 28 percent of the
accumulated taxable income.”

(B) The amendment made by subparagraph (A) shall apply to
taxable years beginning after December 31, 1987. Such amend-
ment shall not be treated as a change in a rate of tax for pur-
poses of section 15 of the 1986 Code.

(3) The last sentence of section 1(gX2) of the 1986 Code is
amended by inserting before the period at the end thereof the
following: “and subparagraph (B) shall be applied as if a de-
duction for a personal exemption were allowable under section
151 to such individual for such individual’s spouse.”

(b) AMENDMENTS RELATED TO SECTION 102 OF THE REFORM
Acr.—

(1) Paragraph (5) of section 63(c) of the 1986 Code is amend-
ed—

(A) by striking out “the standard deduction applicable”
and inserting in lieu thereof “the basic standard deduction
applicable”, and

(B) by striking out ‘‘STANDARD DEDUCTION’ in the para-
graph heading and inserting in lieu thereof “BASIC STAND-
ARD DEDUCTION”.

(2) Subclause (I) of section 6012(a)1)CXi) of the 1986 Code is
amended to read as follows:

“I) income (other than earned income) in excess
of the sum of the amount in effect under section
63(c)5)(A) plus the additional standard deduction
(if any) to which the individual is entitled, or”.

(3)(A) Subparagraph (A) of section 62(a)(2) of the 1 986 Code is
amended by adding at the end thereof the following new sen-
tence: “The fact that the reimbursement may be provided by a
third party shall not be determinative of whether or not the pre-
ceding sentence applies.” N

(B) Paragraph (2) of section 527(e) of the 1986 Code (defining
exempt function) is amended by adding at the end thereof the
following new sentence: “Such term includes the making of ex-
penditures relating to an office described in the preceding sen-
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tence which, if incurred by the individual, would be allowable
as a deduction under section 162(a).”
(¢) AMENDMENT RELATED TO SECTION 111 OF THE REFORM ACT.—

Paragraph (3) of section 32(i) of the 1986 Code is amended to read as

ollows:

f “3) RounpING.—If any dollar amount after being increased
under paragraph (1) is not a multiple of $10, such dollar
amount shall be rounded to the nearest multiple of $10 (or, if
such dollar amount is a multiple of $5, such dollar amount
shall be increased to the next higher multiple of $10).”

(d) AMENDMENTS RELATED TO SECTION 123 OF THE REFORM

Act.—

(1XA) Clause (ii) of section 4941(d)X2XG) of the 1986 Code is
amended to read as follows:

“(ii) scholarships and fellowship grants which would
be subject to the provisions of section 117(a) (as in
effect on the day before the date of the enactment of
the Tax Reform Act of 1986) and are to be used for
study at an educational organization described in sec-
tion 170(bXIXANID), .

(B) Paragraph (1) of section 4945(g) of the 1986 Code is
amended to read as follows:

“(1) the grant constitutes a scholarship or fellowship grant
which would be subject to the provisions of section 117(a) (as in
effect on the day before the date of the enactment of the Tax
Reform Act of 1986) and is to be used for study at an education-
al organization described in section 170(b)(1)AXit),”.

(2)(A) The second sentence of section 1441(b) of the 1986 Code
is amended to read as follows: ‘“The items of income referred to
in subsection (a) from which tax shall be deducted and with-
held at the rate of 1} percent are amounts which are received by
a nonresident alien individual who is temporarily present in
the United States as a nonimmigrant under subparagraph (F),
(), or (M) of section 101(a)(15) of the Immigration and Nation-
ality Act and which are—

“(1) incident to a qualified scholarship to which section
117(a) applies, but only to the extent includible in gross income;
or

“(2) in the case of an individual who is not a candidate for a
degree at an educational organization described in
170(b)1)XA)i1), granted by—

“lfA) an organization described in section 501(c)X3) which
is exempt from tax under section 501(a),

“(B) a foreign government,

““C) an international organization, or a binational or
multinational educational and cultural foundation or com-
mission created or continued pursuant to the Mutual Edu-
cational and Cultural Exchange Act of 1961, or

“(D) the United States, or an instrumentality or agency
thereof, or a State, or a possession of the United States, or
any political subdivision thereof, or the District of Colum-
bia,
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as a scholarship or fellowship for study, training, or r ]
the United Stags. ”f & 7 & or research in
d(B) Subsection (c) of section 871 of the 1986 Code is amend-
e —_—
' (i)_ by striking out “section 1441(b)X1) or (2)” and inserting
in {geu thereof “the second sentence of section 1441(b)”: and
_ (it) by striking out “(F) or (J)” each place it appears and
inserting in lieu thereof “(F), (J), or (M)”.

(C) The following provisions of the 1986 Code are each
amended by striking out ‘“(F) or (J)” each place it appears and
inserting in lieu thereof ‘(F), (), or (M)

(1) Section 8121(b)(19).
(i) Section 3231(e)1).
(iit) Section 3306(c)(19).

(D) Clause ()1 of section 7701(b)5)XD) of the 1986 Code is
amended by striking out “subparagraph (F)” and inserting in
lieu thereof “subparagraph (F) or (M)”.

(E) Section 210(a)19) of the Social Security Act is amended by
striking out “(F) or (J)” each place it appears and inserting in
lieu thereof “(F), (J), or (M)".

(e) AMENDMENT RELATED TO SECTION 131 OF THE REFORM ACT.—
Subsection (f) of section 86 of the 1986 Code is amended by inserting
“and’” at the end of paragraph (3), by striking out paragraph (}),
and by redesignating paragraph (5) as paragraph (4).

(f) AMENDMENTS RELATED TO SECTION 132 oF THE REFORM ACT.—

(1) Section 67 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

“f) CoorniNATION WITH OTHER LiMITATION.—This section shall
be applied before the application of the dollar limitation of the last
sentence of section 162(a) (relating to trade or business expenses).”

d(Z) Paragraph (4) of section 67(b) of the 1986 Code is amend-
e —
(A) by striking out ‘“deduction” and inserting in lieu
thereof “deductions”, and
(B) by inserting before the comma at the end thereof “‘and
section 642(c) (relating to deduction for amounts paid or
permanently set aside for a charitable purpose)”.

(3) Subsection (e) of section 67 of the 1986 Code is amended to
read as follows:

“le) DETERMINATION OF ADJUSTED GROSS INCOME IN CASE OF EsS-
TATES AND TrRUSTS.—For purposes of this section, the adjusted gross
income of an estate or trust shall be computed in the same manner
as in the case of an individual, except that—

“1) the deductions for costs which are paid or incurred in
connection with the administration of the estate or trust and
which would not have been incurred if the property were not
held in such trust or estate, and

“92) the deductions allowable under sections 642(b), 651, and
661,

shall be treated as allowable in arriving at adjusted gross income.
Under regulations, appropriate adjustments shall be made in the
application of part I of subchapter J of this chapter to take into ac-
count the provisions of this section.”
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(4) Subsection (c) of section 67 of the 1986 Code is amended by
striking out the last sentence and inserting in lieu thereof the
following: “The preceding sentence shall not apply—

“1) with respect to cooperatives and real estate investment
trusts, and

“9) except as provided in regulations, with respect to estates
and trusts.”

(g) AMENDMENTS RELATED TO SECTION 142 OF THE REFORM
Acr.—

(1) Subparagraph (A) of section 274(n)2) of the 1986 Code is
amended to read as follows:

“CA) such expense is described in paragraph (2), (3), (4),
(7), (8), or (9) of subsection (e),”.

(2) Paragraph (2) of section 274(k) of the 1986 Code is amend-
ed to read as follows:

“2) ExceprioNs.—Paragraph (1) shall not apply to—

“CA) any expense described in paragraph (2), (3), (4), (7),
(8), or (9) of subsection (e), and

““B) any other expense to the extent provided in regula-
tions.”

(3) Clause (ii) of section 274(m)X1)(B) of the 1986 Code is
amended to read as follows:

“(ii) any expense described in paragraph (2), (3), (4),
(?7), (8), or (9) of subsection (e).”.

(4XA) Paragraph (2) of section 274(n) of the 1986 Code is
amended—

(i) by striking “or’’ at the end of subparagraph (C),

(i) by striking the period at the end of subparagraph (D)
and inserting *, or”, and

(iti) by adding at the end thereof the following:

“C(E) in the case of an employer who pays or reimburses
moving expenses of an employee, such expenses are includ-
ible in the income of the employee under section 82.

In the case of the employee, the exception of subparagraph (A)
shall not apply to expenses described in subparagraph (E).”

(B) The following provisions of the 1986 Code are each
amended by striking out ‘‘section 217" and inserting in lieu
thereof ‘‘section 217 (determined without regard to section
274(n))’:

(i) Section 3121(a)(11).

(1) Section 3306(b)(9).

(iit) Section 3401(a)15).

(C) Section 209(k) of the Social Security Act is amended by
striking out ‘“‘section 217 of the Internal Revenue Code of 195}
and inserting in lieu thereof ‘‘section 217 of the Internal Reve-
nue Code of 1986 (determined without regard to section 274(n)
of such Code)”

(5) Paragraphs (1) and (2) of section 274(h) of the 1986 Code
are each amended by striking out “‘trade or business that” and
inserting in lieu thereof ‘“‘trade or business and that”

(h) AMENDMENTS RELATED TO SECTION 143 OF THE REFORM
Acr.—
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(1) Paragraph (5) of section 280A(c) of the 1986 Code is
amende;‘d by adding at the end thereof the following new sen-
tence: “Any amount taken into account for any taxable year
under the preceding sentence shall be subject to the limitation
of the Ist sentence of this paragraph whether or not the dwell-
ing unit is used as a residence during such taxable year.”

(2) Clause (ii) of section 280A(cX5XB) of the 1986 Code is
amended by striking out “trade or business” and inserting in
lieu thereof “trade or business (or rental activity)”

(3) Section 183(e)(2) of the 1986 Code is amended by striking
out “2” and inserting in lieu thereof “3 (or 2 if applicable)”

SEC. 1002. AMENDMENTS RELATED TO TITLE II OF THE REFORM ACT.
A (o) AMENDMENTS RELATED TO SEcTiON 201 OF THE REFORM
CT.—

(1) Subsection (d) of section 1250 of the 1986 Code is amended
by striking out paragraph (11).

(2) Subparagraph (B) of section 201(d)14) of the Reform Act is
amended by striking out ‘“section 168(cX2XF)” and inserting in
lieu thereof “within the meaning of section 168(c)2)F)”.

(3) Paragraph (4) of section 312(k) of the 1986 Code is amend-
ed by striking out “paragraphs (1) and (3)” and inserting in lieu
thereof ‘“paragraph (1)"

d(4) Paragraph (}) of section 46(e) of the 1986 Code is amend-
e —

(A) by striking out “168(j)6)” in subparagraph (B) and
inserting in lieu thereof “168()(3)",

(B) by striking out “paragraphs (8) and (9) of section
168(j)” in subparagraph (D) and inserting in lieu thereof
“paragraphs (5) and (6) of section 168(h)’,

(C) by striking out “168()” in subparagraph (E) and in-
serting in lieu thereof “168(h)”, and

(D) by striking out “168(G)4)” in subparagraph (E) and
inserting in lieu thereof “168(h)2)”.

(5) Clause (i) of section 168(d)3)(A) of the 1986 Code is amend-
ed by striking out “‘and which are”

(6)XA) Subparagraph (B) of section 168(f)(5) of the 1986 Code is
amended—

(i) by striking out “Ist full taxable year” in clause (i)
and inserting in lieu thereof “Ist taxable year’, and

(ii) by striking out “or” at the end of clause (i), by strik-
ing out the period at the end of clause (it) and inserting in
lieu thereof “, or”, and by adding at the end thereof the fol-
lowing new clause:

“6iii) any property to which this section (as amended
by the Tax Reform Act of 1986) applied in the hands of
the transferor.”

(B) Paragraph (5) of section 168(f) of the 1986 Code is amend-
ed by adding at the end thereof the following new subpara-
graph:

“C) SpeciAL RULE.—In the case of any property to which
this section would apply but for this paragraph, the depre-
ciation deduction under section 167 shall be determined
under the provisions of this section as in effect before the
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amendments made by section 201 of the Tax Reform Act of
1986.”

(7XA) Subparagraph (A) of section 168(i)X7) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “In any case where this section as in effect before the
amendments made by section 201 of the Tax Reform Act of 1986
applied to the property in the hands of the transferor, the refer-
ence in the preceding sentence to this section shall be treated as
a reference to this section as so in effect.”

(B) Subparagraph (B) of section 168(iX7) of the 1986 Code is
amended to read as follows:

““B) TRANSACTIONS COVERED.—The transactions de-
scribed in this subparagraph are—

“(i) ary transaction described in section 332, 351,
361, 371(a), 374(a), 721, or 731, and
“(ii) any transaction between members of the same
affiliated group during any taxable year for which a
consolidated return is made by such group.
Subparagraph (A) shall not apply in the case of a termina-
tion of a partnership under section 708(b)1)B).”

(C) Subparagraph (D) of section 168(iX7) of the 1986 Code is
hereby repealed.

(8) Subparagraph (B) of section 168(h)(2) of the 1986 Code is
amended to read as follows:

“‘B) EXCEPTION FOR CERTAIN PROPERTY SURJECT TO
UNITED STATES TAX AND USED BY FOREIGN PERSON OR
ENTITY.—Clause (iit) of subparagraph (A) shall not apply
with respect to any property if more than 50 percent of the
gross income for the taxable year derived by the foreign
person or entity from the use of such property is—

“(i) subject to tax under this chapter, or

“(ii) included under section 951 in the gross income
of a United States shareholder for the taxable year
with or within which ends the taxable year of the con-
trolled foreign corporation in which such income was
derived.

For purposes of the preceding sentence, any exclusion or ex-
emption shall not apply for purposes of determining the
amount of the gross income so dertved, but shall apply for
purposes of determining the portion of such gross income
subject to tax under this chapter.”

(9) Subsection (a) of section 178 of the 1986 Code is amended
by striking out “the deduction allowable to a lessee of a lease
for any taxable year for amortization under section 167, 169,
179, 185, 190, 193, or 194" and inserting in lieu thereof “the de-
duction allowable to a lessee for exhaustion, wear and tear, ob-
solescence, or amortization”

(10) Subparagraph (A) of section 280F(d)3) of the 1986 Code is
amended by striking out “any recovery deduction” and inserting
in lieu thereof “any depreciation deduction’.

(11XA) Paragraph (2) of section 168(b) of the 1986 Code is
amended to read as follows:
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“(2) 150 PERCENT DECLINING BALANCE METHOD IN CERTAIN
cASES.—Paragraph (1) shall be applied by substituting ‘150 per-
cent’ for ‘200 percent’ in the case of—

“(A) any 15-year or 20-year property, or

“UB) any property (other than property described in para-
graph (3)) with respect to which the taxpayer elects under
parc;gryc}zph (5) to have the provisions of this pcragraph
apply.

(B) Paragraph (5) of section 168(b) of the 1986 Code is amend-
ed by striking out “under paragraph (3)C)” and inserting in
lieu thereof “under paragraph (25(B) or (3XC)"’.

(C) Subsection (c) of section 168 of the 1986 Code is amended
to read as follows:

“lc) AppLICABLE RECOVERY PERIOD.—For purposes of this sec-
tion—

“(1) IN GENERAL.—Except as provided in paragraph (%), the
applicable recovery period shall be determined in accordance

with the following table:
The applicable

“In the case of: recovery period is:
F-YEAT PTOPETLY ..ottt 3 years
D-VOAT PIODETLY ..ottt et 5 years
T-YEAT PFOPETEY ..ottt eseseee e b e sanaena 7 years
10-Year PrOPErty ....c.cocoioiiomoeieei et 10 vears
15-Y@AT PFOPEILY «..c.oveieiiirierireeeiieet e 15 years
20-Year ProPerty .......cccciicviriceeiieeciiis e 20 years
Residential rental property ..........c.cccccoveeeionivecsiecee e 27.5 years
Nonresidential real property...........c.ccccoceveiveivoneieceiinininnnnn, . 315 yecrs.

“(2) PROPERTY FOR WHICH 150 PERCENT METHOD ELECTED.—In
the case of property to which an election under subsection
(bJ(2XB) applies, the applicable recovery period shall be deter-
mined under the table contained in subsection (gX2XC).”

(12) Clause (1) of section 56(a)X1)XC) of the 1986 Code is amend-
ed by striking out “do not apply” and inserting in lieu thereof
“do not apply by reason of section 203, 204, or 251(d) of such
Acs”.

(13) The heading of paragraph (24) of section 381(c) of the
1986 Code is amended by striking out “RECOVERY ALLOWANCE
FOR RECOVERY PROPERTY ' and inserting in lieu thereof “DEPRE-
CIATION DEDUCTION”’

(14) Paragraph (5) of section 48(a) of the 1986 Code is amend-
ed—

(A) by striking out “168G)4XC)” and inserting in lieu
thereof “168(h)2)C)",

(B) by striking out “168()(4)A)iii)” and inserting in lieu
thereof “168(hX2XAXti)”,

(C) by striking out “168()4)XB)” and inserting in lieu
thereof “168(hX2XB)”,

(D) by striking out “168()6)” and inserting in lieu there-
of “168G)(3)”, R

(E) by striking out “168G)3XC)ii)” and inserting in lieu
thereof “168(hX1)C)ii)”, ,

(F) by striking out ‘paragraphs (8) and (9) of section
168(j)” and inserting in lieu thereof ‘paragraphs (5) and (6)
of section 168(h)”, and
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(G) by striking out subparagraph (E) and inserting in lieu
thereof the following:

“(E) CROSS REFERENCE.—

“For provision providing special rules for the application of this paragraph

and paragraph ({), see section 168(h).”

(15) The last sentence of section 46(e)3) of the 1986 Code is
amended— o

(A) by striking out ‘recovery property (within the mean-
ing of section 168)” and inserting in lieu thereof ‘property
to which section 168 applies”, . o

(B) by striking out “present class life” and inserting in
lieu thereof “class life”, and o

(C) by striking out “168(gX2)” and inserting in lieu there-
of “168GX1)". .

(16)XA) Subsection (s) of section 48 of the 1986 Code is amend-
ed by adding at the end thereof the following new paragraph:

“9) TerMINATION.—This subsection shall not apply to any
property placed in service after December 31, 1985, unless such
property is transition property (as defined in section 49(e)1).”

(B) Paragraph (4) of section 168(f) of the 1986 Code is amend-
ed to read as follows:

“4) SOUND RECORDINGS.—Any works which result from the
fixation of a series of musical, spoken, or other sounds, regard-
less of the nature of the material (such as discs, tapes, or other
phonorecordings) in which such sounds are embodied.”

(17) Paragraph (7) of section 46(c) of the 1986 Code is amend-
ed—

(A) by striking out “recovery property’ and inserting in
lieu thereof “property to which section 168 applies”,

(B) by striking out “168(c)” each place it appears and in-
serting in lieu thereof “168(e)”,

(C) by striking out “168(f)(3)B)” and inserting in lieu
thereof “168(f(3)B) (as in effect on the day before the date
of the enactment of the Tax Reform Act of 1986)”, and

(D) by striking out “RECOVERY PROPERTY’ in the para-
graph heading and inserting in lieu thereof “PROPERTY TO
WHICH SECTION 168 APPLIES .

(18) Paragraph (1) of section 47(d) of the 1986 Code is amend-
ed by striking out ‘“section 48(cX8XC)” and inserting in lieu
thereof ‘“section 46(c)8XC)".

(19) Paragraph (1) of section 179(d) of the 1986 Code is
amended by striking out ‘recovery property” and inserting in
lieu thereof “tangible property (to which section 168 applies)”.

(20) Section 48 of the 19586 Code is amended by redesignating
the subsection (s) relating to cross references as subsection (t).

(21) Clause (v) of section 168(e)3)B) of the 1986 Code is
amended by striking out “any property” and inserting in lieu
thereof “any section 1245 property”.

(22) The last sentence of section 167(IX3XG) of the 1986 Code
is amended by striking out ‘section 168(e)3)C)” and inserting
in lieu thereof ‘“section 168(i)9)(B)”".

(23)XA) Subparagraph (B) of section 168(d)(3) of the 1986 Code
is amended to read as follows:
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“(B) CERTAIN PROPERTY NOT TAKEN INTO ACCOUNT.—For
purposes of subparagraph (A), there shall not be taken into
account—

“(i) any nonresidential real property and residential
rental property, and

“(it) any other property placed in service and dis-
posed of during the same taxable year.”

(B) Clause (ii) of section 168(d)X3)B) of the 1986 Code (as
added by subparagraph (A)) shall apply to taxable years begin-
ning after March 31, 19588, unless the taxpayer elects, at such
time and in such manner as the Secretary of the Treasury or his
delegate may prescribe, to have such clause apply to taxable
years beginning on or before such date.

(24) Subsection (a) of section 167 of the 1986 Code is amended
by striking out the last sentence.

(25) Subparagraph (B) of section 46(d)1) of the 1986 Code is
amended—

(A) by striking out ‘recovery property (within the mean-
ing of section 168)” in clause (i) and inserting in lieu there-
of “property to which section 168 applies”, and

(B) by striking out “‘which is not recovery property
(within the meaning of section 168)” in clause (ii) and in-
serting in lieu thereof ‘‘to which section 168 does not
apply’”.

(26)(A) Subparagraph (E) of section 47(a)X5) of the 1986 Code
is amended by adding at the end thereof the following new
clause:

“(v) TREATMENT AS RECOVERY PROPERTY.—Any refer-
ence in this paragraph to recovery property shall be
treated as including a reference to any property to
which section 168 (as amended by the Tax Reform Act
of 1986) applies.”

(B) Subparagraph (D) of section 47(a)5) of the 1986 Code is
amended by striking out the last sentence.

(C) Clause (iii) of section 47(a)5XE) of the 1986 Code is
amended by striking out “section 168(c)” and inserting in lieu
thereof ‘“secticn 168(e)”’ .

(27) Subparagraph (A) of section 47(aX9) of the 1986 Code is
amended by striking out ‘“section 168()(4)C)”" and inserting in
lieu thereof “section 168(h)2)”. .

(28) Clause (i) of section 47(dX3)(C) of the 1986 Code is amend-
ed—

(A) by striking out ‘“present class life (as defined in sec-
tion 168(g)2))” and inserting in lieu thereof ‘“class life (as
defined in section 168(i)(1)”, and _ . o

(B) by striking out ‘“no present class life” and inserting in
lieu thereof “no class life”. .

(29) Paragraph (1) of section 48(a) of the 1986 Code is amend-
ed by striking out ‘recovery property (within the meaning of sec-
tion 168)” in the material following subparagraph (G) and in-
serting in lieu thereof ‘“property to which section 168 applies’

(30)" Subparagraph (C) of section 48(1(2) of the 1986 Code is
amended by striking out “which is recovery property (within the
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meaning of section 168)” and inserting in lieu thereof “to which
section 168 applies’. .

(81) Subsection (d) of section 167 of the 1986 Code is amended
by striking out “recovery property defined in section 168 " and
inserting in lieu thereof ‘property to which section 168 applies’.

(b) AMENDMENTS RELATED TO SECTION 202 OF THE REFORM
Acr.—

(1) Paragraph (3) of section 179(b) of the 1986 Code is amend-
ed to read as follows:

“%) LIMITATION BASED ON INCOME FROM TRADE OR BUSI-
NESS.—

“A) IN GENERAL.—The amount allowed as a deduction
under subsection (a) for any taxable year (determined after
the application of paragraphs (1) and (2)) shall not exceed
the aggregate amount of taxable income of the taxpayer for
such taxable year which is derived from the active conduct
by the taxpayer of any trade or business during such tax-
able year.

““B) CARRYOVER OF DISALLOWED DEDUCTION.—The
amount allowable as a deduction under subsection (a) for
any taxable year shall be increased by the lesser of —

“i) the aggregate amount disallowed under subpara-
graph (A) for all prior taxable years (to the extent not
previously allowed as a deduction by reason of this
subparagraph), or

“0it) the excess (if any) of—

“) the limitation of paragraphs (1) and (2) (or if
lesser, the aggregate amount of taxable income re-
ferred to in subparagraph (A)), over

“(ID the amount allowable as a deduction under
subsection (a) for such taxable year without regard
to this subparagraph.

“C) COMPUTATION OF TAXABLE INCOME.—For purposes of
this paragraph, taxable income derived from the conduct of
a trade or business shall be computed without regard to the
deduction allowable under this section.”

(2) Paragraph (1) of section 280F(d) of the 1986 Code is
amended by striking out ‘“‘subsections (a) and (b)"’ and inserting
in lieu thereof ‘“subsections (a) and (b), and the limitation of
paragraph (3) of this subsection,”.

(¢c) AMENDMENTS RELATED TO SECTION 203 OF THE REFORM ACT.—

(1) Subparagraph (B) of section 203(a)1) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: “No election may be made under this subparagraph with
respect to property to which section 168 of the Internal Revenue
Code of 1986 would not apply by reason of section 168(f(5) of
such Code if such property were placed in service after Decem-
ber 31, 1986.”

d(?) Subsection (d) of section 208 of the Reform Act is amend-
e —

(A) by striking out “the case of any taxable year” and in-
serting in lieu thereof “the case of any taxable year begin-
ning before October 1, 1987, and
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(B) by adding at the end thereof the following new sen-
tence: “The preceding sentence shall only apply to property
which would be taken into account if such amendments
did apply.”’

(3) Notwithstanding section 208 of the Reform Act the
amendments made by section 201 of the Reform Act shall apply
to any real property which was acquired before January 1, 1987,
and was converted on or after such date from personal use to a
use for which depreciation is allowable.

(4) Paragraph (1) of section 203(b) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence:

“For purposes of this paragraph, all members of the same affili-
ated group of corporations (within the meaning of section 150}
of the Internal Revenue Code of 1986) filing a consolidated
return shall be treated as one taxpayer.”

(5) Paragraph (1) of section 203(c) of the Reform Act is
amended by striking out “Subparagraph” and inserting in lieu
thereof “Except as otherwise provided in this subsection or sec-
tion 204, subparagraph’.

(6) Clause (i) of section 203(b)2)C) of the Reform Act is
amended by striking out “shall be the class life” and inserting
in lieu thereof “applies shall be the class life”.

(7) Paragraph (3) of section 203(b) of the Reform Act is
amended—

(A) by inserting before the comma at the end of subpara-
graph (A) “(or would have met such requirements if placed
in service by such person)’”, and

(B) by inserting “, or is leased to such person,” before
“not later than”

(8) Paragraph (2) of section 203(a) of the Reform Act is
amended to read as follows:

“(2) SEcTION 202.—

“CA) IN GENERAL.—The amendments made by section 202
shall apply to property placed in service after December 1,
1986, in taxable years ending after such date.

“{B) SPECIAL RULE FOR FISCAL YEARS INCLUDING JANUARY
1, 1987.—In the case of any taxable year (other than a cal-
endar year) which includes January 1, 1987, for purposes of
applying the amendments made by section 202 to property
placed in service during such taxable year and after Decem-
ber 31, 1986—

“(i) the limitation of section 179(b)1) of the Internal
Revenue Code of 1986 (as amended by section 202) shall
be reduced by the aggregate deduction under section
179 (as in effect on the day before the date of the enact-
ment of the Tax Reform Act of 1986) for section 179
property placed in service during such taxable year and
before January 1, 1987,

“ti) the limitation of section 179(b)(2) of such Code
(as so amended) shall be applied by taking into account
the cost of all section 179 property placed in service
during such taxable year, and
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“iii) the limitation of section 179(b)(3) of such Code
shall be applied by taking into account the taxable
income for the entire taxable year reduced by the
amount of any deduction under section 179 of such
Code for property placed in service during such taxable
year and before January 1, 1987.”

(d) AMENDMENTS RELATED TO SECTION 204 OF THE REFORM
Acr.—

(1) Subparagraph (B) of section 204(a)1) of the Reform Act is
amended by striking out “and’ at the end of clause (i), by
striking out the period at the end of clause (iii) and inserting in
lieu thereof “ and’, and by inserting after clause (iii) the fol-
lowing new clause:

“(iv) described in subparagraph (F) or (H).”

(2) Subparagraph (C) of section 204(a)1) of the Reform Act is
amended by striking out the last sentence and inserting in lieu
thereof the following:

“For purposes of this subparagraph, section 203(b)(2) shall
be applied by substituting ‘January 1, 1994’ for ‘January 1,
1991 each place it appears.”

(3) Subparagraph (E) of section 204(a)1) of the Reform Act is
amended by striking out the last sentence and inserting in lieu
thereof the following: “For purposes of this subparagraph, sec-
tion 203(b)2) shall be applied by substituting ‘January 1, 1998’
for ‘January 1, 1991’ each place it appears.”

(4) Subparagraph (F) of section 204(a)1) of the Reform Act is
amended—

(A) by striking out ‘“paragraph’ and inserting in lieu
thereof “subparagraph’,

(B) by striking out *, or” at the end of clause (iii) and
inserting in lieu thereof a period, and

(C) by striking out so much of clause (iv) as precedes sub-
clause (I) thereof and inserting in lieu thereof the follow-
ing:
“A project is also described in this subparagraph if it is a
mixed-use development which is—".

(5) The last sentence of section 204(a)1XF) of the Reform Act
is amended—

(A) by striking out “subsection (bX2)” and inserting in
lieu thereof ‘section 203(b)X2)”, and
“1(,9?9{9 ’l’)y striking out “1993” and inserting in lieu thereof

(6) Subparagraph (H) of section 204(a)1) of the Reform Act is
amended by striking out “July 1, 1986 and inserting in lieu
thereof “June 30, 1986”

(7XA) Paragraph (4) of section 204(a) of the Reform Act is
amended to read as follows:

“U4) PROPERTY TREATED UNDER PRIOR TAX ACTS.—The amend-
ments made by section 201 shall not apply—

“(A) to property described in section 12(cX2) (as amended
by the Technical and Miscellaneous Revenue Act of 1988),
31(gh5), or 31(g)17)J) of the Tax Reform Act of 1984,
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“(B) to property described in section 209(d)1)XB) of the
Tax Equity and Fiscal Responsibility Act of 1982, as
amended by the Tax Reform Act of 1984, and

“CC) to property described in section 216(bX3) of the Tax
Equity and Fiscal Responsibility Act of 1982.”

(B) Paragraph (2) of section 12(c) of the Tax Reform Act of
1984 is amended by striking out “which is placed in service
before January 1, 1988”.

(8) Subparagraph (K) of section 204(a)5) of the Reform Act is
amended—

(A) by striking out “either” in the matter preceding
clause (1),

(B) by striking out “super calendar’ in clause (i) and in-
serting in lieu thereof “supercalendered”,

(C) by striking out ‘“‘were incurred” in clause (i) and in-
serting in lieu thereof “was incurred”, and
()(D) by inserting “‘the project” before “involves” in clause
v

(9) Paragraph (5) of section 204(a) of the Reform Act is
amended by adding at the end thereof the following new sub-
paragraph:

“CZ) A project is described in this subparagraph if—

‘) such project involves a fiber optic network of at
least 475 miles, passing through Minnesota and Wis-
consin; and

“(ii) before January 1, 1986, at least $15,000,000 was
expended or committed for electronic equipment or
fiber optic cable to be used in constructing the net-
work.”

(10XA) Paragraph (8) of section 204(a) of the Reform Act is
amended by striking out the period at the end of subparagraph
(C) and inserting in lieu thereof a comma, and by adding at the
end thereof the following new subparagraphs:

“D) a bond volume carryforward election was made for
the facility and the facility is for Chattanooga, Knoxville,
or Kingsport, Tennessee, or

“CE) such facility is to serve Haverhill, Massachusetts.”

(B) Paragraph (8) of section 204(a) of the Reform Act is
amended by striking out “, and section 203(c),”’.

(11) Paragraph (10) of section 204(a) of the Reform Act is
amended—

(A) by striking out ‘“either” in the material preceding
subparagraph (A),

(B) by striking out ‘“‘wastewater treatment facility” in
subparagraph (C) and inserting in lieu thereof “wastewater
treatment facility serving Greenville, South Carolina’, and

(C) by striking out “the letter of intent and service agree-
ment described in subparagraph (AX2) of this paragraph”
in subparagraph (D) and inserting in lieu thereof “such
letter of intent and service agreement”.

(12) Paragraph (11) of section 204(a) of the Reform Act is
amended—
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(A) by striking out “Kansas, Florida, Georgia, or Texas”
in subparagraph (A) and inserting in lieu thereof ‘“the
United States’,

(B) by striking out “the purchase” in subparagraph (C)
and inserting in lieu thereof “the purchaser’, and

(C) by striking out the last sentence.

(13) Paragraph (14) of section 204(a) of the Reform Act is
amended by striking out the period at the end of subparagraph
(E) and inserting in lieu thereof a comma, and by inserting
after subparagraph (E) the following:

“CF) the project has a planned scheduled capacity of ap-
proximately 38,000 kilowatts, the project property is placed
in service before January 1, 1991, and the project is operat-
ed, established, or constructed pursuant to certain agree-
ments, the negotiation of which began before 1986, with
public or municipal utilities conducting business in Massa-
chusetts, or

“G) the Board of Regents of Oklahoma State University
took official action on July 25, 1986, with respect to the
project.

In the case of the project described in subparagraph (F), section
203(bX2XA) shall be applied by substituting ‘January 1, 1991’
for January 1, 1989."

(14) Paragraph (15) of section 204(a) of the Reform Act is
amended—

(A) by adding ‘“located in New Mexico” after ‘“to a
project”’,

(B) by striking out “$72,000"" and inserting in lieu thereof
“$72,000,000", and

(C) by striking out the last sentence and inserting in lieu
thereof the following:

“For purposes of this paragraph, section 203(b)2) shall be ap-
plied by substituting ‘January 1, 1996’ for ‘January 1, 1991’
each place it appears.”

(15) Paragraph (24) of section 204(a) of the Reform Act is
amended by adding at the end thereof the following new sub-
paragraphs:

‘““E) The amendments made by section 201 shall not
apply to the Muskegon, Michigan, Cross-Lake Ferry project
having a projected cost of approximately $7,200,000.

“(F) The amendments made by section 201 shall not
apply to a new automobile carrier vessel, the contract price
for which is no greater than $28,000,000, and which will be
constructed for and placed in service by OSG Car Carriers,
Inc., to transport, under the United States flag and with an
American crew, foreign automobiles to North America in a
case where negotiations for such transportation arrange-
ments commenced in 1985, and definitive transportation
contracts were awarded before June 1986.”

(16) Paragraph (25) of section 204(a) of the Reform Act is
amended by striking out “wood energy products” and inserting
in lieu thereof “wood energy projects’”.
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(17) Paragraph (27) of section 204(a) of the Reform Act is
amended—
(A) in subparagraph (B), by striking out “525,000” and
inserting in lieu thereof “540,000"
(B) in subparagraph (C)—
() by striking out “$32,000,000” and inserting in lieu
thereof “$22,000,000”, and
(i) by striking out “before” and inserting in lieu
thereof ‘“on”,
(C) in subparagraph (D), by striking out “and 7th
Avenue”, and
(D) in subparagraph (H), by striking out “$62,000” and
inserting in lieu thereof “$62,600,000
(18) Paragraph (27) of section 204(a) of the Reform Act is
amended by adding at the end thereof the following:
“(I) A 600,000 square foot mixed use building known as
Flushing Center with respect to which a letter of intent was
executed on March 26, 1986.

In the case of the building described in subparagraph (I), sec-
tion 203(b)2)A) shall be applied by substituting ‘January 1,
1993’ for the applicable date which would otherwise apply.”
(19) Paragraph (31) of section 204(a) of the Reform Act is
amended by striking out “$10,200,000” and inserting in lieu
thereof “$10,500,000".
(20) Paragraph (32) of section 204(a) of the Reform Act is
amended—
(A) in subparagraph (A)—
(i) by striking out “July 30, 1984 and inserting in
lieu thereof ‘“December 26, 1985,
(it) by striking out “February 28, 1985" and inserting
in lieu thereof “July 2, 1986, and
(iii) by striking out “on June 17, 1985 and inserting
in lieu thereof ‘“in May 1985’
(B) in subparagraph (B)—
(i) by striking out “August 30, 1984 and inserting in
lieu thereof “‘December 26, 19857,
(it) by striking out “May 4, 1985” and inserting in
lieu thereof “July 2, 1986, and
(iti) by striking out “on July 3, 19857 and inserting
in lieu thereof “in July 1985,
(C) in subparagraph (E)—
(i) by striking out “$2,200,000” and inserting in lieu
thereof “‘$5,000,000”,
(ii) by striking out ‘“on January 27, 19867 and insert-
ing ‘“in 19867, and
(iit) by inserting ‘in Masontown, Pennsylvania,’
after “plant”,
(D) by amending subparagraph (K) to read as follows:
“K) A 250 megawatt coal-fired electric plant in north-
eastern Nevada estimated to cost $600,000,000 and known
as the Thousand Springs project, on which the Sierra Pa-
cific Power Company, a subsidiary of Sierra Pacific Re-
sources, began in 1980 work to design, finance, construct,

’
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and operate (and section 203(b)X2) shall be applied with re-
spect to such plant by substituting ‘January 1, 1995’ for
January 1, 1991,

(E) in subparagraph (L), by inserting “in connection
with” after “housing’,

(F) by amending subparagraph (M) to read as follows:

““M) property which is part of the Kenosha Downtown
Redevelopment Project and which is financed with the pro-
ceeds of bonds issued pursuant to section 1317(6)XW),”,

(G) in subparagraph (0), by striking out “New Orleans,
Louisiana” and inserting in lieu thereof ‘“Pensacola, Flori-
da’, and

(H) in subparagraph (S)—

(i) by inserting “‘to be” before ‘placed”,

(ii) by inserting “Coal” before “Company”,

(iti) by inserting ‘{or any subsidiary thereof)” after
“Company’’, and

(iv) by striking out “on December 31, 1985” and in-
serting in lieu thereof ‘“‘by December 31, 1985”.

(21) Subparagraph (T) of section 204(aX32) of the Reform Act
is amended to read as follows:

“T) a portion of a fiber optics network placed in service
by LDX NET after December 31, 1988, but only to the
extent the cost of such portion does not exceed
$25,000,000,”.

(22) Subparagraph (U) of section 204(aX32) of the Reform Act
is amended by striking out “placed in service’” and inserting in
lieu thereof “constructed”.

(23) Subparagraph (X) of section 204(a)32) of the Reform Act
is amended by striking out ‘the home rule city and the State
housing finance agency adopted inducement resolutions on De-
cember 20, 1985”7 and inserting in lieu thereof ‘the home rule
city on December 4, 1985, and the State housing finance agency
on December 20, 1985, adopted inducement resolutions”.

(24) Subparagraph (C) of paragraph (33) of section 204(a) of
the Reform Act is amended to read as follows:

“(CXi) a waste-to-energy project in Derry, New Hampshire,
costing approximately $60,000,000, and

“(it) a waste-to-energy project in Manchester, New Hamp-
shire, costing approximately $60,000,000,”.

(25) Paragraph (33) of section 204(a) of the Reform Act is
amended by striking out “and’ at the end of subparagraph (J),
by striking out the period at the end of subparagraph (K) and
inserting in lieu thereof *, and’, and by inserting after subpara-
graph (K) the following:

“(L) a cogeneration facility to be built at a paper compa-
ny in Turners Falls, Massachusetts, with respect to which a
letter of intent was executed on behalf of the paper compa-
ny on September 26, 1985.”

(26) Subsection (a) of section 204 of the Reform Act is amend-
ed by adding at the end thereof the following new paragraphs:

“(34) The amendments made by section 201 shall not apply to
an approximately 240,000 square foot beverage container manu-
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fact_urlng plant located in Batesville, Mississippi, or plant
equipment used exclusively on the plant premises if—

“{A) a 2-year supply contract was signed by the taxpayer
and a customer on November 1, 1985,

“(B) such contract further obligated the customer to pur-
chase beverage containers for an additional 5-year period if
physical signs of construction of the plant are present
before September 1986,

“(C) ground clearing for such plant began before August
1986, and

“(D) construction is completed, the equipment is in-
stalled, and operations are commenced before July 1, 1987.

“(35) The amendments made by section 201 shall not apply to
any property which is part of the multifamily housing at the
Columbia Point Project in Boston, Massachusetts. A project
shall be treated as not described in the preceding sentence and
as not described in section 252(fX1)D) unless such project in-
cludes, at substantially all times throughout the compliance
period (within the meaning of section 42(i)(1) of the Internal
Revenue Code of 1986), a facility which provides health services
to the residents of such project for fees commensurate with the
ability of such individuals to pay for such services.

“(36) The amendments made by section 201 shall not apply to
any ethanol facility located in Blair, Nebraska, if—

“(A) in July of 1984 an initial binding construction con-
tract was entered into for such facility,

“(B) in June of 1986, certain Department of Energy rec-
ommended contract changes required a change of contrac-
tor, and

“(C) in September of 1986, a new contract to construct
such facility, consistent with such recommended changes,
was entered into.

“(37) The amendments made by section 201 shall not apply to
any property which is part of a sewage treatment factlity if,
prior to January 1, 1986, the City of Conyers, Georgia, selected a
privatizer to construct such facility, received a guaranteed max-
tmum price bid for the construction of such facility, signed a
letter of intent and began substantial negotiations of a service
agreement with respect to such facility.

“38) The amendments made by section 201 shall not apply
to—

“CA) a $28,000,000 wood resource complex for which con-
struction was authorized by the Board of Directors on
August 9, 1985,

““B) an electrical cogeneration plant in Bethel, Maine
which is to generate 2 megawatts of electricity from the
burning of wood residues, with respect to which a contract
was entered into on July 10, 1984, and with respect to
which $200,000 of the expected $2,000,000 cost had been
committed before June 15, 1986,

“C) a mixed income housing project in Portland, Maine
which is known as the Back Bay Tower and which is ex-
pected to cost $17,800,000,
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“D) the Eastman Place project and office building in
Rochester, New York, which is projected to cost $20,000,000,
with respect to which an inducement resolution was adopt-
ed in December 1986, and for which a binding contract of
$500,000 was entered into on April 30, 1986,

“UE) the Marquis Two project in Atlanta, Georgia which
has a total budget of $72,000,000 and the construction

hase of which began under a contract entered into on
March 26, 1986,

“F) a 166-unit continuing care retirement center in New
Orleans, Louisiana, the construction contract for which was
signed on February 12, 1986, and is for a maximum
amount not to exceed $8,500,000,

“‘G) the expansion of the capacity of an oil refining facil-
ity in Rosemont, Minnesota from 137,000 to 207,000 barrels
per day which is expected to be completed by December 31,
1990, and

“CH) a project in Ransom, Pennsylvania which will burn
coal waste (known as ‘culm’) with an approximate cost of
$64,000,000 and for which a certification from the Federal
Energy Regulatory Commission was received on March 11,
1986.

“(39) The amendments made by section 201 shall not apply to
any facility for the manufacture of an improved particle board
if a binding contract to purchase such equipment was executed
March 3, 1986, such equipment will be placed in service by Jan-
uary 1, 1988, and such facility is located in or near Moncure,
North Carolina.”

(27) Subsection (b) of section 204 of the Reform Act is amend-
ed by inserting “(as amended by the Tax Reform Act of 1984)”
immediately before the period at the end thereof.

(28) Subparagraph (A) of section 204(cX1) of the Reform Act is
amended by inserting “located in Pennsylvania and” before
“constructed pursuant”.

(29) Paragraph (3) of section 204(c) of the Reform Act is
amended—

(A) by striking out ‘“for the applicable date” and insert-
ing in lieu thereof ‘(or, in the case of a project described in
subparagraph (B), by substituting ‘April 1, 1992’) for the ap-
plicable date”,

(B) by striking out ‘“before April 1, 1986” in subpara-
graph (A) and inserting in lieu thereof “on or before April
1, 1986”, and

(C) by adding at the end thereof the following:

“In the case of an aircraft described in subparagraph (A), sec-
tion 203(b)(1XA) shall be applied by substituting ‘April 1, 1986’
for ‘March 1, 1986° and section 49(eX1)XB) of the Internal Reve-
nue Code of 1986 shall not apply.”

(30XA) Paragraph (4) of section 204(c) of the Reform Act is
amended by striking out all that precedes subparagraph (L) and
inserting in lieu thereof the following:

“t4) The amendments made by section 201 shall not apply to
a limited amount of the following property or a limited amount
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of property set forth in a submission before September 16, 1986,
by the following taxpayers:

“(A) Arena project, Michigan, but only with respect to
$78,000,000 of investments.

“(B) Campbell Soup Company, Pennsylvania, California,
North Carolina, Ohio, Maryland, Florida, Nebraska, Michi-
gan, South Carolina, Texas, New Jersey, and Delaware, but
only with respect to $9,329,000 of regular investment tax
credits.

“C) The Southeast Overtown/Park West development,
Florida, but only with respect to $200,000,000 of invest-
ments.

“(D) Equipment placed in service and operated by Leggett
and Platt before July 1, 1987, but only with respect to
$2,000,000 of regular investment tax credits, and subsec-
tions (¢) and (d) of section 49 of the Internal Revenue Code
of 1986 shall not apply to such equipment.

“(E) East Bank Housing Project.

“(F) $1,561,215 of investments by Standard Telephone
Company.

‘“(G) Five aircraft placed in service before January 1,
1987, by Presidential Air.

“tH) A rehabilitation project by Ann Arbor Railroad, but
only with respect to $2,900,000 of investments.

“(D) Property that is part of a cogeneration project located
in Ada, Michigan, but only with respect to $30,000,000 of
investments.

“J) Anchor Store Project, Michigan, but only with re-
spect to $21,000,000 of investments.

“(K) A waste-fired electrical generating facility of Biogen
Power, but only with respect to $34,000,000 of investments.”’

(B) Paragraph (4) of section 204(c) of the Reform Act is
amended by striking out all that follows subparagraph (L) and
inserting in lieu thereof the following:

“CM) Interests of Samuel A. Hardage (whether owned in-
dividually or in partnership form).

“(N) Two aircraft of Mesa Airlines with an aggregate cost
of $5,723,484.

“O) Yarn-spinning equipment used at Spray Cotton
Mills, but only with respect to $3,000,000 of investments.

“(P) 328 units of low-income housing at Angelus Plaza,
but only with respect to $20,500,000 of investments.

“Q) One aircraft of Continental Aviation Services with a
cost of approximately $15,000,000 that was purchased pur-
suant to a contract entered into during March of 1983 and
that is placed in service by December 31, 1988.”

(31) Paragraph (29) of section 204(a) of the Reform Act is
amended—

(A) by striking out ‘“January 18" in subparagraph (A)
and inserting in lieu thereof “January 25, and

(B) by striking out “law suits filed on June 22, 198}, and
November 21, 1985 in subparagraph (B) and inserting in
lieu thereof “a law suit filed on October 25, 1985
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(32) Subparagraph (J) of section 204(a)33) of the Reform Act,
as amended by paragraph (25), is amended to read as follows:
“J) A 25.85 megawatt alternative energy facility located
in Deblois, Maine, with respect to which certification by the
Federal Energy Regulatory Commission was made on April

3, 1986,

(33) Paragraph (3) of section 204(c) of the Reform Act is
amended—

(A) by inserting “and’” at the end of subparagraph (B),

(B) by striking out subparagraph (C), and

(C) by redesignating subparagraph (D) as subparagraph
(C).

(34) Subclause (II) of section 204(a)5XJNii) of the Reform Act
is amended to read as follows:

“II) the Board of Directors of an automobile
manufacturer approved a written plan for the con-
version of existing facilities to produce new models
of a vehicle not currently produced in the United
States, such facilities will be placed in service by
July 1, 1987, and such Board action occurred in
July 1985 with respect to a $602,000,000 expendi-
ture, a $438,000,000 expenditure, and a
$321,000,000 expenditure.”

(35) Subparagraph (T) of section 204(a)(5) of the Reform Act is
amended to read as follows:

“CT) A project is described in this subparagraph if it is a
plant facility on Alaska’s North Slope which is placed in
service before January 1, 1988, and—

“(i) the approximate cost of which is $675,000,000, of
which approximately $400,000,000 was spent on off-site
construction,

“(it) the approximate cost of which is $445,000,000, of
which approximately $400,000,000 was spent on off-site
construction and more than 50 percent of the project
cost was spent prior to December 31, 1985, or

“(ii1) the approximate cost of which is $375,000,000,
of which approximately $260,000,000 was spent on off-
site construction.”

4 (e) AMENDMENTS RELATING TO SECTION 211 OF THE REFORM
CT.—

(1) Paragraph (1) of section 49(d) of the 1986 Code is amended
to read as follows:

“(1) IN GENERAL.—In the case of periods after December 31,
1985, with respect to so much of the credit determined under
section 46(a) with respect to transition property as is attributa-
ble to the regular investment credit (as defined in subsection
(c5NB))—

“(A) paragraphs (1), (2), and (7) of section 48(q) and sec-
tion 48(d)5) shall be applied by substituting ‘100 percent’
for ‘50 percent’ each place it appears, and

“(B) sections 48(q)(4) and 196(d) shall not apply.”

(2) Subparagraph (B) of section 49(c)4) of the 1986 Code is
amended to read as follows:
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“(B) No CARRYBACK FOR YEARS STRADDLING JULY 1, 1987
GROSS UP OF CARRYFORWARDS.—In any case to which para-
graph (3) applies—

“G) the amount of the reduction under paragraph (3)
may not be carried back to any taxable year, but
“i) there shall be added to the carryforwards from
the taxable year (before applying paragraph (2) an
amount equal to the amount which bears the same
ratio to the carryforwards from such taxable year (de-
termined without regard to this clause) as—
“tD) the applicable percentage, bears to
“dD I minus the applicable percentage.”

(3) Clause (i) of section 49(c)5)B) of the 1986 Code is amended
to read as follows:

“G) IN GENERAL—The term ‘regular investment
credit’ means the credit determined under section 46(a)
to the extent attributable to the regular percentage.”

(4) Paragraph (1) of section 211(e) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: “Section 49(c) of the Internal Revenue Code of 1986 (as
added by subsection (a)) shall apply to taxable years ending
after i’fune 30, 1987, and to amounts carried to such taxable
years.

(5) Paragraph (4)XA) of section 211(e) of the Reform Act is
amended—

(A) by striking out “Paragraphs (c) and (d) of section 49
of the Internal Revenue Code of 1954” and inserting in lieu
thereof “Subsections (c) and (d) of section 49 of the Internal
Revenue Code of 1986”, and

(B) by striking out “1935” and inserting in lieu thereof
“1985”".

(6) Paragraph (4)XB) of section 211(e) of the Reform Act is
amended by striking out “shall be treated as transition proper-
ty” and inserting in lieu thereof ‘shall be treated as transition
property and subsections (c) and (d) of section 489 of such Code
shall not apply to such property”.

(7) Paragraph (}) of section 211(e) of the Reform Act is
amended by adding at the end thereof the following new sub-
paragraphs:

“C) Any solid waste disposal facility which will process
and incinerate solid waste of one or more public or private
entities including Dakota County, Minnesota, and with re-
spect to which a bond carryforward from 1985 was elected
in an amount equal to $12,500,000 shall be treated as tran-
sition property within the meaning of section 49(e) of the
Internal Revenue Code of 1986.

“UD) For purposes of section 49 of such Code, the follow-
ing property shall be treated as transition property:

“G) 2 catamarans built by a shipbuilder incorporated
in the State of Washington in 1964, the contracts for
which were signed on April 22, 1956 and November 12,
1985, and 1 barge built by such shipbuilder the con-
tract for which was signed on August 7, 1985.
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“(ii) 2 large passenger ocean-going United States flag
cruise ships with a passenger rated capacity of up to
250 which are built by the shipbuilder described in
clause (i), which are the first such ships built in the
United States since 1952, and which were designed at
the request of a Pacific Coast cruise line pursuant to a
contract entered into in October 1985. This clause shall
apply only to that portion of the cost of each ship
which does not exceed $40,000,000.

“6iit) Property placed in service during 1986 by Satel-
lite Industries, Inc., with headquarters in Minneapolis,
Minnesota, to the extent that the cost of such property
does not exceed $1,950,000.

“(E) Subsections (c) and (d) of section 49 of such Code
shall not apply to property described in section 204(a)}) of
this Act.”

(8)XA) Subsection (d) of section 38 is amended to read as fol-
lows:

“td) OrpeErING RuULES.—For purposes of sections 46(f), 47(a),
196(a), and any other provision of this title where it is necessary to
ascertain the extent to which the credits determined under any sec-
tion referred to in subsection (b) are used in a taxable year or as a
carryback or carryforward—

“(1) IN GENERAL.—The order in which such credits are used
shall be determined on the basis of the order in which they are
listed in subsection (b) as of the close of the taxable year in
which the credit is used.

“(2) CoMPONENTS OF INVESTMENT CREDIT.—The order in
which credits attributable to a percentage referred to in section
46(a) are used shall be determined on the basis of the order in
which such percentages are listed in section }6(a) as of the close
of the taxable year in which the credit is used.

“(2) CREDITS NO LONGER LISTED.—For purposes of this subsec-
tion—

“(A) the credit allowable by section 40, as in effect on the
day before the date of the enactment of the Tax Reform Act
of 1984, (relating to expenses of work incentive programs)
and the credit allowable by section 41(a), as in effect on the
day before the date of the enactment of the Tax Reform Act
of 1986, (relating to employee stock ownership credit) shall
be treated as referred to in that order after the last para-
graph of subsection (b), and

“(B) the employee plan percentage (as defined in section
46(a)2)(E), as in effect on the day before the date of the en-
actment of the Tax Reform Act of 1984) shall be treated as
referred to after section 46(a)2).”’

(B) Subparagraph (C) of section }9(c)5) of the 1986 Code is
hereby repealed.

(C) The amendments made by this paragraph shall apply to
taxable years beginning after December 31, 1983, and to carry-
backs from such years.

(f) AMENDMENTS RELATED TO SECTION 212 OF THE REFORM ACT.—
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(1) Paragraph (2) of section 212(f) of the Reform Act is amend-
ed by striking out so much of such paragraph as precedes sub-
paragraph (A) and insert in lieu thereof the following:

“(2) SPECIAL RULE.—In the case of the LTV Corporation, in
lieu of the requirements of paragraph (1)—"

(2) Subclause (I) of section 212(fX2)(BJ(i) of the Reform Act is
amended by striking out “such involvement begins’’ and insert-
ing in lieu thereof “when the corporation receives the refund’.

(3) Subsection (g) of section 212 of the Reform Act is amended
by adding at the end thereof the following new paragraph.:

“3) SPECIAL RULE FOR RESTRUCTURING.—In the case of any
corporation, any restructuring shall not limit, increase, or other-
wise affect the benefits which would have been available under
this section but for such restructuring.”

(4) Section 212 of the Reform Act is amended by adding at
the end thereof the following new subsection:

“(h) TENTATIVE REFUNDS.—Rules similar to the rules of section
6425 of the Internal Revenue Code of 1986 shall apply to any over-
payment resulting from the application of this section.”

(5) Subparagraph (B) of section 212(g)(2) of the Reform Act is
amended by striking out ‘“determined under’” and inserting in
liez t{l’ereof “determined for periods before January 1, 1986,
under”

(6) Section 212(f) of the Reform Act is amended by adding at
the end thereof the following new paragraph:

“(3) In the case of a qualified corporation, no offset to any refund
under this section may be made by reason of any tax imposed by sec-
tion 4971 of the Internal Revenue Code of 1986 (or any interest or
penalty attributable to any such tax), and the date on which any
such refund is to be paid shall be determined without regard to
such corporation’s status under title 11, United States Code.’

(g) AMENDMENT RELATED TO SECcTION 213 OF THE REFORM ACT.—
Subparagraph (B) of section 213(e)X2) of the Reform Act is amended
by striking out ‘“determined under” and inserting in lieu thereof
“determined for periods before January 1, 1986, under”.

(h) AMENDMENTS RELATED 1O SECTION 231 OF THE REFORM
Act.—

(1) Subsection (g) of section 41 of the 1986 Code is amended by
adding at the end thereof the following new sentence: “If the
amount determined under subsection (a) for any taxable year ex-
ceeds the limitation of the preceding sentence, such amount may
be carried to other taxable years under the rules of section 39;
except that the limitation of the preceding sentence shall be
taken into account in lieu of the limitation of section 38(c) in
applying section 39.”

(2) Subsection (c) of section 6411 of the 1986 Code is amended
by striking out ‘“‘unused research credit,”.

(3) Section 936(hXSXCYIXIV)ic) of the 1986 Code is amended—

(A) by striking out ‘section 307 and inserting in lieu
thereof “‘section 41’7, and 4 o

(B) by striking out “section 30(f)” and inserting in lieu
thereof ‘“‘section 41(f)”.

(i) AMENDMENTS RELATED TO SECTIONS 241 AND 242 OF THE
REFORM ACT.—
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(1) Section 167 of the 1986 Code is amended by redesignating
subsection (r) as subsection (s) and by inserting after subsection
(q) the following new subsection:

“r) TRADEMARK OR TRADE NAME EXPENDITURES NoT DEPRECIA-
BLE.—

“1) IN GENERAL.—No depreciation deduction shall be allow-
able under this section (and no depreciation or amortization de-
duction shall be allowable under any other provision of this
subtitle) with respect to any trademark or trade name expendi-
ture.

“9) TRADEMARK OR TRADE NAME EXPENDITURE.—For pur-
poses of this subsection, the term ‘trademark or trade name ex-
penditure’ means any expenditure which is directly connected
with the acquisition, protection, expansion, registration (Feder-
al, State, or foreign), or defense of a trademark or trade name.”

(2XA) Paragraph (1) of section 168(c) of the 1986 Code (as
amended by section 102(a) is amended by adding at the end
thereof the following new item:

“Any railroad grading or tunnel bore...............ccccovvvviciininnniniin 50 years.”

(B)i) Paragraph (3) of section 168(b) of the 1986 Code is
amended by redesignating subparagraph (C) as subparagraph
(D) and by inserting after subparagraph (B) the following new
subparagraph:

“(C) Any railroad grading or tunnel bore.”

(ii) Paragraph (5) of section 168(b) of the 1986 Code (as
amended by section 102(a)) is amended by striking out “(3)/(C)”
and inserting in lieu thereof “(3XD)".

(C) Subsection (e) of section 168 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(4) RAILROAD GRADING OR TUNNEL BORE.—The term ‘rail-
road grading or tunnel bore’ means all improvements resulting
from excavations (including tunneling), construction of embank-
ments, clearings, diversions of roads and streams, sodding of
slopes, and from similar work necessary to provide, construct,
reconstruct, alter, protect, improve, replace, or restore a roadbed
or right-of-way for railroad track.”

(D) Paragraph (2) of section 168(d) of the 1986 Code is amend-
ed by striking out “and’ at the end of subparagraph (A), by in-
serting “and’ at the end of subparagraph (B), and by inserting
after subparagraph (B) the following new subparagraph:

“C) any railroad grading or tunnel bore,”.

(E) Clause (i) of section 168(d)X3)B) of the 1986 Code (as
amended by section 102(a) is amended by striking out “and res-
idential rental property” and inserting in lieu thereof ‘‘residen-
tial rental property, and railroad grading or tunnel bore”.

(F) The table contained in paragraph (2)(C) of section 168(g) of
the 1986 Code is amended by adding at the end thereof the fol-
lowing new item:

“(iv) Any railroad grading or tunnel bore...........ccococoeceeecinecccrnvrecrerenne. 50 years.”

(G) Subparagraph (E) of section 168(1)(1) of the 1986 Code is
amended by adding at the end thereof the following new clause:
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“(iit) SPECIAL RULE FOR RAILROAD GRADING OR TUNNEL
BORES.—In the case of any property which is a railroad
grading or tunnel bore—

“ such property shall be treated as an assigned
property,

“(ID) the recovery period applicable to such property
shall be treated as an assigned item, and

“dID clause (ii) of subparagraph (D) shall not
apply.”

(H) The table contained in subparagraph (A) of section
467(e)(3) of the 1986 Code is amended by adding at the end
thereof the following new item:

“Any railroad grading or tunnel Bore............cococceivoiinineniccnicicneneaen, 50 years.”

(I) Paragraph (3) of section 1245(a) of the 1986 Code is amend-
ed by striking out “or” at the end of subparagraph (D), by strik-
ing out the period at the end of subparagraph (E), and inserting
in lieu thereof “, or”, and by adding at the end thereof the fol-
lowing new subparagraph:

“(F) any railroad grading or tunnel bore (as defined in section
168(e)4).” ]

(j) AMENDMENTS RELATED TO SECTION 243 OF THE REFORM ACT.—

(1) Section 243 of the Reform Act (related to deduction of bus
and freight forwarder operating authority) is amended by redes-
ignating subsection (d) as subsection (e) and by inserting after
subsection (c) the following new subsection:

“(d) AppLICATION OF SECTION 334(b)(2).—For purposes of subsec-
tions (a) and (b), the reference to section 334(bX2) in section
266(c)2)(A)Xii) of the Economic Recovery Tax Act of 1981 shall be a
reference to such section as in effect before its repeal.”

(2) The heading of subparagraph (A) of section 243(b)(2) of the
Reform Act is amended by striking out “TO BEGIN IN 1987

(k) AMENDMENTS RELATED TO SECTION 251 OF THE REFORM
Acr.—

(1) Paragraph (2)XB) of section 251(d) of the Reform Act is
amended by striking out clause (i) and redesignating clauses (ii)
and (iii) as clauses (i) and (ii), respectively.

(2) Subparagraph (P) of section 251(d)3) of the Reform Act is
amended by striking out “San Francisco” and inserting in lieu
thereof “‘San Jose, California”.

(3) Paragraph (}) of section 251(d) of the Reform Act is
amended—

(A) by striking out “Lakeland marbel Arcade” in sub-
paragraph (K) and inserting in lieu thereof “Marble Arcade
office building’,

(B) by striking out “and’ at the end of subparagraph (Y),

and

(C) by striking out subparagraph (Z) and inserting in lieu
thereof the following:

“(Z) the Bigelow-Hartford Carpet Mill in Enfield, Con-
necticut,

“CAA) properties abutting 125th street in New York
County from 7th Avenue west to Morningside and the pier
area on the Hudson River at the end of such 125th Street,
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““BB) the City of Los Angeles Central Library project
pursuant to an agreement dated December 28, 1983,
“CC) the Warehouse Row project in Chattanooga, Ten-

nessee,
“DD) any project described in section 204(a)(1)F) of this
A

ct,
““EE) the Wood Street Commons project in Pittsburgh,
Pennsylvania,
“CFF) any project described in section 803(d)6) of this
Act,
““GG) Union Station, Indianapolis, Indiana,
““HH) the Mattress Factory project in Pittsburgh, Penn-
sylvania,
“II) Union Station in Providence, Rhode Island,
“JJ) South Pack Plaza, Asheville, North Carolina,
“CKK) Old Louisville Trust Project, Louisville, Kentucky,
““LL) Stewarts Rehabilitation Project, Louisville, Ken-
tucky,
“C‘MM) Bernheim Officenter, Louisville, Kentucky,
“YNN) Springville Mill Project, Rockuille, Connecticut,
and
“(00) the D.J. Stewart Company Building, State and
Main Streets, Rockford, Illinois.”

(4) Subsection (d) of section 251 of the Reform Act is amended
by striking out paragraph (6) and inserting in lieu thereof the
following:

“(6) EXPENSING OF REHABILITATION EXPENSES FOR THE FRANK-
FORD ARSENAL.—In the case of any expenditures paid or in-
curred in connection with improvements (including repairs and
maintenance) of the Frankford Arsenal pursuant to a contract
and partnership agreement during the 8-year period specified in
the contract or agreement, all such expenditures to be made
during the period 1986 through and including 1993 shall—

“(A) be treated as made (and allowable as a deduction)
during 1986,

“(B) be treated as qualified rehabilitation expenditures
made during 1986, and

“lC) be allocated in accordance with the partnership
agreement regardless of when the interest in the partner-
ship was acquired, except that—

“(i) if the taxpayer is not the original holder of such
interest, no person (other than the taxpayer) had
claimed any benefits by reason of this paragraph,

“(it) no interest under section 6611 of the 1986 Code
on any refund of income taxes which is solely attribut-
able to this paragraph shall be paid for the period—

“(I) beginning on the date which is 45 days after
the later of April 15, 1987, or the date on which
the return for such taxes was filed, and

“dD ending on the date the taxpayer acquired
the interest in the partnership, and

“iiv) if the expenditures to be made under this provi-
ston are not paid or incurred before January 1, 199},
then the tax imposed by chapter 1 of such Code for the
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taxpayer’s last taxable year beginning in 1993 shall be
increased by the amount of the tax benefits by reason
of this paragraph which are attributable to the expend-
ttures not so paid or incurred.

f‘(7) SPECIAL RULE.—In the case of the rehabilitation of the
Willard Hotel in Washington, D.C., section 205(c)X1)B)ii) of the
Tax Equity and Fiscal Responsibility Act of 1982 shall be ap-
plied by substituting ‘1987’ for 1986°."”

(9) Subparagraph (B) of section 251(d)(3) of the Reform Act is
amended by striking out “Pontabla” and inserting in lieu there-
of “Pontalba”.

(6) Subparagraph (T) of section 251(d)(4) of the Reform Act is
amended by striking out ‘“Louisville” and inserting in lieu
thereof “Covington”.

(1) AMENDMENTS RELATED TO SECTION 252 OF THE REFORM ACT.—

(1XA) Subparagraph (A) of section 42(b)(2) of the 1986 Code is
amended by striking out “for the month” and all that follows
and inserting in lieu thereof “for the earlier of—

“(i) the month in which such building is placed in
service, or

“G1) at the election of the taxpayer—

“(I) the month in which the taxpayer and the
housing credit agency enter into an agreement with
respect to such building (which is binding on such
agency, the taxpayer, and all successors in interest)
as to the housing credit dollar amount to be allo-
cated to such building, or

“D) in the case of any building to which subsec-
tion (h)4)B) applies, the month in which the tax-
exempt obligations are issued.

A month may be elected under clause (ii) only if the elec-
tion ts made not later than the 5th day after the close of
such month. Such an election, once made, shall be irrevoca-
ble.”

(B) Clause (ii) of section 42(bX2)C) of the 19586 Code is amend-
ed by striking out “the month in which the building was placed
in service” and inserting in lieu thereof ‘“‘the month applicable
under clause (i) or (ii) of subparagraph (A)’.

(2)XA) Subparagraph (A) of section 42(ck?2) of the 1986 Code
(defining qualified low-income building) is amended to read as

ollows:
f “ltA) which is part of a qualified low-income housing
project at all times during the period—

“i) beginning on the 1st day in the compliance
period on which such building is part of such a project,
and

“Gi) ending on the last day of the compliance period
with respect to such building, and” o

(B) Paragraph (1) of section 42(f) of the 1986 Code (defining
credit period) is amended by striking out “beginning with” and
all that follows and inserting in lieu thereof “beginning with—

“CA) the taxable year in which the building is placed in
service, or
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“B) at the election of the taxpayer, the succeeding tax-
able year,
but only if the building is a qualified low-income building as of
the close of the 1st year of such period. The election under sub-
paragraph (B), once made, shall be irrevocable.” .
(8) Clause (ii) of section 42(d)2)(D) of the 1986 Code is amend-
ed to read as follows:
“6ii) SPECIAL RULES FOR CERTAIN TRANSFERS.—For
purposes of determining under subparagraph (B)ii)
when a building was last placed in service, there shall
not be taken into account any placement in service—

“D) in connection with the acquisition of the
building in a transaction in which the basis of the
building in the hands of the person acquiring it is
determined in whole or in part by reference to the
adjusted basis of such building in the hands of the
person from whom acquired,

“(II) by a person whose basis in such building is
determined under section 1014(a) (relating to prop-
erty acquired from a decedent),

“lIII) by any governmental unit or qualified non-
profit organization (as defined in subsection (h)3))
if the requirements of subparagraph (BXii) are met
with respect to the placement in service by such
unit or organization and all the income from such
property is exempt from Federal income taxation,
or

“IV) by any person who acquired such building
by foreclosure (or by instrument in lieu of foreclo-
sure) of any purchase-money security interest held
by such person if the requirements of subparagraph
(B)ii) are met with respect to the placement in
service by such person and such building is resold
within 12 months after the date such building is
place’c,i in service by such person after such foreclo-
sure.

(4) Paragraph (3) of section 42(d) of the 1986 Code is amended
to read as follows:
“(3) ELIGIBLE BASIS REDUCED WHERE DISPROPORTIONATE
STANDARDS FOR UNITS.—
“fA) IN GENERAL.—Except as provided in subparagraph
(B), the eligible basis of any building shall be reduced by
an amount equal to the portion of the adjusted basis of the
building which is attributable to residential rental units in
the building which are not low-income units and which are
above the average quality standard of the low-income units
in the butlding.
““B) EXCEPTION WHERE TAXPAYER ELECTS TO EXCLUDE
EXCESS COSTS.—
“()) IN GENERAL.—Subparagraph (A) shall not apply
with respect to a residential rental unit in a building
which is not a low-income unit if—
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“() the excess described in clause (ii) with re-
spect to such unit is not greater than 15 percent of
the cost described in clause (ii)1I), and

“ID the taxpayer elects to exclude from the eligi-
ble basis of such building the excess described in
clause (1i) with respect to such unit.

“it) Excess.—The excess described in this clause
with respect to any unit is the excess of—

“(D) the cost of such unit, over

“(D) the amount which would be the cost of such
unit if the average cost per square foot of low-
income units in the building were substituted for
the cost per square foot of such unit.

The Secretary may by regulation provide for the deter-
mination of the excess under this clause on a basis
other than square foot costs.”

(5) Subparagraph (A) of section 42(d)5) of the 1986 Code is
amended by inserting before the period ‘‘(increased, in the case
of an existing building which meets the requirements of para-
graph (2)B), by the amounts described in paragraph
CXA)DAD).

(6)A) Paragraph (5) of section 42(d) of the 1986 Code is
amended by adding at the end thereof the following new sub-
paragraph.:

“C) ELIGIBLE BASIS NOT TO INCLUDE EXPENDITURES
WHERE 167(k) ELECTED.—The eligible basis of any building
shall not include any portion of its adjusted basis which is
attributable to amounts with respect to which an election is
made under section 167(k).”

(B) Subparagraph (A) of section 42(dX5) of the 1986 Code is
amended by striking out ‘“subparagraph (B)” and inserting in
lieu thereof “subparagraphs (B) and (C)”.

(7) Subparagraph (A) of section 42(d)6) of the 1986 Code is
amended by inserting ‘“or” at the end of clause (i), by striking
out “ or” at the end of clause (ii) and inserting in lieu thereof a
period, and by striking out clause (iti).

(8) Clause (ii) of section 42d)6)B) of the 1986 Code (defining
federally assisted building) is amended by striking out “of
19347

(9)(A) Paragraph (3) of section 42(f) of the 1986 Code is
amended to read as follows:

“t3) DETERMINATION OF APPLICABLE PERCENTAGE WITH RE-
SPECT TO INCREASES IN QUALIFIED BASIS AFTER 1ST YEAR OF
CREDIT PERIOD.—

““A) IN GENERAL.—In the case of any building which was
a qualified low-income building as of the close of the Ist
year of the credit period, if— .

“(i) as of the close of any taxable year in the compli-
ance period (after the Ist year of the credit period) the
qualified basis of such building exceeds

“G1) the qualified basis of such building as of the
close of the 1st year of the credit period,
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the applicable percentage which shall apply under subsec-
tion (a) for the taxable year to such excess shall be the per-
centage equal to % of the applicable percentage which (after
the application of subsection (h)) would but for this para-
graph apply to such basis.
“(B) 1ST YEAR COMPUTATION APPLIES.—A rule similar to
the rule of paragraph (2)(A) shall apply to any increase in
qualified basis to which subparagraph (A) applies for the
1st year of such increase.”
(B) Paragraph (3) of section 42(b) of the 1986 Code is amended
to read as follows:

“(3) CROSS REFERENCES.—

“tA) For treatment of certain rehabilitation expenditures as separate new
buildings, see subsection (e).

“(B) For determination of applicable percentage for increases in qualified
basis after the Ist year of the credit period, see subsection (f)(3).

“(C) For authority of housing credit agency to limit applicable percentage

and qualified basis which may be taken into account under this section with
respect to any building, see subsection (h)(6).”

(10) Subparagraph (B) of section 42(gX2) of the 1986 Code (de-
fining gross rent) is amended by striking out “Federal rental as-
sistance” and inserting in lieu thereof “rental assistance”.

(11) Paragraph (2) of section 42(g) of the 1986 Code is amend-
ed by adding at the end thereof the following new subpara-
graph:

“(C) UNITS WHERE FEDERAL RENTAL ASSISTANCE IS RE-
DUCED AS TENANT'S INCOME INCREASES.—If the gross rent
with respect to a residential unit exceeds the limitation
under subparagraph (A) by reason of the fact that the
income of the occupants thereof exceeds the income limita-
tion applicable under paragraph (1), such unit shall, never-
theless, be treated as a rent-restricted unit for purposes of
paragraph (1) if—

“1) a Federal rental assistance payment described in
subparagraph (BXi) is made with respect to such unit
or its occupants, and

“Gii) the sum of such payment and the gross rent
with respect to such unit does not exceed the sum of
the amount of such payment which would be made
and the gross rent which would be payable with respect
to such unit if—

“(I) the income of the occupants thereof did not
exceed the income Iimitation applicable under
paragraph (1), and

“(Il) such units were rent-restricted within the
meaning of subparagraph (A).

The preceding sentence shall apply to any unit only if the
result described in clause (ii) is required by Federal statute
as of the date of the enactment of this subparagraph and
as :i)f ’fhe date the Federal rental assistance payment is
made.

(12) Paragraph (3) of section 42(g) of the 1986 Code is amend-
ed to read as follows:

“(3) DATE FOR MEETING REQUIREMENTS.—
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“CtA) IN GENERAL.—Except as otherwise provided in this
paragraph, a building shall be treated as a qualified low-
income building only if the project (of which such building
s a part) meets the requirements of paragraph (1) not later
than the close of the 12-month period beginning on the date
the building is placed in service.

“(B) BUILDINGS WHICH RELY ON LATER BUILDINGS FOR
QUALIFICATION.—

“(t) IN GENERAL.—In determining whether a building
(hereinafter in this subparagraph referred to as the
‘prior building’) is a qualified low-income building, the
taxpayer may take into account 1 or more additional
buildings placed in service during the 12-month period
described in subparagraph (A) with respect to the prior
building only if the taxpayer elects to apply clause (ii)
with respect to each additional building taken into ac-
count.

“(it) TREATMENT OF ELECTED BUILDINGS.—In the case
of a building which the taxpayer elects to take into ac-
count under clause (i), the period under subparagraph
(A) for such building shall end at the close of the 12-
month period applicable to the prior building.

‘“6iii) DATE PRIOR BUILDING IS TREATED AS PLACED IN
SERVICE.—For purposes of determining the credit
period and the compliance period for the prior build-
ing, the prior building shall be treated for purposes of
this section as placed in service on the most recent date
any additional building elected by the taxpayer (with
respect to such prior butlding) was placed in service.

“(C) SPECIAL RULE.—A building—

“(i) other than the Ist building placed in service as
part of a project, and

“Gii) other than a building which is placed in service
during the 12-month period described in subparagraph
(A) with respect to a prior building which becomes a
qualified low-income building,

shall in no event be treated as a qualified low-income
building unless the project is a qualified low-income hous-
ing project (without regard to such building) on the date
such building is placed in service.”

(13) Paragraph (4) of section 42(g) of the 1986 Code is amend-
ed by inserting before the period ‘; except that, in applying such
prouvisions (other than section 142(d)4)(BXiit) for such purposes,
the term ‘gross rent’ shall have the meaning given such term by
paragraph (2)(B) of this subsection”.

(14XA) Paragraph (1) of section 42(h) of the 1986 Code is
amended to read as follows:

“1) CREDIT MAY NOT EXCEED CREDIT AMOUNT ALLOCATED TO
BUILDING.—

“A) IN GENERAL.—The amount of the credit determined
under this section for any taxable year with respect to any
building shall not exceed the housing credit dollar amount
allocated to such building under this subsection.
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“(B) TIME FOR MAKING ALLOCATION.—Except in the case
of an allocation which meets the requirements of subpara-
graph (C) or (D), an allocation shall be taken into account
under subparagraph (A) only if it is made not later than
the close of the calendar year in which the building is
placed in service.

“(C) EXCEPTION WHERE BINDING COMMITMENT.—An allo-
cation meets the requirements of this subparagraph if there
is a binding commitment (not later than the close of the
calendar year in which the building is placed in service) by
the housing credit agency to allocate a specified housing
credit dollar amount to such building beginning in a speci-
fied later taxable year.

“‘D) EXCEPTION WHERE INCREASE IN QUALIFIED BASIS.—

“(i) IN GENERAL.—An allocation meets the require-
ments of this subparagraph if such allocation is made
not later than the close of the calendar year in which
ends the taxable year to which it will Ist apply but
only to the extent the amount of such allocation does
not exceed the limitation under clause (ii).

“(it) LIMITATION.—The limitation under this clause
is the amount of credit allowable under this section
(without regard to this subsection) for a taxable year
with respect to an increase in the qualified basis of the
building equal to the excess of —

“(I) the qualified basis of such building as of the
close of the Ist taxable year to which such alloca-
tion will apply, over

“D the qualified basis of such building as of
the close of the Ist taxable year to which the most
recent prior housing credit allocation with respect
to such building applied.

“(iti) HOUSING CREDIT DOLLAR AMOUNT REDUCED BY
FULL ALLOCATION.—Notwithstanding clause (i), the full
amount of the allocation shall be taken into account
under paragraph (2).”

(B) Clause (i1) of section 42h)6)XB) of the 1986 Code is hereby

repealed.

(15) Subparagraph (A) of section 42(h)}) of the 1986 Code is

amended by striking out “financed” and all that follows and
inserting in lieu thereof “financed by any obligation the interest
on which is exempt from tax under section 103 if—

“i) such obligation is taken into account under sec-
tion 146, and

“(ti) principal payments on such financing are ap-
plied within a reasonable period to redeem obligations
the g’roceeds of which were used to provide such financ-

ing.

(16) Paraéraph (5) of section 42(h) of the 1986 Code is amend-

ed by redesignating subparagraph (D) as subparagraph (E) and
by in}ferting after subparagraph (C) the following new subpara-
graph.:

““D) TREATMENT OF CERTAIN SUBSIDIARIES.—
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“1) IN GENERAL.—For purposes of this paragraph, a
qualified nonprofit organization shall be treated as
satisfying the material participation test of subpara-
graph (B) if any qualified corporation in which such
organization holds stock satisfies such test.

“(it) QUALIFIED cORPORATION.—For purposes of
clause (ii), the term ‘qualified corporation’ means any
corporation if 100 percent of the stock of such corpora-
tion is held by 1 or more qualified nonprofit organiza-
tions at all times during the period such corporation is
in existence.”

(17) Subparagraph (D) of section 42(h)(6) of the 1986 Code is
amended to read as follows:

“(D) CREDIT REDUCED IF ALLOCATED CREDIT DOLLAR
AMOUNT IS LESS THAN CREDIT WHICH WOULD BE ALLOWABLE
WITHOUT REGARD TO PLACED IN SERVICE CONVENTION,
ETC.—

“(i) IN GENERAL—The amount of the credit deter-
mined under this section with respect to any building
shall not exceed the clause (ii) percentage of the
amount of the credit which would (but for this sub-
paragraph) be determined under this section with re-
spect to such building.

“(it) DETERMINATION OF PERCENTAGE.—For purposes
of clause (i), the clause (ii) percentage with respect to
any building is the percentage which—

“(I) the housing credit dollar amount allocated
to such building bears to

“1) the credit amount determined in accordance
with clause (iit).

“(iii)) DETERMINATION OF CREDIT AMOUNT.—The
credit amount determined in accordance with this
clause is the amount of the credit which would (but for
this subparagraph) be determined under this section
with respect to the building if—

“(I) this section were applied without regard to
paragraphs (2)XA) and (3)(B) of subsection (f), and
“dI) subsection (fXSNA) were applied without
regard to ‘the percentage equal to % of".”
(18) Paragraph (6) of section 42(h) of the 198¢ Code is amend-
ed by adding at the end thereof the following new subpara-
raph:
srep “(E) HOUSING CREDIT AGENCY TO SPECIFY APPLICABLE
PERCENTAGE AND MAXIMUM QUALIFIED BASIS.—In allocating
a housing credit dollar amount to any building, the hous-
ing credit agency shall specify the applicable percentage
and the maximum qualified basis which may be taken into
account under this section with respect to such building.
The applicable percentage and maximum qualified basis so
specified shall not exceed the applicable percentage and
qualified basis determined under this section without
regard to this subsection.”’ . ‘
(19XA) Subparagraph (A) of section 42(1(2) of the 1986 Code is
amended—
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(i) by inserting “or any prior taxable year” after “such
taxable year’, ) _ _

(ii) by striking out “there is outstanding’ and inserting
in lieu thereof “there is or was outstanding”, and

(iit) by striking out “are used” and inserting in lieu
thereof “are or were used’”. .

(B) Subparagraph (B) of section 42((2) of the 1986 Code is
amended to read as follows:

““B) ELECTION TO REDUCE ELIGIBLE BASIS BY BALANCE OF
LOAN OR PROCEEDS OF OBLIGATIONS.—A loan or tax-exempt
obligation shall not be taken into account under subpara-
graph (A) if the taxpayer elects to exclude from the eligible
basis of the building for purposes of subsection (d)—

“4i) in the case of a loan, the principal amount of
such loan, and

“ii) in the case of a tax-exempt obligation, the pro-
ceeds of such obligation.”

(C) Paragraph (2) of section 42(i) of the 1986 Code is amended
by redesignating subparagraph (C) as subparagraph (D) and by
inserting after subparagraph (B) the following new subpara-

aph.:
srap “(C) SPECIAL RULE FOR SUBSIDIZED CONSTRUCTION FI-

NANCING.—Subparagraph (A) shall not apply to any tax-
exempt obligation or below market Federal loan used to
provide construction financing for any building if—

“(i) such obligation or loan (when issued or made)
identified the building for which the proceeds of such
obligation or loan would be used, and

‘(i) such obligation is redeemed, and such loan is
repaid, before such building is placed in service.”

(D) Subparagraph (D) of section 42(i(2) of the 1986 Code is
amended by striking out “subparagraph (A)” and inserting in
lieu thereof “this paragraph’.

(20) Paragraph (4) of section 42(j) of the 1986 Code is amend-
ed b% adding at the end thereof the following new subpara-
graph:

“F) NO RECAPTURE WHERE DE MINIMIS CHANGES IN
FLOOR SPACE.—The Secretary may provide that the increase
in tax under this subsection shall not apply with respect to
any building if—

“6i) such increase results from a de minimis change
in the floor space fraction under subsection (cX1), and

“(i1) the building is a qualified low-income building
after such change.”

(21) Clause (i) of section 42G)5)B) of the 1986 Code is amend-
ed to read as follows:

“(i) more than % the capital interests, and more than
% the profit interests, in which are owned by a group of
35 or more partners each of whom is a natural person
or an estate, and”’.

d(ZZ) Paragraph (6) of section 42(j) of the 1986 Code is amend-
ed—

(A) by inserting ‘(OR INTEREST THEREIN)” after “BUILD-
ING” in the heading, and
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(B) by inserting “or an interest therein’ after “disposition
of a building” in the text.

(23) Subparagraph (B) of section 42(kN2) of the 1986 Code is
amended by inserting before the period at the end thereof the
following: * except that this subparagraph shall not apply in
the case of a federally assisted building described in subsection
(dX6XB) if—

“(i) a security interest in such building is not permit-
ted by a Federal agency holding or insuring the mort-
gage secured by such building, and

(ii) the proceeds from the financing (if any) are ap-
plied to acquire or improve such building.”

(24XA) Subsection (1) of section 42 of the 1986 Code is amend-
ed by redesignating paragraph (2) as paragraph (3) and by in-
serting after paragraph (1) the following new paragraph:

“(2) ANNUAL REPORTS TO THE SECRETARY.—The Secretary may
require taxpayers to submit an information return (at such time
and in such form and manner as the Secretary prescribes) for
each taxable year setting forth—

“(A) the qualified basis for the taxable year of each
qualified low-income building of the taxpayer,
“(B) the information described in paragraph (1)(C) for the
taxable year, and
“(C) such other information as the Secretary may require.
The penalty under section 6652(j) shall apply to any failure to
submit the return required by the Secretary under the preceding
sentence on the date prescribed therefor.”

(B) The subsection heading of subsection (1) of section 42 is

amended to read as follows:
“(l) CERTIFICATIONS AND OTHER REPORTS TO SECRETARY.— .

(25) Paragraph (1) of section 42(n) of the 1986 Code is amend-
ed by inserting before the period at the end thereof the follow-
ing: “ and, except for any building described in paragraph
(2XB), subsection (h)(}) shall not apply to any building placed in
service after 1989

(26) Subsection (d) of section 39 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“t4) NO CARRYBACK OF LOW-INCOME HOUSING CREDIT BEFORE
1987.—No portion of the unused business credit for any taxable
year which is attributable to the credit determined under sec-
tion 42 (relating to low-income housing credit) may be carried
back to a taxable year ending before January 1, 1987.”

(27) Paragraph (1) of section 55(c) of the 1986 Code (defining
regular tax) is amended by striking out “section 42(j)” and in-
serting in lieu thereof ‘“subsection (j) or (k) of section 42" _

(28) Subparagraph (A) of section 252(f)1) of the Reform Act is
amended by striking out “and” at the end of clause (i), by strik-
ing out the period at the end of clause (ii) and inserting in lieu
thereof a comma, and by inserting after clause (ii) the following
new clauses:

“Citt) the eligible basis of such building shall be
treated, for purposes of section 42(h)4)XA) of such Code,
as if it were financed by an obligation the interest on
which is exempt from tax under section 103 of such
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Code and which is taken into account under section
146 of such Code, and

“iv) the amendments made by section 803 shall not
apply.”’

(29) Sulf;)];ragraph (E) of section 252(fX(1) of the Reform Act is
amended by striking out “maximum annual additional credit”
and inserting in lieu thereof “maximum present value of addi-
tional credits’.

(20) Subparagraph (E) of section 252(f)(2) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: “The preceding sentence shall apply to any building only
to the extent of the portion of the additional housing credit
dollar amount (allocated to such agency under subparagraph
(A)) allocated to such building.”

(31) Subsection (f) of section 252 of the Reform Act is amend-
ed by adding at the end thereof the following new paragraph:

“5) TRANSITIONAL RULE.—In the case of any rehabilitation
expenditures incurred with respect to units located in the neigh-
borhood strategy area within the community development block
grant program in Ft. Wayne, Indiana—

“A) the amendments made by this section shall not
apply, and
“(B) paragraph (1) of section 167(k) of the Internal Reve-
nue Code of 1986, shall be applied as if it did not contain
the phrase ‘and before January 1, 1987’
The number of units to which the preceding sentence applies
shall not exceed 150.”

(32) Subsection (g) of section 42 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“l6) SPECIAL RULE WHERE DE MINIMIS EQUITY CONTRIBU-
TION.—Property shall not be treated as failing to be residential
rental property for purposes of this section merely because the
occupant of a residential unit in the project pays (on a volun-
tary basis) to the lessor a de minimis amount to be held toward
the purchase by such occupant of a residential unit in such
project if—

“lA) all amounts so paid are refunded to the occupant on
the cessation of his occupancy of a unit in the project, and
“(B) the purchase of the unit is not permitted until after
the close of the compliance period with respect to the build-
ing in which the unit is located.
Any amount paid to the lessor as described in the preceding
sentence shall be included in gross rent under paragraph (2) for
purposes of determining whether the unit is rent-restricted.”
4 (m) AMENDMENTS RELATED TO SECTION 261 OF THE REFORM
CT.—

(1) Subparagraph (A) of section 7518(g)6) of the 1986 Code, is
amended by striking out ‘section 1(i)” and inserting in lieu
thereof “section 1(j)".

(2) Subparagraph (A) of section 607(h)(6) of the Merchant
Marine Act, 1936 is amended by striking out ‘“section 1(i)’”’ and
inserting in lieu thereof ‘‘section 1(j)".
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SEC. 1003. AMENDMENTS RELATED TO TITLE Il OF THE REFORM ACT.
4 (a) AMENDMENTS RELATED TO SECTION 301 OF THE REFORM
CT.—

(1) Subparagraph (B) of section 172(d)(}) of the 1986 Code is
amended by striking out *, (2XB),”".

(2) Paragraph (1) of section 3402(m) of the 1986 Code is
amended by striking out “section 62) (other than paragraph (13)
thereof)”’ and inserting in lieu thereof “section 62(a) (other than
paragraph (10) thereof))”.

(3) Paragraph (2) of section 1212(b) of the 1986 Code is amend-
ed to read as follows:

“2) TREATMENT OF AMOUNTS ALLOWED UNDER SECTION 1211(b)
(1) OR (2).—

“(A) IN GENERAL.—For purposes of determining the excess
referred to in subparagraph (A) or (B) of paragraph (1),
there shall be treated as a short-term capital gain in the
taxable year an amount equal to the lesser of—

“i) the amount allowed for the taxable year under
paragraph (1) or (2) of section 1211(b), or

“0i) the adjusted taxable income for such taxable
year.

““B) ADJUSTED TAXABLE INCOME.—For purposes of sub-
paragraph (A), the term ‘adjusted taxable income’ means
taxable income increased by the sum of—

“(i) the amount allowed for the taxable year under
paragraph (1) or (2) of section 1211(b), and

“i1) the deduction allowed for such year under sec-
tion 151 or any deduction in lieu thereof.

For purposes of the preceding sentence, any excess of the de-
ductions allowed for the taxable year over the gross income
for such year shall be taken into account as negative tax-
able income.”
(b) AMENDMENTS RELATED TO SECTION 302 OF THE REFORM
Act.—

(1) Section 302 of the Reform Act is amended by striking out
subsection (c).

(2(A) Paragraph (2) of section 904(b) of the 1986 Code is
amended to read as follows:

“9) CapPITAL GAINS.—For purposes of this section—

“A) IN GENERAL.—Taxable income from sources outside
the United States shall include gain from the sale or ex-
change of capital assets only to the extent of foreign source
capital gain net income.

“(B) SPECIAL RULES WHERE CAPITAL GAIN RATE DIFFEREN-
r1aL.—In the case of any taxable year for which there s a
capital gain rate differential—

“0i) in lieu of applying subparagraph (A), the taxable
income from sources outside the United States shall in-
clude gain from the sale or exchange of capital assets
only in an amount equal to foreign source capital gain
net income reduced by the rate differential portion of
foreign source net capital gain,
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“ii) the entire taxable income shall include gain
from the sale or exchange of capital assets only in an
amount equal to capital gain net income reduced by
the rate differential portion of net capital gain, and

“tii) for purposes of determining taxable income
from sources outside the United States, any net capital
loss (and any amount which is a short-term capital
loss under section 1212(a)) from sources outside the
United States to the extent taken into account in deter-
mining capital gain net income for the taxable year
shall be reduced by an amount equal to the rate differ-
ential portion of the excess of net capital gain from
sources within the United States over net capital gain.”

(B) Paragraph (3) of section 904(b) of the 1986 Code is amend-
ed by striking out subparagraph (D) and inserting in lieu there-
of the following new subparagraphs:

“(D) CAPITAL GAIN RATE DIFFERENTIAL.—There is a cap-
ital gain rate differential for any taxable year if—

“(i) in the case of a taxpayer other than a corpora-
tion, subsection (j) of section 1 applies to such taxable
year, or

“tit) in the case of a corporation, any rate of tax im-
posed by section 11, 511, or 831 (a) or (b) (whichever ap-
plies) exceeds the alternative rate of tax under section
1201(a) (determined without regard to the last sentence
of section 11(b)).

“({E) RATE DIFFERENTIAL PORTION.—

‘(i) IN GENERAL.—The rate differential portion of
foreign source net capital gain, net capital gain, or the
excess of net capital gain from sources within the
United States over net capital gain, as the case may be,
is the same proportion of such amount as—

“(I) the excess of the highest applicable tax rate
over the alternative tax rate, bears to

“(I1) the highest applicable tax rate.

“(1i) HIGHEST APPLICABLE TAX RATE.—For purposes of
clause (1), the term ‘highest applicable tax rate’
means—

“(I) in the case of a taxpayer other than a corpo-
ration, the highest rate of tax set forth in subsec-
tion (a), (b), (c), (d), or (e) of section 1 (whichever
applies), or

“(II) in the case of a corporation, the highest rate
of tax specified in section 11(b).

“(iii) ALTERNATIVE TAX RATE.—For purposes of
clause (1), the term ‘alternative tax rate’ means—

“(I) in the case of a taxpayer other than a corpo-
ration, the alternative rate of tax determined
under section 1(j), or

“dD) in the case of a corporation, the alternative
rate of tax under section 1201(a).”

(3) Effective for taxable years beginning after December 31,
1987, paragraph (1) of section 1445(e) of the 1986 Code is amend-
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ed by striking out “34 percent” and inserting in lieu thereof “34
percent (or, to the extent provided in regulations, 28 percent)”
(¢c) AMENDMENTS RELATED 10 SECTION 311 OF THE REFORM ACT.—
(1) Subsection (a) of section 1201 of the 1986 Code is amended

by ys"trlklng out “831(a)” and inserting in lieu thereof “831 (a) or

(2) Subsection (c) of section 311 of the Reform Act is amended
by inserting before the period at the end thereof the following:
‘s except that the amendment made by subsection (b)(}) shall

apply to payments made after December 31, 1986".

(3) Subparagraph (D) of section 593(b)(2) of the 1986 Code is
amended by striking out “and” at the end of clause (iii), by
striking out the period at the end of clause (iv) and inserting in
lieu thereof “, and’, and by adding at the end thereof the fol-
lowing new clause:

“(v) if there is a capital gain rate differential (as de-
fined in section 904(bI3)XD)) for the taxable year, by ex-
cluding from gross income the rate differential portion
(i L;ithin the meaning of section 904(b)SXE)) of the lesser
O —

“) the net long-term capital gain for the tax-
able year, or

“11) the net long-term capital gain for the tax-
able year from the sale or exchange of property
other than property described in clause (iii).”’

(d) AMENDMENT RELATED TO SECTION 321 OF THE REFORM ACT.—

(1(A) Subsection (b) of section 422A of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence:

“Such term shall not include any option if (as of the time the option
is granted) the terms of such option provide that it will not be treat-
ed as an incentive stock option.”

(B) In the case of an option granted after December 31, 1986,
and on or before the date of the enactment of this Act, such
option shall not be treated as an incentive stock option if the
terms of such option are amended before the date 90 days after
such date of enactment to provide that such option will not be
treated as an incentive stock option.

(2XA) Section 422A of the 1986 Code is amended by adding at
the end thereof the following new subsection:

“d) $100,000 PER YEAR LIMITATION.—

“1) IN GENERAL.—To the extent that the aggregate fair
market value of stock with respect to which incentive stock op-
tions (determined without regard to this subsection) are exercis-
able for the Ist time by any individual during any calendar
year (under all plans of the individual’s employer corporation
and its parent and subsidiary corporations) exceeds $100,000,
such options shall be treated as options which are not incentive
stock options.

““9) "ORDERING RULE.—Paragraph (1) shall be applied by
taking options into account in the order in which they were
granted.

“%) DETERMINATION OF FAIR MARKET VALUE.—For purposes
of paragraph (1), the fair market value of any stock shall be de-
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termined as of the time the option with respect to such stock is
granted.”’ 4

(B) Subsection (b) of section 422A of the 1986 Code is amend-
ed by adding “and” at the end of paragraph (5), by striking out
“ and” at the end of paragraph (6) and inserting in lieu thereof
a period, and by striking out paragraph (7).

(C) Paragraph (1) of section 422A(c) of the 1986 Code is
amended by striking out “paragraph (7) of subsection (b)” and
inserting in lieu thereof “‘subsection (d)”.

SEC. 1004. AMENDMENTS RELATED TO TITLE IV OF THE REFORM ACT.
(a) AMENDMENTS RELATED TO SECTION 405 OF THE REFORM
Acr.—

(1) Paragraph (1) of section 108(a) of the 1986 Code is amend-
ed by striking out “or” at the end of subparagraph (A), by strik-
ing out the period at the end of subparagraph (B) and inserting
in lieu thereof “ or” and by adding at the end thereof the fol-
lowing new subparagraph:

“C) the indebtedness discharged is qualified farm in-
debtedness.”’

(2) Paragraph (2) of section 108(a) of the 1986 Code is amend-
ed to read as follows:

“(2) COORDINATION OF EXCLUSIONS.—

“CA) TITLE 11 EXCLUSION TAKES PRECEDENCE.—Subpara-
graphs (B) and (C) of paragraph (1) shall not apply to a dis-
charge which occurs in a title 11 case.

“(B) INSOLVENCY EXCLUSION TAKES PRECEDENCE OVER
QUALIFIED FARM EXCLUSION.—Subparagraph (C) of para-
graph (1) shall not apply to a discharge to the extent the
taxpayer is insolvent.”

(3) Subsection (b) of section 108 of the 1986 Code is amend-
ed—

(A) by striking out “subparagraph (A) or (B)” in para-
graph (1) and inserting in lieu thereof “subparagraph (A),
(B), or (C)”, and

(B) by striking out “In TrtLE 11 CASE OR INSOLVENCY' in
the subsection heading.

(4) Subsection (g) of section 108 of the 1986 Code is amended
to read as follows:

“(g) SPECIAL RULES FOR DISCHARGE OF QUALIFIED FarM INDEBT-
EDNESS.—

“(1) DISCHARGE MUST BE BY QUALIFIED PERSON.—

“(A) IN GENERAL.—Subparagraph (C) of subsection (a)1)
shall apply only if the discharge is by a qualified person.

“(B) QuaLIFIED PERSON.—For purposes of subparagraph
(A), the term ‘qualified person’ has the meaning given to
such term by section 46(c)E)D)iv); except that such term
shall include any Federal, State, or local government or
agency or instrumentality thereof.

“(2) QUALIFIED FARM INDEBTEDNESS.—For purposes of this
section, indebtedness of a taxpayer shall be treated as qualified
farm indebtedness if—
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“(A) such indebtedness was incurred directly in connec-

tion with the operation by the taxpayer of the trade or busi-
ness of farming, and

“(B) 50 percent or more of the aggregate gross receipts of
the taxpayer for the 3 taxable years preceding the taxable
year in which the discharge of such indebtedness occurs is
attributable to the trade or business of farming.

“(3) AMOUNT EXCLUDED CANNOT EXCEED SUM OF TAX AT-
TRIBUTES AND BUSINESS AND INVESTMENT ASSETS.—

“A) In GeENERAL.—The amount excluded under subpara-

graph (C) of subsection (a)1) shall not exceed the sum of—

“G) the adjusted tax attributes of the taxpayer, and

“(ii) the aggregate adjusted bases of qualified proper-

ty held by the taxpayer as of the beginning of the tax-

able year following the taxable year in which the dis-
charge occurs.

“(B) ADJUSTED TAX ATTRIBUTES.—For purposes of sub-
paragraph (A), the term ‘adjusted tax attributes’ means the
sum of the tax attributes described in subparagraphs (A),
(B), (C), and (E) of subsection (b)(2) determined by taking
into account $3 for each $1 of the attributes described in
subzparagraphs (B) and (E) of subsection (b)(2).

“(C) QuALIFIED PROPERTY.—For purposes of this para-
graph, the term ‘qualified property’ means any property
which is used or is held for use in a trade or business or for
the production of income.

“(D) COORDINATION WITH INSOLVENCY EXCLUSION.—For
purposes of this paragraph, the adjusted basis of any quali-
fied property and the amount of the adjusted tax attributes
shall be determined after any reduction under subsection
(b) by reason of amounts excluded from gross income under
subsection (a)1)B).”

(5) Paragraph (4) of section 1017(b) of the 1986 Code is amend-
ed to read as follows:
“(4) SPECIAL RULES FOR QUALIFIED FARM INDEBTEDNESS.—

“CA) IN GENERAL.—Any amount which under subsection
(bX2)D) of section 108 is to be applied to reduce basis and
which is attributable to an amount excluded under subsec-
tion (a)(1)(C) of section 108—

‘(i) shall be applied only to reduce the basis of quali-
fied property held by the taxpayer, and

“(ii) shall be applied to reduce the basis of qualified
property in the following order:

“(D) First the basis of qualified property which is
depreciable property.

“(II) Second the basis of qualified property
which is land used or held for use in the trade or
business of farming.

“IID) Then the basis of other qualified property.

“(B) QuALIFIED PROPERTY.—For purposes of this para-
graph, the term ‘qualified property’ has the meaning given
to such term by section 108(g)3)C).

“(C) CERTAIN RULES MADE APPLICABLE.—Rules similar to
the rules of subparagraph (C), (D), and (E) of paragraph (3)
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shall apply for purposes of this paragraph and section
108(g).”

(6’)(A)%)aragraphs (6) and (7) of section 108(d) of the 1986
Code are each amended by striking out “subsections (a) and (b)”’
and inserting in lieu thereof ‘‘subsections (a), (b), and (g)’.

(B) The subsection heading for section 108(d) of the 1986 Code
is amended by striking out ‘‘SUBSECTIONS (a), AND (b)”" and in-
serting in lieu thereof “SUBSECTIONS (a), (b), AND (g)”’

(C) The headings for paragraphs (6) and (7XA) of section
108(d) of the 1986 Code are each amended by striking out “Sus-
SECTIONS (a) AND (b)” and inserting in lieu thereof “SuUBSEC-
TIONS (a), (b), AND (g)”

(b) AMENDMENT RELATED TO SECTION 406 OF THE REFORM ACT.—
Section 406 of the Reform Act is amended—

(1) by inserting ‘‘before October 1, 1987, after ‘from the
sale”, and

(2) by striking out ‘‘to the extent such gain’ and all that fol-
lows down through the period at the end thereof and inserting
in lieu thereof “‘to the extent such gain is properly taken into
account under the taxpayer’s method of accounting during
19877

(¢) AMENDMENT RELATED TO SECTION 413 OF THE REFORM ACT.—
Subsection (a) of section 1254 of the 1986 Code is amended by
adding at the end thereof the following new paragraph:

“(4) ADJUSTMENT FOR AMOUNTS INCLUDED IN GROSS INCOME
UNDER SECTION 617(b)(1)(A).—The amount of the expenditures
referred to in paragraph (1XAXi) shall be properly adjusted for
amounts included in gross income under section 617(b)1)A)."”

SEC. 1005. AMENDMENTS RELATED TO TITLE V OF THE REFORM ACT.
(a) AMENDMENTS RELATED TO SECTION 501 OF THE REFORM
Act.—

(1) Clause (ii) of section 469(e)1)NA) of the 1986 Code (relating
to certain income not treated as income from passive activity) is
amended by inserting “not derived in the ordinary course of a
trade or business which is” after “gain or loss”.

(2XA) Subparagraph (A) of section 469(g)1) of the 1986 Code
(relating to disposition of interests in passive activities in fully
taxable transactions) is amended to read as follows:

“(A) IN GENERAL.—If all gain or loss realized on such
disposition is recognized, the excess of—
“(i) the sum of—
“(D any loss from such activity for such taxable
year (determined after application of subsection
(b)), plus
“D any loss realized on such disposition, over
“(ii) net income or gain for such taxable year from
all passive activities (determined without regard to
losses described in clause (i),
shall be treated as a loss which is not from a passive activi-
ty. bRl

(B) Subparagraph (C) of section 463(g)1) of the 1986 Code is

amended to read as follows:
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. (©) IncomE FROM PRIOR YEARS.—To the extent provided
in regulations, income or gain from the activity for preced-
ing taxable years shall be taken into account under sub-
paragraph (A)(ii) for the taxable year to the extent neces-
sary to prevent the avoidance of this section.”

(3) Subparagraph (A) of section 469(g)2) of the 1986 Code is
amended—

(A) by striking out ‘“paragraph (1)” and inserting in lieu
thereof “paragraph (1XA)”: and

(B) by striking out “such losses” the first place it appears
?erg‘l ﬁﬁserting in lieu thereof “losses described in paragraph

(4) Section 469(g)3) of the 1986 Code is amended—

(A) by striking out “realized (or to be realized)” and in-
serting in lieu thereof “(realized or to be realized”, and
(B) by inserting a closing parenthesis after “completed”,

(9) Paragraph (}) of section 469(h) of the 1986 Code (relating
to certain closely held C corporations and personal service cor-
porations) is amended by inserting “only” before “if”.

(6) Paragraph (1) of section 469(i) of the 1986 Code (relating to
$25,000 offset for rental real estate activities) is amended by
striking out “in the taxable year in which such portion of such
loss or credit arose’ and inserting in lieu thereof “in such tax-
able year (and if any portion of such loss or credit arose in an-
other taxable year, in such other taxable year)”.

(7) Subparagraph (C) of section 469(i)(6) of the 1986 Code (re-
lating to interest as a limited partner) is amended by striking
out “No’’ and inserting in lieu thereof “Except as provided in
regulations, no”’.

(8) Subparagraph (A) of section 469()(6) of the 1986 Code (re-
lating to special rule for gifts) is amended by inserting “with
respect to which a deduction has not been allowed by reason of
subsection (a)” before * and’.

(9) Section 469()) of the 1986 Code (relating to definitions and
special rules) is amended by adding at the end thereof the fol-
lowing new paragraphs:

“(10) COORDINATION WITH SECTION 280A.—If a passive activity
involves the use of a dwelling unit to which section 280A(ck5)
applies for any taxable year, any income, deduction, gain, or
loss allocable to such use shall not be taken into account for
purposes of this section for such taxable year.

“(11) AGGREGATION OF MEMBERS OF AFFILIATED GROUPS.—
Except as provided in regulations, all members of an affiliated
group which files a consolidated return shall be treated as 1
corporation.”

(10) Section 501(c) of the Reform Act is amended by adding at
the end thereof the following new paragraph:

“4) INCOME FROM SALES OF PASSIVE ACTIVITIES IN TAXABLE
YEARS BEGINNING BEFORE JANUARY 1, 1987.—If—

“(A) gain is recognized in a taxable year beginning after
December 31, 1986, from a sale or exchange of an interest in
an activity in a taxable year beginning before January I,
1987, and
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“B) such gain would have been treated as gain from a
assive activity had section 469 of the Internal Revenue
Code of 1986 (as added by this section) been in effect for the
taxable year in which the sale or exchange occurred and for
all succeeding taxable years,
then such gain shall be treated as gain from a passive activity
for purposes of such section.”

(11) Subsection (j) of section 469 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“12) SPECIAL RULE FOR DISTRIBUTIONS BY ESTATES OR
TRUSTS.—If any interest in a passive activity is distributed by
an estate or trust—

“(tA) the basis of such interest immediately before such
distribution shall be increased by the amount of any pas-
sive activity losses allocable to such interest, and

“(B) such losses shall not be allowable as a deduction for
any taxable year.”

(12) Subsection (m) of section 469 of the 1986 Code, as redesig-
nated by section 10211 of the Revenue Act of 1987, is amended
by striking all that precedes subparagraph (B) of paragraph (3)
thereof and inserting in lieu thereof the following:

“tm) PHASE-IN OF DISALLOWANCE OF LOSSES AND CREDITS FOR IN-
TEREST HELD BEFORE DATE OF ENACTMENT.—

“1) IN GENERAL.—In the case of any passive activity loss or
passive activity credit for any taxable year beginning in calen-
dar years 1987 through 1990, subsection (a) shall not apply to
the applicable percentage of that portion of such loss (or such
credit) which is attributable to pre-enactment interests.

“(2) APPLICABLE PERCENTAGE.—For purposes of this subsec-
tion, the applicable percentage shall be determined in accord-
ance with the following table:

“In the case of taxable The applicable
years beginning in: percentage is:

7 65

40

20

10.

“(3) PORTION OF LOSS OR CREDIT ATTRIBUTABLE TO PRE-ENACT-
MENT INTERESTS.—For purposes of this subsection—
“(A) IN GeNERAL.—The portion of the passive activity loss
(or passive activity credit) for any taxable year which is at-
tributable to preenactment interests is the lesser of—

“(i) the amount of the passive activity loss (or passive
activity credit) which is disallowed for the taxable year
under subsection (a) (without regard to this subsection),
or

“(it) the amount of the passive activity loss (or pas-
sive activity credit) which would be disallowed for the
taxable year (without regard to this subsection and
without regard to any amount allocable to an activity
for the taxable year under subsection (b)) taking into
account only pre-enactment interests.”

A (b) AMENDMENTS RELATED TO SECTION 502 OF THE REFORM
CT.—
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(1) Subparagraph (A) of section 502(d)1) of the Reform Act
(deﬁnizz‘g4 ()Iq?liﬁed investor) is amended to read as follows:

l —

‘(i) in the case of a project placed in service on or
before August 16, 1986, such person held an interest in
such project on August 16, 1986, and such person made
his initial investment after December 31, 1983, or

“(it) in the case of a project placed in service after
August 16, 1986, such person made his initial invest-
ment after December 31, 1983, and such person held an
interest in such project on December 31, 1986, and”’.

(2) Subsection (d) of section 502 of the Reform Act (defining
qualified investor) is amended by adding after paragraph (2)
the following new paragraph:

“(3) SPECIAL RULE FOR CERTAIN PARTNERSHIPS.—In the case
of any property which is held by a partnership—

“(A) which placed such property in service on or after De-
cember 31, 1985, and before August 17, 1986, and continu-
ously held such property through the close of the taxable
year for which the determination is being made, and

“(B) which was not treated as a new partnership or as
terminated at any time on or after the date on which such
property was placed in service and through the close of the
taxable year for which the determination is being made,

paragraph (1)(AXi) shall be applied by substituting ‘December
31, 1988’ for ‘August 16, 1986’ the 2nd place it appears.”

(3) The subsection (d) of section 502 of the Reform Act which
relates to special rules is redesignated as subsection (e).

(c) AMENDMENTS RELATED TO SECTION 511 OF THE REFORM ACT.—

(1) Subparagraph (A) of section 163(dX3) of the 1986 Code (de-
fining investment interest) is amended by striking out “‘incurred
or continued to purchase or carry’’ and inserting in lieu thereof
“properly allocable to’".

(2) Subparagraph (B) of section 163(d)4) of the 1986 Code is
amended to read as follows:

“B) INVESTMENT INCOME.—The term ‘investment income’
means the sum of—

‘i) gross income (other than gain taken into account
under clause (it)) from property held for investment,
and

“4i) any net gain attributable to the disposition of
property held for investment.”’ '

(3) Subparagraph (A) of section 163(d)(6) of the 1986 Code is
amended to read as follows:

““A) INn GENERAL.—The amount of interest paid or ac-
crued during any such taxable year which is disallowed
under this subsection shall not exceed the sum of—

“4i) the amount which would be disallowed under
this subsection if— o

“I) paragraph (1) were applied by substituting
‘the sum of the ceiling amount and the net invest-
ment income’ for ‘the net investment income’, and
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“ID paragraphs (4XE) and (5XA)ii) did not

apply, and
“ti1) the applicable percentage of the excess of—

“I) the amount which (without regard to this
paragraph) is not allowable as a deduction under
this subsection for the taxable year, over

“(ID) the amount described in clause (i).

The preceding sentence shall not apply to any interest treat-
ed as pald or accrued during the taxable year under para-
graph (2).” .

(4) Subparagraph (A) of section 163(h)2) of the 1986 Code is
amended by striking out ‘“‘incurred or continued in connection
with the conduct of ' and inserting in lieu thereof “properly al-
locable to’’.

(5) Subparagraph (C) of section 163(h)(3) of the 1986 Code (de-
fining qualified residence interest) is amended to read as fol-
lows:

“(C) CoST NOT LESS THAN BALANCE OF INDEBTEDNESS IN-
CURRED ON OR BEFORE AUGUST 16, 1986.—

“(i) IN GENERAL.—The amount under subparagraph
(B)iixI) at any time after August 16, 1986, shall not be
less than the outstanding principal amount (as of such
time) of indebtedness—

“(I) which was incurred on or before August 16,
1986, and which was secured by the qualified resi-
dence on August 16, 1986, or

“(II) which is secured by the qualified residence
and was incurred after August 16, 1986, to refi-
nance indebtedness described in subclause (I) (or
refinanced indebtedness meeting the requirements
of this subclause) to the extent (immediately after
the refinancing) the principal amount of the in-
debtedness resulting from the refinancing does not
exceed the principal amount of the refinanced in-
debtedness (immediately before the refinancing).

“(ii) LIMITATION ON PERIOD OF REFINANCING.—Sub-
clause (II) of clause (i) shall not apply to any indebted-
ness after—

“(I) the expiration of the term of the indebted-
ness described in clause (1)), or

“ID if the principal of the indebtedness de-
scribed in clause (i) is not amortized over its
term, the expiration of the term of the Ist refinanc-
ing of such indebtedness (or if earlier, the date
wi(;c’i,z is 30 years after the date of such refinanc-
ing).

(6XA) The heading for section 163(h)5) of the 1986 Code is
amended to read as follows:

"(5) OTHER DEFINITIONS AND SPECIAL RULES.—For purposes of
this subsection—".

d(B) Paragraph (5) of section 163(h) of the 1986 Code is amend-
ed—
(1) by striking out “For purposes of this subsection—"" in
subparagraph (A), and
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(1) by striking out “For purposes of this paragraph, any”
in subparagraph (B) and inserting in’lieu thereof “Any”

(7) Clause (11i) of section 163(hJ5)A) of the 1986 Code is
amended by striking out “USED OrR” in the heading thereof and
by striking out ‘“or use”,

(8) Section 163(h)(5) of the 1986 Code is amended by adding at
the end thereof the following new subparagraphs:

“(C) UNENFORCEABLE SECURITY INTERESTS.—Indebtedness
shall not fail to be treated as secured by any property solely
because, under any applicable State or local homestead or
other debtor protection law in effect on August 16, 1986, the
security interest is ineffective or the enforceability of the se-
curity interest is restricted.

“(D) SPECIAL RULES FOR ESTATES AND TRUSTS.—For pur-
poses of determining whether any interest paid or accrued
by an estate or trust is qualified residence interest, any resi-
dence held by such estate or trust shall be treated as a
qualified residence of such estate or trust if such estate or
trust establishes that such residence is a qualified residence
of a beneficiary who has a present interest in such estate or
trust or an interest in the residuary of such estate or trust.”’

(9) Paragraph (6) of section 163(h) of the 1986 Code is amend-
ed by striking out “subsection” the 3rd place it appears and in-
serting in lieu thereof ‘paragraph’

(10) Paragraph (2)A) of section 511(d) of the Reform Act is
amended to read as follows:

“(2)A) Sections 467(c)5) and 1255(b)(2) are each amended by
striking out ‘163(d),".”

(11 If—

(A) any amount was disallowed as a deduction under sec-
tion 163(d) of the Internal Revenue Code of 1954 (as in
effect on the day before the date of the enactment of the
Reform Act),

(B) such amount would (but for this paragraph) be treat-
ed as investment interest paid or accrued by the taxpayer in
the taxpayer’s first taxable year beginning after December
31, 1986, and _

(C) the taxpayer makes an election under this paragraph
at such time and in such manner as the Secretary of the
Treasury or his delegate shall prescribe,

to the extent such amount is attributable to an activity subject
to the limitations of section 469 of the 1986 Code, such amount
shall not be treated as investment interest but shall be treated
as a deduction allocable to such activity for such first taxable
year. Subsection (m) of section 469 of the 1986 Code and section
501(cX?) of the Reform Act shall not apply to any amount so
treated.

(12) Subparagraph (E) of section 163(h)(2) of the 1986 Code is
amended by inserting before the period “or under section 6166A
(as in effect before its repeal by the Economic Recovery Tax Act
of 1981)”

f(]é’) For purposes of applying the amendments made by this
subsection and the amendments made by section 10102 of the
Revenue Act of 1987, the provisions of this subsection shall be



56

treated as having been enacted immediately before the enact-
ment of the Revenue Act of 1987.

(14XA) For purposes of applying section 163(h) of the 1986
Code to any taxable year beginning during 1987, if, incident to
a divorce or legal separation—

(i) an individual acquires the interest of a spouse or
former spouse in a qualified residence in a transfer to
which section 1041 of the 1986 Code applies, and

(ii) such individual incurs indebtedness which is secured
by such qualified residence,

the amount determined under paragraph (3)BXiiXD) of section
163(h) of the 1986 Code (as in effect before the amendments
made by the Revenue Act of 1987) with respect to such qualified
residence shall be increased by the amount determined under
subparagraph (B).

(B) The amount determined under this subparagraph shall be
equal to the excess (if any) of—

(i) the lesser of the amount of the indebtedness described
in subparagraph (A)ii), or the fair market value of the
spouse’s or former spouse'’s interest in the qualified resi-
dence as of the time of the transfer, over

(ii) the basis of the spouse or former spouse in such inter-
est in such residence (adjusted only by the cost of any im-
provements to such residence).

(15) Clause (i) of section 7872dXIXE) of the 1986 Code is
amended by striking out ‘section 163(d)3)” and inserting in
lieu thereof “section 163(d)})"

SEC. 1006. AMENDMENTS RELATED TO TITLE VI OF THE REFORM ACT.

(a) AMENDMENT RELATED 10 SECTION 601 OF THE REFORM ACT.—
Section 15 of the 1986 Code is amended by adding at the end thereof
the following new subsection:

“(e) REFERENCES TO HIGHEST RATE.—If the change referred to in
subsection (a) involves a change in the highest rate of tax imposed
by section 1 or 11(b), any reference in this chapter to such highest
rate (other than in a provision imposing a tax by reference to such
rate) shall be treated as a reference to the weighted average of the
highest rates before and after the change determined on the basis of
the respective portions of the taxable year before the date of the
change and on or after the date of the change.”

(b) AMENDMENTS RELATED TO SECTIONS 611 AND 612 OF THE
REFORM AcCT.—

(1) In the case of dividends received or accrued during 1987—

(A) subparagraph (B) of section 245(c)1) of the 1986 Code
shall be applied by substituting “80 percent” for the per-
centage specified therein, and

(B) subparagraph (B) of section 861(a)2) of the 1986 Code
shall be applied by substituting ‘“1°/soths” for the fraction
specified therein.

(2) Paragraph (3) of section 854(b) of the 1986 Code is amend-
ed to read as follows:

“(3) AGGREGATE DIVIDENDS.—For purposes of this subsec-
tion—
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“(A) IN GENERAL.—In computing the amount of aggregate
dividends received, there shall only be taken into account
dividends received from domestic corporations.

“(B) Drvipenps.—For purposes of subparagraph (A), the
term ‘dividend’ shall not include any distribution from—

“() a corporation which, for the taxable year of the
corporation in which the distribution is made, or for
the next preceding taxable year of the corporation, is a
corporation exempt from tax under section 501 (relating
to certain charitable, etc., organizations) or section 521
(relating to farmers’ cooperative associations), or

“Gii) a real estate investment trust which, for the tax-
able year of the trust in which the dividend is paid,
qualifies under part II of subchapter M (section 856
and following).

“‘C) LIMITATIONS ON DIVIDENDS FROM REGULATED IN-
VESTMENT COMPANIES.—In determining the amount of any
dividend for purposes of this paragraph, a dividend re-
cetved from a regulated investment company shall be sub-
Ject to the limitations prescribed in this section.”

(c) AMENDMENTS RELATED TO SECTION 614 OF THE REFORM ACT.—

(1) Section 1059(d) of the 1986 Code (relating to extension to
certain property distributions) is amended by striking out para-
graph (5) and redesignating paragraphs (6) and (7) as para-
graphs (5) and (6), respectively.

(2) Section 1059(d)(5) of the 1986 Code (defining dividend an-
nouncement date), as redesignated by paragraph (1), is amended
by inserting “amount or’’ before ‘payment”.

(3) Section 1059(d)(6) of the 1986 Code (relating to exception
where stock held during entire existence of corporation), as re-
designated by paragraph (1), is amended to read as follows:

“6) EXCEPTION WHERE STOCK HELD DURING ENTIRE EXISTENCE
OF CORPORATION.—

“(A) IN GENERAL.—Subsection (a) shall not apply to any
extraordinary dividend with respect to any share of stock of
a corporation if—

“) such stock was held by the taxpayer during the
entire period such corporation was in existence, and

“(ii) except as provided in regulations, no earnings
and profits of such corporation were attributable to
transfers of property from (or earnings and profits of) a
corporation which is not a qualified corporation.

“B) QUALIFIED CORPORATION.—For purposes of subpara-
graph (A), the term ‘qualified corporation’ means any cor-
poration (including a predecessor corporation)—

“(i) with respect to which the taxpayer holds directly
or indirectly during the entire period of such corpora-
tion’s existence at least the same ownership interest as
the taxpayer holds in the corporation distributing the
extraordinary dividend, and

“(ii) which has no earnings and profits—

“I) which were earned by, or
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“II) which are attributable to gain on property
which accrued during a period the corporation
holding the property was,

a corporation not described in clause (1).

“C) APPLICATION OF PARAGRAPH.—This paragraph shall
not apply to any extraordinary dividend to the extent such
application is inconsistent with the purposes of this sec-
tion.”

(4) Paragraph (1) of section 1059(e) of the 1986 Code (relating
to treatment of partial liquidation) is amended by striking out
“for purposes of this section (without regard to the holding
period of the stock)” and inserting in lieu thereof: “to which
paragraphs (1) and (2) of subsection (a) apply without regard to
the period the taxpayer held such stock’.

(5) Paragraph (2) of section 1059(e) of the 1986 Code (relating
to qualifying dividends) is amended to read as follows:

“(2) QUALIFYING DIVIDENDS.—

“(A) IN GeENERAL.—Except as provided in regulations, the
term ‘extraordinary dividend’ does not include any qualify-
ing dividend (within the meaning of section 243).

“(B) ExcepTION.—Subparagraph (A) shall not apply to
any portion of a dividend which is attributable to earnings
and profits which—

“(i) were earned by a corporation during a period it
was not a member of the affiliated group, or

“(it) are attributable to gain on property which ac-
crued during a period the corporation holding the prop-
erty was not a member of the affiliated group.”

(6) Subparagraph (A) of section 1059(e)(3) of the 1986 Code (re-
lating to qualified preferred dividends) is amended to read as
follows:

“(A) IN GENERAL.—In the case of 1 or more qualified pre-
ferred dividends with respect to any share of stock—

“(1) this section shall not apply to such dividends if
thed taxpayer holds such stock for more than 5 years,
an

“(ii) if the taxpayer disposes of such stock before it
has been held for more than 5 years, the aggregate re-
duction under subsection (a)1) with respect to such
d;vidends shall not be greater than the excess (if any)
of —

“(D) the qualified preferred dividends paid with
respect to such stock during the period the taxpay-
er held such stock, over

“II) the qualified preferred dividends which
would have been paid during such period on the
basis of the stated rate of return.”

(7) Clause (i) of section 1059e)3)C) of the 1986 Code is
amended—

(A) by striking out “any dividend payable” and inserting
in lieu thereof “any fixed dividend payable”’, and

(B) by adding at the end thereof the following new sen-
tence:
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“Such term shall not include any dividend payable
with respect to any share of stock if the actual rate of
return on such stock exceeds 15 percent.”

(8) Subparagraph (B) of section 1059(e)(3) of the 1986 Code is
amended—

(A) by striking out “subparagraph (A)” and the material
preceding clause (1) and inserting in lieu thereof “this para-
graph’’, and

(B) by striking out “subparagraph (BXi)ID” in clause (ii)
and inserting in lieu thereof “clause (i)ID)”.

(9) Subsection (f) of section 1059 of the 1986 Code is amended
by inserting before the period at the end thereof the following:
“and in the case of stock held by pass-thru entities”,

A (d) AMENDMENTS RELATED TO SECTION 621 OF THE REFORM
cr.—

(1(A) Section 382(e)(2) of the 1986 Code is amended—

(i) by inserting “or other corporate contraction” after “re-
demption’ each place it appears, and

(it) by inserting “OR OTHER CORPORATE CONTRACTION’
after “REDEMPTION” in the heading thereof.

(B) Clause (ii) of section 382(hX3XA) of the 1986 Code is
amended—

(i) by inserting ‘“or other corporate contraction” after ‘re-
demption” each place it appears, and

(iv) by inserting ‘OR OTHER CORPORATE CONTRACTIONS’
after “REDEMPTIONS” in the heading thereof.

(C) Section 382(m) of the 1986 Code is amended by inserting
“and” at the end of paragraph (3), by striking out paragraph
(4), and by redesignating paragraph (5) as paragraph (4).

(D) The amendments made by this paragraph shall apply
with respect to ownership changes after June 10, 1987.

(2) Section 382g)4)C) of the 1986 Code is amended by insert-
ing ‘“rules similar to” before “the rules”.

(3)(A) Section I8UARNINC) of the 1986 Code is amended to read
as follows:

“C) SPECIAL RULES FOR CERTAIN SECTION 338 GAINS.—If
an election under section 338 is made in connection with an
ownership change and the net unrealized built-in gain is
zero by reason of paragraph (3)(B), then, with respect to
such change, the section 382 limitation for the post-change
year in which gain ts recognized by reason of such election
shall be increased by the lesser of—

“(i) the recognized built-in gains by reason of such
election, or

“Gi) the net unrealized built-in gain (determined
without regard to paragraph (3)(B)).” .

(B) Paragraph (5) of section 382(h) of the 1986 Code is amend-
ed by striking out “‘recognized built-in gains and losses” and in-
serting in lieu thereof ‘recognized built-in gains to the extent
such gains increased the section 382 limitation for the year (or
recognized built-in losses to the extent such losses are treated as
pre-change losses)”. '

(4) Section 382(i)(3) of the 1986 Code is amended— .

(A) by inserting “the earlier of”’ before “the 1st day”, and
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(B) by inserting ‘“or the taxable year in which the trans-
action being tested occurs’ after “‘Ist post-change year’.

(5XA) Section 382(k)N1) of the 1986 Code is amended by insert-
ing “or having a net operating loss for the taxable year in
which the ownership change occurs” after “carryover’.

(B) Section 382kX2) of the 1986 Code is amended to read as
ollows:

f “2) OLD LOSS CORPORATION.—The term ‘old loss corporation’
means any corporation— ‘
“CA) with respect to which there is an ownership change,
and
““B) which (before the ownership change) was a loss cor-
poration.”

(6) Section 382SXA) of the 1986 Code is amended by strik-
ing out “and’ at the end of clause (iii), and by striking out
clause (iv) and inserting in lieu thereof the following new
clauses:

“iv) except to the extent provided in regulations, an
option to acquire stock shall be treated as exercised if
such exercise results in an ownership change, and

“tv) in attributing stock from an entity under para-
graph (2) of section 318(a), there shall not be taken into
account—

“I) in the case of attribution from a corporation,
stock which is not treated as stock for purposes of
this section, or

“II) in the case of attribution from another
entity, an interest in such entity simtlar to stock
described in subclause (I).”

(7) Clause (ii) of section 382UGXA) of the 1986 Code is
amended by striking out ‘“immediately after such ownership
change” and inserting in lieu thereof “after such ownership
change and as a result of being shareholders or creditors imme-
diately before such change’.

(8) Sectron 382(L(5XF) of the 1986 Code is amended—

(A) by inserting ““ ‘1504(a)(2)(B)’ for ‘1504(a)2)’ and”’ after
“substituting” in clause (I)(I), and

(B) by striking out “deposits described in subclause (II)”
in clause (A)IID) and inserting in lieu thereof “the amount
of deposits in the new loss corporation immediately after
the change’.

(9) Paragraph (6) of section 382(1) of the 1986 Code is amend-
ed by striking out ‘“shall be the value of the new loss corpora-
tion immediately after the ownership change’ and inserting in
lieu thereof “shall reflect the increase (if any) in value of the
old loss corporation resulting from any surrender or cancella-
tion of creditors’ claims in the transaction’.

(10) Section 382(1) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

“(8) PREDECESSOR AND SUCCESSOR ENTITIES.—Except as pro-
vided in regulations, any entity and any predecessor or successor
entities of such entity shall be treated as 1 entity.”’

(11) Paragraph (1) of section 621(f) of the Reform Act is
amended to read as follows:
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‘(1) AMENDMENTS MADE BY SUBSECTIONS (a), (b), and (c).—

“(A) IN GENERAL.—

“(i) CHANGES AFTER 1986.—The amendments made by
subsections (a), (b), and (c) shall apply to any ownership
change after December 31, 1986.

“ii) PLANS OF REORGANIZATION ADOPTED BEFORE
1987.—For purposes of clause (i), any equity structure
shift pursuant to a plan of reorganization adopted
before January 1, 1987, shall be treated as occurring
when such plan was adopted.

“{B) TERMINATION OF OLD SECTION 382.—Except in a case
described in any of the following paragraphs—

“(i) section 382(a) of the Internal Revenue Code of
1954 (as in effect before the amendment made by sub-
section (a) and the amendments made by section 806 of
the Tax Reform Act of 1976) shall not apply to any in-
crease in percentage points occurring after December
31, 1988, and

“ii) section 382(b) of such Code (as so in effect) shall
not apply to any reorganization occurring pursuant to a
11)lan of reorganization adopted after December 31,

986.
In no event shall sections 382 (a) and (b) of such Code (as so
in effect) apply to any ownership change described in sub-
paragraph (A).

“(C) COORDINATION WITH SECTION 382(i).—For purposes of
section 382(1) of the Internal Revenue Code of 1986 (as
added by this section), any equity structure shift pursuant
to a plan of reorganization adopted before January 1, 1987,
shall be treated as occurring when such plan was adopted.”

(12)A) Section 621(H(2)C) of the Reform Act is amended by
inserting ‘“‘and reincorporated in Delaware in 1987,” after
“1924,”

(B) Clause (ii) of section 621(f(2)C) of the Reform Act is
amended to read as follows:

“(it) the amendments made by subsections (e) and ()
of section 806 of the Tax Reform Act of 1976 shall not
apply to such debt restructuring, except that the
amendment treated as part of such subsections under
section 59(b) of the Tax Reform Act of 1984 (relating to
qualified workouts) shall apply to such debt restructur-
tng.”

(13) Subparagraph (D) of section 621(f)(2) of the Reform Act is
amended—

(A) by striking out ‘“or reorganization”, and

(B) by adding at the end thereof the following new sen-
tence: “For purposes of the preceding sentence, in applying
section 382 (as so in effect), if a person has a warrant to
acquire stock, such stock shall be considered as owned by
such person.” o

(14) Section 621(f)(3) of the Reform Act is amended by striking
out “after December 31, 1986".
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(15) Paragraph (4) of section 621(f) of the Reform Act is

amended by striking out the last sentence and inserting in lieu
thereof the following:
“Any regulations prescribed under section 382 of the Internal
Revenue Code of 1986 (as added by subsection (a)) which have
the effect of treating a group of shareholders as a separate 5-
percent shareholder by reason of a public offering shall not
apply to any public offering before January 1, 1989, for the ben-
efit of institutions described in section 591 of such Code. Unless
the corporation otherwise elects, an underwriter of any offering
of stock in a corporation before September 19, 1986 (January 1,
1989, in the case of an offering for the benefit of an institution
described in the preceding sentence), shall not be treated as ac-
quiring any stock of such corporation by reason of a firm com-
mitment underwriting to the extent the stock is disposed of pur-
suant to the offering (but in no event later than 60 days after
the initial offering).”’

(16) Subparagraph (A) of section 621(fX7) of the Reform Act is
amended by striking out “the parent corporation referred to in
section 203(d)13XB)” and inserting in lieu thereof “a parent
corporation incorporated in March 1980 under the laws of Dela-
ware”.

(17XA) Subsection (e) of section 382 of the 1986 Code is
amended by adding at the end thereof the following new para-
graph:

“t3) TREATMENT OF FOREIGN CORPORATIONS.—Except as other-
wise provided in regulations, in determining the value of any
old loss corporation which is a foreign corporation, there shall
be taken into account only items treated as connected with the
conduct of a trade or business in the United States.”

(B) The amendment made by subparagraph (A) shall apply to
any ownership change after June 10, 1987. For purposes of the
preceding sentence, any equity structure shift pursuant to a
plan of reorganization adopted on or before June 10, 1987, shall
be treated as occurring when such plan was adopted.

(18) Subparagraph (C) of section 382(1X5) of the 1986 Code is
amended to read as follows:

“(C) REDUCTION OF TAX ATTRIBUTES WHERE DISCHARGE OF
INDEBTEDNESS.—

“) INn GENERAL.—In any case to which subpara-
graph (A) applies, 50 percent of the amount which, but
for the application of section 108(eX10)B), would have
been applied to reduce tax attributes under section
108(b) shall be so applied.

“(ii) CLARIFICATION WITH SUBPARAGRAPH (B).—In ap-
plying clause (i), there shall not be taken into account
any indebtedness for interest described in subpara-
graph (B).”

(18) Subparagraph (E) of section 382(1)(5) of the 1986 Code is
amended by striking out so much of such subparagraph as pre-
cedes clause (1) thereof and inserting in lieu thereof the follow-
ing:
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“(E) ONLY CERTAIN STOCK TAKEN INTO ACCOUNT.—For
purposes of subparagraph (A)ii), stock transferred to a
creditor shall be taken into account only to the extent such
stock is transferred in satisfaction of indebtedness and only
if such indebtedness—".

(20) Paragraph (4) of section 382(h) of the 1986 Code is
amended—

(A) by inserting before the comma at the end of subpara-
graph (A) the following: “(or to the extent the amount so
disallowed is attributable to capital losses, under rules
similar to the rules for the carrying forward of net capital
losses)”, and

(B) by striking out “TREATED AS A NET OPERATING LOSS’’
in the paragraph heading and inserting in lieu thereof “AL-
LOWED AS A CARRYFORWARD ",

d(?]) Paragraph (1) of section 382(g) of the 1986 Code is amend-
ed—

(A) by striking out “new loss corporation’ and inserting
in lieu thereof “loss corporation”, and

(B) by striking out “old loss corporation” and inserting in
lieu thereof “loss corporation”.

(29) Paragraph (6) of section 382(h) of the 1986 Code is
amended to read as follows:

“(6) TREATMENT OF CERTAIN BUILT-IN ITEMS.—

“(A) IncoME ITEMS.—Any item of income which is proper-
ly taken into account during the recognition period but
which is attributable to periods before the change date
shall be treated as a recognized built-in gain for the tax-
able year in which it is properly taken into account.

“‘B) DEDUCTION ITEMS.—Any amount which is allowable
as a deduction during the recognition period but which is
attributable to periods before the change date shall be
treated as a recognized built-in loss for the taxable year for
which it is allowable as a deduction.

“C) ApsustMENTS.—The amount of the net unrealized
built-in gain or loss shall be properly adjusted for amounts
treated as recognized built-in gains or losses under this
paragraph.”’

(23) Paragraph (9) of section 382(h) of the 1986 Code is
amended by striking out ‘‘is transferred’ and inserting in lieu
thereof “was acquired (or is subsequently transferred)’.

(24) Subsection (m) of section 382 of the 1986 Code (as amend-
ed by paragraph (1)) is amended by striking out “and’ at the
end of paragraph (3), by striking out the period at the end of
paragraph (4) and inserting in lieuw thereof *, and’, and by
adding at the end thereof the following:

“(5) providing, in the case of any group of corporations de-
scribed in section 1563(a) (determined by substituting ‘50 per-
cent’ for ‘80 percent’ each place it appears and determined with-
out regard to paragraph (4) thereof), appropriate adjustments to
value, built-in gain or loss, and other items so that items are
not omitted or taken into account more than once.”
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(25) Clause (i) of section 382U(5NA) of the 1986 Code is
amended by striking out ‘“stock of controlling corporation” and
inserting in lieu thereof “stock of a controlling corporation’.

(26) Clause (it) of section 382(hX3)B) of the 1986 Code is
amended by striking out ‘there shall not” and inserting in lieu
thereof “‘except as provided in regulations, there shall not”.

(27) Subparagraph (B) of section 382(1)(5) of the 1986 Code is
amended by striking out ‘“the net operating loss deduction
under section 172a) for any post-change year shall be deter-
mined’’ and inserting in lieu thereof ‘‘the pre-change losses and
excess credits (within the meaning of section 383(a)2) which
may be carried to a post-change year shall be computed”.

(28%A) Clause (i1) of section 38I(hX3XA) of the 1986 Code is
amended by striking out “determinations under clause (i)” and
inserting in lieu thereof “to the extent provided in regulations,
determinations under clause (i)

(B) The amendment made by subparagraph (A) shall apply in
the case of ownership changes on or after June 21, 1988.

(29) Subclause (1) of section 821NN FXiii) of the 1986 Code is
amended by striking out ‘‘section 368(a)D)ii)” and inserting in
lieu thereof “section 368(a)3)DXii)”

(e) AMENDMENTS RELATED TO SECTION 631 oF THE REFORM ACT.—

(1) Clause (it) of section 336(dX2)B) of the 1986 Code is
amended to read as follows:

“Gtit) CERTAIN ACQUISITIONS TREATED AS PART OF
PLAN.—For purposes of clause (i), any property de-
scribed in clause (i)1) acquired by the liquidated corpo-
ration after the date 2 years before the date of the
adoption of the plan of complete liquidation shall,
except as provided in regulations, be treated as ac-
quired as part of a plan described in clause ()ID)."

(2) Paragraph (3) of section 336(d) of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence:
“The preceding sentence shall apply to any distribution to the
80-percent distributee only if subsection (a) or (b)X1) of section
337 applies to such distribution.”

(3) Subsection (e) of section 336 of the 1986 Code is amended
by striking out “such corporation may elect” and inserting in
lieu thereof “an election may be made”.

(4) Subparagraph (B) of section 337(bX2) of the 1986 Code is
amended—

(A) by striking out “or 511(b)(2)” in clause (i),

(B) by striking out “in an unrelated trade or business (as
defined in section 513)” in clause (i) and inserting in lieu
thereof ‘“‘in an activity the income from which is subject to
tax under section 511(a)”’, and

(C) by striking out “an unrelated trade or business of
such organization” in clause (ii) and inserting in lieu there-
of “an activity referred to in clause (i)

d(5)(A) Subsection (d) of section 337 of the 1986 Code is amend-
e —

(i) by striking out “made to this subpart by the Tax
Reform Act of 1986” and inserting in lieu thereof “made by
subtitle D of title VI of the Tax Reform Act of 1986”, and
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(i) by inserting “or through the use of a regulated invest-
ment company, real estate investment trust, or tax-exempt
entity” after “subchapter)” in paragraph (1).

(B) The amendment made by subparagraph (A)ii) shall not
apply to any reorganization if before June 10, 1987—

(i) the board of directors of a party to the reorganization
adopted a resolution to solicit shareholder approval for the
transaction, or

(it) the shareholders or the board of directors of a party
to the reorganization approved the transaction.

(6) Subsection (b) of section 334 of the 1986 Code is amended
to read as follows:

“(b) LIQUIDATION OF SUBSIDIARY.—

“(1) IN GENERAL.—If property is received by a corporate dis-
tributee in a distribution in a complete liquidation to which
section 332(a) applies (or in a transfer described in section
337(b)(1)), the basis of such property in the hands of such dis-
tributee shall be the same as it would be in the hands of the
transferor; except that, in any case in which gain or loss is rec-
ognized by the liquidating corporation with respect to such
property, the basis of such property in the hands of such distrib-
utee shall be the fair market value of the property at the time
of the distribution.

“(2) CorPORATE DISTRIBUTEE.—For purposes of this subsec-
tion, the term ‘corporate distributee’ means only the corporation
which meets the stock ownership requirements specified in sec-
tion 332(b).”’

(?XA) Subparagraph (B) of section 453(h)(1) of the 1986 Code
is amended by striking out ‘“‘to one person’ and inserting in lieu
thereof ‘‘to 1 person in 1 transaction’.

(B) Subparagraph (E) of section 453(h)1) of the 1986 Code is
amended by striking out “section 368(c)1)” and inserting in lieu
thereof ‘“section 368(c)”.

(8XA) Part VII of subchapter C of chapter 1 cf the 1986 Code
is hereby repealed.

(B) Subsection (b) of section 811 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“C3) SPECIAL RULE FOR CERTAIN DISTRIBUTIONS OF PARTNER-
SHIP OR TRUST INTERESTS.—If the property distributed consists
of an interest in a partnership or trust, the Secretary may by
regulations provide that the amount of the gain recognized
under paragraph (1) shall be computed without regard to any
loss attributable to property contributed to the partnership or
trust for the principal purpose of recognizing such loss on the
distribution.’

(C) The table of parts for subchapter C of chapter 1 of the
1986 Code is amended by striking out the item relating to part
VIL

(9) Paragraph (1) of section 267(a) of the 1986 Code is amend-
ed—

(A) by striking out “(other than a loss in case of a distri-
bution in corporate liquidation)”, and ‘

(B) by adding at the end thereof the following new sen-
tence: “The preceding sentence shall not apply to any loss of
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the distributing corporation (or the distributee) in the case
of a distribution in complete liquidation.”

(10) Paragraph (1) of section 301(b) of the 1986 Code is amend-
ed to read as follows: _

“1) GENERAL RULE.—For purposes of this section, the amount
of any distribution shall be the amount of money received, plus
the fair market value of the other property received.”

(11) Subsection (d) of section 301 of the 1986 Code is amended
to read as follows:

“td) Basis.—The basis of property received in a distribution to
which subsection (a) applies shall be the fair market value of such
property.”

(12) Section 301 of the 1986 Code is amended by striking out
subsection (e) and by redesignating subsections (f) and (g) as
subsections (e) and (f), respectively.

(13)(A) Subsection (a) of section 367 of the 1986 Code is
amended by redesignating paragraph (5) as paragraph (6) and
by inserting after paragraph (4) the following new paragraph:

‘“t5) PARAGRAPHS (2) AND (3) NOT TO APPLY TO CERTAIN SEC-
TION 361 TRANSACTIONS.—Paragraphs (2) and (3) shall not apply
in the case of an exchange described in section 361. Subject to
such basis adjustments and such other conditions as shall be
provided in regulations, the preceding sentence shall not apply
if the transferor corporation is controlled (within the meaning
of section 368(c)) by 5 or fewer domestic corporations. For pur-
poses of the preceding sentence, all members of the same affili-
ated group (within the meaning of section 1504) shall be treated
as 1 corporation.”

(B) The amendment made by subparagraph (A) shall apply to
exchanges on or after June 21, 1988, except that such amend-
ment shall not apply to any exchange pursuant to any reorgani-
zation for which a plan of reorganization was adopted before
June 21, 1988.

(C) Section 367(e)2) of the 1986 Code (as amended by the
Reform Act) shall not apply in the case of any corporation com-
pletely liquidated before June 10, 1987, into a corporation orga-
nized in a country which has an income tax treaty with the
United States.

(14)(A) Subsection (d) of section 1248 of the 1986 Code is
amended by striking out paragraph (2).

(B) Subparagraph (B) of section 1248(f)1) of the 1986 Code is
amended to read as follows:

“(B) such domestic corporation distributes stock of such
foreign corporation in a distribution to which section
311(a), 337, or 361(cX1) applies,”.

(C) Paragraph (1) of section 1248(f) of the 1986 Code is amend-
ed by striking out “distribution, sale, or exchange’ in the last
sentence and inserting in lieu thereof “distribution’’

(D) Subsection (f) of section 1248 of the 1986 Code is amended
by striking out paragraph (3) and by redesignating paragraph
(4) as paragraph (3).

(E) The subsection heading for section 1248(f) of the 1986
Code is amended by striking out “SEction 311, 336, or 337
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TrRANSACTIONS” and inserting in lieu thereof “NONRECOGNITION
TRANSACTIONS”.

(15) Paragraph (1) of section 995(c) of the 1986 Code is amend-
ed by inserting “or” at the end of subparagraph (A), by striking
out “, or” at the end of subparagraph (B) and inserting in lieu
thereof a period, and by striking out subparagraph (C) and the
sentence following subparagraph (C).

(16) Subsection (d) of section 245 of the 1986 Code is hereby
repealed.

(17) Paragraph (14) of section 1223 of the 1986 Code is amend-
ed to read as follows:

“(14) CROSS REFERENCE.—

“For special holding period provision relating to certain partership distribu-
tions, see section 735(b).”

(18) Clause (ii) of section 341(eX1)XC) of the 1986 Code is
amended—

(A) by striking out “sale or exchange” the first place it
appears and inserting in lieu thereof “liquidating sale or
exchange”, and

(B) by striking out “, gain or loss on which was not recog-
nized to such other corporation under section 337(a),”.

(19) Subsection (1) of section 897 of the 1986 Code is hereby
repealed.

(20) Paragraph (7) of section 338(h) of the 1986 Code is hereby
repealed.

(21)A) The heading of subsection (b) of section 336 of the 1986
Code is amended by striking out “IN Excess oF Basis”.

(B) The heading of paragraph (2) of section 311(b) of the 1986
Code is amended by striking out “IN ExCESS OF Basis”.

(22) Section 453B of the 1986 Code is amended by adding at
the end thereof the following new subsection:

“(h) CERTAIN LIQUIDATING DISTRIBUTIONS BY S CORPORATIONS.—

If—
“(1) an installment obligation is distributed by an S corpora-
tion in a complete liquidation, and
“(2) receipt of the obligation is not treated as payment for the
stock by reason of section 453(h)(1),

then, except for purposes of any tax imposed by subchapter S, no
gain or loss with respect to the distribution of the obligation shall
be recognized by the distributing corporation. Under regulations pre-
scribed by the Secretary, the character of the gain or loss to the
shareholder shall be determined in accordance with the principles
of section 1366(b).”’

(f) AMENDMENTS RELATED TO SECTION 632 OF THE REFORM ACT.—

(1) Subsection (a) of section 1374 of the 1986 Code is amended
by striking out ‘“a recognized built-in gain” and inserting in
lieu thereof ‘“‘a net recognized built-in gain”.

(2) Subsection (b) of section 1374 of the 1986 Code ts amended
by striking out paragraphs (1) and (2) and inserting in lieu
thereof the following:

“1) INn GENERAL.—The amount of the tax imposed by subsec-
tion (a) shall be computed by applying the highest rate of tax
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specified in section 11(b) to the net recognized built-in gain of
the S corporation for the taxable year.

“2) NET OPERATING LOSS CARRYFORWARDS FROM C YEARS AL-
rLowED.—Notwithstanding section 1371(b)1), any net operating
loss carryforward arising in a taxable year for which the corpo-
ration was a C corporation shall be allowed for purposes of this
section as a deduction against the net recognized built-in gain
of the S corporation for the taxable year. For purposes of deter-
mining the amount of any such loss which may be carried to
subsequent taxable years, the amount of the net recognized
built-in gain shall be treated as taxable income. Rules similar
to the rules of the preceding sentences of this paragraph shall
apply in the case of a capital loss carryforward arising in a tax-
able year for which the corporation was a C corporation.”

(3) Subparagraph (B) of section 1374(b)(4) of the 1986 Code is
amended to read as follows:

“(B) the amount of the net recognized built-in gain shall
be treated as the taxable income.”

(4) Paragraph (2) of section 1374(c) of the 1986 Code is amend-
ed by striking out “recognized built-in gains’ each place it ap-
pears and inserting in lieu thereof ‘“net recognized built-in

ain’.
& (5)(A) Section 1374 of the 198€ Code is amended by striking
out all that follows paragraph (1) of subsection (d) and insert-
ing in lieu thereof the following:

“(2) NET RECOGNIZED BUILT-IN GAIN.—

“CA) IN GENERAL.—The term ‘net recognized built-in gain'
means, with respect to any taxable year in the recognition
period, the lesser of—

“G) the amount which would be the taxable income
of the S corporation fer such taxable year if (except as
provided in subsection (bX2)) only recognized built-in
gains and recognized built-in losses were taken into ac-
count, or

“@ii) such corporation’s taxable income for such tax-
able year (determined as provided in section
1375bX1XB)).

“(B) Carryover.—If, for any taxable year, the amount
referred to in clause (i) of subparagraph (A) exceeds the
amount referred to in clause (it) of subparagraph (A), such
excess shall be treated as a recognized built-in gain in the
succeeding taxable year. The preceding sentence shall apply
only in the case of a corporation treated as an S corpora-
3{3;8 by reason of an election made on or after March 31,

“(3) RECOGNIZED BUILT-IN GAIN.—The term ‘recognized built-
in gain’ means any gain recognized during the recognition
period on the disposition of any asset except to the extent that
the S corporation establishes that—

“(A) such asset was not held by the S corporation as of
the beginning of the Ist taxable year for which it was an S
corporation, or

“(B) such gain exceeds the excess (if any) of—
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“G) the fair market value of such asset as of the be-
ginning of such 1st taxable year, over
“(ii) the adjusted basis of the asset as of such time.

“t4) RECOGNIZED BUILT-IN LOSSES.—The term ‘recognized
built-in loss’ means any loss recognized during the recognition
period on the disposition of any asset to the extent that the S
corporation establishes that—

“(A) such asset was held by the S corporation as of the
beginning of the Ist taxable year referred to in paragraph
(3), and

“(B) such loss does not exceed the excess of—

“(i) the adjusted basis of such asset as of the begin-
ning of such Ist taxable year, over

“(it) the fair market value of such asset as of such
time.

“(5) TREATMENT OF CERTAIN BUILT-IN ITEMS.—

“{A) IncoME ITEMS.—Any item of income which is proper-
ly taken into account during the recognition period but
which is attributable to periods before the 1st taxable year
for which the corporation was an S corporation shall be
treated as a recognized built-in gain for the taxable year in
which it is properly taken into account.

“(B) DEDUCTION ITEMS.—Any amount which is allowable
as a deduction during the recognition period but which is
attributable to periods before the Ist taxable year referred
to in subparagraph (A) shall be treated as a recognized
built-in loss for the taxable year for which it is allowable
as a deduction.

“(C) ADJUSTMENT TO NET UNREALIZED BUILT-IN GAIN.—
The amount of the net unrealized built-in gain shall be
properly adjusted for amounts treated as recognized built-in
gains or losses under this paragraph.

“(6) TREATMENT OF CERTAIN PROPERTY.—If the adjusted basis
of any asset is determined (in whole or in part) by reference to
the adjusted basis of any other asset held by the S corporation
as of the beginning of the Ist taxable year referred to in para-
graph (3)—

“CA) such asset shall be treated as held by the S corpora-
tion as of the beginning of such Ist taxable year, and

“B) any determination under paragraph (3XB) or (4)B)
with respect to such asset shall be made by reference to the
fair market value and adjusted basis of such other asset as
of the beginning of such Ist taxable year.

“?) RECOGNITION PERIOD.—The term ‘recognition period’
means the 10-year period beginning with the Ist day of the Ist
taxable year for which the corporation was an S corporation.

“8) TREATMENT OF TRANSFER OF ASSETS FROM C CORPORA-
TION TO S CORPORATION.—

““A) In GENERAL.—Except to the extent provided in regu-
lations, if—

“t;) an S corporation acquires any asset, and
“(i) the S corporation’s basis in such asset is deter-
mined (in whole or in part) by reference to the basis of
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such asset (or any other property) in the hands of a C
corporation,
then a tax is hereby imposed on any net recognized built-in
gain attributable to any such assets for any taxable year be-
ginning in the recognition period. The amount of such tax
shall be determined under the rules of this section as modi-
fied by subparagraph (B).

““B) Mobirications.—For purposes of this paragraph,
the modifications of this subparagraph are as follows:

‘i) IN GENERAL.—The preceding paragraphs of this
subsection shall be applied by taking into account the
day on which the assets were acquired by the S corpo-
ration in lieu of the beginning of the Ist taxable year
for which the corporation was an S corporation.

“tit) SUBSECTION (c)X1) NOT TO APPLY.—Subsection
(cX1) shall not apply.

“09) REFERENCE TO 1ST TAXABLE YEAR.—Any reference in this
section to the Ist taxable year for which the corporation was an
S corporation shall be treated as a reference to the Ist taxable
year for which the corporation was an S corporation pursuant
to its most recent election under section 1362.

“te) REGULATIONS.—The Secretary shall prescribe such regulations
as may be necessary to carry out the purposes of this section includ-
ing regulations providing for the appropriate treatment of successor
corporations.”’

(B) Subparagraph (B) of section 1375(b)(1) of the 1986 Code is
amended to read as follows:

“(B) Limitation.—The amount of the excess net passtve
income for any taxable year shall not exceed the amount of
the corporation’s taxable income for such taxable year as
determined under section 63(a)—

“(1) without regard to the deductions allowed by part
VIII of subchapter B (other than the deduction allowed
by section 248, relating to organization expenditures),
and

7;(ii) without regard to the deduction under section
] ‘ ”

(C) Subsection (b) of section 1375 of the 1986 Code is amended
by adding at the end thereof the following new paragraph.:

“(4) COORDINATION WITH SECTION 1374 —Notwithstanding
paragraph (3), the amount of passive investment income shall
be determined by not taking into account any recognized built-
in gain or loss of the S corporation for any taxable year in the
recognition period. Terms used in the preceding sentence shall
;Lg%e ”the same respective meanings as when used in section

(D) Subsection (c) of section 1375 of the 1986 Code is amended
to read as follows:

“lc) CrREDITS NoT ALLOWABLE.—No credit shall be allowed under
part IV of subchapter A of this chapter (other than section 34)
against the tax imposed by subsection (a).”’
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(E) Paragraph (2) of section 1366(f) of the 1986 Code is
amended by striking out “‘as defined in section 1374(dX2)” and
inserting in lieu thereof “within the meaning of section 137}"

(6) Paragraph (3) of section 1362(d) of the 1986 Code is
amended—

(A) by striking out clause (v) of subparagraph (D), and

(B) by adding at the end thereof the following new sub-
paragraph:

‘“(E) SPECIAL RULE FOR OPTIONS AND COMMODITY DEAL-
INGS.—

“()) In GENERAL.—In the case of any options dealer
or commodities dealer, passive investment income shall
be determined by not taking into account any gain or
loss (in the normal course of the taxpayer’s activity of
dealing in or trading section 1256 contracts) from any
section 1256 contract or property related to such a con-
tract.

“Gi) DeFrinITIONS.—For purposes of this subpara-
graph—

“() OprioNs DEALER.—The term ‘options dealer’
has the meaning given such term by section
1256(8)(8).

“Il) CommopiTIES DEALER.—The term ‘commod-
ities dealer’ means a person who is actively en-
gaged in trading section 1256 contracts and is reg-
istered with a domestic board of trade which is
designated as a contract market by the Commod-
ittes Futures Trading Commission.

“I1l) SEcTION 1256 CONTRACT.—The term ‘sec-
tion 1256 contract’ has the meaning given to such
term by section 1956(b).”

(7) The subsection (d) of section 1363 of the 1986 Code which
relates to distributions of appreciated property, and subsection
(e) of section 1363 of the 1986 Code, are hereby repealed.

(g) AMENDMENTS RELATED TO SECTION 633 OF THE REFORM
Acr.—

(1) Subsection (b) of section 633 of the Reform Act is amended
to read as follows:

“(b) BuiLt-IN GAINS OF S CORPORATIONS.—

““1) IN GENERAL.—The amendments made by section 632
(other than subsection (b) thereof) shall apply to taxable years
beginning after December 31, 1986, but only in cases where the
return for the taxable year is filed pursuant to an S election
made after December 31, 1986.

“02) APPLICATION OF PRIOR LAW.—In the case of any taxable
year of an S corporation which begins after December 31, 1956,
and to which the amendments made by section 632 (other than
subsection (b) thereof) do not apply, paragraph (1) of section
1374(b) of the Internal Revenue Code of 1954 (as in effect on the
date before the date of the enactment of this Act) shall be ap-
plied as if it read as follows: .

“%1) an amount equal to 84 percent of the amount by which
the net capital gain of the corporation for the taxable year ex-
ceeds $25,000, or’ .
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(2) Subparagraph (B) of section 633(cX1) of the Reform Act is
amended by striking out “50 percent or more” and inserting in
lieu thereof “more than 50 percent”.

(3) Paragraph (1) of section 633(d) of the Reform Act is
amended— ] S

(A) by striking out “this section” and inserting in lieu
thereof ‘‘this subtitle”,

(B) by striking out “would be recognized and inserting in
lieu thereof “would be recognized by the liquidating corpo-
ration”, and

(C) by adding at the end thereof the following new sen-
tence: “Section 333 of the Internal Revenue Code of 1954 (as
in effect on the day before the date of the enactment of this
Act) shall continue to apply to any complete liguidation de-
scribed in the preceding sentence.”.

(4) Subparagraph (C) of section 633(d)2) of the Reform Act is
amended to read as follows:

“(C) any gain on an asset acquired by the qualified corpo-
ration if—

‘i) the basis of such asset in the hands of the quali-
fied corporation is determined (in whole or in part) by
reference to the basis of such asset in the hands of the
person from whom acquired, and

“(it) a principal purpose for the transfer of such asset
to the qualified corporation was to secure the benefits
of this subsection.”

(5XA) Subparagraph (A) of section 633(d)(5) of the Reform Act
is amended by striking out “10 or fewer qualified persons” and
inserting in lieu thereof “a qualified group”.

(B) Paragraph (6) of section 633(d) of the Reform Act is
amended to read as follows:

“(6) DEFINITIONS AND SPECIAL RULES.—For purposes of this
subsection—

“(A) QUALIFIED GROUP.—

“G) IN GENERAL.—Except as provided in clause (ii),
the term ‘qualified group’ means any group of 10 or
fewer qualified persons who at all times during the 5-
year period ending on the date of the adoption of the
plan of complete liquidation (or, if shorter, the period
during which the corporation or any predecessor was in
existence) owned (or was treated as owning under the
rules of subparagraph (C)) more than 50 percent (by
value) of the stock in such corporation.

“(ii) 5-YEAR OWNERSHIP REQUIREMENT NOT TO APPLY
IN CERTAIN CASES.—In the case of—

“) any complete liquidation pursuant to a plan
of liquidation adopted before March 31, 1988,

“dD) any distribution not in liquidation made
before March 31, 1988,

“(III) an election to be an S corporation filed
before March 31, 1988, or

“AV) a transaction described in section 338 of
the Internal Revenue Code of 1986 where the ac-



73

quisition date (within the meaning of such section
338) is before March 31, 1988,
the term ‘ql{aliﬁ'ed group’ means any group of 10 or
fewer qualified persons.

“(B) QUALIFIED PERSON.—The term ‘qualified person’
means—

“4) an individual,

“(it) an estate, or

“Gii) any trust described in clause (ii) or clause (iii)
?g éqgction 1361(cX2)A) of the Internal Revenue Code of

“(C) ATTRIBUTION RULES.—

“() IN GENERAL.—Any stock owned by a corporation,
trust (other than a trust referred to in subparagraph
(B)uit), or partnership shall be treated as owned pro-
portionately by its shareholders, beneficiaries, or part-
ners, and shall not be treated as owned by such corpo-
ration, trust, or partnership. Stock considered to be
owned by a person by reason of the application of the
preceding sentence shall, for purposes of applying such
sentence, be treated as actually owned by such person.

“(ii) FAMILY MEMBERS.—Stock owned (or treated as
owned) by members of the same family (within the
meaning of section 318(a)X1) of the Internal Revenue
Code of 1986) shall be treated as owned by 1 person,
and shall be treated as owned by such [ person for any
period during which it was owned (or treated as
owned) by any such member.

“(iii) TREATMENT OF CERTAIN TRUSTS.—Stock owned
(or treated as owned) by the estate of any decedent or
by any trust referred to in subparagraph (BXiii) with
respect to such decedent shall be treated as owned by 1
person and shall be treated as owned by such 1 person
for the period during which it was owned (or treated as
owned) by such estate or any such trust or by the dece-
dent.

‘D) SPECIAL HOLDING PERIOD RULES.—Any property ac-
quired by reason of the death of an individual shall be
treated as owned at all times during which such property
was owned (or treated as owned) by the decedent.

“‘E) CONTROLLED GROUP OF CORPORATIONS.—All mem-
bers of the same controlled group (as defined in section
267(F(1) of such Code) shall be treated as 1 corporation for
purposes of determining whether any of such corporations
met the requirement of paragraph (5)(B) and for purposes of
determining the applicable percentage with respect to any
of such corporations. For purposes of the preceding sen-
tence, an S corporation shall not be treated as a member of
a controlled group unless such corporation was a C corpora-
tion for its taxable year which includes August 1, 1986, or
it was not described for such taxable year in paragraph (1)
or (2) of section 1374(c) of such Code (as in effect on the day
before the date of the enactment of this Act).”
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(6) Subsection (d) of section 633 of the Reform Act is amended
by adding at the end thereof the following new paragraph:

““9) APPLICATION TO NONLIQUIDATING DISTRIBUTIONS.—The
provisions of this subsection shall also apply in the case of any
distribution (not in complete liquidation) made by a qualified
corporation before January 1, 1989, without regard to whether
such corporation is completely liquidated.”

(7) Paragraph (8) of the section 633(d) of the Reform Act is
amended by striking out “becomes an S corporation for a tax-
able year beginning before January 1, 1989” and inserting in
lieu thereof “makes an election to be an S corporation under
section 1362 of such Code before January 1, 1989, without
regard to whether such corporation is completely liquidated’.

(8) Section 633 of the Reform Act is amended by redesignating
the subsections following the first subsection (d) as subsections
(e), (f), and (g), respectively.

(9) Subsection (f(2) of section 633 of the Reform Act (as so re-
designated) is amended by striking out “May 9, 1929 and in-
serting in lieu thereof “May 9, 1929 (or any direct or indirect
subsidiary of such corporation)’.

(10) Paragraph (3) of section 633(f) of the Reform Act (as so
redesignated) is amended by striking out “of such Code)” in the
last sentence thereof and inserting in lieu thereof “of such
Code”’

(11) Subclause (D) of section 633(FI4XAXi) of the Reform Act
(as so redesignated) is amended by striking out “binding on the
selling corporation to sell substantially all its assets’’ and in-
serting in lieu thereof “to sell substantially all of the assets of a
selling corporation organized under the laws of Massachusetts
on October 20, 1976,

(12) Subparagraph (A) of section 633(f(5) of the Reform Act
(as so redesignated) is amended to read as follows:

“lfA) a voting trust established not later than December
31, 1987, shall qualify as a trust permitted as a sharehold-
er of an S corporation and shall be treated as only 1 share-
holder if the holders of beneficial interests in such voting
trust are—

“(i) employees or retirees of such corporation, or
“Gii) in the case of stock or voting trust certificates
acquired from an employee or retiree of such corpora-
tion, the spouse, child, or estate of such employee or re-
tiree or a trust created by such employee or retiree
which is described in section 1361(cX2) of the Internal
Revenue Code of 1986 (or treated as described in such
section by reason of section 1361(d) of such Code), and’.
4 (h) AMENDMENTS RELATED TO SECTION 641 OF THE REFORM

CcT.—

(1) Paragraph (3) of section 1060(b) of the 1986 Code is amend-
ed by striking out ‘the Secretary may find necessary” and in-
serting in lieu thereof “the Secretary deems necessary”.

(2) Section 1060 of the 1986 Code is amended by adding at the
end thereof the following new subsection:
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“d) TREATMENT OF CERTAIN PARTNERSHIP TRANSACTIONS.—In
the case of a distribution of partnership property or a transfer of an
interest in a partnership—

“(1) the rules of subsection (a) shall apply but only for pur-
poses of determining the value of goodwill or going concern
vagte (or similar items) for purposes of applying section 755,
an

“(2) if section 755 applies, such distribution or transfer (as the
case may be) shall be treated as an applicable asset acquisition
for purposes of subsection (b).”’

(3XA) Subparagraph (B) of section 6724(d)(1) of the 1986 Code
(defining information return) is amended by striking out “or”
at the end of clause (ix), by striking out the period at the end of
clause (x) and inserting in lieu thereof “ or”, and by adding at
the end thereof the following new clause:

“(xv) section 1060(b) (relating to reporting require-
ments of transferors and transferees in certain asset ac-
quisitions).”

(B) Section 1060 of the 1986 Code is amended by adding at
the end thereof the following new subsection:

“le) CROSS REFERENCE.—

“For provisions relating to penalties for failure to file a return required by

this section, see section 6721.”

(1) AMENDMENTS RELATED TO SECTION 642 OF THE REFORM AcCT.—

(1) Paragraph (1) of section 453(g) of the 1986 Code is amend-
ed by striking out subparagraphs (A) and (B) and inserting in
lieu thereof the following:

“CA) subsection (a) shall not apply,
“(B) for purposes of this title—

“(i) except as provided in clause (ii), all payments to
be received shall be treated as received in the year of
the disposition, and

“6i) in the case of any payments which are contin-
gent as to the amount but with respect to which the
fair market value may not be reasonably ascertained,
the basis shall be recovered ratably, and

“C) the purchaser may not increase the basis of any prop-
erty acquired in such sale by any amount before the time
such amount is includible in the gross income of the
seller.”

(2)(A) Section 453(g) of the 1986 Code is amended by adding
at the end thereof the following new paragraph:

“3) RELATED PERSONS.—For purposes of this subsection, the
term ‘related persons’ has the meaning given to such term by
section 1239(b), except that such term shall include 2 or more
partnerships having a relationship to each other described in
section 707(b)1)B).”

(B) Section 453(gk1) of the 1986 Code is amended by striking
out “(within the meaning of section 1239(b))”’

(3) The heading of paragraph (2) of section 642(c) of the
Reform Act is amended by striking out “TRADITIONAL” and in-
serting in lieu thereof “TRANSITIONAL’.

(j) AMENDMENTS RELATED TO SECTION 643 OF THE REFORM ACT.—
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(1XA) Subsection (e) of section 171 of the 1986 Code is amend-
ed to read as follows:

“te) TREATMENT AS OFFSET TO INTEREST PAYMENTS.—Except as
provided in reguletions, in the case of any taxable bond—

“1) the amount of any bond premium shall be allocated
among the interest payments on the bond under rules similar to
the rules of subsection (b)X3), and

“32) in lieu of any deduction under subsection (a), the amount
of any premium so allocated to any interest payment shall be
applied against (and operate to reduce) the amount of such in-
terest payment.

For purposes of the preceding sentence, the term ‘taxable bond’
means any bond the interest af which is not excludable from gross
income.”

(B) Paragraph (5) of section 1016(a) of the 1986 Code is
amended by striking out “allowable pursuant to section
171¢(a)1)” and inserting in ligu thereof “allowabdle pursuant to
section 171(a)X1) (or the amount applied te reduce interest pay-
ments under section 171(eX2))”.

(C) The amendments made by this paragraph shall apply in
the case of obligations acquired after December 31, 1987; except
that the taxpayer may elect to have such amendment apply to
obligations acquired after October 22, 1956.

(2) Paragraph (2) of section 643(b) of the Reform Act is
amended by striking out “‘issued after” and inserting in lieu
thereof “acquired after”

(k) AMENDMENTS RELATED 1O SECTION 646 OF THE REFORM
AcT.—

(1) Paragraph (2) of section 646(b) of the Reform Act is
amended to read as follows:

“(2) such entity is exclusively engaged in the leasing of miner-
al property and activities incidental thereto, and”’

(9) Paragraph (3) of section 646(b) of the Reform Act is
am;ncciied by inserting “as of October 22, 1986, after ‘publicly
traded’’.

(3) Subparagraph (A) of section 646(c)1) of the Reform Act is
amended by inserting “before January 1, 19917 after “entity”

(4) Paragraph (2) of section 646(c) of the Reform Act is
amended to read as follows:

“(92) AGREEMENT.—

“CfA) IN GENERAL.—The agreement described in this para-
graph is a written agreement signed by the board of trust-
ees of the entity which provides that the entity will not ac-
quire any additional property other than property described
in subparagraph (B).

‘“YB) PERMISSIBLE ACQUISITIONS.—Property is described in
this paragraph if it is—

“(i) surface rights to property the acquisition of
which—
“(1) is necessary to mine mineral rights held on
October 22, 1986, and
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“ID is required by a written binding agreement
between the entity and an unrelated person entered
into on or before October 22, 1986,

“Gii) surface rights to property which are not de-
scribed in clause (i) and which—

“l) are acquired in an exchange to which section
1031 applies, and

“(ID) are necessary to mine mineral rights held
on October 22, 1986,

“Giii) tangible personal property incidental to the
leasing of mineral property and activities incidental
thereto, or

“tiv) part of any required reserves of the entity.”

(5) Paragraph (1) of section 646(d) of the Reform Act is
amended by striking out subparagraph (B) and inserting in lieu
thereof:

“(B) for purposes of section 333 of such Code (as so in
effect)—

“G) any person holding an income interest in such
entity as of such time shall be treated as a qualified
electing shareholder, and

“Gii) the earnings and profits, and the value of money
or stock or securities, of such entity shall be appor-
tioned ratably among persons described in clause (i).

The amendments made by subtitle D of this title and section
1804 of this Act shall not apply to any liquidation under this
paragraph.”

(6XA) Paragraph (2) of section 646(d) of the Reform Act is
amended to read as follows:

“(2) TERMINATION OF ELECTION.—If an entity ceases to be de-
scribed in subsection (b) or violates any term of the agreement
described in subsection (cX2), the entity shall, for purposes of
the Internal Revenue Code of 1986, be treated as a corporation
for the taxable year in which such cessation or violation occurs
and for all subsequent taxable years.”

(B) Paragraph (3) of section 646(c) of the Reform Act is
amended to read as follows:

“(3) BEGINNING OF PERIOD FOR WHICH ELECTION IS IN
EFFECT.—The period during which an election is in effect under
this subsection shall begin on the Ist day of the Ist taxable year
beginning after the date of the enactment of this Act and fol-
lowing the taxable year in which the election is made.”

(7)XA) Subsection (e) of section 646 of the Reform Act is
amended to read as follows:

“le) SPECIAL RULE FOR PERSONS HoLDING INCOME INTERESTS.—In
applying subpart E of part I of subchapter J of chapter 1 of the In-
ternal Revenue Code of 1986 to any entity to which this section ap-
plies—

“‘1) a reversionary interest shall not be taken into account
until it comes into possession, and

“2) all items of income, gain, loss, deduction, and credit
shall be allocated to persons holding income interests for the
period of the allocation.”
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(B) Section 646(d)3) of the Reform Act is amended by striking
out “or by reason of subsection (e)”.

(1) AMENDMENTS RELATED TO SECTION 651 OF THE REFORM ACT.—

(1XA) Paragraph (6) of section 852(b) of the 1986 Code (as
added by section 651(bJ(1)XA) of the Reform Act) is redesignated
as paragraph (7). .

(B) Subsection (b) of section 855 of the 1986 Code is amended
by striking out ‘“section 852(b)6)” and inserting in lieu thereof
“section 852bX7)”. _

(2) Paragraph (2) of section 4982(e) of the 1 986 Code is amend-
ed to read as follows:

“(2) CAPITAL GAIN NET INCOME.—

““A) In GENERAL.—Except as provided in subparagraph
(B), the term ‘capital gain net income’ has the meaning
given such term by section 1222(9) (determined by treating
the I-year period ending on October 31 of any calendar year
as the company’s taxable year).

““B) REDUCTION BY NET ORDINARY LOSS FOR CALENDAR
vEAR.—The amount determined under subparagraph (A)
shall be reduced (but not below the net capital gain) by the
amount of the company’s net ordinary loss for the calendar

ear.
y “C) DeFINITIONS.—For purposes of this paragraph—

“ti) NET cAPITAL GAIN.—The term ‘net capital gain’
has the meaning given such term by section 1222(11)
(determined by treating the 1-year period ending on Oc-
tober 31 of the calendar year as the company’s taxable
year).

“ii) NET ORDINARY LOSS.—The net ordinary loss for
the calendar year is the amount which would be the
net operating loss of the company for the calendar year
if the amount of such loss were determined in the same
manner as ordinary income is determined under para-
graph (1).”

(3) Paragraph (2) of section 852(c) of the 1986 Code is amend-
ed to read as follows:

“(2) COORDINATION WITH TAX ON UNDISTRIBUTED INCOME.—
For purposes of applying this chapter to distributions made by a
regulated investment company with respect to any calendar
year, the earnings and profits ef such company shall be deter-
mined without regard to any net capital loss (or net foreign cur-
rency loss) attributable to transactions after October 31 of such
year and with such other adjustments as the Secretary may by
regulations prescribe. The preceding sentence shall apply—

“(A) only to the extent that the amount distributed by the
company with respect to the calendar year does not exceed
the required distribution for such calendar year (as deter-
mined under section 4982 by substituting ‘100 percent’ for
each percentage set forth in section 4982(b)1)), and

“(B) except as provided in regulations, only if an election
under section 4982(e)(}) is not in effect with respect to such
company.”’

(4) Subparagraph (C) of section 852(b)(3) of the 1986 Code is
amended—



79

(A) by striking out “net capital loss” each place it ap-
pears in the 3rd sentence and inserting in lieu thereof ‘net
capital loss or net long-term capital loss”, and

(B) by striking out ‘regulated investment company tax-
able income” in the last sentence and inserting in lieu
thereof ‘:I;he taxable income of the regulated investment
company’.

(9) Subsection (e) of section 4982 of the 1986 Code is amended
by adding at the end thereof the following new paragraph.:

“(5) TREATMENT OF FOREIGN CURRENCY GAINS AND LOSSES
AFTER OCTOBER 31 OF CALENDAR YEAR.—Any foreign currency
gain or loss which is attributable to a section 988 transaction
and which is properly taken into account for the portion of the
calendar year after October 3% shall not be taken into account
in determining the amount of the ordinary income of the regu-
lated investment company for such calendar year but shall be
taken into account in determining the ordinary income of the
investment company for the following calendar year. In the case
of any company making an election wunder paragraph (4), the
preceding sentence shall be applied by substituting the last day
of the company’s taxable year for October 31.”

(6) Section 4982 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

“‘f) Exceprion FOR CERTAIN REGULATED INVESTMENT ComPpa-
NIES.—This section shall not apply to any regulated investment
company for any calendar year if at all times during such calendar
year each shareholder in such company was either—

“1) a trust described in section }0I(a) and exempt from tax
under section 501(a), or

“2) a segregated asset account of a life insurance company
held in connection with variable contracts (as defined in section
817(d)).

For purposes of the preceding sentence, any shares attributable to an
investment in the regulated investnmeent company (not exceeding
$250,000) made in connection with the organization of such compa-
ny shall not be taken into account.”

(7) Subsection (b) of section 852 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(8) SPECIAL RULE FOR TREATMENT OF CERTAIN FOREIGN CUR-
RENCY LOSSES.—To the extent provided in regulations, the tax-
able income of a regulated investment company (other than a
company to which an election under section 4982(e)}) applies)
shall be computed without regard to any net foreign currency
loss attributable to transactions after October 31 of such year,
and any such net foreign currency loss shall be treated as arts-
ing on the Ist day of the following taxable year.”

(8) Subsection (a) of section 852 of the 1986 Code is amended
by adding at the end thereof the following new sentence:

“The Secretary may waive the requirements of paragraph (1) for any
taxable year if the regulated investment company establishes to the
satisfaction of the Secretary that it was unable to meet such require-
ments by reason of distributions previously made to meet the re-
quirements of section 4982.”
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(9) Effective with respect to dividends declared in 1988 and
subsequent calendar years, paragraph (7) of section 852(b) of the
1986 Code (as redesignated by paragraph (1)) is amended—

(A) by striking out ‘“in December” and inserting in lieu
thereof “in October, November, or December”, o

(B) by striking out “in such month” and inserting in lieu
thereof “in such a month”, .

(C) by striking out “on such date” in subparagraphs (A)
and (B) and inserting in lieu thereof ‘“‘on December 31 of
such calendar year”, and ' o

(D) by striking out “before February 1” and inserting in
lieu thereof “during January’. .

(10) Paragraph (1) of section 852(e) of the 1986 Code is amend-
ed by striking out “subsection (a)3)” and inserting in lieu there-
of “subsection (aX2)”

(m) AMENDMENTS RELATED TO SECTION 652 OF THE REFORM
AcT.—

(1) Paragraph (1) of section 851(a) of the 1986 Code is amend-
ed to read as follows:

“1) which, at all times during the taxable year—

“tA) is registered under the Investment Company Act of
1940, as amended (15 U.S.C. 80a-1 to 80b-2) as a manage-
ment company or unit investment trust, or

“(B) has in effect an election under such Act to be treated
as a business development company, or’.

(2) Paragraph (1) of section 851(e) of the 1986 Code is amend-
ed by striking out “a registered management company or regis-
tered business development company” and inserting in lieu
thereof ‘“‘a management company or a business development
company described in subsection (a)1)”’

A (n) AMENDMENTS RELATED TO SECTION 653 OF THE REFORM
cT.—

(1) Subsection (b) of section 851 of the 1986 Code is amended
by adding at the end thereof the following new sentence:
“Income derived from a partnership or trust shall be treated as
described in paragraph (2) only to the extent such income is at-
tributable to items of income of the partnership or trust (as the
case may be) which would be described in paragraph (2) if real-
ized by the regulated investment company in the same manner
as realized by the partnership or trust.”

(2XA) Paragraph (3) of section 851(b) of the 1986 Code is
amended to read as follows:

“(3) less than 30 percent of its gross income is derived from
the sale or disposition of any of the following which was held
for less than 3 months:

“(A) stock or securities (as defined in section 2(a)X36) of
the Investment Company Act of 1940, as amended),

“(B) options, futures, or forward contracts (other than op-
tions, futures, or forward contracts on foreign currencies),
or

“CC) foreign currencies (or options, futures, or forward
contracts on foreign currencies) but only if such currencies
(or options, futures, or forward contracts) are not directly
related to the company’s principal business of investing in
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stock or securities (or options and futures with respect to
stocks or securities), and”.

(B) Subsection (b) of section 851 of the 1986 Code is amended
by striking out “which are not ancillary” in the material fol-
lowing paragraph (4), and inserting in lieu thereof “which are
not directly related”.

(C) Subparagraph (C) of section 851(b)(3) of the 1986 Code (as
amended by subparagraph (A)), and the amendment made by
subparagraph (B), shall apply to taxable years beginning after
the date of the enactment of this Act.

(4) Clause (i) of section 851(g)(2)(A) of the 1986 Code (defining
designated hedge) is amended by striking out “contractual
option’’ and inserting in lieu thereof “contractual obligation”.

(5) Subsection (b) of section 851 of the 1986 Code is amended
by adding at the end thereof the following new sentence: “In
the case of the taxable year in which a regulated investment
company is completely liguidated, there shall not be taken into
account under paragraph (3) any gain from the sale, exchange,
or distribution of any property after the adoption of the plan of
complete liquidation.’

(0) AMENDMENTS RELATED TO SECTION 654 OF THE REFORM
Act.—Subsection (g) of section 851 of the 1986 Code (as added by
section 654 of the Reform Act)—

(1) is redesignated as subsection (h), and

(2) is amended by adding at the end thereof the following new
paragraph:

“(3) SPECIAL RULE FOR ABNORMAL REDEMPTIONS.—

“{tA) IN GENERAL.—Any fund treated as a separate corpo-
ration under paragraph (1) shall not be disqualified under
subsection (b)3) for any taxable year by reason of sales re-
sulting from abnormal redemptions on any day and occur-
ring before the close of the 5th business day after such day
if—

“6i) the sum of the percentages determined under sub-
paragraph (B) for the abnormal redemptions on such
day and for abnormal redemptions on prior days
during such taxable year exceeds 30 percent; and

“tit) the regulated investment company of which such
fund is a part would meet the requirements of subsec-
tion (bX3) for such taxable year if all the funds which
are part of such company were treated as a single com-

any.

“B) AyBNORMAL REDEMPTIONS.—For purposes of subpara-
graph (A), the term ‘abnormal redemptions’ means redemp-
tions occurring on any day if the net redemptions on such
day exceed 1 percent of the fund’s net asset value.

“C) DETERMINATION OF NET ASSET VALUE.—For purposes
of this paragraph, net asset value for any day shall be de-
termined as of the close of the preceding day.

““D) Limiration.—For purposes of subparagraph (A), any
sale or other disposition of stock or securities held less than
3 months occurring during any day shall be deemed to
result from abnormal redemptions until the cumulative
proceeds from such sales or dispositions occurring during
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such day, plus the cumulative net positive cash flow of the
fund for preceding business days (if any) following the day
with abnormal redemptions, exceed the amount of net re-
demptions on the day with abnormal redemptions.”
(p) AMENDMENTS RELATED TO SECTION 662 OF THE REFORM
AcT.—

(1) Subclause (I) of section 856(c)6)X D)) of the 1986 Code (as
added by section 662 of the Reform Act) is amended by striking
out “debt instrument’ and inserting in lieu thereof “debt in-
strument (within the meaning of section 1275(a)1))”.

(9) Notwithstanding section 669 of the Reform Act, the
amendment made by section 662(c) of the Reform Act shall
apply to taxable years beginning after December 31, 1986, but
only in the case of obligations acquired after October 22, 1986.

(3) Subsection (c) of section 856 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(8) TREATMENT OF LIQUIDATING GAINS.—In the case of the
taxable year in which a real estate investment trust is complete-
ly liquidated, there shall not be taken into account under para-
graph (4) any gain from the sale, exchange, or distribution of
any property after the adoption of the plan of complete liquida-
tion.”

(4XA) Paragraph (6) of section 856(c) of the 1986 Code is
amended by adding at the end thereof the following new sub-
paragraph.

‘“{G) TREATMENT OF CERTAIN INTEREST RATE AGREE-
MENTS.—Except to the extent provided by regulations,
any—

“(i) payment to a real estate investment trust under a
bona fide interest rate swap or cap agreement entered
into by the real estate investment trust to hedge any
viable rate indebtedness of such trust incurred or to be
incurred to acquire or carry real estate assets, and

‘(i) any gain from the sale or other disposition of
such agreement,

shall be treated as income qualifying under paragraph (2)
and such agreement shall be treated as a security for pur-
poses of paragraph (J)(A).”

(B) The amendment made by subparagraph (A) shall apply to
taxable years ending after the date of the enactment of this Act.

(5) Subclause (I) of section 856(cX6)D)ii) of the 1986 Code (as
added by section 662 of the Reform Act) is amended by striking
out “stock in” and inserting in lieu thereof ‘“‘stock (or certifi-
cates of beneficial interests) in’.

A (q) AMENDMENTS RELATED TO SECTION 663 OF THE REFORM
CT.—

(1) Subparagraph (A) of section 856(d)6) of the 1986 Code is
amended to read as follows:

“(A) IN GENERAL.—If—

“ti) a real estate investment trust receives or accrues,
with respect to real or personal property, amounts from
a tenant which derives substantially all of its income
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with respect to such property from the subleasing of
substantially all of such property, and

“ii) a portion of the amount such tenant receives or
accrues, directly or indirectly, from subtenants consists
of qualified rents,

then the amounts which the trust receives or accrues from
the tenant shall not be excluded from the term ‘rents from
real property’ by reason of being based on the income or
profits of such tenant to the extent the amounts so received
or accrued are attributable to qualified rents received or ac-
crued by such tenant.”

(2) Subsection (f) of section 856 of the 1986 Code is amended
to read as follows:

“(f) INTEREST.—

“C1) IN GeENERAL.—For purposes of paragraphs (2(B) and
(3XB) of subsection (c), the term ‘interest’ does not include any
amount received or accrued, directly or indirectly, if the deter-
mination of such amount depends in whole or in part on the
income or profits of any person except that—

“ltA) any amount so received or accrued shall not be ex-
cluded from the term ‘interest’ solely by reason of being
based on a fixed percentage or percentages of receipts or
sales, and

“(B) where a real estate investment trust receives any
amount which would be excluded from the term ‘interest’
solely because the debtor of the real estate investment trust
recetves or accrues gny amount the determination of which
depends in whole or in part on the income or profits of any
person, only a proportionate part (determined pursuant to
regulations prescribed by the Secretary) of the amount re-
cetved or accrued by the real estate investment trust from
the debtor will be excluded from the term ‘interest’.

“02) SPECIAL RULE.—If—

“CfA) a real estate investment trust receives or accrues
with respect to an obligation secured by a mortgage on real
property or an interest in real property amounts from a
debtor which derives substantially all of its gross income
with respect to such property (not taking into account any
gain on any disposition) from the leasing of substantially
all of its interests in such property to tenants, and

“‘B) a portion of the amount which such debtor receives
or accrues, directly or indirectly, from tenants consists of
qualified rents (as defined in subsection (d)X6)(B)),

then the amounts which the trust receives or accrues from such
debtor shall not be excluded from the term ‘interest’ by reason
of being based on the income or profits of such debtor to the
extent the amounts so received are attributable to qualified
rents received or accrued by such debtor.”

(r) AMENDMENT RELATED TO SECTION 664 OF THE REFORM ACT.—
Clause (i) of section 857(e)X2)B) of the 1956 Code is amended by
striking out “as original issue discount on instruments” and insert-
ing “with respect to instruments’.

(s) AMENDMENTS RELATED TO SECTION 668 OoF THE REFOrRM AcCT.—
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(1) Paragraph (2) of section 4981(e) of the 1986 Code is amend-
ed to read as follows:

“(2) CAPITAL GAIN NET INCOME.—

““A) IN GENERAL.—The term ‘capital gain net income’
has the meaning given such term by section 1222(9) (deter-
mined by treating the calendar year as the trust’s taxable
eqr).

? “(B) REDUCTION FOR NET ORDINARY LOSS.—The amount
determined under subparagraph (A) shall be reduced by the
amount of the trust’s net ordinary loss for the taxable year.

““C) NET ORDINARY LOSS.—For purposes of this para-
graph, the net ordinary loss for the calendar year is the
amount which would be net operating loss of the trust for
the calendar year if the amount of such loss were deter-
mined in the same manner as ordinary income is deter-
mined under paragraph (1).”

(2) Subparagraph (C) of section 857(b)(3) of the 1986 Code is
amended by striking out ‘real estate investment trust taxable
income’’ in the last sentence and inserting in lieu thereof “the
taxable income of the real estate investment trust’.

(3) Subparagraph (A) of section 4981(c)X1) of the 1986 Code is
amended by striking out ‘“such calendar year” and inserting in
lieu thereof “such calendar year (but computed without regard
to that portion of such deduction which is attributable to the
amount excluded under section 857(b)2XD))".

(4) Subsection (a) of section 857 of the 1986 Code is amended
by adding at the end thereof the following new sentence:

“The Secretary may waive the requirements of paragraph (1) for any
taxable year if the real estate investment trust establishes to the sat-
isfaction of the Secretary that it was unable to meet such require-
ments by reason of distributions previously made to meet the re-
quirements of section 4981.”

(5) Effective with respect to dividends declared in 1988 and
subsequent calendar years, paragraph (8) of section 857(b) of the
1986 Code is amended—

(A) by striking out “in December” and inserting in lieu
thereof ‘“‘in October, November, or December”,

(B) by striking out “in such month” and inserting in lieu
thereof “in such a month’”,

(C) by striking out “on such date” in subparagraphs (A)
and (B) and inserting in lieu thereof “on December 31 of
such calendar year”, and

(D) by striking out “before February 1” and inserting in
lieu thereof “during January”.

(t) AMENDMENTS RELATED TO SECTION 671 OF THE REFORM ACT.—

(1) Paragraph (1) of section 860C(e) of the 1986 Code is
amended to read as follows:

“(]) AMOUNTS TREATED AS ORDINARY.—Any amount taken
into account under subsection (a) by any holder of a residual in-
terest in a REMIC shall be treated as ordinary income or ordi-
nary loss, as the case may be.”

(2)A) Paragraph (}) of section 860D(a) of the 1986 Code is
amended—
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(V) by striking out “4th month ending after” and insert-
ing in lieu thereof ‘“‘3rd month beginning after’, and

(i) by striking out “and each quarter ending thereafter’”
and inserting in lieu thereof “and at all times thereafter’”

(B) The amendment made by subparagraph (AXii) shall take
effect on January 1, 1988.

(3XA) Clause (i) of section 860F(aX2XA) of the 1986 Code is
amended to read as follows:

“() the substitution of a qualified replacement mort-
gage for a qualified mortgage (or the repurchase in lieu
of substitution of a defective obligation),”,

(B)i) Paragraph (2) of section 860F(a) of the 1986 Code is
amended by striking out the last sentence of subparagraph (A).

(it) Subsection (a) of section 860F of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(5) Exceptions.—Notwithstanding subparagraphs (A) and
(D) of paragraph (1), the term ‘prohibited transaction’ shall not
include any disposition—

“(A) required to prevent default on a regular interest
where the threatened default resulted from a default on 1
or more qualified mortgages, or

“(lj) to facilitate a clean-up call (as defined in regula-
tions).”

(C) Subparagraph (D) of section 860F(a)(2) of the 1986 Code is
amended by striking out “described in subsection (b)”.

(4) Subparagraph (A) of section 860F(b)(1) of the 1986 Code is
amended by striking out “the transfer of any property to a
REMIC” and inserting in lieu thereof “the transfer of any prop-
erty to a REMIC in exchange for regular or residual interests in
such REMIC”.

(5XA) Paragraph (1) of section 860G(a) of the 1986 Code is
amended to read as follows:

“(1) REgurLar INTEREST.—The term ‘regular interest’ means
any interest in a REMIC which is issued on the startup day
with fixed terms and which is designated as a regular interest
F—

r “CA) such interest unconditionally entitles the holder to
receive a specified principal amount (or other similar
amount), and

“(B) interest payments (or other similar amount), if any,
with respect to such interest at or before maturity—

‘i) are payable based on a fixed rate (or to the extent
provided in regulations, at a variable rate), or

“Uii) consist of a specified portion of the interest pay-
ments on qualified mortgages and such portion does
not vary during the pertod such interest is outstanding.

The interest shall not fail to meet the requirements of subpara-
graph (A) merely because the timing (but not the amount) of the
principal payments (or other similar amounts) may be contin-
gent on the extent of prepayments on qualified mortgages and
the amount of income from permitted investments.” .

(B) Paragraph (2) of section 860G(a) of the 1986 Code is
amended to read as follows:
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“9) RESIDUAL INTEREST.—The term ‘residual interest’ means
an interest in a REMIC which is issued on the startup day,
which is not a regular interest, and which is designated as a
residual interest.”

(C) Paragraph (3) of section 860G(a) of the 1986 Code is
amended— .

' (i) by striking out ‘“‘on or before the startup day” in sub-
paragraph (A)i) and inserting in lieu thereof “on the start-
up day in exchange for regular or residual interests in the
REMIC”,

(it) by inserting ‘if, except as provided in regulations,
such purchase is pursuant to a fixed-price contract in effect
on the startup day” before the comma at the end of sub-
paragraph (A)ii), and

(ii1) by striking out “on or before the startup day” in sub-
paragraph (C) and inserting in lieu thereof “on the startup
day in exchange for regular or residual interests in the
REMIC”

(D) Subparagraph (A) of section 860G(a)(4) of the 1986 Code is
amended to read as follows:

“C{A) which would be a qualified mortgage if transferred
on the startup day in exchange for regular or residual in-
terests in the REMIC, and”.

(E) Paragraph (9) of section 860G(a) of the 1986 Code is
amended to read as follows:

“9) StarTUP DAY.—The term ‘startup day’ means the day on
which the REMIC issues all of its regular and residual inter-
ests. To the extent provided in regulations, all interests issued
(and all transfers to the REMIC) during any period (not exceed-
ing 10 days) permitted in such regulations shall be treated as
occurring on the day during such period selected by the REMIC
for purposes of this paragraph.”

(F) The amendments made by this paragraph shall not apply
to any REMIC where the startup day (as defined in section
860G(a)9) of the 1986 Code as in effect on the day before the
date of the enactment of this Act) is before July 1, 1987.

(6) Paragraph (3) of section 860G(a) of the 1986 Code is
amended—

(A) by striking out ‘directly or indirectly,” in subpara-
graph (A), and

(B) by adding at the end thereof the following new sen-
tence:

“For purposes of this subparagraph, any obligation secured by

stock held by a person as a tenant-stockholder (as defined in

section 216) in a cooperative housing corporation (as so defined)
shall be treated as secured by an interest in real property.”’

(7) Subparagraph (B) of section 860G(a)7) of the 1986 Code is
amended by inserting before the period at the end of the 1st sen-
tence the following: “or lower than expected returns on cash
flow investments”.

(8XA) Paragraph (8) of section 860G(a) of the 1986 Code is
amended—
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(i) by striking out ‘section 856(e)” in subparagraph (A)
and inserting in lieu thereof “section 856(e) (without regard
to paragraph (5) thereof)”, and

(ii) by striking out the last sentence and inserting ir lieu
thereof the following:

“Solely for purposes of section 860D(a), the determination of
whether any property is foreclosure property shall be made
without regard to section 856(e)4).”

(B) Section 860G of the 1986 Code is amended by redesignat-
ing subsection (c) as subsection (d) and by inserting after subsec-
tion (b) the following new subsection:

“lc) Tax oN INCOME FrROM FORECLOSURE PROPERTY.—

“(1) IN GENERAL.—A tax is hereby imposed for each taxable
year on the net income from foreclosure property of each
REMIC. Such tax shall be computed by multiplying the net
income from foreclosure property by the highest rate of tax spec-
ified in section 11(b).

“(2) NET INCOME FROM FORECLOSURE PROPERTY.—For pur-
poses of this part, the term ‘net income from foreclosure proper-
ty’ means the amount which would be the REMIC’s net income
from foreclosure property under section 857(b)4XB) if the
REMIC were a real estate investment trust.”

(C) Paragraph (1) of section 860C(b) of the 1986 Code is
amended by striking out “and’’ at the end of subparagraph (C),
by striking out the period at the end of subparagraph (D) and
inserting in lieu thereof *, and”, and by adding at the end
thereof the following new subparagraph:

“(E) the amount of the net income from foreclosure prop-
erty (if any) shall be reduced by the amount of the tax im-
posed by section 860G(c).”

(9)A) Section 860G of the 1986 Code (as amended by para-
graph (8)) is amended by redesignating subsection (d) as subsec-
tion (e) and by inserting after subsection (c¢) the following new
subsection:

“d) Tax oN CONTRIBUTIONS AFTER STARTUP DATE.—

“(1) IN GENERAL.—Except as provided in paragraph (2), if any
amount is contributed to a REMIC after the startup day, there
is hereby imposed a tax for the taxable year of the REMIC in
which the contribution is received equal to 100 percent of the
amount of such contribution.

“(2) ExceprioNs.—Paragraph (1) shall not apply to any con-
tribution which is made in cash and is described in any of the
following subparagraphs:

“(A) Any contribution to facilitate a clean-up call (as de-
fined in regulations) or a qualified liquidation.

“(B) Any payment in the nature of a guarantee.

“C) Any contribution during the 3-month period begin-
ning on the startup day.

“(D) Any contribution to a qualified reserve fund by any
holder of a residual interest in the REMIC.

‘“AE) Any other contribution permitted in regulations.”

(B) The amendment made by subparagraph (A) shall not
apply to any REMIC where the startup day (as defined in sec-
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tion 860G(aX9) of the 1986 Code as in effect on the day before
the date of the enactment of this Act) is before July 1, 1987.

(10) Subsection (e) of section 860G of the 1986 Code (as redes-
ignated by paragraph (9)) is amended by striking out “and” at
the end of paragraph (2), by striking out the period at the end
of paragraph (3) and inserting in lieu thereof a comma, and by
adding at the end thereof the following new paragraphs:

“(4) providing appropriate rules for treatment of transfers of
qualified replacement mortgages to the REMIC where the trans-
feror holds any interest in the REMIC, and o

“(5) providing that a mortgage will be treated as a qualified
replacement mortgage only if it is part of a bona fide replace-
ment (and not part of a swap of mortgages).”

(11) Paragraph (6) of section 856(c) of the 1986 Code is amend-
ed by redesignating the last subparagraph as subparagraph (F)
and by striking out the subparagraph (D) added by section
671(b)1) of the Reform Act and inserting in lieu thereof the fol-
lowing:

g“(E) A regular or residual interest in a REMIC shall be
treated as a real estate asset, and any amount includible in
gross income with respect to such an interest shall be treat-
ed as interest on an obligation secured by a mortgage on
real property; except that, if less than 95 percent of the
assets of such REMIC are real estate assets (determined as
if the real estate investment trust held such assets), such
real estate investment trust shall be treated as holding di-
rectly (and as receiving directly) its proportionate share of
the assets and income of the REMIC. For purposes of deter-
mining whether any interesi in a REMIC qualifies under
the preceding sentence, any interest held by such REMIC in
another REMIC shall be treated as a real estate asset
under principles similar to the principles of the preceding
sentence, except that, if such REMIC’s are part of a tiered
structure, they shall be treated as one REMIC for purposes
of this subparagraph.”

(12) Clause (xi) of section 7701(a)19XC) of the 1986 Code is
amended by striking out “‘are loans described” and inserting in
lieu thereof “‘are assets described”.

(13) Subparagraph (B) of section 860E(c)2) of the 1986 Code is
amended by striking out ‘‘issue price of residual interest” and
inserting in lieu thereof “‘issue price of the residual interest’.

(14) Clause (i) of section S860F(b)I1)(D) of the 1986 Code is
amended by striking out “the real estate mortgage pool” and in-
serting in lieu thereof “the REMIC”.

(15) Subsection (a) of section 860F of the 1986 Code is amend-
ed by adding at the end thereof the following new paragraphs:

“43) SPECIAL RULE FOR AFFILIATED GROUPS.—AIll members of
an affiliated group filing a consolidated return shall be treated
as 1 taxpayer for purposes of this subsection, except that para-
graph (2) shall be applied separately with respect to each corpo-
ration which is a member of such group and to which section
593 applies.

“(4) TREATMENT OF CERTAIN SUBSIDIARIES.—
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“(A) IN GENERAL.—For purposes of this subsection, a cor-
poration to which section 593 applies and each qualified
subsidiary of such corporation shall be treated as a single
corporation to which section 593 applies.

“(B) QUALIFIED SUBSIDIARY.—For purposes of this subsec-
tion, the term ‘qualified subsidiary’ means any corpora-
tion—

“G) all the stock of which, and substantially all the
indebtedness of which, is held directly by the corpora-
tion to which section 593 applies, and

“ii) which is organized and operated exclusively in
connection with the organization and operation of 1 or
more REMIC’s.”

(16XA) Subsection (a) of section 860D of the 1986 Code is
amended by striking out “and’ at the end of paragraph (4), by
striking out the pertod at the end of paragraph (5) and inserting
in lieu thereof , and’, and by adding at the end thereof the
following new paragraph.:

“(6) with respect to which there are reasonable arrangements
designed to ensure that—

“(A) residual interests in such entity are not held by dis-
qut(ziliﬁ'ed organizations (as defined in section 860E(e)5)),
an

“(B) information necessary for the application of section
860E(e) will be made available by the entity.”

(B) Section 860E of the 1986 Code is amended by adding at
the end thereof the following new subsection:

“le) Tax oN TRANSFERS OF RESIDUAL INTERESTS TO CERTAIN OR-
GANIZATIONS, ETc.—

‘1) IN GENERAL.—A tax is hereby imposed on any transfer of
a residual interest in a REMIC to a disqualified organization.

“(2) AMouNnT oF Tax.—The amount of the tax imposed by
paragraph (1) on any transfer of a residual interest shall be
equal to the product of—

“CA) the amount (determined under regulations) equal to
the present value of the total anticipated excess inclusions
with respect to such interest for periods after such transfer,
multiplied by

“(B) the highest rate of tax specified in section 11(b)1).

“(3) LiaBiLrry.—The tax imposed by paragraph (1) on any
transfer shall be paid by the transferor; except that, where such
transfer is through an agent for a disqualified organization,
such tax shall be paid by such agent.

“t4) TRANSFEREE FURNISHES AFFIDAVIT.—The person (other-
wise liable for any tax imposed by paragraph (1)) shall be re-
lieved of liability for the tax imposed by paragraph (1) with re-
spect to any transfer if— o

“(A) the transferee furnishes to such person an affidavit
that the transferee is not a disqualified organization, and

“CB) as of the time of the transfer, such person does not
have actual knowledge that such affidavit is false.

“5) DISQUALIFIED ORGANIZATION.—For purposes of this sec-
tion, the term ‘disqualified organization’ means—
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““A) the United States, any State or political subdivision
thereof, any foreign government, any international organi-
zation, or any agency or instrumentality of any of the fore-

oing,
& “(g) any organization (other than a cooperative described
in section 521) which is exempt from tax imposed by this
chapter unless such organization is subject to the tax im-
posed by section 511, and

“C) any organization described in section 1381(a)2)(C).

For purposes of subparagraph (A), the rules of section
168(h)X2)XD) (relating to treatment of certain taxable instrumen-
talities) shall apply; except that, in the case of the Federal
Home Loan Mortgage Corporation, clause (ii) of such section
shall not apply.

‘“6) TREATMENT OF PASS-THRU ENTITIES.—

“A) ImposITION OF TAX.—If, at any time during any tax-
able year of a pass-thru entity, a disqualified organization
is the record holder of an interest in such entity, there is
hereby imposed on such entity for such taxable year a tax
equal to the product of—

“1) the amount of excess inclusions for such taxable
year allocable to the interest held by such disqualified
organization, multiplied by

“tii) the highest rate of tax specified in section
11(b)(1).

“{B) PASS-THRU ENTITY.—For purposes of this paragraph,
the term ‘pass-thru entity’ means—

“(t) any regulated investment company, real estate in-
vestment trust, or common trust fund,

“(it) any partnership, trust, or estate, and

“iii) any organization to which part I of subchapter
T applies.

Except as provided in regulations, a person holding an in-
terest in a pass-thru entily as a nominee for another person
shall, with respect to such interest, be treated as a pass-
thru entity.

“fC) Tax T0 BE DEDUCTIBLE.—Any tax imposed by this
paragraph with respect to any excess inclusion of any pass-
thru entity for any taxable year shall, for purposes of this
title (other than this subsection), be applied against (and
operate to reduce) the amount included in gross income
with respect to the residual interest involved.

“(D) EXCEPTION WHERE HOLDER FURNISHES AFFIDAVIT.—
No tax shall be imposed by subparagraph (A) with respect
to any interest in a pass-thru entity for any period if—

“(i) the record holder of such interest furnishes to
such pass-thru entity an affidavit that such record
holder 1s not a disqualified organization, and

“(it) during such period, the pass-thru entity does not
have actual knowledge that such affidavit is false.

“(7) Warver.—The Secretary may waive the tax imposed by
paragraph (1) on any transfer tf—
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“(A) within a reasonable time after discovery that the
transfer was subject to tax under paragraph (1), steps are
taken so that the interest is no longer held by the disquali-
fied organization, and

“UB) there is paid to the Secretary such amounts as the
Secretary may require.

“(8) ADMINISTRATIVE PrOVISIONS.—For purposes of subtitle F,
the taxes imposed by this subsection shall be treated as excise
taxes with respect to which the deficiency procedures of such
subtitle apply.”

(C) Paragraph (2) of section 26(b) of the 1986 Code is amended
by striking out “and” at the end of subparagraph (J), by strik-
ing out the period at the end of subparagraph (K) and inserting
in lieu thereof *, and’, and by adding at the end thereof the
following new subparagraph:

“(L) section 860E(e) (relating to taxes with respect to cer-
tain residual interests).”

(D)i) The amendments made by subparagraph (A) shall apply
in the case of any REMIC where the start-up day (as defined in
section 860G(a)9) of the 1986 Code, as in effect on the day
before the date of the enactment of this Act) is after March 31,
1988; except that such amendments shall not apply in the case
of a REMIC formed pursuant to a binding written contract in
effect on such date.

(it) The amendments made by subparagraphs (B) and (C)
(except to the extent they relate to paragraph (6) of section
860K(e) of the 1986 Code as added by such amendments) shall
apply to transfers after March 31, 1988; except that such
amendments shall not apply to any transfer pursuant to a bind-
ing written contract in effect on such date.

(iii) Except as provided in clause (iv), the amendments made
by subparagraphs (B) and (C) (to the extent they relate to para-
graph (6) of section 860E(e) of the 1986 Code as so added) shall
apply to excess inclusions for periods after March 31, 1988 but
only to the extent such inclusions are—

(D) allocable to an interest in a pass-thru entity acquired
after March 31, 1988, or

(ID) allocable to an interest in a pass-thru entity acquired
on or before March 31, 1988, but attributable to a residual
interest acquired by the pass-thru entity after March 31,
1988.

For purposes of the preceding sentence, any interest in a pass-
thru entity (or residual interest) acquired after March 31, 1988,
pursuant to a binding written contract in effect on such date
shall be treated as acquired before such date.

(iv) In the case of any real estate investment trust, regulated
investment company, common trust fund, or publicly traded
partnership, no tax shall be imposed under section 860E(e)(6) of
the 1986 Code (as added by the amendment made by subpara-
graph (B)) for any taxable year beginning before January I,
1989.

(17) Subparagraph (B) of section 860E(c)(2) of the 1986 Code is
amended—
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(A) by inserting ‘(adjusted for contributions)” after “re-
sidual interest” the second place it appears, and

(B) by striking ‘“decreased by’ in clause (ii) and inserting
in lieu thereof “decreased (but not below zero) by’

(18XA) Subsection (e) of section 860F of the 1986 Code is
amended by adding at the end thereof the following new sen-
tences: “‘Such return shall be filed by the REMIC. The determi-
nation of who may sign such return shall be made without
regard to the first sentence of this subsection.”

(B) Unless the REMIC otherwise elects, the amendment made
by subparagraph (A) shall not apply to any REMIC where the
start-up day (as defined in section 860G(a)9) of the 1986 Code
as in effect on the day before the date of the enactment of this
Act) is before the date of the enactment of this Act.

(19) Subsection (a) of section 860D of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence:

“In the case of a qualified liquidation (as defined in section
860F(a)X4)A)), paragraph (4) shall not apply during the liquidation
period (as defined in section 860F(a)(4)(B).”

(20) Subsection (a) of section 860A of the 1986 Code is amend-
ed by striking out “this chapter’ each place it appears and in-
serting in lieu thereof “this subtitle’.

21) Paragraph (1) of section 860C(b) of the 1986 Code 1is
amended by striking out “and in the same manner” and insert-
ing in lieu thereof “‘and, except as provided in regulations, in
the same manner”.

(22) The following sections of the 1986 Code are each amend-
ed by striking out “real estate mortgage pool” and inserting in
lieu thereof “REMIC’:

(A) Section 382(D4)B(ii).
(B) Section 860F(a)X2)XAXiii).
(C) Section 860F(a)(2)C).

(D) Section 860F(b)1)NCXii).
(E) Section 860F(BX1(D)G1).

(23) Subsection (d) of section 860F of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence:

“Rules similar to the rules of the preceding sentence shall apply
also in the case of regulated investment companies, common trust
funds, and organizations to which part I of subchapter T applies.”

(24) Subparagraph (C) of section 6049(d)X7) of the 1986 Code is
amended by striking out ‘‘the issue price” and inserting in lieu
thereof “the adjusted issue price’’.

(25XA) Paragraph (19) of section 7701(a) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “For purposes of determining whether any interest in a
REMIC qualifies under clause (xi), any regular interest in an-
other REMIC held by such REMIC shall be treated as a loan
described in a preceding clause under principles similar to the
principles of clause (xi); except that, if such REMIC’s are part
of a tiered structure, they shall be treated as 1 REMIC for pur-
poses of clause (xi).”’

(B) Paragraph (}) of section 593(d) of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence:
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“For purposes of determining whether any interest in a REMIC
qualifies under the preceding sentence, any interest in another
REMIC held by such REMIC shall be treated as a qualifying
real property loan under principles similar to the Principles of
the preceding sentence, except that if such REMIC’s are part of
a tiered structure, they shall be treated as 1 REMIC for pur-
poses of this paragraph.”

(26) Section 860E of the 1986 Code is amended by adding at
the end thereof the following new subsection:

“(f) TREATMENT OF VARIABLE INSURANCE CONTRACTS.—Except as
provided in regulations, with respect to any variable contract (as de-
fined in section 817), there shall be no adjustment in the reserve to
the extent of any excess inclusion.”

(27) Subsection (a) of section 860E of the 1986 Code is amend-
ed by adding at the end thereof the following new paragraph:

“(5) COORDINATION WITH SECTION 172.—Any excess inclusion
for any taxable year shall not be taken into account—

“(A) in determining under section 172 the amount of any
net operating loss for such taxable year, and

“(B) in determining taxable income for such taxable year
for purposes of the Ind sentence of section 172(b)X2).”

(u) AMENDMENTS RELATED TO SECTION 672 OF THE REFORM
Acr.—

(1) Subparagraph (B) of section 163(e)X2) of the 1986 Code is
amended by striking out ‘“paragraph (6)” and inserting in lieu
thereof “paragraph (7).

(2) Subparagraph (B) of section 1278(a)}) of the 1986 Code is
amended by striking out ‘section 1272(a)(6)” and inserting in
lieu thereof “section 1272(a)7)”.

(3) Section 1288(a) of the 1986 Code is amended by striking
out “paragraph (6)” each place it appears and inserting in lieu
thereof “paragraph (7).

(4) Sections 1271(a)(2)AXiD) and 1275(a)4)BXi)D of the 1986
Code are each amended by striking eut ‘subsection (a)X6)”’ and
inserting in lieu thereof “subsection (a)7)”.

(v) AMENDMENT RELATED TO SECTION 67} OF THE REFORM ACT.—
Subparagraph (A) of section 6049(d)X7) of the 1986 Code is amended
by inserting “(and such amounts shall be treated as paid when in-
cludible in gross income under section 860B(b))” before the period at
the end thereof.

(w) AMENDMENTS RELATED TO SECTION 675 OF THE REFORM
Acr.—

(1) Subsection (a) of section 675 of the Reform Act is amended
to read as follows: '

“la) GENERAL RuLE.—Except as otherwise provided in this sec-
tion, the amendments made by this subtitle shall take effect on Jan-
uary 1, 1987.” '

(2) Section 675 of the Reform Act is amended by adding at
the end thereof the following new subsection:

“(d) Stupy.—The Secretary of the Treasury or his delegate shall
conduct a study of the operation of the amendments made by this
part and their competitive impact on savings and loan institutions
and similar financial institutions. Not later than January 1, 1990,
the Secretary shall submit a report of such study to the Committee
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on Ways and Means of the House of Representatives and the Com-
mittee on Finance of the Senate (together with such recommenda-
tions as he may deem advisable).”
SEC. 1007. AMENDMENTS RELATED TO TITLE VII OF THE REFORM ACT.

(@) AMENDMENTS TO SECTION 55 OF THE 1986 CODE.—

(1) Paragraph (1) of section 55(c) of the 1986 Code is amended
by inserting before the period at the end of the first sentence the
following: “‘and the section 936 credit allowable under section
27(b)"

(2) Paragraph (2) of section 55(b) of the 1986 Code is amended

by adding at the end thereof the following new sentence:
“If a taxpayer is subject to the regular tax, such taxpayer shall
be subject to the tax imposed by this section (and, if the regular
tax is determined by reference to an amount other than taxable
income, such amount shall be treated as the taxable income of
such taxpayer for purposes of the preceding sentence).”

(3) Effective with respect to taxable years ending after the
date of the enactment of this Act, paragraph (3) of section 55(d)
of the 1986 Code is amended by adding at the end thereof the
following new sentence: “In the case of a taxpayer described in
paragraph (1XCXi), alternative minimum taxable income shall
be increased by the lesser of (i) 25 percent of the excess of alter-
native minimum taxable income (determined without regard to
this sentence) over $155,000, or (it) $20,000.”.

(b) AMENDMENTS TO SECTION 56 OF THE 1986 CODE.—

(1) Paragraph (3) of section 56(a) of the 1986 Code is amended
by adding at the end thereof the following new sentence: “For
purposes of the preceding sentence, in the case of a contract de-
scribed in section 460(e)(1), the percentage of the contract com-
pleted shall be determined under section 460(b)(2) by using the
simplified procedures for allocation of costs prescribed under
section 460(b)14).”

(2) Subparagraph (E) of section 56(b)1) of the 1986 Code is
amended to read as follows:

“(E) STANDARD DEDUCTION AND DEDUCTION FOR PERSON-
AL EXEMPTIONS NOT ALLOWED.—The standard deduction
under section 63(c), the deduction for personal exemptions
under section 151, and the deduction under section 642(b)
shall not be allowed.”

(3) Subparagraph (C) of section 56(b)1) of the 1986 Code is
amended by striking out ‘“and” at the end of clause (ii), by
striking out the period at the end of clause (iii) and inserting in
lieu thereof a comma, and by adding at the end thereof the fol-
lowing new clauses:

“tv) in lieu of the exception under section
163(d)3XBJ)i), the term ‘investment interest’ shall not
include any qualified housing interest (as defined in
subsection (e), and

“v) the adjustments of this section and sections 57
and 58 shall apply in determining net investment
income under section 163(d).”

(4) Clause (iii) of section 56(b)IXC) of the 1986 Code is amend-

ed—
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_ (A) by striking out “specified activity bond” and inserting
in lieu thereof “specified private activity bond”, and

(B) by striking out “section 56(a)5)(B)” and inserting in
lieu thereof ‘“‘section 57(a)(5)B)”.

(9) Subparagraph (A) of section 56(d)X2) of the 1986 Code is
amended—

(21) by striking out “(other than subsection (a)(6) thereof)”’,
an

(B) by adding at the end thereof the following new sen-
tence:
“An item of tax preference shall be taken into account
under clause (ii) only to the extent such item increased the
amount of the net operating loss for the taxable year under
section 172(c).”

(6XA) Paragraph (1) of section 56(e) of the 1986 Code is
amended—

(V) by striking out “‘interest which is” and inserting in
lieu thereof ‘“‘interest which is qualified residence interest
(as defined in section 163(h)3) and is”, and

(i1) by striking out “section 163(h)3)” in subparagraph (B)
and inserting in lieu thereof “section 163(h)4)”.

(B) Paragraph (3) of section 56(e) of the 1986 Code is amended
by striking out “interest paid or accrued’ and inserting in lieu
thereof ‘“‘interest which is qualified residence interest (as de-
fined in section 163(h)(3) and is paid or accrued”’.

(7?) The last sentence of section 56(f)(2XB) of the 1986 Code is
amended by striking out “any such taxes” and inserting in lieu
thereof “any such taxes (otherwise eligible for the credit provid-
ed by section 901 without regard to section 901(7)".

(8) Clause (iti) of section 56(fX3)A) of the 1986 Code is amend-
ed by striking out “an income statement’” and inserting in lieu
there,?f “an income statement for a substantial nontax pur-
pose”.

(9) Subparagraph (B) of section 56(f)(3) of the 1986 Code is
amended by striking out “paragraph (3XA)” and inserting in
lieu thereof “this subsection”.

(10) Subparagraph (C) of section 56(f(3) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “If the taxpayer has 2 or more statements described in
the clause (or subclause) with the lowest number designation,
the applicable financial statement shall be the one of such
statements specified in regulations.”

(11XA) Subparagraph (F) of section 56(f)(2) of the 1986 Code is
amended to read as follows:

“(F) TREATMENT OF TAXES ON DIVIDENDS FROM 936 COR-
PORATIONS.—

“t) IN GENERAL.—For purposes of determining the
alternative minimum tax foreign tax credit, 50 percent
of any withholding tax or income tax paid to a posses-
ston of the United States with respect to dividends re-
ceived from a corporation eligible for the credit provid-
ed by section 936 shall be treated as a tax paid to a
foreign country by the corporation receiving the divi-
dend.
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“i) LiMiTATION.—If the aggregate amount of the
dividends referred to in clause (i) for any taxable year
exceeds the excess referred to in paragraph (1), the
amount treated as a tax paid to a foreign country
under clause (i) shall not exceed the amount which
would be so treated without regard to this clause mul-
tiplied by a fraction—

“1) the numerator of which is the excess referred
to in paragraph (1), and

“I1) the denominator of which is the aggregate
amount of such dividends.

“Uiti) TREATMENT OF TAXES IMPOSED ON 936 CORPORA-
t10N.—For purposes of this subparagraph, taxes paid
by any corporation eligible for the credit provided by
section 936 to a possession of the United States shall be
treated as a withholding tax paid with respect to any
dividend paid by such corporation to the extent such
taxes would be treated as paid by the corporation re-
ceiving the dividend under rules similar to the rules of
section 902 (and the amount of any such dividend
shall be increased by the amount so treated).”

(B) Clause (iii) of section 56(g)4)C) of the 1986 Code is
amended by striking out ‘“clause (IiXD)” and inserting in lieu
thereof ‘“clause (1)

(12) Clause (iii) of section 56(g)4)XB) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: ‘“The preceding sentence shall not apply to any annuity
contract held under a plan described in section 403(a).”

(13) Paragraph (1) of section 56(c) of the 1986 Code is amend-
ed—

(A) by striking out “ADJUSTED EARNINGS AND PROFITS’ in
the paragraph heading and inserting in lieu thereof “AD-
JUSTED CURRENT EARNINGS’, and

(B) by striking out “ADJUSTED EARNINGS AND PROFITS” in
the heading of subparagraph (B) and inserting in lieu
thereof “ADJUSTED CURRENT EARNINGS .

(14)(A) Subsection (b) of section 56 of the 1986 Code is amend-
ed by adding at the end thereof the following new paragraph:

“(3) TREATMENT OF INCENTIVE STOCK OPTIONS.—Section 431
shall not apply to the transfer of stock acquired pursuant to the
exercise of an incentive stock option (as defined in section
422A). The adjusted basis of any stock so acquired shall be de-
termined on the basis of the treatment prescribed by the preced-
ing sentence.”

(B) Paragraph (3) of section 57(a) of the 1986 Code is hereby
repealed.

(C) The amendments made by this paragraph shall apply
with respect to options exercised after December 31, 1987.

(15) Clause (1) of section 56(a)1)(A) of the 1986 Code is amend-
ed by striking out ‘“REAL” in the heading and inserting in lieu
thereof “PERSONAL’.

(16) The heading of paragraph (1) of section 56(b) of the 1986
Code is amended by striking out “ITEMIZED’.
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(17) Subparagraph (A) of section 56(g)4) of the 1986 Code is
amended by adding at the end thereof the following new
clauses:

“(vi) ELECTION TO HAVE CUMULATIVE LIMITATION. —

“(D IN GENERAL.—In the case of any property
Placed in service during a taxable year to which
an election under this clause applies, in lieu of ap-
plying clause (i), the depreciation deduction for
such property for any taxable year shall be the
lesser of the accumulated 168(g) depreciation or the
accumulated book depreciation; reduced by the ag-
gregate amount of the depreciation deductions de-
termined under this subclause with respect to such
property for prior taxable years.

“I) ACCUMULATED 168(8) DEPRECIATION.—For
purposes of this clause, the term ‘accumulated sec-
tion 168(g) depreciation’ means the aggregate
amount of the depreciation deductions determined
under the alternative system of section 168(g) with
respect to the property for all periods before the
close of the taxable year.

“dI) ACCUMULATED BOOK DEPRECIATION.—For
purposes of this clause, the term ‘accumulated
book depreciation’ means the aggregate amount of
the depreciation deductions determined under the
method used for book purposes with respect to the
property for all periods before the close of the tax-
able year.

“dV) ErLecrion.—The taxpayer may make an
election under this clause for any taxable year be-
ginning after 1989. Such an election, once made
with respect to any such taxable year, shall apply
to all property placed in service during such tax-
able year, and shall be irrevocable.

“‘V) SIMILAR RULES FOR PROPERTY DESCRIBED IN
CLAUSE (1), (Uii), OR (iv).—Rules similar to the
rules of the preceding provisions of this clause
shall also apply in the case of property to which
clause (it), (itr), or (iv) applies.

“lvii) SPECIAL RULE FOR CERTAIN PROPERTY.—In the
case of any property described in paragraph (1), (2), (3),
or (4) of section 168(f), the amount of depreciation al-
lowable for purposes of the regular tax shall be treated
as the amount allowable under the alternative system
of section 168(g).” .

(18) Paragraph (4) of section 56(g) of the 1986 Code is amend-
ed by adding at the end thereof the following new subpara-

raph:
srep “(I) AbqusTeD BASIS.—The adjusted basis of any property
with respect to which an adjustment under this paragraph
applies shall be determined by applying the treatment pre-
scribed in this paragraph.” .

(19) Subsection (a) of section 56 of the 1986 Code is amended

by adding at the end thereof the following new paragraph:
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“(8) SECTION 87 NOT APPLICABLE.—Section 87 (relating to alco-
hol fuel credit) shall not apply.”

(c) AMENDMENTS TO SECTION 57 oF THE 1986 CODE.—

(1) Clause (iii) of section 57(a)5)XC) of the 1986 Code is amend-
ed by inserting ‘(whether a current or advance refunding)”
after “any refunding bond’. .

(2) Clause (i) of section 57(a)5)C) of the 1986 Code is amend-
ed to read as follows:

“i) IN GENERAL.—For purposes of this part, the term
‘specified private activity bond’ means any private ac-
tivity bond (as defined in section 141) which is issued
after August 7, 1986, and the interest on which is not
includible in gross income under section 103.”

(3) Subparagraph (A) of section 57(a)6) of the 1986 Code is
amended by inserting “or 642(c)” after “section 170"

(d) AMENDMENTS TO SECTION 58 OF THE 1986 CODE.—

(1) Paragraph (2) of section 58(a) of the 1986 Code is amend-
ed—

(A) by striking out ‘(as modified by section }61(i)(4)(A))",
and

(B) by striking out ‘section 469(d), without regard to
paragraph (1XB) thereof” and inserting in lieu thereof “sec-
tion 469(c)”

(2) Paragraph (3) of section 58(a) of the 1986 Code is amended
by striking out “section 469(gX1)C)”" and inserting in lieu there-
of “section 469(G)X2)".

(3) Subsection (a) of section 58 of the 1986 Code is amended by
adding at the end thereof the following new paragraph:

“(4) DETERMINATION OF L0SS.—In determining the amount of
the loss from any tax shelter farm activity, the adjustments of
sections 56 and 57 shall apply.”

(4) Subsection (b) of section 58 of the 1986 Code ts amended by
striking out paragraphs (1), (2), and (3), and inserting in lieu
thereof the following:

“(1) the adjustments of sections 56 and 57 shall apply,

“(2) the prouvisions of section 469(m) (relating to phase-in of
disallowance) shall not apply, and

“(3) in lieu of applying section 469(jX7), the passive activity
loss of a taxpayer shall be computed without regard to quali-
fied housing interest (as defined in section 56(e)).”

(e) AMENDMENTS TO SECTION 59 oF THE 1986 CoDE.—

(1) Paragraph (2) of section 59(e) of the 1986 Code is amended
by striking out “would have been allowable as a deduction”
and inserting in lieu thereof “would have been allowable as a
deduction (determined without regard to section 291)".

(2) Subsection (h) of section 59 of the 1986 Code is amended
by striking out “taxable year—" and all that follows and in-
serting in lieu thereof ‘‘taxable year with the adjustments of
sections 56, 57, and 58.”

(3) Paragraph (1) of section 59(a) of the 1986 Code is amended
by striking out “and” at the end of subparagraph (B), by strik-
ing out the period at the end of subparagraph (C) and inserting
in lieu thereof *, and”, and by adding at the end thereof the
following new subparagraph:
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“(D) the determination of whether any income is high-
taxed income for purposes of section 904(d)(2) were made on
the basis of the applicable rate specified in section
55(bI1)A) in lieu of the highest rate of tax specified in sec-
tion 1 or 11 (whichever applies).”

(4) Subsection (i) of section 59 of the 1986 Code is amended—

(A) by striking out “of this subtitle” and inserting in lieu
thereof “of this subtitle (other than this part)”, and

(B) by striking out “by this title” and inserting in lieu
thereof “by this subtitle”.

(f) TRANSITIONAL PROVISIONS.—

(1) In the case of the taxable year of an estate or trust which
begins before January 1, 1987, and ends on or after such date,
the items of tax preference apportioned to any beneficiary of
such estate or trust under section 58(c) of the Internal Revenue
Code of 1954 (as in effect on the day before the date of the en-
actment of the Tax Reform Act of 1986) shall be taken into ac-
count for purposes of determining the amount of the tax im-
posed by section 55 of the Internal Revenue Code of 1986 (as
amended by the Tax Reform Act of 1986) on such beneficiary
for such beneficiary’s taxable year in which such taxable year
of the estate or trust ends.

(2) The last sentence of subparagraph (B) of section 701(f)(6) of
the Reform Act is amended to read as follows: “The aggregate
amount of investment tax credits with respect to the unit in
Mississippi allowed solely by reason of being described in this
subparagraph shall not exceed $141,000,000.”

(3) Subsection (f) of section 701 of the Reform Act is amended
by adding at the end thereof the following new paragraph:

“(7) AGREEMENT VESSEL DEPRECIATION ADJUSTMENT.—

“CA) For purposes of part VI of subchapter A of chapter 1
of the Internal Revenue Code of 1986, in the case of a
qualified taxpayer, alternative minimum taxable income
for the taxable year shall be reduced by an amount equal to
the agreement vessel depreciation adjustment.

“B) For purposes of this paragraph, the agreement vessel
depreciation adjustment shall be an amount equal to the
depreciation deduction that would have been allowable for
such year under section 167 of such Code with respect to
agreement vessels placed in service before January I, 1987,
if the basis of such vessels had not been reduced under sec-
tion 607 of the Merchant Marine Act of 1936, as amended,
and if depreciation with respect to such vessel had been
computed using the 25-year straight-line method. The ag-
gregate amount by which basis of a qualified taxpayer is
treated as not reduced by reason of this subparagraph shall
not exceed $100,000,000.

“C) For purposes of this paragraph, the term ‘qualified
taxpayer’ means a parent corporation incorporated in the
State of Delaware on December 1, 1972, and engaged in
water transportation, and includes any other corporation
which is a member of the affiliated group of which the
parent corporation is the common parent. No taxpayer shall
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be treated as a qualified corporation for any taxable year
beginning after December 31, 1991.” o

(4XA) If any property to which this paragraph applies is
placed in service in a taxable year which begins before January
1, 1987, and ends on or after August 1, 1986, the item of tax
preference determined under section 57(a) of the Internal Reve-
nue Code of 195} (as in effect on the day before the date of the
enactment of the Tax Reform Act of 1986) with respect to such
property shall be the excess of — . o

(i) the amount allowable as a deduction for depreciation
or amortization for such taxable year, over

(ii) the amount which would be determined for such tax-
able year under the rules of paragraph (1) or (5) (whichever
is appropriate) of section 56(a) of the Internal Revenue Code
of 1954 (as amended by the Tax Reform Act of 1986).

(B) This paragraph shall apply to any property—

(i) which is described in paragraph (4) or (12) of section
57(a) of the Internal Revenue Code of 1954 (as so in effect),
and

(it) to which paragraph (1) or (5) of section 56(a) of the
Internal Revenue Code of 1986 would apply if the taxable
year referred to in subparagraph (A) began after December
31, 1986.

(5) In determining the amount of the alternative minimum
tax foreign tax credit under section 59 of the 1986 Code, there
shall not be taken into account any taxes paid or accrued in a
taxable year beginning after December 31, 1986, which are treat-
ed under section 904(c) of the 1986 Code as paid or accrued in a
taxable year beginning on or before December 31, 1986.

(g) MISCELLANEOUS AMENDMENTS.—

(1) Subparagraph (K) of section 26(b)(2) of the 1986 Code is
emended by striking out the comma at the end thereof and in-
serting in lieu thereof *).”.

(2)(A) So much of section 38(c) as precedes paragraph (4) there-
of is amended to read as follows:

“(c) L1MITATION BASED ON AMOUNT OF TAXx.—

“(1) IN GENERAL.—The credit allowed under subsection (a) for
any taxable year shall not exceed the excess (if any) of the tax-
payer’s net income tax over the greater of—

“(A) the tentative minimum tax for the taxable year, or

“(B) 25 percent of so much of the taxpayer’s net regular
tax liability as exceeds $25,000.

For purposes of the preceding sentence, the term ‘net income tax’
means the sum of the regular tax liability and the tax imposed
by section 55, reduced by the credits allowable under subparts A
and B of this part, and the term ‘net regular tax liability’
means the regular tax liability reduced by the sum of the cred-
its allowable under subparts A and B of this part.
“(9) REGULAR INVESTMENT TAX CREDIT MAY OFFSET 25 PER-
CENT OF MINIMUM TAX.—
“(tA) IN GENERAL.—In the case of a C corporation, the
amount determined under paragraph (1)XA) shall be re-
duced by the lesser of—
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‘(i) the portion of the regular investment tax credit
not used against the normal limitation, or

“(i1) 25 percent of the taxpayer’s tentative minimum
tax for the taxable year.

“(B) PORTION OF REGULAR INVESTMENT TAX CREDIT NOT
USED AGAINST NORMAL LIMIT.—For purposes of subpara-
graph (A), the portion of the regular investment tax credit
for any taxable year not used against the normal limitation
is the excess (if any) of—

“i) the portion of the credit under subsection (a)
which s attributable to the application of the regular
percentage under section 46, over

“(i1) the Limitation of paragraph (1) (without regard
to this paragraph) reduced by the portion of the credit
under subsection (a) which is not so attributable.

“C) Limurration.—In no event shall this paragraph
permit the allowance of a credit which would result in a
net chapter 1 tax less than an amount equal to 10 percent
of the amount determined under section 55(bX1)(A) without
regard to the alternative tax net operating loss deduction.
For purposes of the preceding sentence, the term ‘net chap-
ter 1 tax’ means the sum of the regular tax liability for the
taxable year and the tax imposed by section 55 for the tax-
able year, reduced by the sum of the credits allowable
under this part for the taxable year (other than under sec-
tion 34).”

(B) Subsection (c) of section 38 of the 1986 Code is amended—

(i) by redesignating paragraph (4) as paragraph (3), and

(ii) by striking out ‘‘subparagraphs (A) and (B) of para-
graph (1)” each place it appears in such paragraph and in-
serting in lieu thereof “subparagraph (B) of paragraph (1).

(3XA) Subsection (c) of section 47 of the 1986 Code is amended
by striking out “or D’ and inserting in lieu thereof “D, or G”.

(B) Subparagraph (D) of section 42()4) of the 1986 Code is
amended by striking out “or D” and inserting in lieu thereof
“D, or G”.

(4) The last sentence of clause (ii) of section 53(d)X1)B) of the
1986 Code is amended by striking out ‘“earnings and profits”
and inserting in lieu thereof ‘“current earnings’.

(5) Sections 173(b), 174(e)2), and 263(c) of the 1986 Code are
each amended by striking out ‘section 59(d)” and inserting in
lieu thereof “‘section 53(e)”. o

(6) Section 511 of the 1986 Code is amended by striking out
subsection (d).

(7) Sections 616(e) and 617(j) of the 1986 Code are each
amended by striking out “section 58(i)” and inserting in lieu
thereof “section 59(e)”’ .

(8) Paragraph (4) of section 701(c) of the Reform Act is
amended by striking out “section 631(a)” and inserting in lieu
thereof “section 221(a)’. '

(9) Subparagraph (B) of section 1362(e)5) of the 1986 Code is
amended by striking out “Subsection (d)2)” and inserting in
lieu thereof “Subsection (d)”’
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(10) Subsection (a) of section 6154 of the 1986 Code (as in
effect before its repeal by the Revenue Act of 1987) 1s amended
by striking out “I1, 59A” and inserting in lieu thereof “11, 55,
I9A".

(11) Paragraph (1) of section 962(a) of the 1986 Code is amend-
ed—

(A) by striking out ‘“section 1” and inserting in lieu there-
of “sections I and 557, and

(B) by striking out ‘“section 11" and inserting in lieu
thereof “‘sections 11 and 55"

(12) Subsection (h) of section 32 of the 1986 Code is amended
by striking out ‘“for taxpayers other than corporations”.

(13)(A) Subsection (d) of section 2 of the 1986 Code is amended
by striking out “the tax imposed by section 1’ and inserting in
lieu thereof “the taxes imposed by sections I and 55"

(B) Subsection (d) of section 11 of the 1986 Code is amended
by striking out “the tax imposed by subsection (a)” and insert-
ing in lieu thereof ‘‘the taxes imposed by subsection (a) and sec-
tion 55"

SEC. 1008. AMENDMENTS RELATED TO TITLE VIII OF THE REFORM ACT.
(a) AMENDMENTS RELATED TO SECTION 80! OF THE REFORM
Act.—

(1XA) Subparagraph (B) of section 448(d)2) of the 1986 Code
(defining qualified personal service corporation) is amended by
striking out “or indirectly” and inserting in lieu thereof “(or in-
directly through 1 or more partnerships, S corporations, or
qualified personal service corporations not described in para-
graph (2) or (3) of subsection (a))”.

(B) Section 448(d) of the 1986 Code is amended by adding at
the end thereof the following new paragraph.:

“(8) USE OF RELATED PARTIES, ETC.—The Secretary shall pre-
scribe such regulations as may be necessary to prevent the use of
related parties, pass-thru entities, or intermediaries to avoid the
application of this section.”

(2) Subparagraph (C) of section 448(d)4) of the 1986 Code (re-
lating to special ruies for application of paragraph (2)) is
amended by striking out “all such members” and inserting in
lieu thereof “such group’.

(3) Paragraph (2) of section 461(i) of the 1986 Code is amend-
ed to read as follows:

“(2) SPECIAL RULE FOR SPUDDING OF OIL OR GAS WELLS.—

‘“CfA) IN GENERAL.—In the case of a tax shelter, economic
performance with respect to amounts paid during the tax-
able year for drilling an oil or gas well shall be treated as
having occurred within a taxable year if drilling of the
well commences before the close of the 90th day after the
close of the taxable year.

““B) DEDUCTION LIMITED TO CASH BASIS.—

“(i) TAX SHELTER PARTNERSHIPS.—In the case of a
tax shelter which is a partnership, in applying section
704(d) to a deduction or loss for any taxable year at-
tributable to an item which is deductible by reason of
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subparagraph (A), the term ‘cash basis’ shall be substi-
tuted for the term ‘adjusted basis’.

“(ii) OTHER TAX SHELTERS.—Under regulations pre-
scribed by the Secretary, in the case of a tax shelter
other than a partnership, the aggregate amount of the
deductions allowable by reason of subparagraph (A) for
any taxable year shall be limited in a manner similar
to the limitation under clause (i).

“(C) CasH BASIS DEFINED.—For purposes of subparagraph
(B), a partner’s cash basis in a partnership shall be equal
to the adjusted basis of such partner’s interest in the part-
nership, determined without regard to—

“(i) any liability of the partnership, and

“(ti) any amount borrowed by the partner with re-
spect to such partnership which—

“I) was arranged by the partnership or by any
person who participated in the organization, sale,
or management of the partnership (or any person
related to such person within the meaning of sec-
tion 465(6X3S)C)), or

h“(l{’) was secured by any asset of the partner-
ship.

(4) Section 464 of the 1986 Code (relating to limitations on de-
ductions for certain farming expenses) ts amended by adding at
the end thereof the following new subsection:

“(g) TERMINATION.—Except as provided in subsection (f), subsec-
tions (a) and (b) shall not apply to any taxable year beginning after
December 31, 1986.”

(5) Paragraph (4) of section 801(d) of the Reform Act is
amended by striking out ‘“the completed contract method” and
inserting in lieu thereof “‘a method of accounting for long-term
contracts’”.

(6) Section 801(d) of the Reform Act is amended by adding at
the end thereof the following new paragraph:

“(5) SPECIAL RULE FOR PARAGRAPHS (2) AND (3).—If any loan,
lease, contract, or evidence of any transaction to which para-
graph (2) or (3) applies is transferred after June 10, 1987, to a
person other than a related party (within the meaning of para-
graph (2), paragraph (2) or (3) shall cease to apply on and after
the date of such transfer.”

(7) Paragraph (3) of section 448(d) of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence: “An
S corporation shall not be treated as a tax shelter for purposes
of this section merely by reason of being required to file a notice
of exemption from registration with a State agency described in
section 461(i)(3XA), but only if there is a requirement applicable
to all corporations offering securities for sale in the State that
to be exempt from such registration the corporation must file
such a notice.” .

(8) Subparagraph (C) of section 448(d)4}) of the 1986 Code is
amended by striking out “substantially all of” and inserting in
lieu thereof ““90 percent or more of’



104

(9) Paragraph (3) of section 448(c) of the 1986 Code is amend-
ed by adding at the end thereof the following new subpara-

raph:

g ““D) TREATMENT OF PREDECESSORS.—Any reference in
this subsection to an entity shall include a reference to any
predecessor of such entity.”

(b) AMENDMENTS RELATED TO SECTION 803 OF THE REFORM
Acr.—

(1) Paragraph (2) of section 263A(a) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “Any cost which (but for this subsection) could not be
taken into account in computing taxable income for any taxable
year shall not be treated as a cost described in this paragraph.”

(2) Section 263A(c) of the 1986 Code (relating to general excep-
tions) is amended—

(A) by striking out “263(c), 616(a), or 617(a)” and insert-
ing in lieu thereof “263(c), 263(i), 291(b)2), 616, or 617", and

(B) by adding at the end thereof the following new para-
graph:

“6) COORDINATION WITH SECTION 59(e).—Paragraphs (2) and
(3) shall apply to any amount allowable as a deduction under
section 59(e) for qualified expenditures described in subpara-
graphs (B), (C), (D), and (E) of paragraph (2) thereof.”

(3) Subparagraph (B) of section 263A(dX2) of the 1986 Code
(relating to special rule for person with minority interest who
materially participates) is amended—

(A) by striking out ‘“such grove, orchard, or vineyard” in
clause (1) and inserting in lieu thereof ‘the plants described
in subparagraph (A) at all times during the taxable year in
which such amounts were paid or incurred’’, and

(B) by striking out ‘such grove, orchard, or vineyard
during the 4-taxable year period beginning with the taxable
year in which the grove, orchard, or vineyard was lost or
damaged” and inserting in lieu thereof ‘“the plants de-
scribed in subparagraph (A) during the taxable year in
which such amounts were paid or incurred’”.

(4) Paragraph (3) of section 263A(f) of the 1986 Code (relating
to interest relating to property used to produce property) is
amended—

(A) by striking out “incurred or continued in connection
with” and inserting in lieu thereof “allocable (as deter-
mined under paragraph (2)) to”, and

(B) by inserting ‘‘(as so determined)” after “allocable’.

(5) Section 447(b) of the 1986 Code is amended—

(A) by striking out “of” before “expenses”’, and

(B) by striking out “Or” before “ExPENSES” in the head-
ing thereof.

(6) Section 447(g)X1) of the 1986 Code is amended by striking
out “trade or business of farming” each place it appears and in-
serting in lieu thereof “qualified farming trade or business”.

(7) Paragraph (4J)(AXi) of section 803(d) of the Reform Act is
amended by striking out “203” each place it appears and insert-
ing in lieu thereof “204".
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(8) The allocation used in the regulations prescribed under
section 263A(h)2) of the Internal Revenue Code of 1986 for ap-
portioning storage costs and related handling costs shall be de-
termined by dividing the amount of such costs by the beginning
inventory balances and the purchases during the year and by
multiplying the resulting allocation ratio by inventory amounts
determined in accordance with the provisions of the joint ex-
planatory statement of the committee of conference of the con-
ference report accompanying HR. 3838 (H.R. Rept. No. 99-841,
Vol. II, 99th Cong., 2d Sess. II-306-307 (1986)).

(¢) AMENDMENTS RELATED 1O SECTION 80} OF THE REFORM ACT.—
d(]) Paragraph (3) of section 460(b) of the 1986 Code is amend-
e —

(A) by striking out “subparagraph” and inserting in lieu
thereof “paragraph’,

(B) by striking out “paragraph (1)” each place it appears
in subparagraph (B) and inserting in lieu thereof “‘subpara-
graph (A)”, and

(C) by striking out “paragraph (1)” in subparagraph (C)
and inserting in lieu thereof “subparagraph (B)”.

(2)(A) Section 460(b) of the 19586 Code (relating to percentage
of completion method) is amended by adding at the end thereof
the following new paragraph:

“(4) SPECIAL RULES.—

“(A) SIMPLIFIED METHOD OF COST ALLOCATION.—In the
case of any long-term contract, the Secretary may prescribe
a simplified procedure for allocation of costs to such con-
tract in lieu of the method of allocation under subsection
(c).

“(B) LOOK-BACK METHOD NOT TO APPLY TO CERTAIN CON-
TrRACTS.—Paragraph (2)(B) and subsection (a)2) shall not
apply to any contract—

“6i) the gross price of which (as of the completion of
the contract) does not exceed the lesser of—
“I) $1,000,000, or
“ID) 1 percent of the average annual gross re-
ceipts of the taxpayer for the 3 taxable years pre-
ceding the taxable year in which the contract was
completed, and
“Gi) which is completed within 2 years of the con-
tract commencement date.
For purposes of this subparagraph, rules similar to the
rules of subsections (e)(2) and (f(3) shall apply.”

(B) Section 460(b)(2) of the 1986 Code is amended by striking
out “In” and inserting in lieu thereof “Except as provided in
paragraph (4), in”.

(3) Subparagraph (B) of section 804(d)X2) of the Reform Act is
amended by striking out ‘‘section 263A(c)X5)” and inserting in
lieu thereof “section 460(c)5)”.

(4)A) Paragraph (3) of section 460(b) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tences:
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“For purposes of the preceding sentence, any amount received or
accrued after completion of the contract shall be taken into ac-
count by discounting (using the Federal mid-term rate deter-
mined under section 1274(d) as of the time such amount was re-
ceived or accrued) such amount to its value as of the completion
of the contract. The taxpayer may elect with respect to any con-
tract to have the preceding sentence not apply to such contract.”

(B) Subparagraph (B) of section 460(b)(2) of the 1986 Code is
amended by striking out “completion of the contract” and in-
serting in lieu thereof “completion of the contract (or, with re-
spect to any amount received or accrued after completion of the
contract, when such amount is so received or accrued)”.

(d) AMENDMENT RELATED TO SECTION 805 OF THE REFORM ACT.—

(1) Section 166(dX1)A) of the 1986 Code is amended by strik-
ing out “subsections (a) and (c)” and inserting in lieu thereof
“subsection (a)”.

(2) Subsection (b) of section 805 of the Reform Act is amended
by inserting “ as amended by section 901(d)(4),” after “Section
166”

(3) Subsection (a) of section 582 of the 1986 Code is amended
by striking out “subsections (a), (b), and (c) of section 166" and
inserting in lieu thereof “subsections (a) and (b) of section 166"

(e) AMENDMENTS RELATED TO SECTION 806 OF THE REFORM ACT.—

(1XA) Clause (i) of section 706(bX1IXB) of the 1986 Code is
amended to read as follows:

“(i) the majority interest taxable year (as defined in
paragraph (4)),”.

(B) Paragraph (4) of section 706(b) of the 1986 Code is amend-
ed to read as follows:

“C4) MAJORITY INTEREST TAXABLE YEAR; LIMITATION ON RE-
QUIRED CHANGES.—

“(A) MAJORITY INTEREST TAXABLE YEAR DEFINED.—For
purposes of paragraph (1)(BXi)—

“()) IN GENERAL.—The term ‘majority interest taxable -
year’ means the taxable year (if any) which, on each
testing day, constituted the taxable year of 1 or more
partners having (on such day) an aggregate interest in
partnership profits and capital of more than 50 per-
cent.

“(it) TESTING pDAYS.—The testing days shall be—

“(D the Ist day of the partnership taxable year
(determined without regard to clause (i), or

“(ID the days during such representative period
as the Secretary may prescribe.

““‘B) FURTHER CHANGE NOT REQUIRED FOR 8 YEARS.—
Except as provided in regulations necessary to prevent the
avoidance of this section, if, by reason of paragraph
(L(B)i), the taxable year of a partnership is changed, such
partnership shall not be required to change to another tax-
able year for either of the 2 taxable years following the year
of change.”

(2) Clause (iii) of section 706(b)I1XB) of the 1986 Code is
amended by striking out “or such other period as the Secretary
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may prescribe in regulations” and inserting in lieu thereof
“unless the Secretary by regulations prescribes another period’.

(3) Section 706(b) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

“(5) APPLICATION WITH OTHER SECTIONS.—Except as provided
in regulations, for purposes of determining the taxable year to
which a partnership is required to change by reason of this sub-
section, changes in taxable years of other persons required by
this subsection, section 441(1), section 584(h), section 645, or sec-
tion 1378(a) shall be taken into account.”

(4) Paragraph (2) of section 441(1) of the 1986 Code (defining
personal service corporation) is amended by adding at the end
thereof the following:

“A corporation shall not be treated as a personal service corpo-
ration unless more thar. 10 percent of the stock (by value) in
such corporation is held by employee-owners (within the mean-
ing of section 269A(b)2), as modified by the preceding sentence).
If a corporation is a member of an affiliated group filing a con-
solidated return, all members of such group shall be taken into
account in determining whether such corporation is a personal
service corporation.”’

(5)(A) Section 584 of the 1986 Code (relating to common trust
funds) is amended by adding at the end thereof the following
new subsection:

“th) TaxaBLE YEAR oF Common Trust Funp.—For purposes of
this subtitle, the taxable year of any common trust fund shall be the
calendar year.”

(B) The amendment made by subparagraph (A) shall take
effect as if included in the amendments made by section 806 of
the Reform Act, except that section 806(e)1) shall be applied by
substituting “December 31, 1987 for “December 31, 1986”. For
purposes of section 806(e)(2) of the Reform Act—

(i) a participant in a common trust fund shall be treated
in the same manner as a partner, and

(ii) subparagraph (C) thereof shall be applied by substi-
tuting “December 31, 1987 for “December 31, 1986 and as
if it did not contain the election to include all income in
the short taxable year.

(6) Section 806(c)X2) of the Reform Act is amended by striking
out “Section 267(a)” and inserting in lieu thereof “Section
262(a)(2)”.

(7) Subparagraph (C) of section 806(e)2) of the Reform Act is
amended—

(A) by striking out “(including such short taxable year)”,
and

(B) by striking out “short taxable year’ the second place
it appears and inserting in lieu thereof “the partner’s or
shareholder’s taxable year with or within which the part-
nership’s or S corporation’s short taxable year ends’’

(8) Section 806(e)?) of the Reform Act is amended—

(A) by striking out “any taxable year” and inserting in
liew thereof “the taxpayer’s first taxable year beginning
after December 31, 1986, and
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(B) by striking out “taxpayer’ each place it appears and
inserting in lieu thereof ‘partnership, S corporation, or per-
sonal service corporation”. .

(9) Nothing in section 806 of the Reform Act or in any legisla-
tive history relating thereto shall be construed as requiring the
Secretary of the Treasury or his delegate to permit an automatic
change of a taxable year.

(10) Subsection (e) of section 806 of the Reform Act is amend-
ed by adding at the end thereof the following new paragraph.:

“(3) BASIS, ETC. RULES.—

“CA) Basis rRuLE.—The adjusted basis of any partner’s in-
terest in a partnership or shareholder’s stock in an S corpo-
ration shall be determined as if all of the income to be
taken into account ratably in the 4 taxable years referred to
in paragraph (2XC) were included in gross income for the
Ist of such taxable years.

“‘B) TREATMENT OF DISPOSITIONS.—If any interest in a
partnership or stock in an S corporation is disposed of
before the last taxable year in the spread period, all
amounts which would be included in the gross income of
the partner or shareholder for subsequent taxable years in
the spread period under paragraph (2XC) and attributable
to the interest or stock disposed of shall be included in
gross income for the taxable year in which the disposition
occurs. For purposes of the preceding sentence, the term
‘spread period’ means the period consisting of the / taxable
years referred to in paragraph (2XC).”

(f) AMENDMENTS RELATED TO SECTION 811 OF THE REFORM ACT.—

(1) Paragraph (4) of section 453C(b) of the 1986 Code is
amended—

(A) by striking out “at any time during’’ and inserting in
lieu thereof “as of the close of”’, and

(B) by striking out “as of the close of such taxable year in
lieu” and inserting in lieu thereof “as of the close of such
taxable year (determined by not taking into account any in-
debtedness described in paragraph (3)B)) in lieu".

(2) So much of paragraph (2) of section 453C(d) of the 1986
lCode as precedes subparagraph (A) is amended to read as fol-
ows:

“(2) EXCESS ALLOCABLE INSTALLMENT INDEBTEDNESS.—If the
allocable installment indebtedness for any taxable year exceeds
the amount which may be allocated under paragraph (1) to ap-
plicable installment obligations arising in (and outstanding as
of the close of) such taxable year, such excess shall—".

(3) Subparagraph (A) of section }53C(e)1) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence:

“Such term also includes any obligation held by any person
if the basis of such obligation in the hands of such person
is determined (in whole or in part) by reference to the basis
of such obligation in the hands of another person and such
obligation was an applicable installment obligation in the
hands of such other person.”
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4 Paragr"aph (2) of section 453C(e) of the 1986 Code (relating
to aggregation rules) is amended by striking out “For” and in-
serting in lieu thereof “Except as provided in regulations, for”,

(5) Subparagraph (B) of section 453C(e)4) of the 1986 Code is
amended by striking out “or (3)”.

(6) Paragraph (4) of section 811(c) of the Reform Act is
amended by striking out the second subparagraphs (D) and (E).

(7) Paragraph (5) of section 811(c) of the Reform Act is
amended by striking out “October 23, 1985” each place it ap-
pears and inserting in lieu thereof ‘“October 23, 1984

(8) Section 811(c) of the Reform Act is amended by adding at
the end thereof the following new paragraph:

“(9) SpeciAL RULES.—For purposes of section 453C of the 1986
Code (as added by subsection (a))—

“CfA) REVOLVING CREDIT PLANS, ETC.—The term ‘applica-
ble installment obligation’ shall not include any obligation
arising out of any disposition or sale described in para-
graph (1) or (2) of section 453(k) of such Code (as added by
section 812(a)).

“(B) CERTAIN DISPOSITIONS DEEMED MADE ON FIRST DAY
OF TAXABLE YEAR.—In the case of a taxpayer’s Ist taxable
year ending after December 31, 1986, dispositions after Feb-
ruary 28, 1986, and before the Ist day of such taxable year
shall be treated as made on such 1st day.”

(9) For purposes of applying the amendments made by this
subsection and the amendments made by section 10202 of the
Revenue Act of 1987, the provisions of this subsection shall be
treated as having been enacted immediately before the enact-
ment of the Revenue Act of 1987.

(g¢) AMENDMENTS RELATED TO SECTION 812 OF THE REFORM
Acr.—

(1) Section 453 of the 1986 Code is amended by redesignating
the subsection (j) added by section 812 of the Reform Act as sub-
section (k).

(2) Subsection (c) of section 453A of the 1986 Code (as in effect
on the date before the date of the enactment of the Revenue Act
of 1987) is amended by striking out “453(j)" and inserting in
lieu thereof ‘“453(k)".

(3) Paragraph (1) of section 819(c) of the Reform Act is
amended by striking out “paragraph (2)” and inserting in lieu
thereof “paragraphs (2) and (3)”.

(4) Subsection (c) of section 812 of the Reform Act is amended
by redesignating paragraph (2) as paragraph (3) and inserting
after paragraph (1) the following new paragraph:

“2) SALES OF STOCK, ETC.—Section 453(k)(2) of the Internal
Revenue Code of 1986, as added by subsection (a), shall apply to
sales after December 31, 1986, in taxable years ending after
such date.”

(5) Paragraph (3) of section 812(c) of the Reform Act (as so re-
designated) is amended by striking out subparagraphs (B) and
(C) and inserting in lieu thereof the following:

‘““B) such change shall be treated as having been made
with the consent of the Secretary,
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“(C) the period for taking into account adjustments under
section 481 of such Code by reason of such change shall be
equal to 4 years, and

“D) except as provided in paragraph (}), the amount
taken into account in each of such 4 years shall be the ap-
plicable percentage (determined in accordance with the fol-
lowing table) of the net adjustment:

The applicable
“In the case of the: percentage is:
Ist taxable year... 15
Ind taxable year. 25
Jdrd taxable year..
4th taxable vear................. 0.
If the taxpayer’s last taxable year beginning before January 1,
1987, was the taxpayer’s Ist taxable year in which sales were
made under a revolving credit plan, all adjustments under sec-
tion 481 of such Code shall be taken into account in the taxpay-
er’s Ist taxable year beginning after December 31, 1986.”
(6) Subsection (c) of section 812 of the Reform Act is amended
by adding at the end thereof the following new paragraphs:
“(4) ACCELERATION OF ADJUSTMENTS WHERE CONTRACTION IN
AMOUNT OF INSTALLMENT OBLIGATIONS. —

‘““A) IN GENERAL.—If the percentage determined under
subparagraph (B) for any taxable year in the adjustment
period exceeds the percentage which would otherwise apply
under paragraph (3)XD) for such taxable year (determined
after the application of this paragraph for prior taxable
years in the adjustment period)—

‘i) the percentage determined under subparagraph
(B) shall be substituted for the applicable percentage
which would otherwise apply under paragraph (3)XD),
and

“Gi1) any increase in the applicable percentage by
reason of clause (i) shall be applied io reduce the appli-
cable percentage determined under paragraph (3(D) for
subsequent taxable years in the adjustment period (be-
ginning with the Ist of such subsequent taxable years).

‘“YB) DETERMINATION OF PERCENTAGE.—For purposes of
subparagraph (A), the percentage determined under this
subparagraph for any taxable year in the adjustment
period is the excess (if any) of—

“(i) the percentage determined by dividing the aggre-
gate contraction in revolving installment obligations by
the aggregate face amount of such obligations out-
standing as of the close of the taxpayer’s last taxable
year beginning before January 1, 1987, over

“(ii) the sum of the applicable percentages under
paragraph (3)D) (as modified by this paragraph) for
prior taxable years in the adjustment period.

“YC) AGGREGATE CONTRACTION IN REVOLVING INSTALL-
MENT OBLIGATIONS.—For purposes of subparagraph (B), the
aggregate contraction in revolving installment obligations
is the amount by which—
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“(i) the aggregate face amount of the revolving in-
stallment obligations outstanding as of the close of the
taxpayer’s last taxable year beginning before January
1, 1987, exceeds

“ii) the aggregate face amount of the revolving in-
stallment obligations outstanding as of the close of the
taxable year involved.

“YD) REVOLVING INSTALLMENT OBLIGATIONS.—For pur-
poses of this paragraph, the term ‘revolving installment ob-
ligations’ means installment obligations arising under a re-
volving credit plan.

“YE) TREATMENT OF CERTAIN OBLIGATIONS DISPOSED OF
ON OR BEFORE OCTOBER 26, 1987.—For purposes of subpara-
graphs (B)i) and (C)Iv), in determining the aggregate face
amount of revolving installment obligations outstanding as
of the close of the taxpayer’s last taxable year beginning
before January 1, 1987, there shall not be taken inio ac-
count any obligation—

“(1) which was disposed of to an unrelated person on
or before October 26, 1987, or

“tiv) was disposed of to an unrelated person on or
after such date pursuant to a binding written contract
in effect on October 26, 1987, and at all times thereaf-
ter before such disposition.

For purposes of the preceding sentence, the term ‘unrelated
person’ means any person who is not a related person (as
defined in section 453(g) of the Internal Revenue Code of
1986).

“(5) LIMITATION ON LOSSES FROM SALES OF OBLIGATIONS
UNDER REVOLVING CREDIT PLANS.—If 1 or more obligations aris-
ing under a revolving credit plan and taken into account under
paragraph (3) are disposed of during the adjustment period,
then, notwithstanding any other provision of law—

“C(A) no losses from such dispositions shall be recognized,
and

“(B) the aggregate amount of the adjusiment for taxable
years in the adjustment period (in reverse order of time)
shall be reduced by the amount of such losses.

“6) ADJUSTMENT PERIOD.—For purposes of paragraphs (4)
and (5), the adjustment period is the 4-year period under para-
graph (3).”

(h) AMENDMENT RELATED TO SECTION 821 OF THE REFORM ACT.—

Section 821(b)(3) of the Reform Act is amended by adding at the end
thereof the following new sentence: “The preceding sentence shall
also apply to any taxable year beginning after August 16, 1986, and
before January 1, 1987, if the taxpayer treated such income in the
same manner for the taxable year preceding such taxable year.”

(i) AMENDMENT RELATED TO SECTION 822 oF THE REFORM AcCT.—

Paragraph (1) of section 703(b) of the 1986 Code is amended by strik-
ing out “or (d)X})”

(j) AMENDMENTS RELATED TO SECTION 824 OF THE REFORM ACT.—
(1) Section 6501(0) of the 1986 Code which relates to cross ref-
erences is amended by striking out paragraph (3).
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(2) Paragraph (4) of section 824(c) of the Reform Act is
amended by striking out “an indemnity agreement’” and insert-
ing in lieu thereof “an underwriting agreement’.

SEC. 1009. AMENDMENTS RELATED TO TITLE IX OF THE REFORM ACT.
(a) AMENDMENTS RELATED TO SECTION 901 OF THE REFORM
AcT.—

(1) Subparagraph (C) of section 46(e)4) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tences: ‘“Notwithstanding the preceding prouvisions of this sub-
paragraph, any such election shall terminate effective with re-
spect to the Ist taxable year of the organization making such
election which begins after 1986 and during which such organi-
zation (or any successor organization) was not at any time the
lessee under any lease of regular investment tax credit property.
For purposes of the preceding sentence, the term ‘regular invest-
ment tax credit property’ means any section 38 property if the
regular percentage applied to such property and the amount of
qualified investment with respect to such property would have
been reduced under paragraph (1) but for an election under this
subparagraph.”

(2XA) Paragraph (5) of section 585(c) of the 1986 Code 1is
amended by adding at the end thereof the following new sub-
paragraph:

“‘C) ELECTION MADE BY EACH MEMBER.—In the case of a
parent-subsidiary controlled group, any election under this
section shall be made separately by each member of such
group.”’

(B) Subclause (I) of section 585(cX3)AXiii) of the 1986 Code is
amended by striking out “or such greater amount as the taxpay-
er may designate’’ and inserting in lieu thereof “or such higher
percentage of such net amount as the taxpayer may elect’’.

(C) Clause (it) of section 989(cX3XB) of the 1986 Code is
amended by striking out “designates an amount’’ and inserting
in lieu thereof ‘‘elects a higher percentage”.

(3) Paragraph (4) of section 585(c) of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence:

“If the amount of the reserve referred to in subparagraph (B) as of
the close of any taxable year exceeds the outstanding balance (as of
such time) of the loans referred to in subparagraph (B), such excess
shall be included in gross income for such taxable year.”
A (b) AMENDMENTS RELATED TO SECTION 902 OF THE REFORM
CcT.—
d(] ) Paragraph (3) of section 902(f) of the Reform Act is amend-
ed—

(A) in subparagraph (F), by striking out ‘distribution
company’’ and inserting in lieu thereof “distribution facili-
ty”,

(B) in subparagraph (L), by striking out ‘“waterfront
project” and inserting in lieu thereof “2 Festival Market
Place projects at Union Pier Terminal and I project at the
Remount Road Container Yard, State Pier No. 15 at North
Charleston Terminal”,
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(¥ in subparagraph (M), by striking out “Pontabla’” and
inserting in lieu thereof “Pontalba”,

(D) in subparagraph (P), by striking out “Birmingham,
Alabema,” and inserting in lieu thereof “Homewood, Ala-
bama, the’, and

(E) by adding at the end thereof the following new sub-
paragraphs:

“T) Bellows Falls, Vermont—building project.

“(U) East Broadway Project, Louisville, Kentucky.

“V) O.K. Industries, Oklahoma.”

(2) Paragraph (4) of section 902() of the Reform Act is amend-
ed by striking out “subparagraph’” and inserting in lieu thereof
“paragraph’.

(3XA) Paragraph (3) of section 265(b) of the 1986 Code is
amended to read as follows:

“(3) EXCEPTION FOR CERTAIN TAX-EXEMPT OBLIGATIONS.—

“CfA) IN GENERAL.—Any qualified tax-exempt obligation
acquired after August 7, 1986, shall be treated for purposes
of paragraph (2) and section 291(eX1XB) as if it were ac-
quired on August 7, 1986.

“{B) QUALIFIED TAX-EXEMPT OBLIGATION.—

“ti) IN GENERAL.—For purposes of subparagraph (A),
the term ‘qualified tax-exempt obligation’ means a tax-
exempt obligation—

“ which is issued after August 7, 1986, by a
qualified small issuer,

“I) which is not a private activity bond (as de-
fined in section 141), and

“1D) which is designated by the issuer for pur-
poses of this paragraph.

“Uii) CERTAIN BONDS NOT TREATED AS PRIVATE ACTIV-
ITY BONDS.—For purposes of clause (tXII), there shall
not be treated as a private activity bond—

“I) any qualified 501(cX3) bond (as defined in
section 145), or

“(ID any obligation issued to refund (or which is
part of a series of obligations issued to refund) an
obligation issued before August &, 1986, which was
not an industrial development bond (as defined in
section 103(b)(2) as in effect on the day before the
date of the enactment of the Tax Reform Act of
1986) or a private loan bond (as defined in section
103(0)(2XA), as so in effect, but without regard to
any exemption from such definition other than sec-
tion 103(0)(2)(A)).

“C) QUALIFIED SMALL ISSUER.—

“1) IN GENERAL.—For purposes of subparagraph (B),
the term ‘qualified small issuer’ means, with respect to
obligations issued during any calendar year, any issuer
if the reasonably anticipated amount of tax-exempt ob-
ligations (other than obligations described in clause
(it) which will be issued by such issuer during such
calendar year does not exceed $10,000,000.
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‘“Uii) OBLIGATIONS NOT TAKEN INTO ACCOUNT IN DE-
TERMINING STATUS AS QUALIFIED SMALL ISSUER.—For
purposes of clause (i), an obligation is described in this
clause if such obligation is—

“I) a private activity bond (other than a quali-
fied 501(c)3) bond, as defined in section 1}5),

“II) an obligation to which section 141(a) does
not apply by reason of section 1312, 1313, 1316(g),
or 1817 of the Tax Reform Act of 1986 and which
would (if issued on August 15, 1986) have been an
industrial development bond (as defined in section
103(b)2) as in effect on the day before the date of
the enactment of such Act) or a private loan bond
(as defined in section 103(0X2)A), as so in effect,
but without regard to any exception from such def-
inition other than section 103(0)X2)(A)), or

“IID) an obligation issued to refund (other than
to advance refund within the meaning of section
149(d)X5) any obligation to the extent the amount
of the refunding obligation does not exceed the out-
standing amount of the refunded obligation.

“iii) ALLOCATION OF AMOUNT OF ISSUE IN CERTAIN
cASES.—In the case of an issue under which more than
1 governmental entity receives benefits, if—

“D all governmental entities receiving benefits
from such issue irrevocably agree (before the date
of issuance of the issue) on an allocation of the
amount of such issue for purposes of this subpara-
graph, and

“ID such allocation bears a reasonable relation-
ship to the respective benefits received by such enti-
ties,

then the amount of such issue so allocated to an entity
(and only such amount with respect to such issue) shall
be taken into account under clause (1) with respect to
such entity.
‘YD) LIMITATION ON AMOUNT OF OBLIGATIONS WHICH MAY
BE DESIGNATED.—

“(t) IN GENERAL.—Not more than $10,000,000 of obli-
gations issued by an issuer during any calendar year
may be designated by such issuer for purposes of this
paragraph.

“6ii) CERTAIN REFUNDINGS OF DESIGNATED OBLIGA-
TIONS DEEMED DESIGNATED.—Except as provided in
clause (iii), in the case of a refunding (or series of re-
fundings) of a qualified tax-exempt obligation, the re-
funding obligation shall be treated as a qualified tax-
exempt obligation (and shall not be taken into account
under clause (i) if—

“I) the refunding obligation was not taken into
account under subparagraph (C) by reason of
clause (Li)IID) thereof,

“(Il) the average maturity date of the refunding
obligations issued as part of the issue of which
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such refunding obligation is a part is not later

than the average maturity date of the obligations

to be refunded by such issue, and

“(ID the refunding obligation has a maturity

date which is not later than the date which is 30

years after the date the original qualified tax-

exempt obligation was issued.
Subclause (II) shall not apply if the average maturity
of the issue of which the original qualified tax-exempt
obligation was a part (and of the issue of which the ob-
ligations to be refunded are a part) is 3 years or less.
For purposes of this clause, average maturity shall be
determined in accordance with section 147(b)I)A).

“6iit) CERTAIN OBLIGATIONS MAY NOT BE DESIGNATED
OR DEEMED DESIGNATED.—No obligation issued as part
of an issue may be designated under this paragraph (or
may be treated as designated under clause (ii) if—

“(D any obligation issued as part of such issue is
issued to refund another obligation, and

“a1) the aggregate face amount of such issue ex-
ceeds $10,000,000.

“(E) AGGREGATION OF ISSUERS.—For purposes of subpara-
graphs (C) and (D)—

“) an issuer and all entities which issue obligations
on behalf of such issuer shall be treated as 1 issuer,

“Gi) all obligations issued by a subordinate entity
shall, for purposes of applying subparagraphs (C) and
(D) to each other entity to which such entity is subordi-
nate, be treated as issued by such other entity, and

“(iii) an entity formed (or, to the extent provided by
the Secretary, availed of) to avoid the purposes of sub-
paragraph (C) or (D) and all entities benefiting thereby
shall be treated as 1 issuer.

“(F) TREATMENT OF COMPOSITE ISSUES.—In the case of an
obligation which is issued as part of a direct or indirect
composite issue, such obligation shall not be treated as a
qualified tax-exempt obligation unless—

“(i) the requirements of this paragraph are met with
respect to such composite issue (determined by treating
such composite issue as a single issue), and

“0i1) the requirements of this paragraph are met with
respect to each separate lot of obligations which are
part of the issue (determined by treating each such sep-
arate lot as a separate issue).”

(B) In the case of any obligation issued after August 7,
1986, and before January I, 1987, the time for making a
designation with respect to such obligation under section
265(bX3XBXiii) of the 1986 Code shall not expire before Jan-
uary 1, 1989.

(C) If—

(i) an obligation is issued on or after January I,
1986, and on or before August 7, 1956,

(ii) when such obligation was issued, the issuer made
a designation that it intended to qualify under section
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802(eX3) of H.R. 3838 of the 99th Congress as passed by
the House of Representatives, and
(iii) the issuer makes an election under this subpara-
graph with respect to such obligation, .
for purposes of section 265(b)3) of the 1986 Code, such obli-
gation shall be treated as issued on August 8 1986. .

(D)Xi) Except as provided in clause (i), the following pro-
visions of section 265(b)(3) of the 1986 Code (as amended by
this subparagraph (A)) shall apply to obligations issued
after June 30, 1987:

(D) subparagraph (CXii)III),
(II) clauses (ii) and (iti) of subparagraph (D), and
(IIT) subparagraphs (E) and (F).

(1i) At the election of an issuer (made at such time and in
such manner as the Secretary of the Treasury or his dele-
gate may prescribe), the prouvisions referred to in clause (i)
shall apply to such issuer as if included in the amendments
made by section 902(a) of the Tax Reform Act of 1986.

(4) Subparagraph (B) of section 291(e)1) of the 1986 Code is
amended by redesignating the clause (iv) added by section
902(c)(2) of the Reform Act as clause (v).

(5) Clause (i) of section 291(eX1)XB) of the 1986 Code is amend-
ed by striking out “‘section 582(a)2)” and inserting in lieu there-
of “section 585(aX2)’.

(6) Paragraph (1) of section 902(e) of the Reform Act is
amended by striking out “Section 163(h)(12)" and inserting in
lieu thereof “Section 163(1)(2) (as redesignated by section 511(b)
of this Act)”

(7) Paragraph (4) of section 909(f) of the Reform Act is amend-
ed—

(A) by inserting “and qualified 501(c)(3) bonds designated
by such Governor for purposes of this paragraph,” after
“1987),”, and

(B) by striking out “subparagraph’” in the last sentence
and inserting in lieu thereof ‘paragraph’.

(c) AMENDMENTS RELATED TO SECTION 903 OF THE REFORM ACT.—

(1) Paragraph (1) of section 172(b) of the 1986 Code is amend-
ed by redesignating subparagraphs (L) and (M) as subpara-
graphs (K) and (L), respectively.

(9) Subparagraph (A) of section 172(b)1) of the 1986 Code is
amended by striking out “Except” and all that follows down
through “a net operating loss’’ and inserting in lieu thereof
“Ex§ept”as otherwise provided in this paragraph, a net operat-
ing loss”.

(3) Subparagraph (B) of section 172(b)1) of the 1986 Code is
amended to read as follows:

“(B) Except as otherwise provided in this paragraph, o
net operating loss for any taxable year ending after Decem-
ber 31, 1975, shall be a net operating loss carryover to each
(l)f tff,e 15 taxable years following the taxable year of the
0ss.

(d) AMENDMENTS RELATED TO SECTION 905 OF THE REFORM
Acr.—
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(1) Subsection (1 of section 165 of the 1986 Code is amended
by redesignating paragraph (6) as paragraph (7) and by striking
out paragraph (5) and inserting in lieu thereof the following:

“(5) ELECTION TO TREAT AS ORDINARY LOSS.—

“CfA) IN GENERAL.—In lieu of any election under para-
graph (1), the taxpayer may elect to treat the amount re-
ferred to in paragraph (1) for the taxable year as an ordi-
nary loss described in subsection (c)2) incurred during the
taxable year.

“(B) LIMITATIONS.—

“(ti) DEPOSIT MAY NOT BE FEDERALLY INSURED.—No
election may be made under subparagraph (A) with re-
spect to any loss on a deposit in a qualified financial
institution if part or all of such deposit is insured
under Federal law.

“tit) DoLLAR LIMITATION.—With respect to each fi-
nancial institution, the aggregate amount of losses at-
tributable to deposits in such financial institution to
which an election under subparagraph (A) may be
made by the taxpayer for any taxable year shall not
exceed $20,000 ($10,000 in the case of a separate return
by a married individual). The limitation of the preced-
ing sentence shall be reduced by the amount of any in-
surance proceeds under any State law which can rea-
sonably be expected to be received with respect to losses
on deposits in such institution.

“(6) ELECTION.—Any election by the taxpayer under this sub-
section for any taxable year—

“(A) shall apply to all losses for such taxable year of the
taxpayer on deposits in the institution with respect to
which such election was made, and

“C(B) may be revoked only with the consent of the Secre-

»

tary.

(2) Paragraph (1) of section 905(c) of the Reform Act is
amended to read as follows:

“1) In GENERAL.—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1981,
and, except as provided in paragraph (2), the amendment made
by subsection (b) shall apply to taxable years beginning after
December 31, 1982.”

(3) The subsection (f) of section 451 of the 1986 Code which
was added by section 905(b) of the 1986 Reform Act is redesig-
nated as subsection (g). , ‘

(4) If on the date of the enactment of this Act (or at any time
before the date 1 year after such date of enactment) credit or
refund of any overpayment of tax attributable to amendments
made by section 905 of the Reform Act or by this subsection (or
the assessment of any underpayment of tax so attributable) is
barred by any law or rule of law—

(A) credit or refund of any such overpayment may never-
theless be made if claim therefore is filed before the date 1
year after such date of enactment, and
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(B) assessment of any such underpayment may neverthe-
less be made if made before the date 1 year after such date
of enactment.

SEC. 1010. AMENDMENTS RELATED TO TITLE X OF THE REFORM ACT.
(a) AMENDMENTS RELATED TO SEcTiON 1011 OF THE REFORM
AcT.—

(1) Paragraph (1) of section 813(a) of the 1986 Code (relating
to foreign life insurance companies) is amended by striking out
“the special life insurance company deduction and”

(2) Paragraph (1) of section 1011(d) of the Reform Act is
amended—

(A) by striking out ‘“any bond” and inserting in lieu
thereof ‘“any market discount bond (as defined in section
1278 of the Internal Revenue Code of 1986)”,

(B) by striking out “28 percent’ and inserting in lieu
thereof ““31.6 percent’’, and

(C) by adding at the end thereof the following new sen-
tence: “The preceding sentence shall apply only if the tax
determined under the preceding sentence is less than the
tax which would otherwise be imposed.”’

(3) Paragraph (2) of section 1011(d) of the Reform Act is
amended to read as follows:

‘“42) QUALIFIED LIFE INSURANCE COMPANY.—For purposes of
paragraph (1), the term ‘qualified life insurance company’
means any life insurance company subject to tax under part I of
subchapter L of chapter 1 of the Internal Revenue Code of
1986.”

(b) AMENDMENTS RELATED TO SECTION 1012 OF THE REFORM
Acr.—

(1) Clause (iv) of section 1012(c)4)XC) of the Reform Act is
amended to read as follows:

“(iv) dental benefit coverage provided by a Delta
Dental Plans Association organization through con-
tracts with independent professional service providers
so long as the provision of such coverage is the princi-
pal activity of such organization.”

(2) Clause (i) of section 1012(c)4XC) of the Reform Act is
amended by striking out ‘“Association” and inserting in lieu
thereof “Plan”.

(3) The Secretary of the Treasury or his delegate may pre-
scribe rules providing proper adjustments for taxpayers which
become subject to subchapter L of chapter 1 of the 1986 Code by
reason of the amendments made by section 1012 of the Reform
Act with respect to short taxable years which begin during 1987
by reason of section 843 of such Code.

(4XA) Paragraph (3) of section 501(m) of the 1986 Code is
amended by striking out “and” at the end of subparagraph (C),
by striking out the period at the end of subparagraph (D) and
inserting in lieu thereof “, and”, and by adding at the end
thereof the following new subparagraph:

“(E) charitable gift annuities.”

(B) Subsection (m) of section 501 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:
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“(5) CHARITABLE GIFT ANNUITY.—For purposes of paragraph
(BXE), the term ‘charitable gift annuity’ means an annuity if—
~ “A) a portion of the amount paid ir. connection with the
issuance of the annuity is allowable as a deduction under
section 170 or 2055, and
“(B) the annuity is described in section 514(c)5) (deter-
mined as if any amount paid in cash in connection with
such issuance were property).”
(¢) AMENDMENTS RELATED TO SECcTION 1021 OF THE REFORM

CT.—

(1)(A) Subparagraph (C) of section 832(bX7) of the 1986 Code
(relating to special rules for determining premiums earned) is
amended by striking out “this part” and inserting in lieu there-
of “section 831(a)’.

(B) The subparagraph heading for such subparagraph is
amended by striking out “NONLIFE INSURANCE COMPANY' and
inserting in lieu thereof “INSURANCE COMPANY TAXABLE UNDER
SECTION 831(a)’.

(2) Paragraph (7) of section 832(b) of the 1986 Code is amend-
ed by adding at the end thereof the following new subpara-
graphs:

‘D) TREATMENT OF COMFANIES WHICH BECOME TAXABLE

UNDER SECTION 831(a).—

‘(i) EXCEPTION TO PHASE-IN FOR COMPANIES WHICH

WERE NOT TAXABLE, ETC., BEFORE 1987.—Subparagraph

(C) of paragraph (4) shall not apply to any insurance

company which, for each taxable year beginning before

January 1, 1987, was not subject to the tax imposed by

section 821(a) or 831(a) (as in effect on the day before

the date of the enactment of the Tax Reform Act of
1986) by reason of being—

“I) subject to tax under section 821(c) (as so in
effect), or

“II) described in section 501(c) (as so in effect)
and exempt from tax under section 501(a).

“(ii) PHASE-IN BEGINNING AT LATER DATE FOR COMPA-
NIES NOT 1ST TAXABLE UNDER SECTION 831(a'! IN 1987.—
In the case of an insurance company—

“I) which was not subject to the tax imposed by
section 831(a) for ‘ts 1lst taxable year beginning
after December 31, 1986, by reason of being subject
to tax under section 831(b), or described in section
501(c) and exempt from tax under section 501(a),
and

“II) which, for any taxable year beginning
before January 1, 1987, was subject to the tax im-
posed by section 821(a) or 831(a) (as in effect on the
day before the date of the enactment of the Tax
Reform Act of 1986), A

subparagraph (C) of paragraph (4) shall apply begin-
ning with the Ist taxable year beginning after Decem-
ber 31, 1986, for which such company is subject to the
tax imposed by section 831(a) and shall be applied by
substituting the last day of the preceding taxable year
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for ‘December 31, 1986" and the Ist day of the 7th suc-
ceeding taxable year for ‘January 1, 1995’

““E) TREATMENT OF CERTAIN RECIPROCAL INSURERS.~—In
the case of a reciprocal (within the meaning of section
835(a)) which reports (as required by State law) on its
annual statement reserves on unearned premiums net of
premium acquisition expenses—

“i) subparagraph (B) of paragraph (4) shall be ap-
plied by treating unearned premiums as including an
amount equal to such expenses, and

“ii) appropriate adjustments shall be made under
subparagraph (c) of paragraph (4) to reflect the amount
by which—

“I) such reserves at the close of the most recent
taxable year beginning before January 1, 1987, are
greater or less than,

“II) 80 percent of the sum of the amount under
subclause (I) plus such preminum acquisition ex-
penses,”’

(3) Paragraph (5) of section 832(e) of the 1986 Code is amend-
ed by striking out “and” at the end of subparagraph (A) and by
striking out the period at the end of subparagraph (B) and in-
serting in lieu thereof a comma.

(d) AMENDMENTS RELATED TO SEcTION 1022 OF THE REFORM
AcT.—

(1) Section 832 of the 1986 Code (defining insurance company
taxable income) is amended by adding at the end thereof the
following new subsection:

“tg) DrvipEnps WitHIN Grour.—In the case of an insurance com-
pany subject to tax under section 831(a) filing or required to file a
consolidated return under section 1501 with respect to any affiliated
group for any taxable year, any determination under this part with
respect to any dividend paid by one member of such group to an-
other member of such group shall be made as if such group were not
filing a consolidated return.”

(2) Subclause (II) of section 832b)YS5XBXii) of the 1986 Code
(relating to losses incurred) is amended by inserting ‘“(directly
or indirectly)” after “attributable”.

(3) For purposes of section 832b)5)XC)Xi) of the 1986 Code, any
stock or obligation acquired on or after August 8, 1986, by an
insurance company subject to the tax imposed by section 831 of
the 1986 Code (hereinafter in this paragraph referred to as the
“acquiring company”) from another insurance company so sub-
Ject (hereinafter in this paragraph referred to as the ‘“transferor
company’’) shall be treated as acquired on the date on which
suci} stock or obligation was acquired by the transferor compa-
ny if—

(A) the transferor company acquired such stock or obliga-
tion before August 8, 1986, and

(B) at all times after the date on which such stock or ob-
ligation was acquired by the transferor company and before
the date of the acquisition by the acquiring company, the
transferor company and the acquiring company were mem-
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bers of the same affiliated group filing a consolidated
return.
For purposes of the preceding sentence, the date on which the
stock or obligation was acquired by the transferor company
shall be determined with regard to any prior application of the
preceding sentence. For purposes of this paragraph, if the ac-
quiring corporation or transferor corporation was a party to a
reorganization described in section $68(a)X1)F) of the 1986 Code,
any reference to such corporation shall include a reference to
any predecessor thereof involved in such reorganization.
M () AMENDMENTS RELATED TO SECTION 1023 OF THE REFORM
CT.—

(1) Subparagraph (B) of section 846(f)(6) of the 1986 Code (re-
lating to special rule for certain accident and health insurance
lines of business) is amended by striking out ‘paid during the
year: ; and inserting in lieu thereof ‘paid in the middle of the
year”.

(2) Subsection (g) of section 846 of the 1986 Code is amended
by striking out “and” at the end of paragraph (1), by striking
out the period at the end of paragraph (2) and inserting in lieu
thereof *, and’, and by adding at the end thereof the following
new paragraph:

“43) regulations providing appropriate adjustments in the ap-
plication of this section to a taxpayer having a taxable year
which is not the calendar year.”

(3) Subsection (e) of section 1023 of the Reform Act (relating
to discounting of unpaid losses and certain unpaid expenses) is
amei;lded by adding at the end thereof the following new para-
graph:

“4) APPLICATION OF FRESH START TO COMPANIES WHICH
BECOME SUBJECT TO SECTION 831(a) TAX IN LATER TAXABLE
YEAR.—If—

“CA) an insurance company was not subject to tax under
section 831(a) of the Internal Revenue Code of 1986 for its
Ist taxable year beginning after December 31, 1986, by
reason of being—
“0i) subject to tax under section 831(b) of such Code,
or
“i1) described in section 501(c) of such Code and
exempt from tax under section 501(a) of such Code, and
“B) such company becomes subject to tax under such sec-
tion 831(a) for any later taxable year,
paragraph (2) and subparagraphs (A) and (C) of paragraph (3)
shall be applied by treating such later taxable year as its Ist
taxable year beginning after December 31. 1986, and by treat-
ing the calendar year in which such later taxable year begins as
1987: and paragraph (3)(B) shall not apply.”
(f) AMENDMENTS RELATED TO SECTION 1024 OF THE REFORM
Acr.—

(1) Subparagraph (A) of section 831(b)(2) of the 1956 Code (re-
lating to companies to which alternative tax applies) is amend-
ed by adding at the end thereof the following new sentence:

“The election under clause (ii) shall apply to the taxable
year for which made and for all subsequent taxable years
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for which the requirements of clause (i) are met. Such an
election, once made, may be revoked only with the consent
of the Secretary.”

(2) Subsection (a) of section 835 of the 1986 Code (relating to
election by reciprocal) is amended by striking out ‘section
821(a)” and inserting in lieu thereof ‘section 831(a)”.

(3) Subsection (f) of section 835 of the 1986 Code is amended
by striking out ‘“subsection (e)” and inserting in lieu thereof
“subsection (d)”.

(4) Paragraph (6) of section 243(b) of the 1986 Code (relating
to special rules for insurance companies) is amended by striking
out “or 821"

(5) Subsection (c) of section 543 of the 1986 Code (relating to
gross income of insurance companies other than life or mutual)
1s amended—

(A) by striking out “or MurvaL” in the heading and in-
serting in lieu thereof “INSURANCE COMPANIES’, and

(B) by striking out “life or mutual” in the text and in-
serting in lieu thereof “‘a life insurance company’.

(6) Subsection (g) of section 816 of the 1986 Code (relating to
burial and funeral benefit insurance companies) is amended by
striking out “‘section 821 or”.

(7) The table of sections for part II of subchapter L of chapter
1 of the 1986 Code (relating to other insurance companies) is
amended by striking out the item relating to section 831 and in-
serting in lieu thereof the following new item:

“Sec. 871. Tax on insurance companies other than life insurance
companies.”’

(8) Paragraph (1) of section 1024(d) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: “In the case of a company taxable under section 831(b) of
the Internal Revenue Code of 1986 (as amended by subsection
(a@)), any amount included in gross income under this paragraph
shall be treated as gross investment income.”’

(9) Section §31(b) of the 1986 Code is amended by adding at
the end thereof the following new paragraph.:

“(3) LIMITATION ON USE OF NET OPERATING LOSSES.—For pur-
poses of this part, except as provided in section 844, a net oper-
ating loss (as defined in section 172) shall not be carried—

“(A) to or from any taxable year for which the insurance
company is not subject to the tax imposed by subsection (a),
or

“(B) to any taxable year if, between the taxable year from
which such loss is being carried and such taxable year,
there is an intervening taxable year for which the insur-
ance company was not subject to the tax imposed by subsec-
tion (a).”

A (g¢) AMENDMENTS RELATED TO SECTION 1031 OF THE REFORM
CT.—

(1) Paragraph (1) of section 1031(a) of the Reform Act is
amended by inserting ‘(whether made in a lump sum or a series
of substantially equal payments over a period of not more than
6 years)” after “any initial payment”



123

(2) Paragraph (2) of section 1031(a) of the Reform Act is
amended by striking out “initial payment” each place it ap-
pears and inserting in lieu thereof “initial payment referred to
in paragraph (1)”.

(3) Paragraph (2) of section 1031(a) of the Reform Act is
amended by striking out ‘‘this title” each place it appears and
inserting in lieu thereof “the Internal Revenue Code of 1986

(h) SpEciar RULE FOR MUTUAL LiFE INSURANCE COMPANY.—

(1) IN GENERAL.—Paragraph (2) of section 217(i) of the Tax
Reform Act of 1984 is amended to read as follows:

“(2) EFFECT OF ELECTION ON SUBSIDIARIES OF ELECTING
PARENT.—For purposes of determining the amount of the small
life insurance company deduction of any controlled group
which includes a mutual company which made an election
under paragraph (1), the taxable income of such electing compa-
ny shall be taken into account under section 806(b)(2) of the In-
ternal Revenue Code of 1954 (relating to phaseout of small life
insurance company deduction).’’

(2) EFFeCTIVE DATE.—The amendment made by this subsec-
tion shall apply to taxable years beginning after December 31,
1986, and before January 1, 1992.

(3) REVENUE LOSS LIMITED.—The decrease in the amount of
Federal revenue by reason of the amendment made by this sub-
section shall not exceed $300,000 per taxable year.

(i) DerAy IN EFFECTIVE DATE FOR DIVERSIFICATION REQUIRE-
MENTS WiTtH RESPECT TO ACCOUNTS FOR CERTAIN IMMEDIATE ANNU-
ITIES.—Section 817(h) of the 1986 Code shall not apply until Janu-
ary 1, 1989, with respect to a variable contract (as defined in section
817(d) of the 1986 Code) if—

(1) such contract provides for the payment of an immediate
annuity (as defined in section 72(u)(}) of the 1986 Code),

(2) such contract was outstanding on September 12, 1986, and

(3) the segregated asset account on which such contract is
based was, on September 19, 1986, wholly invested in deposits
insured by the Federal Deposit Insurance Corporation or the
Federal Savings and Loan Insurance Corporation.

(j) TREATMENT OF ALTERNATIVE Minmium Tax WitH RESPECT TO
SHAREHOLDERS SURPLUS ACCOUNT.—

(1) Paragraph (2) of section 815(c) of the 1986 Code (relating to

shareholders surplus account) is amended by adding at the end
thereof the following new sentence:
“If for any taxable year a tax is imposed by section 55, under
regulations proper adjustments shall be made for such year and
all subsequent taxable years in the amounts taken into account
under subparagraphs (A) and (B) of this paragraph and sub-
paragraph (B) of subsection (d)3).”

(9) EFFecTIVE DATE.—The amendment made by paragraph (1)
shall apply to taxable years beginning after December 31, 1986.

(k) TREATMENT OF CERTAIN ITEMS AS NOT INTEREST FOR SOURCE
Rures, Erc.—Subsection (f) of section 818 of the 1986 Code is
amended by adding at the end thereof the following new paragraph:

““3) ITEMS DESCRIBED IN SECTION 807(C) TREATED AS NOT IN-
TEREST FOR SOURCE RULES, ETC.—For purposes of part I of sub-
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chapter N, items described in any paragraph of section 807(c)
shall be treated as amounts which are not interest.”
SEC. 1011. AMENDMENTS RELATED TO PARTS I AND II OF SUBTITLE A OF

TITLE XI OF THE REFORM ACT.

(a) AMENDMENT RELATED TO SECTION 1101 OF THE REFORM
AcT.—

(1) Paragraph (4) of section 219(g) of the 1986 Code (relating
to special rule for married individucls filing separately) is
amended to read as follows:

“C4) SPECIAL RULE FOR MARRIED INDIVIDUALS FILING SEPA-
RATELY AND LIVING APART.—A husband and wife who—

“CA) file separate returns for any taxable year, and

“B) live apart at all times during such taxable year,

shall not be treated as married individuals for purposes of this
subsection.”

(2XA) Except as provided in subparagraph (B), the amend-
ment made by paragraph (1) shall apply to taxable years begin-
ning after December 31, 1987.

(B) A taxpayer may elect to have the amendment made by
paragraph (1) apply to any taxable year beginning in 1987.

(b) AMENDMENTS RELATED TO SEcTION 1102 OF THE REFORM
AcT.—

(1) Sections 408(dX2XC) and 408X} B)Xiv) of the 1986 Code
are each amended by striking out ‘“with or within which the
taxable year ends” and inserting in lieu thereof ‘“‘in which the
taxable year begins’.

(2XA) Section 408(d)}) of the 1986 Code (relating to excess
contributions returned before due date of return) is amended by
striking out “to the extent that such contribution exceeds the
amount allowable as a deduction under section 219"

(B) Section 408(d)4) of the 1986 Code is amended—

(i) by striking out “excess” each place it appears, and

(ii) by striking out “EXCESS CONTRIBUTIONS’ in the head-
ing and inserting in lieu thereof “CONTRIBUTIONS".

(3) Sections 408(d)5) and 4973(b) of the 1986 Code are each
amended by striking out all that follows ‘section 219" in the
last sentence thereof and inserting in lieu thereof “shall be com-
puted without regard to section 219(g).”’.

(4)XA) Section 6693(b) of the 1986 Code (relating to overstate-
ment of designated nondeductible contributions) is amended to
read as follows:

“(b) PENALTIES RELATING TO NONDEDUCTIBLE CONTRIBUTIONS.—

‘(1) OVERSTATEMENT OF DESIGNATED NONDEDUCTIBLE CONTRI-
BUTIONS.—Any individual who—

“fA) 1s required to furnish information under section
408(0)(4) as to the amount of designated nondeductible con-
tributions made for any taxable year, and

“(B) overstates the amount of such contributions made
for such taxable year,

shall pay a penalty of $100 for each such overstatement unless
it is shown that such overstatement is due to reasonable cause.

“(2) FAILURE TO FILE FORM.—Any individual who fails to file
a form required to be filed by the Secretary under section
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408(o)4) shall pay a penalty of $50 for each such failure unless
it is shown that such failure is due to reasonable cause.”

(BX1) The heading for section 6693 of the 1986 Code is amend-
ed by striking out “overstatement of”’ and inserting in lieu
thereof “penalties relating to”

(it) The item relating to section 6693 in the table of sections
for subchapter B of chapter 68 is amended by striking out
“overstatement of” and inserting in lieu thereof “penalties re-
lating to”.

M (c) AMENDMENTS RELATED TO SECTION 1105 OF THE REFORM
CcT.—

(1) Section 402(g)2)(C) of the 1986 Code (relating to taxation
of distribution) is amended—

(A) by striking out “(and no tax shall be imposed under
section 72(t))” in clause (1),

(B) by striking out “such excess deferral is made” in
clause (it) and inserting in lieu thereof “such income is dis-
tributed’”, and

(C) by inserting at the end thereof the following new
flush sentence:

“No tax shall be imposed under section 72(t) on any distri-
bution described in the preceding sentence.”

(9) Section 402(g)2) is amended by striking out “REQUIRED
DISTRIBUTION” in the heading thereof and inserting in lieu
thereof “DISTRIBUTION’’.

(3) Section 402(g)?) of the 1986 Code is amended by adding at
the end thereof the following new subparagraph:

‘D) PArTIAL DISTRIBUTIONS.—If a plan distributes only
a portion of any excess deferral and income allocable there-
to, such portion shall be treated as having been distributed
ratably from the excess deferral and the income.”

(4) Section 402(g)3) of the 1986 Code (defining elective defer-
ral) is amended by striking out “paragraph’ and inserting in
lieu thereof “subsection”.

(5)A) Clause (iii) of section 402(gl8)A) of the 1986 Code (re-
lating to special rule for certain organizations) is amended by
inserting ‘(determined in the manner prescribed by the Secre-
tary)’” after ‘taxable years’.

(B) Section 402(g)(8) of the 1986 Code is amended by adding at
the end thereof the following new subparagraph:

“‘D) YEARS OF SERVICE.—For purposes of this paragraph,
the term ‘years of service’ has the meaning given such term
by section 403(b).” .

(6XA) Section 402(g) of the 1986 Code, as added by section
1852(bX3XA) of the Reform Act, is redesignated as subsection (i).

(B) Section 402(g) of the 1986 Code, as added by section
1854(f(2) of the Reform Act, is redesignated as subsection (j).

(C) Section 1854(H4)C) of the Reform Act is amended by
striking out “section 402(g)” and inserting in lieu thereof “sec-
tion 402()". . _

(7XA) Section 401(a) of the 1986 Code is amended by adding
at the end thereof the following new paragraph:

“20) LIMITATIONS ON ELECTIVE DEFERRALS.—In the case of a
trust which is part of a plan under which elective deferrals
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(within the meaning of section 402(g)3)) may be made with re-
spect to any individual during a calendar year, such trust shall
not constitute a qualified trust under this subsection unless the
plan provides that the amount of such deferrals under such
plan and all other plans, contracts, or arrangements of an em-
ployer maintaining such plan may not exceed the amount of the
limitation in effect under section 402(g)1) for taxable years be-
ginning in such calendar year.” .

(B) Section 403(bX1) of the 1986 Code is amended by striking
out “and’’ at the end of subparagraph (C), by inserting “and” at
the end of subparagraph (D), and by inserting after subpara-
graph (D) the following new subparagraph:

‘““E) in the case of a contract purchased under a plan
which provides a salary reduction agreement, the plan
meets the requirements of section 401(aX30),”.

(C) Subparagraph (A) of section 408(k)X6) of the 1986 Code, as
amended by subsection (fX1), is amended by adding at the end
thereof the following new clause:

“(iv) LIMITATIONS ON ELECTIVE DEFERRALS.—Clause
(i) shall not apply to a simplified employee pension
unless the requirements of section 401(a)30) are met.”

(D) Subparagraph (D) of section 501(cX18) of the 1986 Code is
amended by striking out “and” at the end of clause (ii), by
striking out the period at the end of clause (iti) and inserting in
lieu thereof “ and’, and by inserting after clause (iii) the fol-
lowing new clause:

“(iv) the requirements of section 401(aX30) are met.”

(EXi) Except as provided in clause (ii), the amendments made
by this paragraph shall apply to plan years beginning after De-
cember 31, 1987.

(11) In the case of a plan described in section 1105(c)2) of the
Reform Act, the amendments made by this paragraph shall not
apply to contributions made pursuant to an agreement de-
scri?ed in such section for plan years beginning before the earli-
er of—

(D) the later of January 1, 1988, or the date on which the
last of such agreements terminates (determined without
regard to any extension thereof after February 28, 1986), or

(ID) January 1, 1989.

(8) Section 1105(ck2XA) of the Reform Act is amended by
striking out “the last of such collective bargaining agreements”
and inserting in lieu thereof “such agreement”.

(9) Section 1105(c) of the Reform Act is amended by adding at
the end thereof the following new paragraph.:

“(6) REPORTING REQUIREMENTS.—The amendments made by
subsection (b) shall apply to calendar years beginning after De-
cember 31, 1986.”

(10) Notwithstanding any other provision of law, a plan may
incorporate by reference the dollar limitations under section
402(g) of the Internal Revenue Code of 1986.

(11) Section 402(g)3) of the 1986 Code is amended by inserting
at the end thereof the following new sentence: “An employer
contribution shall not be treated as an elective deferral de-
scribed in subparagraph (C) if under the salary reduction agree-
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ment such contribution is made pursuant to a one-time irrevoca-
ble election made by the employee at the time of initial eligibil-
ity to participate in the agreement or is made pursuant to a
similar arrangement specified in regulations.”

(12) Subparagraph (A) of section 403(b)(12) of the 1986 Code is
amended by inserting after clause (ii) the following new sen-
tence:

“For purposes of clause (i), a contribution shall be treated
as not made pursuant to a salary reduction agreement if
under the agreement it is made pursuant to a I-time irrevo-
cable election made by the employee at the time of initial
eligibility to participate in the agreement or is made pursu-
ant to a similar arrangement specified in regulations.”

4 (d) AMENDMENTS RELATED TO SECTION 1106 OF THE REFORM

CT.—

(1) Section 404(1) of the 1986 Code (relating to limitation on
amount of compensation which may be taken into account) is
amended by adding at the end thereof the following new sen-
tence: “For purposes of clause (i), (it), or (iti) of subsection
(a)1)XA), and in computing the full funding limitation, any ad-
justment under the preceding sentence shall not be taken into
account for any year before the year for which such adjustment
first takes effect.”’.

(2) Section 415(bX5)XD) of the 1986 Code (relating to applica-
tion to changes in benefit structures) is amended by striking out
‘Zhis paragraph” and inserting in lieu thereof ‘“subparagraph
(A)”.

(3) Paragraph (2) of section 415(k) of the 1986 Code (relating
to contributions to provide cost-of-living protection under de-
fined benefit plans), as added by section 1106(c) of the Reform
Act, is amended—

(A) by striking out ‘to the arrangement” in subparagraph
(C)ii) and inserting in lieu thereof ‘to such increase”, and

(B) by striking out subparagraph (D) and inserting in lieu
thereof:

““D) ARRANGEMENT ELECTIVE;, TIME FOR ELECTION.—An
arrangement meets the requirements of this subparagraph
only if it is elective, it is available under the same terms to
all participants, and it provides that such election may at
least be made in the year in which the participant—

“4i) attains the earliest retirement age under the de-
fined benefit plan (determined without regard to any
requirement of separation from service), or

“(i1) separates from service.”

(4) Sections 401(a)17) and 404(D) of the 1986 Code are each
amended by adding at the end thereof the following new sen-
tence: “In determining the compensation of an employee, the
rules of section 414(qg)6) shall apply, except that in applying
such rules, the term ‘family’ shall include only the spouse of
the employee and any lineal descendants of the employee who
have not attained age 19 before the close of the year.” .

(5) Paragraph (4) of section 1106(i) of the Reform Act is
amended by striking the period at the end thereof and inserting
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in lieu thereof “(determined as if the amendments made by this
section were in effect for such year).”. .

(6) Section 415(b)5)XB) of the 1986 Code is amended by insert-
ing “and subsection (e)” after “paragraphs (1)B) and (4)”. .

(7) Subparagraph (A) of section 415(cX6) of the 1986 Code is
amended— , )

(A) by striking out ‘“paragraph (cX1XA) (as adjusted for
such year pursuant to subsection (d)1))”, and inserting in
lieu thereof “paragraph (1)(A)’; and _

(B) by striking out “paragraph (cX1)XA) (as so adjusted)”
and inserting in lieu thereof ‘“paragraph (1)A)".

(8) Sections 414(gX1)D) and 416()(1IXA)G) of the 1986 Code are
each amended by striking out ‘150 percent of the amount in
effect under section 415(c1(A)’ and inserting in lieu thereof
“50 percent of the amount in effect under section 415(bX1)JA)”.

() AMENDMENTS RELATED TO SECTION 1107 OF THE REFORM
Acr.—

(1) Section 457(cX2) of the 1986 Code is amended by striking
out “and paragraphs (2) and (3) of subsection (b)”.

(2) Section 457(dXIXA) of the 1986 Code (relating to distribu-
tion requirements) is amended to read as follows:

“(A) under the plan amounts will not be made available
to participants or beneficiaries earlier than—

“(i) the calendar year in which the participant at-
tains age 70%,

“(ir) when the participant is separated from service
with the employer, or

“(i7i) when the participant is faced with an unfore-
seeable emergency (determined in the manner pre-
scribed by the Secretary in regulations).”

(3) Paragraph (7) of section 401(k) of the 1986 Code (defining
rural electric cooperative plan) is amended to read as follows:

“?) RURAL ELECTRIC COOPERATIVE PLAN.—For purposes of
this subsection—

“CqA) IN GENERAL.—The term ‘rural electric cooperative
plan’ means any pension plan—

“(0) which is a defined contribution plan (as defined
in section 414(i), and

“Gi) which is established and maintained by a rural
electric cooperative.

“(B) RURAL ELECTRIC COOPERATIVE DEFINED.—For pur-
poses of subparagraph (A), the term ‘rural electric coopera-
tive’ means—

“() any organization which—

“D is exempt from tax under this subtitle or
which is a State or local government or political
subdivision thereof (or agency or instrumentality
thereof), and

“dD is engaged primarily in providing electric
service on a mutual or cooperative basis,

“(ii) any organization described in paragraph (4) or
(6) of section 501(c) and at least 80 percent of the mem-
berg of which are organizations described in clause (i),
an
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“(iti) an organization which is a national association
of organizations described in clause (i) or (ii).”

(4) Section 414(o) of the 1986 Code is amended by inserting
“or any requirement under section 457" after “(nX3)”.

(5XA) Paragraph (6) of section 818(a) of the 1986 Code (defin-
ing pension plan contracts) is amended—

(i) by striking out “State” in subparagraph (A),

(ii) by inserting “or any organization (other than a gov-
ernmental unit) exempt from tax under this subtitle,’ after
“foregoing,” in subparagraph (B),

(iit) by striking out “or’ before “agency’ in subparagraph
(B), and

(iv) by inserting *, or organization’’ after ‘‘instrumentali-
ty”’ the second place it appears in subparagraph (B).

(B) The amendments made by this paragraph shall apply to
contracts issued after December 31, 1986.

(6) Section 1107(cX3) of the Reform Act is amended—

(A) by striking out ‘‘eligible” each place it appears, and

(B) by inserting at the end of subparagraph (B) the fol-
lowing new sentence: ‘“This subparagraph shall only apply
to individuals who were covered under the plan and agree-
ment on August 16, 1986.”

(7) Paragraph (9) of section 1107(c) of the Reform Act is
amended—

(A) by striking out “‘to employees on August 1, 1986, of”,

(B) by striking out ‘“a deferred compensation plan’ in
subparagraph (A) and inserting in lieu thereof “to employ-
ees on August 16, 1986,”,

(C) by iaserting ‘“maintaining a deferred compensation
plan’ after “Alabama’ in subparagraph (A), and

(D) by striking out ‘“‘a deferred compensation plan’ in
subparagraph (B) and inserting in lieu thereof “to individ-
uals eligible to participate on August 16, 1956, in a de-
ferred compensation plan’.

(8) Section 3121(v(3)A) of the 1986 Code is amended by strik-
ing out ‘“457(e)(1)” and inserting in lieu thereof “457(f)1)”.

(9) Effective for years beginning after December 31, 1988,
paragraph (9) of section 457(e) of the 1986 Code is amended by
inserting “after separation from service and’ before “within 60
days”.

()} 0) Subclause (I) of section 457(d)2)B)i) of the 1956 Code is
amended to read as follows:

“1) the amounts payable with respect to the par-
ticipant will be paid at times specified by the Sec-
retary which are not later than the time deter-
mined under section 401(a)9XG) (relating to inci-
dental death benefits),”.

(f) AMENDMENTS RELATED TO SECTION 1108 OF THE REFORM
Actr.—

(1) Subparagraph (A) of section 408(k)6) of the 1986 Code (re-
lating to salary reduction arrangements under simplified em-
ployee pensions) is amended to read as follows:

“‘{A) ARRANGEMENTS WHICH QUALIFY.—
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“ti) IN GENERAL.—A simplified employee pension
shall not fail to meet the requirements of this subsec-
tion for a year merely because, under the terms of the
pension, an employee may elect to have the employer
make payments—

“) as elective employer contributions to the sim-
plified employee pension on behalf of the employee,
or

“ID) to the employee directly in cash.

“Gi) 50 PERCENT OF ELIGIBLE EMPLOYEES MUST
eLEcT.—Clause (i) shall not apply to a simplified em-
ployee pension unless an election described in clause
G)D) is made or is in effect with respect to not less than
50 percent of the employees of the employer eligible to
participate.

“(iii) REQUIREMENTS RELATING TO DEFERRAL PER-
CENTAGE.—Clause (1) shall not apply to a simplified
employee pension for any year unless the deferral per-
centage for such year of each highly compensated em-
ployee eligible to participate is not more than the prod-
uct of—

“‘D the average of the deferral percentages for
such year of all employees (other than highly com-
pensated employees) eligible to participate, multi-
plied by

“aD) 1.25.”

(2) Section 408(kRX6)(B) of the 1986 Code (relating to exception
where more than 25 employees) is amended by inserting “who
were eligible to participate (or would have been required to be
eligible to ’participate if a pension was maintained)” after “25
employees’

(3XA) Section 408(RJ6XD)Gi) of the 1986 Code (defining defer-
ral percentage) is amended by striking out ‘(within the mean-
ing of section 414(s)” and inserting in lieu thereof ‘(not in
excess of the first $200,000)”.

(B) Subparagraph (B) of section 408(k)(7) of the 1986 Code (de-
fining compensation) is amended to read as follows:

“(B) CoMPENSATION.—Except as provided in paragraph
(2XC), the term ‘compensation’ has the meaning given such
term by section 414(s).”

(C) Subparagraph (C) of section 408(k)3) of the 1986 Code is
amended by striking out “total” before ‘“‘compensation’.

(D) Section 408(kX8) of the 1986 Code is amended by striking
out ‘“paragraph (3XC)” and inserting in lieu thereof ‘para-
graphs (3)(C) and (6)XD)Xii)”.

(4) Section 408(k)6) of the 1986 Code (relating to employee
may elect salary reduction arrangement) is amended by redesig-
nating subparagraph (F) as subparagraph (G) and by inserting
after subparagraph (E) the following new subparagraph:

“CF) EXCEPTION WHERE PENSION DOES NOT MEET REQUIRE-
MENTS NECESSARY TO INSURE DISTRIBUTION OF EXCESS CON-
TRIBUTIONS.—This paragraph shall not apply with respect
to any year for which the simplified employee pension does
not meet such requirements as the Secretary may prescribe
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as are necessary to insure that excess contributions are dis-
tributed in accordance with subparagraph (C), including—
“(i) reporting requirements, and
“(it) requirements which, notwithstanding paragraph
(4), provide that contributions (and any income alloca-
ble thereto) may not be withdrawn from a simplified
employee pension until a determination has been made
that the requirements of subparagraph (AXiii) have
been met with respect to such contributions.”

(5) Section 408(d) of the 1986 Code (relating to tax treatment
of distributions) is amended by adding at the end thereof the
following new paragraph:

“(7) SPECIAL RULES FOR SIMPLIFIED EMPLOYEE FENSIONS.~—

“{A) TRANSFER OR ROLLOVER OF CONTRIBUTIONS PROHIB-
ITED UNTIL DEFERRAL TEST MET.—Notwithstanding any
other provision of this subsection or section 72(t), paragraph
(1) and section 72(t)(1) shall apply to the transfer or distri-
bution from a simplified employee pension of any contribu-
tion under a salary reduction arrangement described in
subsection (k)X6) (or any income allocable thereto) before a
determination as to whether the requirements of subsection
(RX6)AXiiT1) are met with respect to such contribution.

‘“‘B) CERTAIN EXCLUSIONS TREATED AS DEDUCTIONS.—For
purposes of paragraphs (4) and (5) and section 4973, any
amount excludable or excluded from gross income under
section 402(h) shall be treated as an amount allowable or
allowed as a deduction under section 219.”

(6) Subparagraph (C) of section 404(hX1) of the 1986 Code is
amended by inserting ‘(or during the taxable year in the case of
a taxable year described in subparagraph (A)Xii)” after “taxable
year’ the second place it appears.

(?) Section 1108(h) of the Reform Act is amended to read as
follows:

“th) EFFECTIVE DATES.—

“(1) IN GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to years begin-
ning after December 31, 1986.

“9) INTEGRATION RULES.—Subparagraphs (D) and (E) of sec-
tion 408(k)3) of the Internal Revenue Code of 1954 (as in effect
before the amendments made by this section) shall continue to
apply for years beginning after December 31, 1986, and before
January 1, 1989, except that employer contributions under an
arrangement under section 408(k)X6) of the Internal Revenue
Code of 1986 (as added by this section) may not be integrated
under such subparagraphs.”

(8) Section 209(e)8) of the Social Security Act is amended to
read as follows: . _

“8) under a simplified employee pension (as defined in sec-
tion 408(k)1) of such Code), other than any contributions de-
scribed in section 408(k)6) of such Code,”. .

(9) Section 3401(a)12)(C) of the 1986 Code is a‘mend.ed—_ .

(A) by striking out ‘“section 219" and inserting in lieu
thereof “‘section 402(h) (1) and (2)”, and
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(B) by striking out “a deduction” and inserting in lieu
thereof “‘an exclusion”.

(10) Section 408(kX8) of the 1986 Code is amended by inserting
“ except that in the case of years beginning after 1988, the
$200,000 amount (as so adjusted) shall not exceed the amount
in effect under section 401(a)17)” after “section 415(d)”.

(g) AMENDMENTS RELATED TO SEcTION 1111 OF THE REFORM
AcT.—

(1)(A) Section 401(D(2)B) of the 1986 Code (defining contribu-
tion percentages) is amended by inserting ‘“‘by the employer”
after “contributed’ each place it appears.

(B) Clause (ii) of section 4O0I(I(3XA) of the 1986 Code is
amended by inserting ‘“‘attributable to employer contributions”
after “benefits”.

(2) Section 401(DG)XC) of the 1986 Code (defining average
annual compensation) is amended to read as follows:

“(C) AVERAGE ANNUAL COMPENSATION.—The term ‘aver-
age annual compensation’ means the participant’s highest
average annual compensation for—

“(1) any period of at least 3 consecutive years, or

“Gi) if shorter, the participant’s full period of serv-
ice.”

(8) Section 401(D(OXE) of the 1986 Code (defining covered com-
pensation) is amended—

(A) by striking out “age 65 each place it appears” and
inserting in lieu thereof ‘the social security retirement
age’, and

(B) by adding at the end thereof the following new
clause:

“(iii) SocIAL SECURITY RETIREMENT AGE.—For pur-
poses of this subparagraph, the term ‘social security re-
tirement age’ has the meaning given such term by sec-
tion 415(B)(8).”

(4) Section 1111(cA3) of the Reform Act is amended by strik-
ing out “benefits pursuant to, and individuals covered by, any
such agreement in”’.

4 (h) AMENDMENTS RELATED TO SEcTION 1112 OF THE REFORM
CcT.—

(1) Section 410(b)4XB) of the 1986 Code (relating to exclusion
of employees not meeting age and service requirements) is
amended—

(A) by striking out “do not meet” and inserting in lieu
thereof “not meeting”, and

(B) by striking out “and”.

(2) Section 410(b)(6) of the 1986 Code (relating to definitions
and special rules) is amended by redesignating subparagraph
(F) as subparagraph (G) and by adding after subparagraph (E)
the following new subparagraph.:

“(F) EMPLOYERS WITH ONLY HIGHLY COMPENSATED EM-
PLOYEES.—A plan maintained by an employer which has
no employees other than highly compensated employees for
any year shall be treated as meeting the requirements of
this subsection for such year.”
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(3) Section 401(a)26) of the 1986 Code (relating to additional
participation requirements) is amended by redesignating sub-
paragraph (F) as subparagraph (H) and by adding after sub-
paragraph (E) the following new subparagraphs:

“(F) SPECIAL RULE FOR CERTAIN DISPOSITIONS OR ACQUISI-
TIONS.—Rules similar to the rules of section 410(b)(6)C)
shall apply for purposes of this paragraph.”

“CG) SEPARATE LINES OF BUSINESS.—At the election of the
employer and with the consent of the Secretary, this para-
graph may be applied separately with respect to each sepa-
rate line of business of the employer. For purposes of this
paragraph, the term ‘separate line of business’ has the
meaning given such term by section 414(r) (without regard
to paragraph (7) thereof).”’

(4) Section 402(b)(2) of the 1986 Code (relating to failure to
meet requirements of section 410(b)) is amended by striking out
.;ubparagraphs (A) and (B) and inserting in lieu thereof the fol-

owing:

“(A) HIGHLY COMPENSATED EMPLOYEES.—If 1 of the rea-
sons a trust is not exempt from tax under section 501(a) is
the failure of the plan of which it is a part to meet the re-
quirements of section 401(a)(26) or 410(b), then a highly
compensated employee shall, in lieu of the amount deter-
mined under paragraph (1), include in gross income for the
taxable year with or within which the taxable year of the
trust ends an amount equal to the vested accrued benefit of
such employee (other than the employee's investment in the
contract) as of the close of such taxable year of the trust.

‘{B) FAILURE TO MEET COVERAGE TESTS.—If a trust is not
exempt from tax under section 501(a) for any taxable year
solely because such trust is part of a plan which fails to
meet the requirements of section 401(a)26) or 410(b), para-
graph (1) shall not apply by reason of such failure to any
employee who was not a highly compensated employee
during—

“G) such taxable year, or
“(i1) any preceding period for which service was cred-
itable to such employee under the plan.”

(5) Subsections (mX4XA) and (MISXA) of section 414 of the
1986 Code are each amended by striking out “and (16)” and in-
serting in lieu thereof ‘(16), (17), and (26)”.

(6) Clause (iii) of section 1112(e)3XA) of the Reform Act is
amended by striking out ‘“a plan or merger” and inserting in
lieu thereof “the plan’. . ‘

(?) Section 1112(e)?2) of the Reform Act is amended by strik-
ing out “employees covered by such agreement in’" .

(8) Subsection (e) of section 1112 of the Reform Act is amend-
ed by striking out paragraph (3(C) and by adding at the end of
such subsection the following new paragraph:

“(4) SPECIAL RULE FOR PLANS WHICH MAY NOT TERMINATE.—
To the extent provided in regulations prescribed by the Secre-
tary of the Treasury or his delegate, if a plan is prohibited from
terminating under title IV of the Employee Retirement Income
Security Act of 1974 before the Ist year to which the amend-
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ment made by subsection (b) would apply, the amendment made
by subsection (b) shall only apply to years after the Ist year in
which the plan is able to terminate.”

(9) Subparagraph (B) of section 1112(e)(3) of the Reform Act is
amended to read as follows:

““B) INTEREST RATE FOR DETERMINING ACCRUED BENEFIT
OF HIGHLY COMPENSATED EMPLOYEES FOR CERTAIN PUR-
PoseES.—In the case of a termination, transfer, or distribu-
tion of assets of a plan described in subparagraph (A)ii)
before the Ist year to which the amendment made by sub-
section (b) applies—

‘(i) AMOUNT ELIGIBLE FOR ROLLOVER, INCOME AVER-
AGING, OR TAX-FREE TRANSFER.—For purposes of deter-
mining any eligible amount, the present value of the
accrued benefit of any highly compensated employee
shall be determined by using an interest rate not less
than the highest of—

“(I) the applicable rate under the plan's method
in effect under the plan on August 16, 1986,

“(ID) the highest rate (as of the date of the termi-
nation, transfer, or distribution) determined under
any of the methods applicable under the plan at
any time after August 15, 1986, and before the ter-
mination, transfer, or distribution in calculating
the present value of the accrued benefit of an em-
ployee who is not a highly compensated employee
under the plan (or any other plan used in deter-
mining whether the plan meets the requirements of
section 401 of the Internal Revenue Code of 1986),
or

“dID 5 percent.

11) ELIGIBLE AMOUNT.—For purposes of clause (i),
the term ‘eligible amount’ means any amount with re-
spect to a highly compensated employee which—

“I) may be rolled over under section 402(a)5) of
such Code,

“dD) is eligible for income averaging under sec-
tion 402(e)1) of such Code, or capital gains treat-
ment under section 402a)2) or 403(a)2) of such
Code (as in effect before this Act), or

“dID may be transferred to another plan with-
out inclusion in gross income.

“(iit) AMOUNTS SUBJECT TO EARLY WITHDRAWAL OR
EXCESS DISTRIBUTION TAX.—For purposes of sections
72(t) and 4980A of such Code, there shall not be taken
into account the excess (if any) of—

“(l) the amount distributed to a highly compen-
sated employee by reason of such termination or
distribution, over

“dD) the amount determined by using the inter-
est rate applicable under clause (1).

“Glv) DISTRIBUTIONS OF ANNUITY CONTRACTS.—If an
annuity contract purchased after August 16, 1986, is
distributed to a highly compensated employee in con-

“©l
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nection with such termination or distribution, there
shall be included in gross income for the taxable year
of such distribution an amount equal to the excess of—
“(D) the purchase price of such contract, over
“Il) the present value of the benefits payable
under such contract determined by using the inter-
est rate applicable under clause (i).
Such excess shall not be taken into account for pur-
poses of sections 72(t) and 4980A of such Code.

“(v) HIGHLY COMPENSATED EMPLOYEE.—For purposes
of this subparagraph, the term ‘highly compensated
employee’ has the meaning given such term by section
414(q) of such Code.”

(10) Section 413(b) of the 1986 Code is amended by adding at
the end thereof the following new paragraph.:

“9) PLANS COVERING A PROFESSIONAL EMPLOYEE.—Notwith-
standing subsection (a), in the case of a plan (and trust forming
part thereof) which covers any professional employee, paragraph
(1) shall be applied by substituting ‘section 410(a)’ for ‘section
410°, and paragraph (2) shall not apply.”

(11) Section 410(b)4) of the 1986 Code is amended by adding
at the end thereof the following new subparagraph.:

“{C) REQUIREMENTS NOT TREATED AS BEING MET BEFORE
ENTRY DATE.—An employee shall not be treated as meeting
the age and service requirements described in this para-
graph until the first date on which, under the plan, any
employee with the same age and service would be eligible to
commence participation in the plan.

(i) AMENDMENTS RELATED TO SECTION 111} OF THE REFORM
Act.—

(1) Paragraph (1) of section 414(qg) of the 1986 Code (defining
highly compensated employee) is amended by adding at the end
thereof the following new flush sentence:

“The Secretary shall adjust the $75,000 and $50,000 amounts
under this paragraph at the same time and in the same manner
as under section 415(d).”

(2) Section 414(q)(6) of the 1986 Code is amended by adding at
the end thereof the following new subparagraph:

“C) RULES TO APPLY TO OTHER PROVISIONS.—

“G) INn GENERAL.—Except as provided in regulations
and in clause (ii), the rules of subparagraph (A) shall
be applied in determining the compensation of (or any
contributions or benefits on behalf of) any employee for
purposes of any section with respect to which a highly
compensated employee is defined by reference to this
subsection.

“Gi) EXCEPTION FOR DETERMINING INTEGRATION
LEVELS.—Clause (1) shall not apply in determining the
portion of the compensation of a participant which is
under the integration level for purposes of section

01(1).”

(3)A) éection 414(q)(8) of the 1986 Code (relating to excluded

employees) is amended—
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(i) by inserting “and’” at the end of subparagraph (D), by
striking “ and” at the end of subparagraph (E) and insert-
ing in lieu thereof a period, and by striking out subpara-
graph (F), and

(ii) by striking out “The” in the last sentence thereof and
inserting in lieu thereof “Except as provided by the Secre-
tary, the”

(B) éz’}ction 414(q) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

“(11) SPECIAL RULE FOR NONRESIDENT ALIENS.—For purposes
of this subsection and subsection (r), employees who are nonresi-
dent aliens and who receive no earned income (within the
meaning of section 911(d)2)) from the employer which consti-
tutes income from sources within the United States (within the
meaning of section 861(aX3)) shall not be treated as employees.”

(4XA) Paragraph (8) of section 414(q) of the 1986 Code is
amended by inserting ‘“or the number of officers taken into ac-
count under paragraph (5)” after “paragraph (4)’.

(B) Section 416()X1)A) of the 1986 Code is amended by adding
at the end thereof the following new sentence: “For purposes of
determining the number of officers taken into account under
clause (i), employees described in section 414(gX8) shall be ex-
cluded.”

(5) Subparagraph (B) of section 408(k)X3) of the 1986 Code is
amended to read as follows:

“(B) SpECIAL RULES.—For purposes of subparagraph (A),
there shall be excluded from consideration employees de-
scribed in subparagraph (A) or (C) of section 410(b)(3).”

(j) AMENDMENTS RELATED TO SECTION 1115 OF THE REFORM
Acr.—

(1) So much of section 414(s) of the 1986 Code as precedes
paragraph (2) is amended to read as follows:

“(s) COMPENSATION.—For purposes of any applicable provision—

“(1) IN GENERAL.—Except as provided in this subsection, the
term ‘compensation’ has the meaning given such term by section
415(ch3).”

(2) Section 414(s) of the 1986 Code is amended by striking out
paragraph (2), by redesignating paragraphs (3) and (4) as para-
graphs (2) and (3), respectively, and by adding at the end there-
of the following new paragraph:

“t4) APPLICABLE PROVISION.—For purposes of this subsection,
the term ‘applicable provision’ means any provision which spe-
cifically refers to this subsection.”

(3)(A) Section 416GX1) of the 1986 Code (defining key employ-
ee) is amended by adding at the end thereof the following new
subparagraph:

“(D) CompENSATION.—For purposes of this paragraph, the
term ‘compensation’ has the meaning given such term by
section 414(q)7).”

(B) The amendment made by this paragraph shall apply to
years beginning after December 31, 1958.

(k) AMENDMENTS RELATED TO SECTION 1116 OF THE REFORM
Acr.—
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(1)(A) Subparagraph (B) of section 401(kX2) of the 1986 Code
(relating to distributions from a cash or deferred arrangement)
is amended—

(i) by striking out subclauses (ID), (II1), and (IV) of clause
(i) and inserting in lieu thereof:
“ID) an event described in paragraph (10),”, and
(ii) by redesignating subclauses (V) and (VI) as subclauses
(I1D) and (IV), respectively.

(B) Section 401(k) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

“(10) DISTRIBUTIONS UPON TERMINATION OF PLAN OR DISPOSI-
TION OF ASSETS OR SUBSIDIARY.—

“(A) IN GENERAL.—The following events are described in
this paragraph:

“ti) TermINATION.—The termination of the plan
without establishment or maintenance of another de-
fined contribution plan (other than an employee stock
ownership plan as defined in section 4975(e)7)).

“ii) DIsposITION OF ASSETS.—The disposition by a
corporation of substantially all of the assets (within
the meaning of section 409(d)(2)) used by such corpora-
tion in a trade or business of such corporation, but only
with respect to an employee who continues employment
with the corporation acquiring such assets.

“(iii) DISPOSITION OF SUBSIDIARY.—The disposition
by a corporation of such corporation’s interest in a sub-
sidiary (within the meaning of section 409(d)(3)), but
only with respect to an employee who continues employ-
ment with such subsidiary.

“‘B) DISTRIBUTIONS MUST BE LUMP SUM DISTRIBUTIONS.—

“i) IN GENERAL.—An event shall not be treated as
described in subparagraph (A) with respect to any em-
ployee unless the employee receives a lump sum distri-
bution by reason of the event.

“i) Lump sum DISTRIBUTION.—For purposes of this
subparagraph, the term ‘lump sum distribution’ has
the meaning given such term by section 402(e)}), with-
out regard to clauses (i), (i1), (iii), and (iv) of subpara-
graph (A), subparagraph (B), or subparagraph (H)
thereof.

““C) TRANSFEROR CORPORATION MUST MAINTAIN PLAN.—
An event shall not be treated as described in clause (ii) or
(iii) of subparagraph (A) unless the transferor corporation
continues to maintain the plan after the disposition.”

(CXi) Subparagraph (AXi) of section 401(k)X10) of the 1986
Code (as added by subparagraph (B)) shall apply to distribu-
tions after October 16, 1987.

(ii) Subparagraph (B) of section 401(k)10) of the 1986 Code (as
added by subparagraph (B)) shall apply to distributions after
March 31, 1958.

(2) Subparagraph (B) of section 401(k)(2) of the 1986 Code is
amended—
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(A) by inserting “amounts held by the trust which are at-
tributable to emplo)yer contributions made pursuant to the
employee’s election” after “under which”, .

(B) by striking out “‘amounts held by the trust which are
attributable to employer contributions made pursuant to
the employee’s election” in clause (i), and

(C) by striking out “amounts” in clause (ii).

(3)A) Clause (ii) of section 401(kX3)XA) of the 1986 Code is
amended by inserting “eligible” before “highly compensated em-
ployees” each place it appears. ' _

(B) Section 1116(b)4}) of the Reform Act is amended by strik-
ing out “any” the first place it appears and inserting in lieu
thereof “an’’

(4) Subparagraph (C) of section 401(k)3) of the 1986 Code, as
added by section 1116(e) of the Reform Act, is redesignated as
subparagraph (D). Ny

(5) Subclause (I) of section 401(RX3XDXii) of the 1986 Code, as
redesignated by paragraph (4), is amended by striking out
“meets’’ and inserting in lieu thereof “meet’.

(6) Section 401(R)4XA) of the 1986 Code is amended by strik-
ing out “provided by such employer”.

(7) Section 401(k)8) of the 1986 Code (relating to arrangement
not disqualified if excess contributions distributed) is amended
by redesignating subparagraph (E) as subparagraph (F) and by
inserting after subparagraph (D) the following new subpara-
graph:

“CE) TREATMENT OF MATCHING CONTRIBUTIONS FORFEITED
BY REASON OF EXCESS DEFERRAL OR CONTRIBUTION.—For
purposes of paragraph (2XC), a matching contribution
(within the meaning of subsection (m)) shall not be treated
as forfeitable merely because such contribution is forfeit-
able if the contribution to which the matching contribution
relates is treated as an excess contribution under subpara-
graph (B), an excess deferral under section 402(g)2)(A), or
an  excess aggregate contribution under  section
401(mJ(6)B).”

(8) Subparagraph (B) of section 1116(f)2) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: “If clause (i) or (ii) applies to any arrangement adopted
by a governmental unit, then any cash or deferred arrangement
adopted by such unit on or after the date referred to in the ap-
plicable clause shall be treated as adopted before such date.”

(9) Section 401(k)4XB) of the 1986 Code is amended by adding
at the end thereof the following new sentence:

“This subparagraph shall not apply to a rural electric coop-
erative plan.”

(10) Clause (i) of section 1116(f)(2)(B) of the Reform Act is
amended by striking out ‘‘(or political subdivision thereof)” and
inserting in lieu thereof “or political subdivision thereof, or any
agency or instrumentality thereof,”.

(1) AMENDMENTS RELATED TO SECTION 1117 OF THE REFORM
Acr.—

(1) Paragraph (1) of section 401(m) of the 1986 Code (relating

to nondiscrimination test for matching contributions and em-
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ployee contributions) is amended by striking out “A plan’ and
inserting in lieu thereof “A defined contribution plan™.

(2) Paragraph (3) of section 401(m) of the 1986 Code (relating
to requirements) is amended by adding at the end thereof the
following new sentence: “If matching contributions are taken
into account for purposes of subsection (RX3)(A)Gi) for any plan
year, such contributions shall not be taken into account under
subparagraph (A) for such year.”

(3) The last sentence of section 401(m)(2)B) of the 1986 Code
is amended by striking out “such contributions” the first place
it appears and inserting in lieu thereof “contributions to which
this subsection applies”.

(4) Section 401(m)4XA) of the 1986 Code (defining matching
contribution) is amended by striking out “the plan’ each place
itl appears and inserting in lieu thereof ‘“‘a defined contribution
plan”.

(5)(A) Section 401(m)(4)B) of the 1986 Code (defining elective
deferral) is amended by striking out “section 402(g)3XA)” and
inserting in lieu thereof “section 402(gX3)”.

(B) The amendment made by this paragraph shall take effect
as if included in the amendments made by section 1120 of the
Reform Act.

(6) Subparagraph (C) of section 401(m)(6) of the 1986 Code is
amended by striking out “EXCESS” in the subparagraph heading
and inserting in lieu thereof “EXCESS AGGREGATE'

(7) Section 401(mX7)A) of the 1986 Code (relating to addition-
al tax of section 72(t) not applicable) is amended by striking out
“paragraph (8)” and inserting in lieu thereof “paragraph (6)”.

(8) Section 4979a)(1) of the 1986 Code (relating to tax on cer-
tain excess contributions) is amended by striking out “a cash or
deferred arrangement which is part of”’.

(9) Section 4979(c) of the 1986 Code (defining excess contribu-
tions) is amended—

(A) by striking out “403(b),”, and
(B) by striking out “408(kX8)B)”’ and inserting in lieu
thereof “408(EX6)C)”.

(10) Section 4979(d) of the 1986 Code (defining excess aggre-
gate contribution) is amended by adding at the end thereof the
following new sentence: “For purposes of determining excess ag-
gregate contributions under an annuity contract described in
section 403(b), such contract shall be treated as a plan described
in subsection (e)1).”

(11) Paragraph (2) of section 4979(f) of the 1986 Code (relating
to inclusion in prior year) is amended to read as follows:

“(2) YEAR OF INCLUSION.—

“CfA) IN GENERAL.—Except as provided in subparagraph
(B), any amount distributed as provided in paragraph (1)
shall be treated as received and earned by the recipient in
his taxable year for which such contribution was made.

“‘B) DE MINIMIS DISTRIBUTIONS.—If the total excess con-
tributions and excess aggregate contributions distributed to
a recipient under a plan for any plan year are less than
$100, such distributions (and any tncome allocable thereto)
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shall be treated as earned and received by the recipient in
his taxable year in which such distributions were made.”

(12) Subsection (d) of section 1117 of the Reform Act is
amended by adding at the end thereof the following new para-

raph:
& ‘{4) DISTRIBUTIONS BEFORE PLAN AMENDMENT.—

““A) IN GENERAL.—If a plan amendment is required to
allow a plan to make any distribution described in section
401(m)(6) of the Internal Revenue Code of 1986, any such
distribution which is made before the close of the Ist plan
year for which such amendment is required to be in effect
under section 1140 shall be treated as made in accordance
with the provisions of the plan.

““B) DISTRIBUTIONS PURSUANT TO MODEL AMENDMENT.—

“1) SECRETARY TO PRESCRIBE AMENDMENT.—The Sec-
retary of the Treasury or his delegate shall prescribe an
amendment which allows a plan to make any distribu-
tion described in section 401(m)(6) of the Internal Reve-
nue Code of 1986.

“Gi) ApopTION BY PLAN.—If a plan adopts the
amendment prescribed under clause (i) and makes a
distribution in accordance with such amendment, such
distribution shall be treated as made in accordance
with the provisions of the plan.”

(m) AMENDMENTS RELATED 1O SECTION 1120 OF THE REFORM
AcT.—

(IXA) Section 403(b)10) of the 1986 Code (relating to nondis-
crimination requirements), as added by section 1120(b) of the
Reform Act, is redesignated as paragraph (12).

(B) Subparagraph (D) of section 403(b)1) of the 1986 Code is
amended by striking out “paragraph (10)” and inserting in lieu
thereof “paragraph (12)".

(2) Clause (1) of section 403(b)12)(A), as redesignated by para-
graph (1), is amended—

(A) by inserting ‘“(17),” after ‘(5),”, and

(B) by inserting “ section 401(m),” after ‘“section 401(a)”
the first place it appears.

(3) Section 1120(c) of the Reform Act is amended to read as
follows:

“(c) EFFECTIVE DATES.—

“(1) INn GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to years begin-
ning after December 31, 1988.

“(2) COLLECTIVE BARGAINING AGREEMENTS.—In the case of a
plan maintained pursuant to 1 or more collective bargaining
agreements between employee representatives and 1 or more em-
ployers ratified before March 1, 1986, the amendments made by
this section shall not apply to plan years beginning before the
earlier of—

“CA) January 1, 1991, or

“(B) the later of—

“i) January 1, 1989, or

“Uii) the date on which the last of such collective bar-
gaining agreements terminates (determined without
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regard to any extension thereof after February 328,

1986).”

SEC. 10114. AMENDMENTS RELATED TO PARTS IIl AND IV OF SUBTITLE A
OF TITLE XI OF THE REFORM ACT.
A (a) AMENDMENTS RELATED TO SECTION 1121 OF THE REFORM
CcT.—

(1) Subparagraph (F) of section 402(a)(5) of the 1986 Code (re-
lating to transfer treated as rollover contribution under section
408) is amended by striking out ‘‘described in subparagraph
(A)” and inserting in lieu thereof ‘“resulting in any portion of a
distribution being excluded from gross income under subpara-
graph (A)”.

(2XA) Section 408(d)3)NA) is amended by striking out the last
sentence thereof.

(B) The amendment made by subparagraph (A) shall apply to
rollover contributions made in taxable years beginning after De-
cember 31, 1956.

(3) Section 1121(d) of the Reform Act is amended by adding at
the end thereof the following new paragraph.:

“(9) PLANS MAY INCORPORATE SECTION 401(a)(9) REQUIRE-
MENTS BY REFERENCE.—Notwithstanding any other provision of
law, except as provided in regulations prescribed by the Secre-
tary of the Treasury or his delegate, a plan may incorporate by
reference the requirements of section 40I1(aX9) of the Internal
Revenue Code of 1986.”

(4) Section 1121(d)(3) of the Reform Act is amended by strik-
ing out ‘plan years’ and inserting in lieu thereof ‘“vears”.

(9) Section 402aXS5NF)ii) of the Internal Revenue Code of
1954 shall not apply to distributions after October 22, 1986, and
before the Ist taxable year beginning after 1986 which are at-
tributable to benefits which accrued before January 1, 1985.

(b) AMENDMENTS RELATED TO SECTION 1122 OF THE REFORM
Act.—

(1(A) Section 72(f) of the 1986 Code (relating to special rules
for computing employees’ contributions) is amended by striking
out “‘for purposes of subsections (d)X1) and (e)7), the consider-
ation for the contract contributed by the employee,”.

(B) Section 72(n) of the 1986 Code (relating to annuities under
retired serviceman’s family protection plan or survivor benefit
plan) is amended by striking out “Subsections (b) and (d)” and
inserting in lieu thereof “Subsection (b)”.

(C) Sections 406(e) and 407(e) of the 1986 Code are each
amended by striking out paragraph (1) and by redesignating
paragraphs (2), (3), and (4) as paragraphs (1), (2), and (3), respec-
tively.

(2)(A) Section 72 of the 1986 Code (relating to annuities and
certain proceeds of endowment and life insurance contracts) is
amended by adding after subsection (c) the following new sub-
section:

“d) TREATMENT oF EmpPLOYEE CONTRIBUTIONS UNDER DEFINED
CoNTRIBUTION PrLANS AS SEPARATE CONTRACTS.—KFor purposes of
this section, employee contributions (and any income allocable there-
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to) under a defined contribution plan may be treated as a separate
contract.”

(B) Section 72(e) of the 1986 Code is amended by striking out
paragraph (9). : .

(3) Section 414(kX2) of the 1986 Code (relating to certain plans
treated as defined contribution plans) is amended by inserting
“79%d) (relating to treatment of employee contributions as sepa-
rate contract),” before ‘“411(aX7)A)".

(4XA) The amendment made by section 1122(e)1) of the
Reform Act is repealed and the Internal Revenue Code of 1986
shall be applied and administered as if such amendment had
not been enacted.

(B) Subclause (I) of section 402a)5XDXi) of the 1986 Code is
amended by inserting ‘“‘is payable as provided in clause (i), (iit),
or (iv) of subsection (e)4)A) (without regard to the second sen-
tence thereof) and’ after “such distribution” the first place it
appears.

(C) Section 402aX5XDXi) of the 1986 Code is amended by
adding at the end thereof the following new sentence: “Any dis-
tribution described in section 401(a)28XBXii) shall be treated as
meeting the requirements of subclauses (I) and (II).”

(D) Section 402aX5)D)aii) is amended by striking out “io-
YEAR ' in the heading.

(E) Section 402a)5)D)IXID of the 1986 Code (as in effect
after the amendment made by subparagraph (A)) shall not
apply to distributions after December 31, 1986, and before
March 31, 1988.

(5) Clause (i) of section 402a)6)(H) of the 1986 Code (relating
to special rule for frozen deposits) is amended by adding at the
end thereof the following new flush sentence:

“A deposit shall not be treated as a frozen deposit
unless on at least 1 day during the 60-day period de-
scribed in paragraph (5)(C) (without regard to this sub-
paragraph) such deposit is described in the preceding
sentence.”’

(6) Clause (i) of section 402(e)})(B) of the 1986 Code is amend-
ecli by itriking out “taxpayer’ and inserting in lieu thereof “em-
ployee”.

(7) The last sentence of section 402e)(4)J) of the 1986 Code
(relating to unrealized appreciation on employer securities) is
amended to read as follows: “In accordance with rules pre-
scribed by the Secretary, a taxpayer may elect, on the return of
tax on which a distribution is required to be included, not to
have this subparagraph apply with respect to such distribu-
tion.”

(8) Section 402 of the 1986 Code (relating to taxability of bene-
ficiary of employees’ trust) is amended as follows:

(A) Subsection (a)1) is amended by striking out “para-
graphs (2) and (4)” and inserting in lieu thereof “‘paragraph
4).

(B) Subsection (a)4) is amended by striking out “or (2)".

(C) Subsection (a)6)(C) is amended by striking out ‘“para-
graph (2) of subsection (a), and’.
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. (D) Subsection (@)6XE)ii) is amended by striking out
paragraph (2) of subsection (a), and” and by striking out
the comma after “‘subsection (e)”.

(E) Subsection (e)1XA) is amended by striking out “ordi-
nary income portion of a”’

(F) Subsection (e)4)A) is amended—

(1) by striking out “Except for purposes of subsection
(@X?2) and section 403(a)?), a’ and inserting in lieu
thereof “A’’, and

(it) by striking out ‘‘subsection (a)2) of this section,
and subsection (a)2) of section 403,

(G) Subparagraph (L) of subsection (e)4}) is hereby re-
pealed.

(H) Subsection (e)(4)M) is amended by striking out * sub-
section (a)(2) of this section, and section 403(a)2)”.

(1) Subsection (e)(5) is amended by striking out “and para-
graph (2) of subsection (a)’.

() Subsection (e)6)XC) is amended to read as follows:

“(C) SpecIAL LUMP-SUM TREATMENT.—For purposes of this
paragraph, special lump sum treatment applies to any dis-
tribution if any portion of such distribution is taxed under
ZLL)L(% )sy,bsection by reason of an election under paragraph

(9(A) Section 72(e)(7) of the 1986 Code is hereby repealed.

(B) Section 72(e)5)D) i1s amended by striking out “paragraphs
(7) and (8)” and inserting in lieu thereof ‘“paragraph (8)".

(C) Section 72(e)8)A) is amended by striking out ‘‘(other than
paragraph (7).

(D) Section 72(q)(2XE) of the 1986 Code is amended by striking
out ‘(determined without regard to subsection (eX7))”.

(10) Section 402(e)1)(B) of the 1986 Code (relating to amount
of tax on lump-sum distributions) is amended by adding at the
end thereof the following new flush sentence:

“For purposes of the preceding sentence, in determining the
amount of tax under section I(c), section 1(g) shall be ap-
plied without regard to paragraph (2XB) thereof.”’

(11) Section 1122(h) of the Reform Act is amended by adding
at the end thereof the following new paragraph:

“(9) SPECIAL RULE FOR STATE PLANS.—In the case of a plan
maintained by a State which on May 5, 1986, permitied with-
drawal by the employee of employee contributions (other than as
an annuity), section 72(e) of the Internal Revenue Code of 1986
shall be applied—

“(A) without regard to the phrase ‘before separation from
service’ in paragraph (8XD), and

“(B) by treating any amount received (other than as an
annuity) before or with the Ist annuity payment as having
been received before the annuity starting date.”

(12) Subparagraph (B) of section 1122(h)(2) of the Reform Act
is amended by inserting *, except that section 72(b)X3) of the In-
ternal Revenue Code of 1986 (as added by such subsection) shall
apply to individuals whose annuity starting date is after July 1,
19867 after “1986".
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(13) Sections 1122 (hX3XC) and (R)(4XC) of the Reform Act are
each amended by striking out “‘with respect to any other lump
sum distribution’ and inserting in lieu thereof “for purposes of
such Code” )

(14) Clause (i) of section 1122(hX3XC) of the Reform Act is
amended— . . .

(A) by striking out “individual” and inserting in lieu
thereof “employee”, and . .

(B) by inserting “or by an individual, estate, or trust with
respect to such an employee’ after “1986”.

(15) Section 1122(h)5) of the Reform Act is amended—

(A) by striking out “individual” and inserting in lieu
thereof “employee”, A .

(B) by inserting ‘and by including in gross income the
zero bracket amount in effect under section 63(d) of such
Code for such years” after “1986" in the last sentence, and

(C) by adding at the end thereof the following new sen-
tence: “This paragraph shall also apply to an individual,
estate, or trust which receives a distribution with respect to
an employee described in this paragraph.”

(16) Sections 406(c) and 407(c) of the 1986 Code are each
amended—

(A) by striking out ‘‘subsections (a)?) and (e) of section
402, and section 403(a)X2)” and inserting in lieu thereof
“section 402(e)”, and

(B) by striking out “oF CaprrAL GAIN PROVISIONS AND”
in the heading thereof.

(¢) AMENDMENTS RELATED TO SEcrioN 1123 OF THE REFORM
Acr.—

(1) Subparagraph (A) of section 72(t)(2) of the 1986 Code (re-
lating to subsection not to apply to certain distributions) is
amended by striking out ‘“on account of early retirement under
the plan” in clause (v).

(2) Subparagraph (C) of section 72(t)(2) of the 1986 Code (relat-
ing to certain plans) is amended to read as follows:

“C) EXCEPTIONS FOR DISTRIBUTIONS FROM EMPLOYEE
STOCK OWNERSHIP PLANS.—Any distribution made before
January 1, 1990, to an employee from an employee stock
ownership plan (as defined in section 4975(e)7)) or a tax
Zr;gi.tfemployee stock ownership plan (as defined in section

l —

“(1) such distribution is attributable to assets which
have been invested in employer securities (within the
meaning of section 409(1) at all times during the 5-
plan-year period preceding the plan year in which the
distribution is made, and

“Gi) at all times during such period the requirements
of sections 401(a)28) and 409 (as in effect at such
times) are met with respect to such employer securi-
ties.”

(3) Subparagraph (A) of section 72(tX3) of the 1986 Code (re-
lating to certain exceptions not to apply to individual retire-
ment plans) is amended by striking out “and (C)” and inserting
in lieu thereof ‘“(C), and (D)”’



145

(4) Subparagraphs (D) and (G) of section 72q)2) of the 1986
Code are each amended by striking out the period at the end
thereof and inserting in lieu thereof a comma.

(5) Subparagraph (B) of section 72(q)(3) of the 1986 Code (re-
lating to change in substantially equal payments) is amended
by striking out “employee” each place it appears and inserting
in lieu thereof “taxpayer’’

(6) Section 72(q)?2) of the 1986 Code (relating to subsection not
to apply to certain dispositions) is amended by inserting after
subparagraph (G) the following new subparagraph:

“(H) to which subsection (¢) applies (without regard to
paragraph (2) thereof),”.

(7) Subparagraph (D) of section 72(q)(2) and clause (iv) of sec-
tion 72(t)(2X(A) of the 1986 Code are each amended by inserting
“designated’ before “beneficiary”.

(8) Paragraph (2) of section 72(0) of the 1986 Code (relating to
addf@onal tax if amount received before age 59%) is hereby re-
pealed.

(9) Subparagraph (I) of section 402(e)4) of the 1986 Code is
amended by striking out “clause (ii) of”’.

(10) Section 26(b)2) of the 1986 Code is amended—

(A) by striking out “ (0)(2),” in subparagraph (C), and

(B) by striking out “408(f) (relating to additional tax on
income from certain retirement accounts)”’ in subparagraph
(D) and inserting in lieu thereof “72(t) (relating to 10-per-
cent additional tax on early distributions from qualified re-
tirement plans)”.

(11) Section 1123(e)?) of the Reform Act is amended—

(A) by striking out “taxable”, and

(B) by inserting ‘, but only with respect to distributions
from contracts described in section 403(b) of the Internal
Revenue Code of 1986 which are attributable to assets other
than assets held as of the close of the last year beginning
before January 1, 1989" after “1988”.

(12) Section 1123(e) of the Reform Act is amended by adding
at the end thereof the following new paragraph:

“(5) SPECIAL RULE FOR DISTRIBUTIONS UNDER AN ANNUITY
cONTRACT.—The amendments made by paragraphs (1), (2), and
(3) of subsection (b) shall not apply to any distribution under an
annuity contract if—

“CA) as of March 1, 1986, payments were being made
under such contract pursuant to a written election provid-
ing a specific schedule for the distribution of the taxpayer’s
interest in such contract, and

“B) such distribution is made pursuant to such written
election.”

(13) Section 72(t) of the 1986 Code shall apply to any distribu-
tion without regard to whether such distribution is made with-
out the consent of the participant pursuant to section 411(a)11)
or section 417(e) of the 1986 Code.

(d) AMENDMENTS RELATED TO SECTION 1124 OF THE REFORM
Act.—

(1) Section 1124(a) of the Reform Act is amended to read as

follows:
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“a) In GENERAL.—If an employee dies, separates from service, or
becomes disabled before 1987 and an individual, trust, or estate re-
ceives a lump-sum distribution with respect to such employee after
December 31, 1986, and before March 16, 1987, on account of such
death, separation from service, or disability, then, for purposes of
the Internal Revenue Code of 1986, such individual, estate, or trust
may treat such distribution as if it were received in 1986.”

" (2) Section 1124(b) of the Reform Act is amended—

(A) by striking out “employee’ each place it appears and
inserting in lieu thereof “individual, estate, or trust”, and

(B) by inserting “‘with respect to an employee” after “re-
cetves”.

(3) Section 1124 of the Reform Act is amended by adding at
the end thereof the following new subsection:

“¢c) Lump Sum DISTRIBUTION.—For purposes of this section, the
term ‘lump sum distribution’ has the meaning given such term by
section 402e)4)XA) of the Internal Revenue Code of 1986, without
regard to subparagraph (B) or (H) of section 402(e)4) of such Code.”

(e) AMENDMENTS RELATED TO SEcTiON 1131 OF THE REFORM
Act.—

(1) Subsection (c) of section 4972 of the 1986 Code (defining
nondeductible contributions) is amended to read as follows:

“tc) NoNDEDUCTIBLE CONTRIBUTIONS.—For purposes of this sec-
tion—

“(1) IN GENERAL.—The term ‘nondeductible contributions’
means, with respect to any qualified employer plan, the sum
of—

“CA) the excess (if any) of—
“(i) the amount contributed for the taxable year by
the employer to or under such plan, over
“tir) the amount allowable as a deduction under sec-
tion 404 for such contributions (determined without
regard to subsection (e) thereof), and
“(B) the amount determined under this subsection for the
preceding taxable year reduced by the sum of—
“(1) the portion of the amount so determined returned
to the employer during the taxable year, and
“(ii) the portion of the amount so determined deduct-
ible under section 404 for the taxable year (determined
without regard to subsection (e) thereof).

“(2) ORDERING RULE FOR SECTION 404.—For purposes of para-
graph (1), the amount allowable as a deduction under section
404 for any taxable year shall be treated as—

“(A) first from carryforwards to such taxable year from
preceding taxable years (in order of time), and

“(B) then from contributions made during such taxable
year.

“(3) CONTRIBUTIONS WHICH MAY BE RETURNED TO EMPLOY-
ER.—In determining the amount of nondeductible contributions
for any taxable year, there shall not be taken into account any
contribution for such taxable year which is distributed to the
employer in a distribution described in section 4980(c)2)(B)ii) if
such distribution is made on or before the last day on which a
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contribution may be made for such taxable year under section
404(aX6). y

“(4) PRE-1987 CONTRIBUTIONS.—The term ‘nondeductible con-
tribution’ shall not include any contribution made for a taxable
year beginning before January 1, 1987.”

(2) Paragraph (1) of section 4972(d) of the 1986 Code (defining
qualified employer plan) is amended to read as follows:

“(1) QUALIFIED EMPLOYER PLAN.—

“‘A) In GENERAL.—The term ‘qualified employer plan’
means—

“(G) any plan meeting the requirements of section
401(a) which includes a trust exempt from tax under
section 501(a),

“Gii) an annuity plan described in section 403(a), and

“Gii) any simplified employee pension (within the
meaning of section 408(k)).

“YB) EXEMPTION FOR GOVERNMENTAL AND TAX EXEMPT
PLANS.—The term ‘qualified employer plan’ does not in-
clude a plan described in subparagraph (A) or (B) of section
4980c)1).”

(3) Section 1131(d) of the Reform Act is amended to read as
follows:

“(d) ErFECTIVE DATES.—

“(1) IN GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to taxable years
beginning after December 31, 1986.

“(2) SPECIAL RULES FOR COLLECTIVE BARGAINING AGREE-
MENTS.—In the case of a plan maintained pursuant to 1 or
more collective bargaining agreements between employee repre-
sentatives and 1 or more employers ratified before March 1,
1986, the amendments made by this section shall not apply to
contributions pursuant to any such agreement for taxable years
beginning before the earlier of—

“CtA) January 1, 1989, or

“(B) the date on which the last of such collective bargain-
ing agreements terminates (determined without regard to
any extension thereof after February 28, 1986).”

(4)(A) Subparagraph (A) of section 404(a)7) of the 1986 Code
is amended—

(i) by striking out “provisions” and inserting in lieu
thereof “paragraphs’, and

(ii) by inserting “or in connection with trusts or plans de-
scribed in 2 or more of such paragraphs’’ after “I or more
defined benefit plans”.

(B) Paragraph (3) of section 404(h) of the 1986 Code is amend-
ed to read as follows:

“3) COORDINATION WITH SUBSECTION (a)(7).—For purposes of
subsection (a)7), a simplified employee pension shall be treated
as if it were a separate stock bonus or profit-sharing trust.”

(5) In the case of any taxable year beginning in 1987, the
amount under section 4972cX1)A)ii) of the 1986 Code for a
plan to which title IV of the Employee Retirement Income Secu-
rity Act of 1974 applies shall be increased by the amount (if
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any) by which, as of the close of the plan year with or within
which such taxable year begins—

(A) the liabilities of such plan (determined as if the plan
had terminated as of such time), exceed

(B) the assets of such plan.

(f) AMENDMENTS RELATED TO SECTION 1132 OF THE REFORM
Acr.—

(1) Section 4980(cX1XA) of the 1986 Code (defining qualified
plan) is amended by striking out “this subtitle” and inserting
in lieu thereof ‘subtitle A’

(2) Section 4980(c)3)NA) of the 1986 Code (relating to exception
for employee stock ownership plans) is amended—

(A) by inserting “or a tax credit employee stock ownership
plan (as described in section 409)” after “section 4975(e)7)’,
and

(B) by inserting “, except to the extent necessary to meet
the requirements of section 401(a)(28),” after “must’.

(3) Subparagraph (C) of section 4980(c)3) of the 1986 Code is
amended—

(A) by striking out ‘(by reason of the limitations of sec-
tion 415)”, and

(B) by adding at the end thereof the following new sen-

tence:
“The amount allocated in the year of transfer shall not be
less than the lesser of the maximum amount allowable
under section 415 or % of the amount attributable to the se-
curities acquired.”

(4) Subparagraph (B) of section 1132(cX2) of the Reform Act is
amended by striking out ‘“November 19, 1978 and inserting in
lieu thereof “September 19, 1978

(5) Section 1132(c) of the Reform Act is amended by adding at
the end thereof the following new paragraph:

“(5) SPECIAL RULE FOR EMPLOYEE STOCK OWNERSHIP PLANS.-—
Section 4980(c)3) of the Internal Revenue Code of 1986 (as
added by subsection (a)) shall apply to reversions occurring after
March 31, 1985.”

(6) Section 4980(ck3) of the 1986 Code is amended by adding
at the end thereof the following new subparagraphs:

“(F) No CREDIT OR DEDUCTION ALLOWED.—No credit or
deduction shall be allowed under chapter 1 for any amount
transferred to an employee stock ownership plan in a trans-
fer to which this paragraph applies.

“{G) AMOUNT TRANSFERRED TO INCLUDE INCOME THERE-
oN, Erc.—The amount transferred shall not be treated as
meeting the requirements of subparagraphs (B) and (C)
unless amounts attributable to such amount also meet such
requirements.’’

(7) Section 4980(ck3XC) of the 1986 Code is amended by
adding at the end thereof the following new sentence:

“In the case of dividends on securities held in the suspense
account, the requirements of this subparagraph are met
only if the dividends are allocated to accounts of partici-
pants or paid to participants in proportion to their ac-
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counts, or used to repay loans used to purchase employer se-
curities.”
) (8) AMENDMENTS RELATED 1O SEcTION 1133 OF THE REFORM
CT.—

(IXA) Section 4981A of the 1986 Code (as added by section
1133 of the Reform Act) is redesignated as section 4980A.

(B) The table of sections for chapter 43 of the 1986 Code is
amended by redesignating section 4981A as section 4980A.

(2) Paragraph (1) of section 4980A(c) of the 1986 Code (as re-
designated by paragraph (1)) is amended by striking out
“8112,500 (adjusted at the same time and in the same manner
as under section 415(d)” and inserting in lieu thereof “the
greater of—

“(A) $150,000, or

“(B) $112,500 (adjusted at the same time and in the same
manner as under section 415(d)).”

(3) Section 4980A(c)2) of the 1986 Code (relating to exclusion
of certain distributions), as redesignated by paragraph (1), is
amended—

(A) by striking out “employee’s” in subparagraph (C) and
inserting in lieu thereof “individual’s”, and

(B) by adding after subparagraph (D) the following new
subparagraphs:

“(E) Any retirement distribution with respect to an indi-
vidual of an annuity contract the value of which is not in-
cludible in gross income at the time of the distribution
(other than distributions under, or proceeds from the sale
or exchange of, such contract).

“(F) Any retirement distribution with respect to an indi-
vidual of—

“l) excess deferrals (and income allocable thereto)
under section 402g)X2)(A)(ii), or

“(it) excess contributions (and income allocable there-
to) under section 401(kX8) or 408(d)4}) or excess aggre-
gate contributions (and income allocable thereto) under
section 401(mX6).”

(4NA) Section 4980A of the 1986 Code, as redesignated by
paragraph (1), is amended by adding at the end thereof the fol-
lowing new subsection:

“(f) EXEMPTION OF ACCRUED BENEFITS IN EXCESS OF $562,500 oN
Avecust 1, 1986.—For purposes of this section—

“(1) IN GENERAL.—If an election is made with respect to an
eligible individual to have this subsection apply, the individ-
ual’s excess distributions and excess retirement accumulation
shall be computed without regard to any distributions or inter-
ests attributable to the accrued benefit of the individual as of
August 1, 1986.

“2) REDUCTION IN AMOUNTS WHICH MAY BE RECEIVED WITH-
our TAx.—If this subsection applies to any individual—

“‘A) ExCESS DISTRIBUTIONS.—Subsection (c)1) shall be
applied—

“(i) without regard to subparagraph (A), and
“ti) by reducing (but not below zero) the amount de-
termined under subparagraph (B) thereof by retirement
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distributions attributable (as determined under rules
prescribed by the Secretary) to the individual’s accrued
benefit as of August 1, 1986.

““B) EXCESS RETIREMENT ACCUMULATION.—The amount
determined under subsection (dX3XB) (without regard to
subsection (cX1XA)) with respect to such individual shall be
reduced (but not below zero) by the present value of the in-
dividual’s accrued benefit as of August 1, 1986, which has
not been distributed as of the date of death.

“3) ELIGIBLE INDIVIDUAL.—For purposes of this subsection,
the term ‘eligible individual’ means any individual if, on
August 1, 1986, the present value of such individual’s interests
in qualified employer plans and individual retirement plans ex-
ceeded $562,500.

““4) CERTAIN AMOUNTS EXCLUDED.—In determining an indi-
vidual’s accrued benefit for purposes of this subsection, there
shall not be taken into account any portion of the accrued bene-

it—

f ““A) payable to an alternate payee pursuant to a
qualified domestic relations order (within the meaning
of section 414(p)) if includible in income of the alter-
nate payee, or

“UB) attributable to the individual’s investment in
the contract (as defined in section 72(f)).

“15) ELECTION.—An election under paragraph (1) shall be
made on an individual’s return of tax imposed by cha’pter 1 or
11 for a taxable year beginning before January 1, 1989.”

(B) Section 4980A(c) of the 1986 Code, as redesignated by
paragraph (1), is amended by striking out paragraph (5).

(0) Section 4980A(d) of the 1986 Code (relating to increase in
estate tax if individual dies with excess accumulation), as re-
designated by paragraph (1), is amended—

(A) by striking out ‘“section 2010” in paragraph (2) and
inserting in lieu thereof “chapter 11’ and

(B) by adding at the end thereof the following new para-
graphs:

“(4) RULES FOR COMPUTING EXCESS RETIREMENT ACCUMULA-
TION.—The excess retirement accumulation of an individual
shall be computed without regard to—

“({A) any community property law,

“(B) the value of—

“6i) amounts payable to an alternate payee pursuant
to a qualified domestic relations order (within the
meaning of section 414(p)) if includible in income of
the alternate payee, and

“tit) the individual’s investment in the contract (as
defined in section 72(f), and

“(C) the excess (if any) of—

“1) any interests which are payable immediately
after death, over

“(it) the value of such interests immediately before
death.

“(5) ELECTION BY SPOUSE TO HAVE EXCESS DISTRIBUTION RULE
APPLY.—
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“(A) IN GENERAL.—IF the spouse of an individual is the
beneficiary of all of the interests described in paragraph
(3NA), the spouse may elect—

“(i) not to have this subsection apply, and

“(it) to have this section apply to such interests and
any retirement distribution attributable to such inter-
ests as if such interests were the spouse’s.

“YB) DE mMINIMIS EXCEPTION.—If 1 or more persons other
than the spouse are beneficiaries of a de minimis portion of
the interests described in paragraph (3)(A)—

“(i) the spouse shall not be treated as failing to meet
the requirements of subparagraph (A), and

“Gi1) if the spouse makes the election under subpara-
graph (A), this section shall not apply to such portion
or any retirement distribution attributable to such por-
tion.”

(6) Subparagraph (B) of section 4980A(dX3) of the 1986 Code,
as redesignated by paragraph (1), is amended to read as follows:

“(B) the present value (as determined under rules pre-
scribed by the Secretary as of the valuation date prescribed
in subparagraph (A)) of a single life annuity with annual
payments equal to the limitation of subsection (c) (as in
effect for the year in which death occurs and as if the indi-
vidual had not died).”

(7) Section 2013 of the 1986 Code (relating to credit for tax on
prior transfer) is amended by adding at the end thereof the fol-
lowing new subsection:

“(g) TREATMENT OF ADDITIONAL Tax UNDER SECTION 4980A.—For
purposes of this section, the estate tax paid shall not include any
portion of such tax attributable to section 4980A(d).”

(8) Paragraph (1) of section 1133(c) of the Reform Act is
amended by inserting “, other than a distribution with respect
to a decedent dying before January 1, 1987 after “1986"

(9) Section 4I80ANINA) of the 1986 Code is amended by in-
serting “(other than as a beneficiary, determined after applica-
tion of paragraph (5)” after “the individual’s interests”

(10) Section 691(c)X1) of the 1986 Code is amended by adding
at the end thereof the following new subparagraph:

“C) EXCESS RETIREMENT ACCUMULATION TAX.—For pur-
poses of this subsection, no deduction shall be allowed for
the portion of the estate tax attributable to the increase in
such tax under section 4980A(d).”’

(11) Section 2053(cX1XB) of the 1986 Code is amended by
adding at the end thereof the following new sentence: “This
subparagraph shall not apply to any increase in the tax im-
posed by this chapter by reason of section 4980A(d).”

(12) Section 6018(a) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

“5) RETURN REQUIRED IF EXCESS RETIREMENT ACCUMULATION
Tax.—The executor shall make a return with respect to the
estate tax imposed by subtitle B in any case where such tax is
increased by reason of section 4980A(d).”

(h) AMENDMENTS RELATED TO SECcTION 113} OF THE REFORM
Act.—
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(1) Section 72pX3NA) of the 1986 Code (relating to denial of
interest deductions in certain cases) is amended by inserting “to
which paragraph (1) does not apply by reason of paragraph (2)
during the period” after “loan”. .

(2) Subparagraph (B) of section 72(p)3) of the 1986 Code is
amended to read as follows:

“B) PERIOD TO WHICH SUBPARAGRAPH (A) APPLIES.—For
purposes of subparagraph (A), the period described in this
subparagraph is the period—

“(i) on or after the Ist day on which the individual
to whom the loan is made is a key employee (as defined
in section 416(i)), or

“t1) such loan is secured by amounts attributable to
elective deferrals described in subparagraph (A) or (C)
of section 402(gi3).”

(i) AMENDMENTS RELATED TO SECTION 1135 OF THE REFORM
AcT.—

(1) Subparagraph (A) of section 72(u)1) of the 1986 Code (re-
lating to annuity contracts not held by natural persons) is
amended by inserting ‘(other than subchapter L)” after ‘“sub-
title”.

(2) Subparagraph (D) of section 72(uX3) of the 1986 Code (re-
lating to exceptions) is amended by striking out ‘“until such
time as the employee separates from service’’ and inserting in
lieu thereof ‘“‘until all amounts under such contract are distrib-
uted to the employee for whom such contract was purchased or
the employee’s beneficiary”.

(3) Subparagraphs (D) and (E) of section 72(u)3) of the 1986
goc;fle (}:e,"lating to exceptions) are each amended by striking out

whic

(4) Paragraph (4) of section 72(u) of the 1986 Code is amended
by striking out “and” at the end of subparagraph (A), by strik-
ing out the period at the end of subparagraph (B) and inserting
in lieu thereof “, and’, and by adding at the end thereof the
following new subparagraph:

“C) which provides for a series of substantially equal
periodic payments (to be made not less frequently than an-
nually) during the annuity period.”

A (j) AMENDMENTS RELATED TO SECTION 1186 OF THE REFORM
CT.—

(1) Section 401(a)27) of the 1986 Code is amended by adding
at the end thereof the following new subparagraph:

“(B) PLAN MUST DESIGNATE TYPE.—In the case of a plan
which is intended to be a money purchase pension plan or a
profit-sharing plan, a trust forming part of such plan shall
not constitute a qualified trust under this subsection unless
the plan designates such intent at such time and in such
manner as the Secretary may prescribe.”

(2) Section 401(a)(27) of the 1986 Code is amended by striking
out ‘(27)” and inserting in lieu thereof:

“(27) DETERMINATIONS AS TO PROFIT-SHARING PLANS.—

“{A) CONTRIBUTIONS NEED NOT BE BASED ON PROFITS.—

(k) AMENDMENT RELATED TO SECTION 1139 OF THE REFORM
Act.—Clause (i) of section 1139(d)2XA) of the Reform Act is amend-
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ed by striking out “before January” and inserting in lieu thereof
“after January”.

(1) AMENDMENT RELATED TO SECTION 1145 OF THE REFORM ACT.—
Subparagraph (E) of section 401(a)11) of the 1986 Code (relating to
cross reference) is redesignated as subparagraph (F).

M (m) AMENDMENTS RELATED TO SECTION 1147 OF THE REFORM
cT.—

(1) Subparagraph (C) of section 7701G)1) of the 1986 Code (re-
lating to tax treatment of Federal Thrift Savings Fund) is
((zgm’?nded by inserting “, section 401(R)4)XB),” after “paragraph

(2) Section 8440(a)3) of title 5, United States Code, is amend-
?g; ”by inserting *, 401(R)4)JB) of such Code,” after “subsection

SEC. 1011B. AMENDMENTS RELATED TO SUBTITLES B AND C OF TITLE XI
OF THE REFORM ACT.
4 (a) AMENDMENTS RELATED TO SECTION 1151 OF THE REFORM

CT.—

(1) Paragraph (2) of section 89(a) of the 1986 Code (relating to
year of inclusion) is amended to read as follows:

“(2) YEAR OF INCLUSION.—

(B)“(A) IN GENERAL.—Except as provided in subparagraph

“G)) any amount included in gross income under
paragraph (1) shall be taken into account for the tax-
able year of the employee with or within which the
plan year ends, and

“tii) any deduction of the employer attributable to
such amount shall be allowable for the taxable year of
the employer with or within which the plan year ends.

“(B) ELECTION TO DELAY INCLUSION FOR 1 YEAR.—If an
employer maintaining a plan with a plan year ending after
September 30 and on or before December 31 of a calendar
year elects the application of this subparagraph—

“4) amounts included in gross income under para-
graph (1) with respect to employees of such employer
shall be taken into account for the taxable year of the
employee following the taxable year determined under
subparagraph (A), but

“ii) any deduction of the employer which is attribut-
able to such amounts shall be allowable for the taxable
year with or within which the plan year following the

lan year in which the excess benefits occurred ends.”

(2) Paragraph (4) of section 89(b) of the 1986 Code (defining
nontaxable benefits) is amended by adding at the end thereof
the following new sentence: “Such term includes any group-term
life insurance the cost of which is includible in gross income
under section 79.”

(3) Paragraph (1) of section 89(g) of the 1986 Code (relating to
the aggregation of comparable health plans) is amended by
adding at the end thereof the following new subparagraph:

“C) EMPLOYEES COVERED BY MORE THAN 1 PLAN.—The
Secretary may provide that 2 or more plans providing bene-
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fits to the same participant shall be treated as 1 plan for
purposes of applying subsections (d)1)XB), (dX2), and (f).”

(4) Subparagraph (B) of section 89(g)2) of the 1986 Code (re-
lating to sworn statements) is amended by adding at the end
thereof the following new sentence: “No statement shall be re-
quired under clause (i) with respect to any individual eligible
for coverage at no cost under a health plan which provides core
health benefits and with respect to whom the employee does not
elect any core health coverage from the employer.”

(5) Subparagraph (D) of section 89(g)2) of the 1986 nge is
amended by striking out ‘“‘under such plan” and inserting in
lieu thereof “under such plans”.

(6) Section 89(g) of the 1986 Code is amended by striking out
paragraph (6).

(7) Subparagraph (A) of section 89(h)1) of the 1986 Code (re-
lating to excluded employees) is amended by inserting “(or Ist
day of a period of less than 31 days specified by the plan)” after
“month’

(8) Section 89(j) of the 1986 Code (relating to other definitions
and special rules) is amended by adding at the end thereof the
following new paragraph:

“12) EMPLOYERS WITH ONLY HIGHLY COMPENSATED EMPLOY-
EEs.—The requirements of subsections (d) and (e) shall not
apply to any statutory employee benefit plan for any year for
which the only employees of the employer maintaining the plan
are highly compensated employees.”

(9) Section 89(k) of the 1986 Code (relating to requirement
that plan be in writing) is amended by adding at the end there-
of the following new paragraph:

“(5) LOSS OF EXEMPTION FOR CERTAIN PLANS.—If a plan de-
scribed in paragraph (2XE) fails to meet the requirements of
paragraph (1), the organization which is part of such plan shall
not be exempt from tax under section 501(a).”

(10) Section 6652(k)(2)(B) of the 1986 Code (relating to amount
of additional tax) is amended by striking out “subsection (g\3)"
and inserting in lieu thereof “subsection (gl SNCXi)”.

(11XA) Subsection (a) of section 125 of the 1986 Code is
amended to read as follows:

“la) GENERAL RuULE.—Except as provided in subsection (b), no
amount shall be included in the gross income of a participant in a
cafeteria plan solely because, under the plan, the participant may
choose among the benefits of the plan.”

(B) Paragraph (1) of section 125(b) of the 1986 Code is amend-
ed by striking out “A plan shall be treated as failing to meet
the requirements of this subsection” and inserting in lieu there-
of “In the case of a highly compensated employee, subsection (a)
shall not apply to any benefit attributable to a plan year”

(C) Paragraph (2) of section 125(b) of the 1986 Code is amend-
ed by striking out “‘a plan shall be treated as failing to meet the
requirements of this subsection” and inserting in lieu thereof
“subsection (a) shall not apply to any plan year”

(12) Subparagraph (B) of section 125(c)X1) of the 1986 Code (de-
fining cafeteria plans) is amended to read as follows:



155

“(B) the participant may choose among 2 or more benefits
consisting of cash and qualified benefits.”

-~ (13A) Paragraph (1) of section 125(e) of the 1986 Code (defin-
ing qualified benefits) is amended by inserting “and without
regard to section 89(a)” after ‘‘subsection (a)”.

(B) The last sentence of section 125(b)(2) of the 1986 Code is
amended to read as follows: “For purposes of the preceding sen-
tence, qualified benefits shall not include benefits which (with-
out regard to this paragraph) are includible in gross income.”

(14) Subsection (d) of section 129 of the 1986 Code is amended
by redesignating paragraph (8) as paragraph (7).

(15) Paragraph (7) of section 129(d) of the 1986 Code (as so re-
designated) is amended—

(A) by inserting “under all plans of the employer” after
“employees” the 2nd and 3rd time it appears in subpara-
graph (A),

(B) by striking out “there shall be disregarded’ in sub-
paragraph (B) and inserting in lieu thereof “a plan may
disregard’, and

(C) by striking out “415(q)7)” in subparagraph (B) and
inserting in lieu thereof “414(q)?)".

(16) Section 414(m)(}) of the 1986 Code is amended by insert-
ing “and” at the end of subparagraph (A), by striking out the
comma at the end of subparagraph (B) and inserting in lieu
thereof a period, and by striking out subparagraphs (C) and (D).

(17) Paragraph (2) of section 414(t) of the 1986 Code is amend-
ed by striking out “132,” and inserting in lieu thereof “132,
162(:)2), 162(R),”.

(18) Paragraph (6) of section 129(e) of the 1986 Code is amend-
ed by striking out “of subsection (d)” and inserting in lieu
thereof ‘“‘of subsection (d) (other than paragraphs (4) and (7)
thereof)”.

(19) Subparagraph (C) of section 414(n)X3) of the 1986 Code is
amended by striking out “132,” and inserting in lieu thereof
“132, 162(0(2), 162(k),"".

(20) Section 414(tX1) of the 1986 Code (relating to application
of controlled group rules to certain employees) is amended by
striking out “of section 414" each place it appears.

(21) Section 89(G)(6) of the 1986 Code is amended by striking
out ‘described in subparagraph (A), (B), or (C) of subsection
ix2)".

(22)(A) Section 3121 of the 1986 Code (relating to definitions)
is amended by adding at the end thereof the following new sub-
section:

“&x) BENEFITS PrOVIDED UNDER CERTAIN EMPLOYEE BENEFIT
Prans.—Notwithstanding any paragraph of subsection (a) (other
than paragraph (1), the term ‘wages’ shall include any amount
which is includible in gross income by reason of section 89.” _

(B) Section 3231(e) of the 1986 Code (defining compensation) is
amended by adding at the end thereof the following new para-

raph:
& ‘58) BENEFITS PROVIDED UNDER CERTAIN EMPLOYEE BENEFIT
PLANS.—Notwithstanding any other paragraph of this subsec-
tion (other than paragraph (2)), the term ‘compensation’ shall
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include any amount which is includible in gross income by
reason of section 89.” . o

(C) Section 3306 of the 1986 Code (relating to definitions) is
amended by adding at the end thereof the following new subsec-
tion:

“t) BENEeFITS ProvIDED UNDER CERTAIN EMPLOYEE BENEFIT
Prans.—Notwithstanding any paragraph of subsection (b) (other
than paragraph (1)), the term ‘wages’ shall include any amount
which is includible in gross income by reason of section 89.”

(D) Section 3401 of the 1986 Code (relating to definitions) is
amended by adding at the end thereof the following new subsec-
tion:

“tg) BENEFITS PrOVIDED UNDER CERTAIN EMPLOYEE BENEFIT
Prans.—Notwithstanding any paragraph of subsection (a), the term
‘wages’ shall include any amount which is includible in gross
income by reason of section 89.”

(E) The third to last sentence of section 209 of the Social Se-
curity Act is amended—

(i) by striking out the period at the end of clause (2) and
inserting in lieu thereof , or’, and
(ii) by inserting after clause (2) the following new clause:

“3) Any amount required to be included in gross income
under section 89 of the Internal Revenue Code of 1986.”

(F) The amendments made by this paragraph shall not apply
to any individual who separated from service with the employer
before January 1, 1989.

(23XA) Sections 3121(a)5)XG) and 3306(b)5)G) of the 1986
Code are each amended by inserting “if such payment would
not be treated as wages without regard to such plan and it is
reasonabie to believe that (if section 125 applied for purposes of
this section) section 125 would not treat any wages as construc-
tively received’’ after “section 125)".

(B) Section 209(e)X9) of the Social Security Act is amended by
inserting “‘if such payment would not be treated as wages with-
out regard to such plan and it is reasonable to believe that (if
section 125 applied for purposes of this section) section 125
1‘1‘)105812?) ot treat any wages as constructively received” after

(24) Section 1151(h)(3) of the Reform Act is amended by strik-
ing out “Section 6039B(c)” and inserting in lieu thereof “Sec-
tion 6039D(c)".

(25) Paragraph (1) of section 1151(k) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: “Notwithstanding the preceding sentence, the amend-
ments made by subsections (e)(1) and (IX3)C) shall, to the extent
they relate to sections 106, 162(iX2), and 162(k) of the Internal
Revenue Code of 1986, apply to years beginning after 1986."

(26) Section 1151(k) of the Reform Act is amended by adding
at the end thereof the following new paragraph:

‘“(6) CERTAIN PLANS MAINTAINED BY EDUCATIONAL INSTITU-
TIONS.—If an educational organization described in section
170bX1D(A)GY of the Internal Revenue Code of 1986 makes an
election under this paragraph with respect to a plan described
in section 125(c)2XC) of such Code, the amendments made by
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this section shall apply with respect to such plan for plan years
beginning after the date of the enactment of this Act.”

(27X(A) Section 4976 of the 1986 Code is amended by redesig-
nating subsection (c) as subsection (d) and by inserting after
subsection (b) the following new subsection:
¢) Tax oN FunpED WELFARE BENEFIT FunDS WHICH INCLUDE
Di1scriMINATORY EMPLOYEE BENEFIT PLAN.—

“(1) IN GENERAL.—If—

“(A) an employer maintains a welfare benefit fund, and
“(B) a discriminatory employee benefit plan (within the
meaning of section 89) is part of such fund for any plan
year,
there is hereby imposed on such employer for the taxable year
with or within which the plan year ends a tax in the amount
determined under paragraph (2).

“(2) AmMouNT OF TAX.—The amount of the tax under para-

graph (1) shall be equal to the excess (if any) of—
“(A) the product of the highest rate of tax imposed by sec-
tion 11, multiplied by the lesser of—
“(i) the aggregate excess benefits (as defined in sec-
tion 89) for such plan year, or
“it) the taxable income of the fund for such plan
year, over
“UB) the amount of tax imposed by chapter 1 on such
fund for such plan year.”

(B) Section 4976(b) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

“(5) LIMITATION IN CASE OF BENEFITS TO WHICH SECTION 89
APPLIES.—If section 89 applies to any post-retirement medical
benefit or life insurance benefit provided by a fund, the amount
of the disqualified benefit under paragraph (1)B) with respect
to such benefit shall not exceed the aggregate excess benefits
provided by the plan (as determined under section 89).”

(C) Section 505(a)1) of the 1986 Code is amended by adding at
the end thereof the following new subsection: “This paragraph
shall not apply to any organization by reason of a failure to
meet the requirements of subsection (b) with respect to a benefit
to which section 89 applies.”’

(28) Section 89(h)(4) of the 1986 Code is amended by striking
out ‘“‘subsection (h)5)” and inserting in lieu thereof “subsection
®&N5)".

(29) Section 89(k)1) of the 1986 Code is amended by striking

out the last sentence and inserting in lieu thereof the following
new sentences:
“Such inclusion shall be coordinated (under regulations pre-
scribed by the Secretary) with any inclusion under subsection (a)
with respect to such plan. In the case of a statutory employee
benefit plan described in subsection (IX1XB), any amount re-
quired to be included in gross income under this subsection
shall be included in the gross income of the beneficiary.”

(30) Section 129(d)(1)(B) of the 1986 Code is amended by strik-
ing out ‘“(6)” and inserting in lieu thereof ‘(7)”.

(31)(A) Section 129(d) of the 1986 Code is amended—

(i) by striking out the last sentence of paragraph (3), and

‘o’
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(ii) by inserting at the end thereof the following new
paragraph:

“8) ExcLUDED EMPLOYEES.—For purposes of paragraphs (2),
(3), and (7), there shall be excluded from consideration employ-
ees who are excluded from consideration under section 89(h).”

(B) Sections 117(dXx4), 120(cX2), 127(bX2), 132(h)1), and
505(b)(2) of the 1986 Code are each amended—

(i) by striking out “may” the first place it appears and in-
serting in lieu thereof ‘shall”, and .

(ii) by striking out “may be” the second place it appears
and inserting in lieu thereof “are”.

(32) Section 505(b) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

“7) $£200.000 coMPENSATION LIMIT.—A plan shall not be
treated as meeting the requirements of this subsection unless
under the plan the annual compensation of each employee
taken into account for any year does not exceed $200,000. The
Secretary shall adjust the $200,000 amount at the same time
and in the same manner as under section 415(d).”

(33) Section 3401(a) of the 1986 Code is amended by inserting
“or” at the end of paragraph (18), by striking out paragraph
(19), and by redesignating paragraph (20) as paragraph (19).

(34) Section 8%IX2) of the 1986 Code is amended by striking
out “6652(1)"and inserting in lieu thereof “6652(k)".

(b) AMENDMENTS RELATED TO SECTION 1161 OF THE REFORM
Act.—

(1) Section 162(m) of the 1986 Code (relating to special rules
for health insurance costs of self-employed individuals) is
amended by redesignating paragraph (4) as paragraph (5) and
by inserting after paragraph (3) the following new paragraph:

“(4) DEDUCTION NOT ALLOWED FOR SELF-EMPLOYMENT TAX
pURPOSES.—The deduction allowable by reason of this subsec-
tion shall not be taken into account in determining an individ-
ual’s net earnings from self-employment (within the meaning of
section 1402(a)) for purposes of chapter 2.”

(2) Section 162(m) of the 1986 Code (relating to cross reference)
as redesignated by section 1161(a) of the Reform Act, is redesig-
nated as subsection (n).

(3) Section 162(mI2)(A) of the 1986 Code is amended by insert-
ing: “derived by the taxpayer from the trade or business with
respect to which the plan providing the medical care coverage is
established” after “401(c)”.

(4) Section 211(a) of the Social Security Act is amended by in-
serting after paragraph (13) the following new paragraph:

“(14) The deduction under section 162(m) (relating to health
;'nsuzia?yce costs of self-employed individuals) shall not be al-
owed.

(¢) AMENDMENTS RELATED TO SECTION 1163 OF THE REFORM
Acr.—

(1) Paragraph (8) of section 129(e) of the 1986 Code (relating to
treatment of onsite facilities) is amended—

(A) by inserting ‘“maintained by an employer” after
“onsite facility”,
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(B) by inserting “of dependent care assistance provided to
an employee” after “the amount”,

() by inserting “of the facility by a dependent of the em-
ployee” after “utilization” in subparagraph (A), and

(D) by inserting “with respect to such dependent” after
“provided” in subparagraph (B).

(2XA) Paragraph (2) of section 129(a) of the 1986 Code is
amended to read as follows:

“(2) LIMITATION OF EXCLUSION.—

“CA) In GENERAL.—The amount which may be excluded
under paragraph (1) for dependent care assistance with re-
spect to dependent care services provided during a taxable
year shall not exceed $5,000 ($2,500 in the case of a sepa-
rate return by a married individual).

“(B) YEAR OF INCLUSION.—The amount of any excess
under subparagraph (A) shall be included in gross income
in the taxable year in which the dependent care services
were provided (even if payment of dependent care assistance
for such services occurs in a subsequent taxable year).

““C) MariraL starvs.—For purposes of this paragraph,
marital status shall be determined under the rules of para-
graphs (3) and (4) of section 21(e).”

(B) Section 6051(a) of the 1986 Code is amended by striking
out the period at the end of paragraph (8) and inserting in lieu
thereof *, and’, and by adding at the end thereof the following
new paragraph:

“(9) the total amount incurred for dependent care assistance
with respect to such employee under a dependent care assistance
program described in section 129(d).”

(C)i) Except as provided in this subparagraph, the amend-
ments made by this paragraph shall apply to taxable vears be-
ginning after December 31, 1987.

(1i) A taxpayer may elect to have the amendment made by
subparagraph (A) apply to taxable years beginning in 1987.

(iit) In the case of a taxpayer not making an election under
clause (ii), any dependent care assistance provided in a taxable
year beginning in 1987 with respect to which reimbursement
was not received in such taxable year shall be treated as provid-
ed in the taxpayer’s first taxable year beginning after December
31, 1987.

(d) AMENDMENT RELATED TO SECTION 1164 OF THE REFORM
Act.—Section 119(d)2) of the 1986 Code is amended—

(1) by striking out ‘las of the close of the calendar year in
which the taxable year begins)”’ in subparagraph (AXi), and

(2) by adding at the end thereof the following:

“The appraised value under subparagraph (A)Xi) shall be deter-
mined as of the close of the calendar year in which the taxable
year begins, or, in the case of a rental period not greater than 1
year, at any time during the calendar year in which such period
begins.”’
(e) szENDMENTS RELATED TO SECTION 1166 OF THE REFORM
Acr.—Section 7701(a)20) of the 1986 Code (defining employee) is
amended—

89-542 O - 88 - 6
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(1) by striking out “106, and 125" and inserting in lieu there-
of “and 106", and ' ' .

(2) by inserting “and for purposes of applying section 125 with
respect to cafeteria plans,” before “the term’.

(f) AMENDMENTS RELATED TO SECTION 1168 or THE REFORM
AcT.—

(1) Paragraph (1) of section 134(b) of the 1986 Code is amend-
ed by striking out “or regulation thereunder” and inserting in
lieu thereof  regulation, or administrative practice’.

(2XA) Section 134(bX1) of the 1986 Code is amended by insert-
ing ‘“‘(other than personal use of a vehicle)” after “in-kind bene-

it
4 (B) The amendment made by subparagraph (A) shall apply to
taxable years beginning after December 31, 1986.

(3) Section 134(bX3XA) of the 1986 Code is amended by strik-
ing out “‘under any provision of law or regulation described in
paragraph (1)”.

(4) Section 1168(c) of the Reform Act is amended by striking
out “1986” and inserting in lieu thereof “198}”.

() AMENDMENTS RELATED TO SECTION 1172 OF THE REFORM
Acr.—

(1) Section 1172(b)1)XA) of the Reform Act is amended by in-
serting “each place it appears’ before the comma.

(2) Paragraphs (2) and (3) of section 409(n) of the 1986 Code
(relating to securities received in certain transactions) is amend-
ed by inserting “or section 2057 after “section 1042 each place
it appears.

(3) Paragraph (1) of section 2057(b) of the 1986 Code (relating
to qualified sale) is amended by striking out “is”’

(h) AMENDMENTS RELATED TO SECTION 1178 OF THE REFORM
AcTr.—

(1) Section 133 of the 1986 Code (relating to exclusion of inter-
est on securities acquisition loans) is amended by adding at the
end thereof the following new subsection:

“le) PERIOD TO WHICH INTEREST EXCLUSION APPLIES.—

“(1) IN GENERAL.—In the case of—

“CA) an original securities acquisition loan, and

““B) any securities acquisition loan (or series of such
éoans) used to refinance the original securities acquisition
oan,

subsection (a) shall apply only to interest accruing during the
excludable period with respect to the original securities acquisi-
tion loan.

“(2) ExcLubpaBLE PERIOD.—For purposes of this subsection,
the term ‘excludable period’ means, with respect to any original
securities acquisition loan—

“‘A) IN GENERAL.—The 7-year period beginning on the
date of such loan.

“(B) LOANS DESCRIBED IN SUBSECTION (bX1)XA).—If the
term of an original securities acquisition loan described in
subsection (b)1)(A) is greater than 7 years, the term of such
loan. This subparagraph shall not apply to a loan de-
scribed in subsection (b)3)(B).
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“3) ORI(;INAL SECURITIES ACQUISITION LOAN.—For the pur-
poses of this subsection, the term ‘original securities acquisttion
loan’ means a securities acquisition loan described in subpara-
graph (A) or (B) of subsection (b)1).”

(2XA) Section 133(b) of the 1986 Code (defining securities ac-
quisition loan) is amended—

() by striking out “or are used to refinance such a loan,”
in paragraph (1)A),

(i) by striking out *, except that this subparagraph shall
not apply to any loan the commitment period of which ex-
ceeds 7 years” in paragraph (1)XB), and

(1it) by adding at the end thereof the following new para-
graph:

“(5) TREATMENT OF REFINANCINGS.—The term ‘securities ac-
quisition loan’ shall include any loan which—

“(A) is (or is part of a series of loans) used to refinance a
loaéz described in subparagraph (A) or (B) of paragraph (1),
an

“(B) meets the requirements of paragraphs (2) and (3).”

(B) Subparagraph (B) of section 133(bX3) of the 1986 Code is
amended to read as follows:

“(B) repayment terms providing for more rapid repayment
of principal or interest on such loan, but only if allocations
under the plan attributable to such repayment do not dis-
criminate in favor of highly compensated employees (within
the meaning of section 414(q).”

(3) Section 404(k) of the 1986 Code is amended—

(A) by inserting ‘“(whether or not allocated to partici-
pants)” after “employer securities” in paragraph (2XC), and

(B) by adding at the end thereof the following new sen-
tence: “Paragraph (2)XC) shall not apply to dividends from
employer securities which are allocated to any participant
unless the plan provides that employer securities with a
fair market value not less than the amount of such divi-
dends are allocated to such participant for the year which
(but for paragraph (2XC)) such dividends would have been
allocated to such participant.”

(4) Subparagraph (C) of section 852(b)(5) of the 1986 Code (re-
lating to interest on certain loans used to acquire employer secu-
rities) is amended by striking out ‘paragraph’ and inserting in
lieu thereof ‘section’.

(5)A) The amendments made by paragraphs (1) and (2) shall
apply to—

(i) any loan used to acquire employer securities after
July 18, 1984, and

(i1) loans made after July 18, 1984, which were used (or
were part of a series of loans used) to refinance any loan
which—

) was used to acquire employer securities after
May 23, 1984 (July 18, 1984, in the case of a loan de-
scribed in section 133(b)(3XB) of the Internal Revenue
Code of 1986), and

(II) met the requirements of section 133 (other than
subsection (b)2) thereof) of such Code as in effect as of
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the later of the date on which the loan was made, or
July 19, 1984. _
In no event shall such amendments apply to any loan described
in section 133(bX1)XB) of such Code which s made before Octo-
ber 29, 1986 (or loan used, or part of a series of loans used, to
refinance such a loan). .

(B) Subparagraph (B) of section 1173(cX?2) of the Reform Act
is amended to read as follows:

““B) Section 133(bX1XA) of the Internal Revenue Code of
1986, as amended by subsection (b)(2), shall apply to any
loan used (or part of a series of loans used) to refinance a
loan which—

“i) was used to acquire employer securities after May
23, 1984, and

“ii) met the requirements of section 133 of the Inter-
nal Revenue Code of 1986 as in effect as of the later
0 —

4 “I) the date on which the loan was made, or
“aD July 19, 1984.”

(6) Section 404(k) of the 1986 Code is amended by striking out
“merely by reason of any distribution” in the third sentence
and inserting in lieu thereof ‘or as engaging in a prohibited
transaction for purposes of section 4975(d)(3) merely by reason of
any distribution or payment”.

(i) AMENDMENTS RELATED TO SEcTION 117} OF THE REFORM
Acr.—

(1) Clause (ii) of section 409(0)X1)XA) of the 1986 Code (relating
to distribution requirement) is amended by striking out ‘“such
year” and inserting in lieu thereof ‘distribution is required to
begin under this clause’.

(2) Section 1174(a)2) of the Reform Act is amended by strik-
ing out “plan terminations’ and inserting in lieu thereof ‘dis-
tributions”.

(3) Section 409(0)1)XA) of the 1986 Code is amended by strik-
ing out “‘unless the participant otherwise elects’ and inserting
in lieu thereof “if the participant and, if applicable pursuant to
sections 401 (aX11l) and 417, with the consent of the partici-
pant’s spouse elects”.

4 () AMENDMENTS RELATED TO SECTION 1175 OF THE REFORM
CT.—

(1) Subclause (ID) of section 401(a)28)B) of the 1986 Code (re-
lating to method of meeting requirements) is amended by insert-
ing “and within 90 days after the period during which the elec-
tion may be made, the plan invests the portion of the partici-
pant’s account covered by the election in accordance with such
election” after ‘“‘clause (1)”.

(2) Clause (iv) of section 401(aX28)(B) of the 1986 Code is
amended to read as follows:

“tiv) QUALIFIED ELECTION PERIOD.—For purposes of
this subparagraph, the term ‘qualified election period’
n}eans the 6-plan-year period beginning with the later
O —

“(I) the Ist plan year in which the individual
first became a qualified participant, or
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“ID the 1st plan year beginning after Decem-
ber 31, 1986. P g & g of
For purposes of the preceding sentence, an employer
may elect to treat an individual first becoming a quali-
fied participant in the Ist plan year beginning in 1987
as having become a participant in the Ist plan year be-
ginning in 1988.”

(3) The last sentence of section 409(d) of the 1986 Code (relat-
ing to employer securities must stay in the plan) is amended by
inserting “or to any distribution or reinvestment required under
section 401(a)28)” after “section 401(a)9)”.

(4) Section 4978(d) of the 1986 Code (relating to section not to
apply to certain dispositions) is amended by adding at the end
thereof the following new paragraph:

“(4) DISPOSITION