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102D CONGRESS REPORT
9d Session ] HOUSE OF REPRESENTATIVES [ 102-1034

REVENUE ACT OF 1992

OcTOBER 5, 1992.—Ordered to be printed

Mr. RosTENKOWSK], from the committee of conference,
submitted the following

CONFERENCE REPORT

[To accompany H.R. 11]

The committee of conference on the disagreeing votes of the
two Houses on the amendment of the Senate to the bill (H.R. 11),
to amend the Internal Revenue Code of 1986 to provide tax incen-
tives for the establishment of tax enterprise zones, and for other
purposes, having met, after full and free conference, have agreed to
recommend and do recommend to their respective Houses as fol-
lows:

That the House recede from its disagreement to the amend-
ment of the Senate and agree to the same with an amendment as
follows:

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

SECTION 1. SHORT TITLE, ETC.

(a) SHORT TrTLE.—This Act may be cited as the “Revenue Act of
1992”.

(b) AMENDMENT OF 1986 CopE.—Except as otherwise expressly
provided, whenever in this Act an amendment or repeal is expressed
in terms of an amendment to, or repeal of, a section or other provi-
sion, the reference shall be considered to be made to a section or
other provision of the Internal Revenue Code of 1986.

(c) TaABLE OF CONTENTS.—

Sec. 1. Short title, etc.

TITLE I—PROVISIONS RELA TIN(“;1 I%gA %ISTRESSED URBAN AND RURAL

Subtitle A—Urban Tex Enterprise Zones and Rural Development Investment Zones
Qor 1101. Statement of purpose.
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PART I—DESIGNATION AND TAX INCENTIVES

Sec. 1102. Designation and treatment of urban tax enterprise zones and rural devel-
opment investment zones.
-Sec. 1103. Technical and conforming amendments.
Sec. 1104. Effective date.

PARrT II—REDEVELOPMENT BONDS FOR Tax ENTERPRISE ZONES

Sec. 1111. Special rules for redevelopment bonds providing financing for tax enter-
prise zones.

ParT III—CrEDIT FOR CONTRIBUTIONS TO CERTAIN COMMUNITY DEVELOPMENT
CORPORATIONS

Sec. 1121. Credit for contributions to certain community development corporations.

Part IV—INDIAN EMPLOYMENT AND INVESTMENT

Sec. 1131. Investment tax credit for property on Indian reservations.
Sec. 1132. Indian employment credit.

Parr V—StUDY
Sec. 1141. Study of effectiveness of tax enterprise zone incentives.

Subtitle B—Permanent Extension of Certain Expiring Tax Provisions Primarily
Affecting Urban Areas

Sec. 1201. Low-income housing credit.
Sec. 1202. Targeted jobs credit.
Sec. 1203. Qualified mortgage bonds.

Subtitle C—Foster Care and Income Security
Sec. 1301. References.

Part I—CH1LD WELFARE; FOSTER CARE; SUBSTANCE ABUSE TREATMENT AND
SERVICES

Sec. 1311. Child welfare services designed to strengthen and preserve families, and
substance abuse prevention and treatment.

Sec. 1312. Grant program for State court systems to assess and itmprove procedures in
child welfare cases.

Sec. 1313. State directory of services.

Sec. 1314. Required protections for foster children.

Sec. 1315. States required to report on measures taken to comply with the Indian
Child Welfare Act.

Sec. 1316. Reports on child welfare services and expenditures.

Sec. 1317. Involvement of private parties in the development of State plans.

Sec. 1318. Comprehensive service projects.

Sec. 1319. Dissolved adoptions.

Sec. 1320. Extension of definition of children with special needs.

Sec. 1321. Study of reasonable efforts requirement by advisory committee.

Sec. 1322. Adoption expense deduction.

Sec. 1323. Periodic reevaluation of foster care maintenance Dpayments.

Sec. 132}. Case review system requirements.

Sec. 1325. Health care plans for foster children.

Sec. 1326. Placement accountability.

Sec. 1327, Independent living.

Sec. 1328. Elimination of foster care ceilings and of authority to transfer unused
foster care funds to child welfare services Dprograms.

Sec. 1329. Regutéatwns for training of agency staff and of foster and adoptive par-
ents.

Sec. 1330. Foster and adoptive parent training.

Sec. 1331. Child welfare traineeships.

Sec. 1332. Publication of program data.

Sec. 1333. Review of child welfare activities.

Sec. 133}. Automated systems.

Sec. 1335. Research and evaluations.

gzc. ﬁgg ggild welfare de;nonstration projects.

C. . Demonstration of independent living services or
Sec. 1338. Home rebuilders demonstration pr(r)ﬁct. for young adults.
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1339. Commission on Childhood Disability.

Part II—OtHER INCOME SECURITY AND HUMAN RESOURCES PROVISIONS
SUBPART A—AID TO FAMILIES WITH DEPENDENT CHILDREN

1341. Disregard of income and resources designated for education, training, and
employability.

1342. Disregard of income and resources related to self-employment.

1343. Treatment of student earnings.

1344. Encouraging use of transitional child care program.

1345. Increase in stepparent income disregard.

1346. State option to use retrospective budgeting without monthly reporting.

1347. Delay in requirement that outlying areas operate an AFI})’C- 'P program.

SUBPART B—JOBS PROGRAM

1351. Funding for the jobs program.

1352. Modification of the 20-hour rule.

1358. Assignment of individuals to work supplementation program.
1354. Expansion of coverage for Indian tribes.

1355. Modification of jobs performance standards requirement.

SUBPART C—CHILD SUPPORT ENFORCEMENT

1861. Reports to credit bureaus on persons delinzuent in child support payments.
1362. Agreement to assist in locating missing children under the parent locator
service.

SUBPART D—COMMUNITY WORKS PROGRESS DEMONSTRATIONS
13871. Community works progress demonstration projects.
SUBPART E—RESEARCH AND DEMONSTRATION PROVISIONS

1381. Measurement and reporting of welfare dependency.
1382. Extension of demonstration to expand job opportunities.

Sec. 1383. Early child development projects.

Sec.
Sec.
Sec.
Sec.

Sec.

£ EE
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1384. Extension of National Commission on Children.

. 1385. Secretarial report on the dif{enences in program rules under the food

ies with dependent children, and medicaid

pmg’ams. ) )
1386. New Hope Demonstration Project.
SUBPART F—SUPPLEMENTAL SECURITY INCOME

stamp program, aid to fami

. 1891. Prevention of adverse effects on eligibility for, and amount of, SSI benefits

when spouse or parent of beneficiary is absent from the household due
to active military service. o ]
1392. Eligibility for children of Arthed Forces personnel residing outside the
mited States other than in foreign countries.

. 1393. Definition of disability for children under age 18 applied to all individ-

uals under age 18.

. 1394. Valuation of certain in-kind support and maintenance when there is a cost

of living adjustments in SSI benefits.
SUBPART G—OTHER INCOME SECURITY PROVISIONS

. 1401. f{"fect of failure to carry out State plan.
. 1402.

. 1403. Exclusion from income of $4,000 of income received in any year by Indians

dult in family or household allowed to attest to citizenship status of
family or household members under AFDC and medicaid.

from interests individually held in trust or restricted lands.

. 1404. Disclosure of information to Railroad Retirement Board.

TITLE II-GROWTH INCENTIVES
Subtitle A—Increased Savings

ParT I—RETIREMENT SAVINGS INCENTIVES
SUBPART A—IRA DEDUCTION

2001. Increase in income limitations.
2002. Inflation adjustment for deductible amount.
2003. Coordination of IRA deduction limit with elective deferral limit.
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SUBPART B—NONDEDUCTIBLE TAX-FREE IRAS
Sec. 2011. Establishment of nondeductible tax-free individual retirement accounts.

ParT II—PENALTY-FREE DISTRIBUTIONS

Sec. 2021. Distributions from certain plans may be used without penalty to purchase
first homes, to pay higher education or dﬁnanctally devastating medical
expenses, or by the long-term unemployed. )

Sec. 2022. Contributions must be held at least 3 years in certain cases.

Subtitle B—Economic Development Provisions

ParT I—INVESTMENT IN REAL ESTATE
SUBPART A—MODIFICATION OF PASSIVE LOSS RULES

Sec. 2101. Application of passive loss rules to rental real estate activities.
SUBPART B—PROVISIONS RELATING TO REAL ESTATE INVESTMENTS BY PENSION FUNDS

Sec. 2111. Real estate property acquired by a qualified organization.

Sec. 2112. Special rules for investments in partnerships.

Sec. 2113. Title-holding companies permitted to recetve small amounts of unrelated
business taxable income. :

Sec. 2114. Exclusion from unrelated business tax of gains from certain property.

Sec. 2115. Exclusion from unrelated business tax of certain fees and option premi-
ums.

Sec. 2116. Treatment of pension fund investments in real estate investment trusts.

SUBPART C—DISCHARGE OF INDEBTEDNESS

Sec. 2121. Exclusion from gross income for income from discharge of qualified real
property business indebtedness.

PART II—EXTENSION OF CERTAIN EXPIRING Tax PROVISIONS

Sec. 2131. Research credit.

Sec. 2132. Employer-provided educational assistance.

Sec. 2133. Excise tax on certain vaccines.

Sec. 2134. Certain transfers to railroad retirement account.
Sec. 2135. Health insurance costs of self-employed individuals.
Sec. 2136. Tax credit for orphan drug clinical testing expenses.
Sec. 2137. Qualified small issue bonds.

Parr III—OrHER INCENTIVES
Sec. 2151. Elimination of ACE depreciation adjustment.

Subtitle C—Repeal of Certain Luxury Excise Taxes; Imposition of Tax on Diesel Fuel
Used in Noncommercial Boats

Sec. 2201. Repeal of luxury excise taxes other than on passenger vehicles.
Sec. 2202. Tox on diesel fuel used in noncommercial boats. e

Subtitle D—Credit for Portion of Employer Social Security Taxes Paid With Respect
to Employee Cash Tips

Sec. 2301. Credit for portion of employer social security taxes paid with respect to
employee cash tips.

TITLE III—OFFSETTING REVENUE INCREASES

Subtitle A—General Provisions

Sec. 3001. Mark to market accounting method for securities dealers.

Sec. 3002. Clarification of treatment of certain FSLIC financial assistance.

Sec. 3003. Special rules for rental use of dwelling for less than 15 days per year.
Sec. 3004. Increase in recovery period for nonresidential real property.

Sec. 3005. Modifications to deductions for certain moving expenses.

Sec. 3006. Extension of top estate and gift tax rates.

Sec. 3007. Denial of deduction relating to travel expenses.

Sec. 3008. Treatment of certain high yield discount obligations.

Sec. 3009. Elimination of deduction for club membership fees,

Sec. 3010. Increase in casualty loss deductible.



3011.

3012.
3013.

£¢ €

3101.
3102.

3201.
3202.

3301.
3302.
3303.

3304.
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Additional substantiation requirements for certain meals and entertain-
ment expenses.

Passive activity losses and credits reduced under section 108.

Repeal of stock for debt exception in determining income from discharge
of indebtedness.

Subtitle B—Estimated Tax Provisions
Individual estimated tax provisions.
Corporate estimated tax provisions.

Subtitle C—Administrative Provisions

Disallowance of interest on certain overpayments of tax.
Increase in withholding from supplemental wage payments.

Subtitle D—Alternative Taxable Years

Election of taxable year other than required taxable year.

Required payments for entities electing not to have required taxable year.

Limitation on certain amounts paid to employee-owners of personal service
corporations.

Effective date.

TITLE IV—SIMPLIFICATION PROVISIONS
Subtitle A—Provisions Relating to Individuals

PART I—PROVISIONS RELATING TO EARNED INCOME CREDIT

. Repeal of certain interaction rules.
. Military personnel stationed outside the United States no longer excluded

from earned income credit, etc.

PART II—PROVISIONS RELATING TO ROLLOVER OF GAIN ON SALE OF PRINCIPAL

4111.
4112.
4113.

£EE

4121.
4122.
4123.
4124.
4125.

4126.
4127.
4128.

£EE LreLy

Sec. 4201.
Sec. 4202.
Sec. 4203.

Sec. 4204.

Sec. 4211.
Sec. 4212.
Sec. 4213.

Sec. 4221.
Sec. 4222.

RESIDENCE

Multiple sales within rollover period.
Special rules in case of divorce.
Extension of rollover period where taxpayer has substantial frozen depos-
its.
Part III—OTHER PROVISIONS

De minimis exception to passive loss rules.

Payment of tax g' credit card.

Modifications to election to include child’s income on l;:arent’s return.

Simplified foreign tax credit limitation for individuals.

Treatment of personal transactions by individuals under foreign currency
rules.

Tax treatment of certain combat pay.
Expanded access to simplified income tax returns. ) )
Treatment of certain reimbursed expenses of rural mail carriers.

Subtitle B—Pension Simplification

Part I—SiMPLIFIED DISTRIBUTION RULES

Repeal of 5-year income averaging for lump-sum distributions.

Repeal of $5,000 exclusion of employees’ death benefits. ]

Simplified method for taxing annuity distributions under certain employ-
er plans.

Required distributions.

PART II—INCREASED ACCESS TO PENSION PLANS
Modifications of simplified employee pensions.
Tax exempt organizations eligible under section 401(k).
Duties of sponsors of certain prototype plans.
PaRT IIT—NONDISCRIMINATION PROVISIONS

Definition of highly compensated employees.
Modification of additional participation requirements.
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Sec.
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4301.
4302,

4306.
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Nondiscrimination rules for qualified cash or deferred arrangements and
matching contributions.

ParT IV—MISCELLANEOUS SIMPLIFICATION

. Treatment of leased employees.

. Modifications of cost-of-living adjustments.

' Plans covering self-employed individuals.

. Elimination of special vesting rule for multiemployer plans.
. Full-funding limitation of multiemployer plans.

. Alternative full-funding limitation.

' Distributions under rural cooperative plans.

. Treatment of governmental plans under section 415.

. Uniform retirement age.

. Uniform penalty provisions to apply to certain pension reporting require-

ments.

. Contributions on behalf of disabled employees.

. Affiliated employers. ) .

. Special rules for plans covering pilots.

. National Commission on Private Pension Plans.

. Church plans. ]

. Treatment of deferred compensation plans of State and local governments

and tax-exempt organizations.

" Treatment of employer reversions required by contract to be paid to the

United States.

. Continuation health coverage for employees of failed financial institu-

tions.

. Date for adoption of plan amendments.

Subtitle C—Treatment of Large Partnerships

PART I—GENERAL PROVISIONS

Simplified flow-through for large partnerships.
Simplified audit procedures for large partnerships.

. Due date for furnishing information to partners of large partnerships.
. Returns may be required on magnetic media.

Treatment of partnership items of individual retirement plans.
Effective date.

ParT II—ProVISIONS RELATED TO TEFRA PARTNERSHIP PROCEEDINGS

4311.
4312.
4313.
4314.
4315.
4316.
4317.

4318.
4319.
4820.

4321.
4322.

4323.

Treatment of partnership items in deficiency proceedings.

Partnership return to be determinative of audit procedures to be followed.

Provisions relating to statute of limitations.

Expansion of small partnership exception.

Exclusion of partial settlements from 1 year limitation on assessment.

Extension of time for filing a request for administrative adjustment.

Availability of innocent spouse relief in context of partnership proceed-
ings.

Determination of penalties at partnership level.

Provisions relating to court jurisdiction, etc.

Treatment of premature petitions filed by notice partners or 5-percent
groups.

Bonds in case of appeals from TEFRA proceeding.

Suspension of interest where delay in computational adjustment resulting
from TEFRA settlements.

Special rules for administrative adjustment requests with respect to bad
debts or worthless securities.

Subtitle D—Foreign Provisions

ParT I—SIMPLIFICATION OF TREATMENT OF PAssIvE FOREIGN CORPORATIONS

4401.

4402.
4403.
4404

Repeal of foreign personal holding company rules and foreign investment
company rules.

Replacement for passive foreign investment company rules.

Technical and conforming amendments.

Effective date.



4411,

4412.
4413.
4414
4415.
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Sec. 4421.
Sec. 4422.

Sec. 4423.
Sec. 4424.

Sec. 4501.

Sec. 4502. Trea

Sec. 4601.
Sec. 4602.
Sec. 4603.
Sec. 4604.

Sec. 4611.
Sec. 4612.
Sec. 4613.

PART II—TREATMENT OF CONTROLLED FOREIGN CORPORATIONS

Gain on certain stock sales by controlled foreign corporations treated as
dividends.

Authority to prescribe simplified method for applying section 960(b)2).

Miscellaneous modifications to subpart F.

Indirect foreign tax credit allowed for certain lower tier companies.

Study ortzy investments by controlled foreign corporation in United States
property.

ParT III—OTHER PROVISIONS
Exchange rate used in translating foreign taxes.
Election to use simplified section 904 limitation for alternative minimum

tax.
Modification of section 1491.
Modification of section 367(b).

Subtitle E—Treatment of Intangibles
Amortization of goodwill and certain other intangibles.
tment of certain payments to retired or deceased partner.

Subtitle F—Other Income Tax Provisions

PART I-—PROVISIONS RELATING TO SUBCHAPTER S CORPORATIONS

Determination of whether corporation has I class of stock.
Authority to validate certain invalid elections.

Treatment of distributions during loss years.

Other modifications.

PART II—ACCOUNTING PROVISIONS

Modifications to look-back method for long-term contracts.

Simplified method for capitalizing certain indirect costs.

Treatment of certain amounts received by operators of licensed cotton
warehouses.

PART III—PROVISIONS RELATING TO REGULATED INVESTMENT COMPANIES

. 4621.
4622.
4623.

4624.

£ gey

Sec. 4631.
Sec. 4632.
Sec. 4633.
Sec. 4634.
Sec. 4635.
Sec. 4636.
Sec. 4637.
Sec. 4638.

Sec. 4639.
Sec. 4640.

Sec. 4641.
Sec. 4642.

Repeal of 30-percent gross income limitation.

Basis rules for shares in open-end regulated investment companies.

Nonrecognition treatment for certain transfers by common trust funds to
regulated investment companies.

Nonrecognition treatment for certain transfers by regulated investment
companies to common trust funds.

Parr IV—Tax-Exempr BoND PROVISIONS

Repeal of $100,000 limitation on unspent proceeds under I-year exception
m rebate.
Exception from rebate for earnings on bona fide debt service fund under
construction bond rules. L
Aggregation of issues rules not to apply to tax or revenue anticipation

Exceptit.m from pro rata allocation of interest expense of financial institu-
tions to tax-exempt interest for small issuers increased to $20,000,000.

Expanded exception from rebate for issuers issuing $10,000,000 or less of
bonds.

Repeal of debt service-based limitation on investment in certain nonpur-
pose investments.

Repeal of expired provisions.

Clarification of investment-type property.

Tax-exempt financing for United Nations office buildings.

Tax treatment of 501(cX3) bonds similar to governmental bonds.

PaART V—INSURANCE PROVISIONS

Treatment of certain insurance contracts on retired lives.
Treatment of modified guaranteed contracts.
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ParT VI—COOPERATIVES

1 Di;charge of indebtedness income from prepayment of REA loans.
. Treatment of certain amounts received by a cooperative telephone compa-

ny. . . .
. Tax treatment of cooperative housing corporations.

Part VII—OTHER PROVISIONS

. Closing of partnership taxable year with respect to deceased partner, etc.
. Repeal of special treatment of ownership changes in determining adjusted

current earnings.

' Authorization for Bureau of Land Management use of reforestation trust

fund

. Private foundations permitted to use common investment funds.
. Modification of credit for producing fuel from a nonconventional source.

Subtitle G—Estate and Gift Tax Provisions

. Clarification of waiver of certain rights of recovery.

. Adjugtments f((r gifts within 3 years of decedent’s death.

. Clarification of qualified terminable interest rules.

. Transitional rule under section 2056a. )

. Opportunity to correct certain failures under section 2052A.

. Repeal of certain throwback rules applicable to domestic trusts.

' Certain cash rentals of farmland not to cause recapture of special estate

tax valuation.
Subtitle H—Excise Tax Simplification
Part I—FueL Tax PROVISIONS

. Repeal of certain retail and use taxes.
. Revision of fuel tax credit and refund procedures. ] )
. Authority to provide exceptions from information reporting with respect to

diesel fuel and aviation fuel.

. Technical and conforming amendments.
. Effective date.

Part II—PrROVISIONS RELATED TO DISTILLED SPIRITS, WINES, AND BEER

4811.

4812,
4813.

. 4814.

4815,
4816.

4817.
4818.

4819.
4820.

4821,
4822.

4831.
4832.
4833.
4834,
4835.

. 4901.

Credit or refund for imported bottled distilled spirits returned to distilled
spirits plant.

Authority to cancel or credit export bonds without submission of records.

Replfzal of required maintenance of records on premises of distilled spirits
plant.

Fe_rmerltated material from any brewery may be received at a distilled spir-
its plant.

Repeal of requirement for wholesale dealers in liquors to post sign.

Refund of tax to wine returned to bond not limited to unmerchantable
wine.

Use of additional ameliorating material in certain wines.

Domestically-produced beer may be withdrawn free of tax for use of for-
eign embassies, legations, etc.

Beer may be withdrawn free of tax for destruction.

Authorréiy to allow drawback on exported beer without submission of
records.

Transfer to brewery of beer imported in bulk without payment of tax.

Use of other agricultural byproducts in wine production.

ParT III—OtHER ExcIsE Tax PROVISIONS

Authority to grant exemptions from registration requirements.
Small manufacturers exempt from firearms excise tax.

Repeal of expired provisions.

Exemption for transportation on certain ferries.

Application of certain taxes to certain business aircraft.

Subtitle I—Administrative Provisions

PART I—GENERAL PROVISIONS
Simplification of employment taxes on domestic services.
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5001.
5002.

5101.
5102.

5201.
5202.

. 5301.
. 5302.

. 5401.
. 5402.

5403.
5404.

Sec. 5405.

Sec. 5501.
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5502.
5503.

5601.
5602.
5603.
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Use of reproductions of returns stored in digital tmage format.

. Repeal of authority to disclose whether prospective Juror has been audited.

Repeal of special audit provisions for subchapter Sitems.

i Clarification of statute of limitations.

Certain notices disregarded under provision increasing interest rate on
large corporate underpayments.

PART II—Tax CoUuRT PROCEDURES

. Overpayment determinations of tax court.

. Awarding of administrative costs.

. Redetermination of interest pursuant to motion.

. Application of net worth requirement for awards of litigation costs.

ParRT III—AUTHORITY FOR CERTAIN COOPERATIVE AGREEMENTS

. Cooperative agreements with State tax authorities.

PART IV—OTHER PROVISIONS

. Extension of authority for undercover operations.
. Disclosure of returns on cash transactions.
. Alternative methods of verifying returns.

TITLE V—TAXPAYER BILL OF RIGHTS 2

. Short title.

Subtitle A—Taxpayer Advocate

Esstgblgshment of position of taxpayer advocate within Internal Revenue
ruice.
Expansion of authority to issue taxpayer assistance orders.

Subtitle B—Modifications to Installment Agreement Provisions

Notification of reasons for termination or denial of installment agree-
ments.

Administrative review of denial of request for, or termination of, install-
ment agreement.

Subtitle C—Interest

Expansion of authority to abate interest.
Extension of interest-free period for payment of tax after notice and
demand.

Subtitle D—dJoint Returns

Disclosure of collection activities. ]
Joint return may be made after separate returns without full payment of
tax.

Subtitle E—Collection Activities

Modifications to lien and levy provisions.
%‘/‘ers—in-compromise._ .
otification of examination. . ) ]
Increase in limit on recovery of civil damages for unauthorized collection
actions.
Safeguards relating to designated summons.

Subtitle F—Information Returns

Phone number of person providing payee statements required to be shown
on such statement.

Civil damages for fraudulent filing of information returns.

Requirement to verify accuracy of information returns.

Subtitle G—Modifications to Penalty for Failure to Collect and Pay Over Tax

Preliminary notice requirement.

No penalty if prompt notification of the Secretary.

Disclosure of certain information where more than 1 person subject to pen-
alty.
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Penalties under section 6672.

Subtitle H—Awarding of Costs and Certain Fees

Motion for disclosure of information.
Increased limit on attorney fees. .
Failure to agree to extension not taken into account.

Effective date.
Subtitle I—Other Provisions

Required content of certain notices. )

Treatment of substitute returns under section 6651. )
Relief from retroactive application of Treasury Department regulations.
Required notice of certain payments. )

Unauthorized enticement of information disclosure.

Subtitle J—Form Modifications; Studies
Definitions.

ParT I—ForM MODIFICATIONS

. Explanation of certain provisions. .
. Improved procedures for notifying Service of change of address or name.
. Rights and responsibilities of divorced individuals.

Part II—STUDIES

. Pilot program for appeal of enforcement actions.

. Study on taxpayers with special needs.

. Reports on taxpayer-rights education program.

. Biennial reports on misconduct by Internal Revenue Service employees.
. Study of notices of deficiency.

. Notice and form accuracy study.

. Internal Revenue Service employees’ suggestions study.

TITLE VI-TECHNICAL CORRECTIONS

. Coordination with other titles.

Subtitle A—Revenue Provisions

Amendments related to Revenue Reconciliation Act of 1990.
Miscellaneous provisions.

Subtitle B—Tariff and Customs

. Technical amendments to the Harmonized Tariff Schedule of the United

States.
Clarification regarding the application of customs user fees.

Tejc(;lgr:qical amendments to the Omnibus Trade and Competitiveness Act of

Technical amendment to the Customs and Trade Act of 1990.
Technical amendments regarding certain beneficiary countries.
Clarification of fees for certain customs services.

TITLE VII—MISCELLANEOUS REVENUE PROVISIONS

Subtitle A—Provisions Primarily Affecting Individuals

Income exclusion for education bonds expanded.

Losses allowed against gain recognized on sale of principal residence.
Clarification of treatment of veterans’ benefits. ‘

Treatment of cancellation of certain student loans.

IRA rollovers of military separation pay.

Modification of involuntary conversion rules for certain disaster-related
conversions.

Certain foster care payments excluded from gross income.
Penalty free withdrawals from annuities for higher education expenses.

Application of low-income housing credits and mortgage revenue bonds to
natural disaster areas.
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7201.
7202.

7203.
7204.
7205.
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Subtitle B—Charitable Contribution Provisions

Alternative minimum tax treatment.
Substantiation requirement for deduction of certain charitable contribu-

tions.
Disclosure related to quid pro quo contributions.
Certain organizations required to disclose nonexempt status.
Exempt organizations required to provide copy of return.

Subtitle C—Other Provisions Relating to Tax-Exempt Organizations

7301.
7302.
7303.

7304.
7306.
7307.

7308.
7309.
7310.

7311.

7401,
7402.

7403.
7404.

7501.
7502.
7503.
7504.

7601.
7602.
7603.
7604.

7605.
7606.
7607.

7608.
7609.

7610.
7611.

7612.
7613.
7614.
7615.
7616.
7617,
7618.
7619.

Required notices to charitable beneficiaries of charitable remainder trusts.

gplicqtion of private inurement rule to tax-exempt civic leagues.
clusion wf"rom unrelated business taxable income for certain sponsorship
paymen

Treatment of certain amounts received by Olympic organizations.

Changes in application of wagering taxes to charitable organizations.

Conducting of certain games of chance not treated as unrelated trade or
business.

Treatment of certain nonprofit organizations providing health benefits.

Treatment of Indian tribal governments under section 403(b).

Certain costs of private foundation in removing hazardous substances
treated as qualifying distribution.

Unrelated business income tax treatment of mailing lists.

Subtitle D—Employee Benefit Provisions

Treatment of certain reimbursed flight training expenses.

Tre_atmelr:zt of certain securities transferred to ESOP from terminated pen-
sion plan.

Treatment of certain disability benefits received by former police officers
or firefighters.

Fringe benefits of airline affiliate employees.

Subtitle E—Tax-Exempt Bond Provisions

Increase in size of loans permitted under certain bond-financed programs.
Treatment of certain port authority bonds.

Modification of limitation on capital expenditures for small issue bonds.
Application of 1988 technical correction.

Subtitle F—Other Income Tax Provisions

Provisions related to S corporations. o
Treatment of livestock sold on account of weather-related conditions.
Depreciation period for tuxedos held for rental.
Deduction by personal service corporation of certain accrued year-end com-
nsation payable to employee-owners. o
tment of partnership investment expenses under minimum tax. .
Clarification of treatment of certain buildings under rehabilitation credit.
Minimum tax treatment of certain property and casualty insurance com-
nies.
ax treatment of associations resulting from mergers of certain farm
credit associations. o
Restoration of prior law treatment of corporate reorganizations through
exchange o, cgbt instruments. ) .
Treatment of deposits under certain perpetual insurance policies.
Tax treatment of certain distributions made by Alaska native corpora-
tions.
Deduction for small property and casualty insurance companies.
Treatment of not-for-profit residual market insurance companies.
Gains and losses from certain dispositions by farmers cooperatives.
Special rule for inclusion of crop proceeds of certain disaster victims.
I{zpf)rting of real estate transactions. )
Standing for certain taxpayers with regard to sale of net operating losses.
Research credit base amount for start-up companies.
Application of passive logs limitations to timber activities.

Subtitle G—Provisions Relating to Taxes Other Than Income Taxes

. 7701.

Tax-free sales of trucks assembled by educational organizations.
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Sec.
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Sec.
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Sec.
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?7702. Clarification of exemgtion from firearms tax for reloading of shells and
cartridges sz:;zg)lied y customer.

7703. Explosives handling equipment exempt from heavy truck tax. o

?704. Termination of certain special estate tax valuation recapture provisions.

7705. Clarification of employment tax status of certain fishermen. ,
7706, Services performed by full-time students for seasonal children’s camps

exempt from social security taxes.
Subtitle H—Tax Treatment of Certain Cargo Containers

7801. Treatment of certain cargo containers.
7802. No inference. )

7803. Revocation of prior election.

7804. Effective date.

Subtitle [—~PBGC Report on Employers With Underfunded Plans
7901. Report on employers with underfunded plans.
Subtitle J—Studies and Reports

PART [—STUDIES

7911. Study of semi-conductor manufacturing equipment.
7912. Municipal bond fund study.
7913. Study of travel expenses of loggers.

PART II—AMERICAN CITIZENS ANNUAL REPORT
7918. American Citizens Annual Report Act.

Subtitle K—Mount Rushmore Commemorative Coin Act Amendments
7921. Mount Rushmore Commemorative Coin Act.

Subtitle L—Annuity Benefits for Certain Ex-Spouses of Central Intelligence Agency

Sec.
Sec.
Sec.
Sec.
Sec.

Sec.
Sec.

Sec.
Sec.

Employees

7931. Survivor annuity for certain ex-spouses of CIA employees.
7932. Retirement annuity for certain ex-spouses of CIA employees.
7933. Health benefits.

7924. Source of payment for annuities.

7935. Effective date.

Subtitle M—Repeal of Coast Guard Recreational Boat User Fee

7941. Recreational boat tax repeal.
7942. Automated tariff filing and information systen.

TITLE VIII—-CUSTOMS AND TRADE PROVISIONS

Subtitle A—Trade Promotion

8101. Treatment of the Union of Soviet Socialist Republics under the General-
ized System of Preferences.
8102. Center for the Study of Trade in the Western Hemisphere.

Subtitle B—Customs and Trade Agency Authorizations and Reports; Competitiveness

Sec.
Sec.
Sec.
See.
Sec.

Sec.

Sec.

Policy Council

PART I—AUTHORIZATIONS AND REPORTS

8201. Customs and trade agency authorizations.

8202. Customs forfeiture fund. )

8203. Repeal of East-West trade statistics monitoring system.
8204. Customs personnel airport work shift regulation.

8205. Reports on customs issues.

ParT II—CoMPETITIVENESS PoLicy COUNCIL
8211. Competitiveness Policy Council Act Amendments.

Subtitle C—Customs Modernization
8301. Short title; reference.



8311.
8312.
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8349.

. Penalties for fra
. Penalties for false drawback claims.

. Interpretive rulings and decisions; public information.
. Seizure authority.
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PART I—IMPROVEMENTS IN CUSTOMS ENFORCEMENT

Penaltties for violations of arrival, reporting, entry, and clearance require-
ments.

Failure to declare.

. Customs testing laboratories; detention of merchandise.
. Recordkeeping.
. Examination of books and witnesses.

Judicial enforcement.

Review of protests.

Repeal of provision relating to reliquidation on account of fraud.
Penalties relating to manifests.

Unlawful unlad:‘ri or transshipment.

8ross negl;gence, and negligence; prior disclosure.

Part II—NaTtioNaL CUSTOMS AUTOMATION PROGRAM

. National customs automation program.
. Drawback and refunds.
. Effective date of rates of duty.
. Definitions.
. Manifests.
. Invoice contents.
. Entry of merchandise.
. 4ép raisement and other procedures.
("

untary reliquidations.

. Appraisement regulations.
. Limitation on liquidation.
. Payment of duties and fees.
. Abandonment and damage.
44. Customs officer’s immunity.

Protests.

3 Refunds and errors.
. Bonds and other security.
. Customhouse brokers.

Conforming amendments.

ParT III—MISCELLANEOUS AMENDMENTS TO THE TARIFF AcTt OF 1930

8351.
8352.
8353.
8354.
8355.
8356.
8357.
8358.
8359.
8360.
8361.
. 8362.
. 8363.
. 8364.
Sec. 8365.
Sec. 8366.
Sec. 8367.
Sec. 8368.
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Report of arrival.

Entry of vessels.

Unlawful return of foreign vessel papers.
Vessels not required to enter.

Unlading.

Declarations.

General orders.

Unclaimed merchandise.

Destruction of merchandise.

Proceeds of sale.

Entry under regulations.

American trademarks.

Seizure.

Customs forfeiture fund.

Limitation on actions.

Collection of fees on behalf of other agencies.
Authority to settle claims.

Use of private collection agencies.

Part IV—MiScELLANEOUS PROVISIONS AND CONSEQUENTIAL AND CONFORMING

Sec. 8371.
Sec. 8372.
Sec. 8373.
Sec. 837}.
Sec. 8375.
Sec. 8376.

AMENDMENTS TO OTHER LAws

Amendments to the Harmonized Tariff Schedule.
Amendment to the Internal Revenue Code of 1986.
Amendments to title 28, United States Code.
Amendments to the revised Statutes of the United States.
Amendments to title 18, United States Code.
Amendment to the Act to Prevent Pollution From Ships.
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8377.
8378.
8379.
8380.

8401.
8402.
8403.
8404
8405.

8501.
8502.
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Amendments to the Act of November 6, 1966.

Repeal of ogsolete provisions of law.

Reports to Congress. )

Apfr’;;icability of amendments to entry or withdrawal of goods.

Subtitle D—Customs Officer Pay Reform

Overtime and premium pay for customs officers.

Foreign language proficiency awards for customs officers.

Appropriations reimbursements from the customs user fee account.
atment of certain pay of customs officers for retirement purposes.

Reports.

Subtitle E—Miscellaneous Trade Provisions

Review of the compliance by foreign countries with bilateral trade agree-
ments.
Treatment of footwear.

TITLE IX—INCOME SECURITY AND HUMAN RESOURCE AMENDMENTS
Subtitle A—Amendments Relating to Old-Age, Survivors, and Disability Insurance

Sec.

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.

Sec.
Sec.

Sec.
Sec.

Sec.
Sec.
Sec.
Sec.

Sec.

Sec.

9001.

9002.
9003.
9004.
9005.
9006.
9007.
9008.
9009.
9010.
9011.

9012.
9013.

9014.
9015.

9101.
9102.
9103.
9104

Program

Improvement and clarification of provisions prohibiting misuse of sym-
ols, emblems, or names in reference to social security programs and
agencies. .

Explicit requirements for maintenance of telephone access to local offices
of the Social Security Administration.

Use of social security numbers by States and local governments for jury
selection purposes.

Authorization for all States to extend coverage to State and local police-
men and firemen under existing coverage agreements.

Limited exemption for Canadian ministers from certain self-employment
tax liability.

Elimination of rounding distortion in the calculation of the old-age, sur-
vivors, and disability insurance contribution and benefit base and the
earnings lest exempt amounts.

Repeal of the facility-of-payment provision.

Authorization for disclosure by the Secretary of Health and Human Serv-
ices of information for purposes of public or private epidemiological and
stmilar research.

Comparable severity disability for children under disability insurance pro-

gram.

Increased penalties for unauthorized disclosure of social security informa-
tion.

Increase in authorized period for extension of time to file annual earnings
report.

Amendments related to representative payees.

Technical corrections related to OASDI in the Omnibus Budget Reconcili-
ation Act of 1990.

Availability and use of death information under the old-age, survivors,
and disability insurance program.

Prohibition of misuse of Department of Treasury names, symbols, etc.

Subtitle B—Human Resources Provisions

Corrections related to the income security and human resources provisions
of the Omnibus Budget Reconciliation Act of 1990.

Technical corrections related to the human resource and income security
provisions of Omnibus Budget Reconciliation Act of 1989.

Elimination of obsolete provisions relating to treatment of the earned
tncome tax credit.

Redesignation of certain provisions.

TITLE X—MEDICARE PROVISIONS

10000. References in title.

Subtitle A—Provisions Relating to Part A

10001. Transition for hospital outlier thresholds.
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10002.
10003.

10005.
10006.

10008.
10009.
10010.

10011.
10012.

10013.
10014.

10015.

10101

10102. Pa

10103.
10104.
10105.
10106.
10107.
10108.
10109.

10111.
10112.
10113.

. 10121

10122.

. 10123.
. 10124.
. 10125.
. 10126.
. 10127,

. 10128.
. 10129.

. 10130.
. 10131

. 10141.

. 10142.
. 10143.
. 10144.
. 10145.
. 10146.
. 10147.

10148.
10149.

. 10201.
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Essential access community hospital (EACH) amendments.
Wage index provisions.

- Reauthorization of rural transition grant program.

Regional referral centers.
Medicare-dependent, small rural hospitals.

. Hemophilia pass-through.

State hospital payment programs.

Psychology services in hospitals.

Graduate medical education provided in a hospital-owned community
health center.

Uniformed services treatment facilities.

Requiring hospitals and nursing facilities to notify residents of avail-
ability of hospice benefit.

Skilled nursing facility waie index.

DRG payment window technical clarification and nursing home reform
clerical error; miscellaneous and technical corrections.

Extension of rural hospital demonstration.

Subtitle B—Provisions Relating to Part B

PART I—PHYSICIANS’ SERVICES

Separate payment for interpretation of electrocardiograms.
yments for new physicians and practitioners.

Basing payments for anesthesia services on actual time.
Geografhic adjustment factors for medicare physicians’ services.
Extra-billi tmits.

Relative values for pediatric services.

Antigens under physician fee schedule.

Administration of claims relating to physicians’ services.
Miscellaneous and technical corrections.

PART II—AMBULATORY SURGICAL SERVICES

Eye or eye and ear hospitals.
EXxtension of cap on payments for intraocular lenses.
Miscellaneous and technical corrections.

PARrT III—DURABLE MEDICAL EQUIPMENT

Certification of suppliers.

Prohibition against carrier forum shopping.

Restrictions on certain marketing and sales activities.

Kickback clarification.

Beneficiary liability for noncovered services.

Adjustments for inherent reasonableness.

Payment for parenteral and enteral nutrients, supplies, and equipment
during 1993.

Treatment of nebulizers and aspirators.

Payment for ostomy supplies, tracheostomy supplies, urologicals, and sur-
gical dressings.

Payments for TENS devices.

Miscellaneous and technical corrections.

ParT IV—OTHER PROVISIONS
Payment for medically directed certified registered nurse anesthetist serv-

ices.

Extension of Alzheimer’s disease demonstration.

Part B late enrollment penalty.

Oral cancer drugs. ) )

Speech-language pathologists and audiologists.

Extension of municipal health service demonstration projects.

Treatment of certain Indian health programs and facilities as Federally-
qualified health centers.

Extension of influenza vaccination demonstration.

Miscellaneous and technical corrections.

Subtitle C—Provisions Relating to Parts A and B
Provisions relating to physician ownership and referral,
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Sec.
Sec.
Sec.

Sec.
Sec.

Sec.

Sec.

Sec.
Sec.
Sec.
Sec.
Sec.
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Sec.
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10202. Direct graduate medical education.

10203. End stage renal disease.

10204. Medicare secondary payer. ) .
10205. Improved outreach for qualified medicare beneficiaries.

10206, Social health maintenance organizations.

. 10207. Peer review organizations.

10208. Hospice information to home health beneficiaries.
10209. Interest payments. ] )

10210. Clarification of judicial review rights.
10211. Adjustments to discretionary spending limits.
10219, Health maintenance organizations.

10213. Treatment of certain State health care programs.
10214. Miscellaneous and technical corrections.

Subtitle D—Provisions Relating to Medigap
10301. Standards for medicare supplemental insurance policies.
TITLE XI—AUTHORIZATION FOR ADDITIONAL ASSISTANCE TO
DISTRESSED COMMUNITIES
Subtitle A—National Public-Private Partnership Programs
11001. National public-private partnership programs.

Subtitle B—Block Grant Funding for Eligible Programs

11101. Authorization of appropriations.

11102. Allocation of amounts among tax enterprise zones.
11103. Use of amounts.

11104. Eligible programs.

11105. Application for funding.

11106. Interagency Council.

11107. Definitions.

11108. Study and report.

11109. Regulations.

Subtitle C—Other Programs

CHAPTER 1—CoMMUNITY DEVELOPMENT BLOCK GRANT PROGRAM

11201. Waiver of public services cap under community development block grant
program.
11202. Emergency community development loan guarantee authority.
CHAPTER 3—Younc AbULT EMPLOYMENT DEMONSTRATION PROGRAM

11211. Establishment of young adult employment demonstration program.

CuapPTER 3—NaTionaL CommunITY EcONOMIC PARTNERSHIP
11221. Short title; findings and purpose.

Part I—Communtry Economic PARTNERSHIP INVESTMENT FUNDS

11225, Purpose.

11226. Provision of assistance.

11227. Approval of applications.

11228. Availability of lines of credit and use.

11229. Limitations on use of funds.

11230. Programs priority for special emphasis programs.

Part II—EMERGING COMMUNITY DEVELOPMENT CORPORATIONS
11235. Community development corporation improvement grants.
11236. Emerging community development corporation revolving loan funds.
PaRrT III—RESEARCH AND DEMONSTRATION
11241. Research and demonstration.

ParT IV—MISCELLANEOUS PROVISIONS

11245. Joint programs.
11246. Reports.
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. 112}7. Definitions.

. 11248. Authorization of appropriations.
. 11249. Prohibition.

. 11250. Effective date.

CHAPTER }—MISCELLANEOUS PROGRAMS

. 11261. Establishment of enterprise capital access fund.

. 11262. Hope for youth: Youthbuild.

. 11263. Access of jobs/reverse commuting demonstration program.

. 11264. Study of insurance availability in central cities and distressed urban

areas.

TITLE XII—HIGH SEAS DRIFTNET FISHERIES ENFORCEMENT

. 12001. Short title.
. 12002. Findings and policy.

Subtitle A—High Seas Large-Scale Driftnet Fishing

Sec. 12021. Denial of port privileges and sanctions for high seas large-scale driftnet

fishing.

Sec. 12022. Duration of denial of port privileges and sanctions.

Sec.

12023. Requirements under Marine Mammal Protection Act of 1972.

Sec. 12024. Definitions.

Sec.
Sec.

Subtitle B—Fisheries Conservation Programs

12031. Import restrictions under Fishermen's Protective Act of 1967.
12082. Enforcement.

Sec. 12033. Trade negotiations and the environment.

£

3

Subtitle C—Fisheries Enforcement in Central Bering Sea

12051. Short title.

12052. Prohibition applicable to United States vessels and nationals.
12053. Port privileges denial for fishing in central Bering Sea.

12054. Duration of port privileges denial.

12055. Restriction on fishing in United States exclusive economic zone.
12056. Definitions.

12057. Termination.

Subtitle D—Miscellaneous Provisions

12071. Intermediary nations involved in export of certain tuna products.
12072. Authority to extend reemployment rights.
12073. Limitation on terms of voting members of regional fishery management

councils.

. 12074. Observer fee for North Pacific Fisheries Research Plan.

TITLE XIII—FEDERAL DEBT MANAGEMENT RESPONSIBILITY
. 13001. Restriction and evaluation of borrowing authority of certain government-

related corporations.

TITLE I—PROVISIONS RELATING TO

DISTRESSED URBAN AND RURAL AREAS
Subtitle A—Urban Tax Enterprise Zones and

Rural Development Investment Zones

SEC. 1101. STATEMENT OF PURPOSE.

It is the purpose of this subtitle to establish a demonstration

program of providing incentives for the creation of tax enterprise
zones in order—



18

(1) to revitalize economically and physically distressed
areas, primarily by encouraging the formation of new businesses
and the retention and expansion of existing businesses, )

(2) to promote meaningful employment for tax enterprise
zone residents, and o _

(3) to encourage individuals to reside in the tax enterprise
zones in which they are employed.

PART I—DESIGNATION AND TAX INCENTIVES

. . DESIGNATION AND TREATMENT OF URBAN TAX ENTERPRISE
SEC. 1102 DZ%NES AND RURAL DEVELOPMENT INVESTMENT ZONES.

(a) IN GENERAL.—Chapter 1 (relating to normal taxes and sur-
taxes) is amended by inserting after subchapter T the following new
subchapter:

“Subchapter U—Designation and Treatment of Tax Enterprise
Zones

“Part I. Designation of tax enterprise zones.
“Part II. Incentives for tax enterprise zones.

“PART I—DESIGNATION OF TAX ENTERPRISE
ZONES

“Sec. 1391. Designation procedure.
“Sec. 1392. Eligibility and selection criteria.
“Sec. 1393. Definitions and special rules.
“SEC. 1391. DESIGNATION PROCEDURE.
“la) IN GENERAL.—For purposes of this title, the term ‘tax enter-
prise zone’ means any area which is, under this part—

“(1) nominated by 1 or more local governments and the
State in which it is located for designation as a tax enterprise
zone, and

“(2) designated by—

“(A) the Secretary of Housing and Urban Development
in the case of an urban tax enterprise zone, or
“(B) the Secretary of Agriculture, in consultation with
the Secretary of Commerce, in the case of a rural develop-
ment investment zone.
“(b) NuMBER OF DESIGNATIONS.—

“1) AGGREGATE LimiT.—The appropriate Secretaries may
designate in the aggregate 50 nominated areas as tax enterprise
zones under this section, subject to the availability of eligible
nominated areas. Not more than 25 urban tax enterprise zones
may be designated and not more than 25 rural development in-
vestment zones may be designated. Such designations may be
made only during calendar years after 1991 and before 1997.

“(2) ANNUAL LiMITS.—

“YA) URBAN TAX ENTERPRISE 2zONES.—The number of
urban tax enterprise zones designated under paragraph

1)—
“Gi) before 1994 shall not exceed 8,
“(ii) before 1995 shall not exceed 15, and
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“(iii) before 1996 shall not exceed 21.

“‘B) RURAL DEVELOPMENT INVESTMENT ZONES.—The
number of rural development investment zones designated
under paragraph (1)—

“() before 1994 shall not exceed 8,
“(ii) before 1995 shall not exceed 15, and
“(iii) before 1996 shall not exceed 21.

‘(3) ADVANCE DESIGNATIONS PERMITTED.—For purposes of
this subchapter, a designation during any calendar year shall
be treated as made on January 1 of the following calendar year
if the appropriate Secretary, in making such designation, speci-
fies that such designation is effective as of such January 1.

“(c) LiMrTATIONS ON DESIGNATIONS.—The appropriate Secretary
may not make any designation under subsection (o) unless—

“(1) the local governments and the State in which the nom-
inated area is located have the authority—

“(A) to nominate the area for designation as a tax en-
terprise zone, and

“B) to provide assurances satisfactory to the appropri-
ate Secretary that the commitments under section 1392(c)
will be fulfilled,

“(?) a nomination of the area is submitted within a reason-
able time before the calendar year for which designation as a
tax enterprise zone is sought (or, if later, a reasonable time after
the date of the enactment of this subchapter),

“(3) the appropriate Secretary determines that any informa-
tion furnished is reasonably accurate, and

“(4) the State and local governments certify that no portion
of the area nominated is already included in a tax enterprise
zone or in an area otherwise nominated to be a tax enterprise
zone.

“‘d) PErrop For WHICH DESIGNATION Is IN EFFECT.—

“(1) IN GENERAL.—Any designation of an area as a tax en-
terprise zone shall remain in effect during the period beginning
on the date of the designation and ending on the earliest of—

‘“YA) December 31 of the 15th calendar year following
the calendar year in which such date occurs,

‘B) the termination date designated by the State and
local governments as provided for in their nomination, or

“UC) the date the appropriate Secretary revokes the des-
ignation under paragraph (2).

“(2) REVOCATION OF DESIGNATION.—

“‘A) IN GENERAL.—The appropriate Secretary shall
revoke the designation of an area as a tax enterprise zone if
such Secretary determines that the local government or the
State in which it is located—

‘(i) has modified the boundaries of the area, or
“(ii) is not complying substantially with the State

and local commitments pursuant to section 1392(c).

“(B) APPLICABLE PROCEDURES.—A designation may be
revoked by the appropriate Secretary under subparagraph
(A) only after a hearing on the record involving officials of
the State or local government involved.
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«QEC. 1392. ELIGIBILITY AND SELECTION CRITERIA. )
“(a) IN GENERAL.—The appropriate Secretary may make a desig-
nation of any nominated area under section 1391 only on the basis
of the eligibility and selection criteria set forth in this section.
“b) EviGiBiLiTY CRITERIA.— _

“1) URBAN TAX ENTERPRISE ZONES.—A nominated area
which is not a rural area shall be eligible for designation under
section 1391 only if it meets the following criteria:

“(A) PorurLATION.—The nominated area has a popula-
tion (as determined by the most recent census data avail-
able) of not less than 4,000. )

“(B) DistrEss.—The nominated area is one of perva-
sive poverty, unemployment, and general distress.

“(C) S1ze.—The nominated area—

“i) does not exceed 20 square miles,

“Gi) has a boundary which is continuous, or con-
sists of not more than 8 noncontiguous parcels within
the same metropolitan area,

“Git) is located entirely within 1 State, and

“Giv) does not include any portion of a central busi-
ness district (as such term is used for purposes of the
most recent Census of Retail Trade).

‘D) UNEMPLOYMENT RATE.—The unemployment rate
(as determined by the appropriate available data) is not less
than 1.5 times the national unemployment rate.

“(E) PoverTy RATE.—The poverty rate (as determined
by the most recent census data available) for not less than
90 percent of the population census tracts (or where not
tracted, the equivalent county divisions as defined by the
Bureau of the Census for the purposes of defining poverty
areas) within the nominated area is not less than 20 per-
cent.

“(F) Course oF AcTION.—There has been adopted for
the nominated area a course of action which meets the re-

utrements of subsection (c).

‘2) RURAL DEVELOPMENT INVESTMENT ZONES.—A nominat-
ed area which is a rural area shall be eligible for designation
under section 1391 only if it meets the following criteria:

“(A) PopuLaTiON.—The nominated area has a popula-
tion (as determined by the most recent census data avail-
able) of not less than 1,000.

“(B) Distress.—The nominated area is one of general
distress.

“(C) S1ze.—The nominated area—

::(z_)_ does not exceed 10,000 square miles,

_ “(ii) consists of areas within not more than 4 con-
tiguous counties,

‘(i) has a boundary which is continuous, or con-
sists of not more than 3 noncontiguous parcels, and

“Giv) is located entirely within 1 State.

(D) ApprrioNaL cRITERIA.—Not less than 2 of the fol-
lowing criteria:

. ‘) UNEMPLOYMENT RATE.—The criterion set forth

in paragraph (1)(D).
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“(i)) Poverty RATE.—The criterion set forth in
paragraph (1XE).

(iit) JoB L0ss.—The amount of wages attributable
to employment in the area, and subject to tax under
section 3301 during the preceding calendar year, is not
more than 95 percent of such wages during the 5th pre-
ceding calendar year.

“(iv) Our-MIGRATION.—The population of the area
decreased (as determined by the most recent census
?g;g available) by 10 percent or more between 1980 and

“(B) Course oF action.—There has been adopted for
the nominated area a course of action which meets the re-
quirements of subsection (c).

(3) AREAS WITHIN INDIAN RESERVATIONS INELIGIBLE.—A
nominated area shall not be eligible for designation under sec-
tion 1391 if any portion of such area is within an Indian reser-
vation.

“lc) REQUIRED STATE AND LocaL COURSE OF ACTION.—

“(1) IN GENERAL.—No nominated area may be designated as
a tax enterprise zone unless the local government and the State
in which it is located agree in writing that, during any period
during which the area is a tax enterprise zone, the governments
will follow a specified course of action designed to reduce the
various burdens borne by employers or employees in the area.

“C?) Course oF ActioN.—The course of action under para-
graph (1) may be implemented by both governments and private
nongovernmental entities, may not be funded from proceeds of
any Federal program (other than discretionary proceeds), and
may include—

“YA) a certification by the State insurance commission-
er (or similar State official) that basic commercial property
insurance of a type comparable to that insurance generally
in force in urban or rural areas, whichever is applicable,
throughout the State is available to businesses within the
tax enterprise zone,

“B) a reduction of tax rates or fees applying within the
tax enterprise zone,

“CC) an increase in the level, or efficiency of delivery, of
local public services within the tax enterprise zone,

‘D) actions to reduce, remove, simplify, or streamline
government paperwork requirements applicable within the
tax enterprise zone,

““E) the involvement in the program by public authori-
ties or private entities, organizations, neighborhood associa-
tions, and community groups, particularly those within the
nominated area, including a written commitment to pro-
vide jobs and job training for, and technical, financial, or
other assistance to, employers, employees, and residents of
the nominated area,

‘“CF) the giving of special preference to contractors
owned and operated by members of any socially and eco-
nomically disadvantaged group (within the meaning of sec-
tion 8(a) of the Small Business Act (15 U.S.C. 637(a)),
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“(G) the gift (or sale at below fair market value) of sur-
plus land in the tax enterprise zone to neighborhood orga-
nizations agreeing to operate a business on the land,

“(H) the establishment of a program under which em-
ployers within the tax enterprise zone may purchase health
insurance for their employees on a pooled basts,

“I) the establishment of a program to encourage local
financial institutions to satisfy their obligations under the
Community Reinvestment Act of 1977 (12 U.S.C. 2901 et
seq.) by making loans to enterprise zone businesses, with
emphasis on startup and other small-business concerns (as
defined in section 3(a) of the Small Business Act (15 U.S.C.
632(a)), . i

“J) the giving of special preference to qualified low-
income housing projects located in tax enterprise zones, in
the allocation of the State housing credit ceiling applicable
under section 42, and L

“(K) the giving of special preference to facilities located
in tax enterprise zones, in the allocation of the State ceiling
on private activity bonds applicable under section 146.

“(3) RECOGNITION OF PAST EFFORTS.—In evaluating courses
of action agreed to by any State or local government, the appro-
priate Secretary shall take into account the past efforts of the
State or local government in reducing the various burdens borne
by employers and employees in the area involved.

“4) PROHIBITION OF ASSISTANCE FOR BUSINESS RELOCA-
TIONS.—

““A) In GENERAL.—The course of action implemented
under paragraph (1) may not include any action to assist
any establishment in relocating from 1 area to another
area.

“(B) ExceprioN.—The limitation established in sub-
paragraph (A) shall not be construed to prohibit assistance
for the expansion of an existing business entity through the
establishment of a new branch, affiliate, or subsidiary if—

“(0) the establishment of the new branch, affiliate,
or subsidiary will not result in an increase in unem-
ployment in the area of original location or in any
other area where the existing business entity conducts
business operations, and

“(ti) there is no reason to believe that the new
branch, affiliate, or subsidiary is being established
with the intention of closing down the operations of
the existing business entity in the area of its original
location or in any other area where the existing busi-
ness entity conducts business operations.

. d) SeLecTION CRITERIA.—From among the nominated areas
eligible for designation under subsection (b) by the appropriate Sec-
retary, such appropriate Secretary shall make designations of tax
enterprise zones on the basis of the following factors (each of which
is to be given equal weight):

‘(1) SraTE AND LOCAL cOMMITMENTS.—The strength and
quality of the commitments which have been promised as part



23

of the course of action relative to the fiscal ability of the nomi-
nating State and local governments.

“(2) IMPLEMENTATION OF COURSE OF ACTION.—The effective-
ness and enforceability of the guarantees that the course of
action will actually be carried out, including the specificity
with which the commitments under paragraph (1) are described
in order that the applicable Secretary will be better able to de-
termine annually under section 1391(d)2)XA)Gi) whether the
commitments are being carried out.

“(3) PrIvATE COMMITMENTS.—The level of commitments by
private entities of additional resources and contributions to the
economy of the nominated area, including the creation of new
or expanded business activities.

‘4) AVERAGE RANKINGS.—The average ranking with respect
to_

“(A) the criteria set forth in subparagraphs (D) and (E)

of subsection (bX1), in the case of an area which is not a

rural area, or

“(B) the 2 criteria set forth in subsection (b)X2)(D) that

give the area a higher average ranking, in the case of a

rural area.

“(5) REVITALIZATION POTENTIAL.—The potential for the re-
vitalization of the nominated area as a result of zone designa-
tion, taking into account particularly the number of jobs to be
created and retained.

“SEC. 1393. DEFINITIONS AND SPECIAL RULES.
For purposes of this subchapter—

‘1) URBAN TAX ENTERPRISE ZONE.—The term ‘urban tax
enterprise zone' means a tax enterprise zone which meets the re-
quirements of section 1392(b)(1).

“(2) RURAL DEVELOPMENT INVESTMENT ZONE.—The term
‘rural development investment zone’ means a tax enterprise zone
which meets the requirements of section 1392(b)(2).

“3) GovErNMENTS.—If more than 1 local government seeks
to nominate an area as a tax enterprise zone, any reference to,
or requirement of, this subchapter shall apply to all such gov-
ernments.

“4) LocarL GOVERNMENT.—The term ‘local government’
means—

“(A) any county, city, town, township, parish, village,
or other general purpose political subdivision of a State,
and

““B) any combination of political subdivisions de-
scribed in subparagraph (A) recognized by the appropriate
Secretary.

“(5) NOMINATED AREA.—The term ‘nominated area’ means
an area which is nominated by 1 or more local governments
and the State in which it is located for designation as a tax
enterprise zone under this subchapter.

“6) RURAL AREA.—The term ‘rural area’ means any area
which is—

“CA) outside of a metropolitan statistical area (within
the meaning of section 143(k)2)XB)), or
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“(B) determined by the Secretary of Agriculture, after
consultation with the Secretary of Commerce, to be a rural
area.

“7) APPROPRIATE SECRETARY.—The term ‘appropriate Sec-
retary’ means—

“(A) the Secretary of Housing and Urban Development
in the case of urban tax enterprise zones, and

“B) the Secretary of Agriculture in the case of rural
development investment zones.

“(8) STATE-CHARTERED DEVELOPMENT CORPORATIONS.—An
area shall be treated as nominated by a State and a local gov-
ernment if it is nominated by an economic development corpora-
tion chartered by the State.

“PART II—INCENTIVES FOR TAX ENTERPRISE
ZONES

“SuBPART A. Enterprise zone employment credit.
“SuBPART B. Investment incentives.
“SuBPArT C. Regulations.

“Subpart A—Enterprise Zone Employment Credit

“Sec. 139/. Enterprise zone employment credit.
“Sec. 1395. Other definitions and special rules.
“SEC. 1394. ENTERPRISE ZONE EMPLOYMENT CREDIT.

“la) AmMounNt oF CREDIT.—For purposes of section 38, the
amount of the enterprise zone employment credit determined under
this section with respect to any employer for any taxable year is 15
percent of the qualified zone wages paid or incurred during such
taxable year.

“b) QUALIFIED ZONE WAGES.—

“‘1 INn GENERAL.—For purposes of this section, the term
‘qualified zone wages’ means any wages paid or incurred by an
employer for services performed by an employee while such em-
ployee is a qualified zone employee.

“(2) ONLY FIRST $20,000 OF WAGES PER YEAR TAKEN INTO AC-
coUNT.—With respect to each qualified zone employee, the
amount of qualified zone wages which may be taken into ac-
count for the taxable year shall not exceed $20,000.

“(3) COORDINATION WITH TARGETED JOBS CREDIT.—The term
‘qualified zone wages’ shall not include wages attributable to
service rendered during the I-year period beginning with the
day the individual begins work for the employer if any portion
of such wages is taken into account in determining the credit
under section 51.

“c) QuaLiriED ZONE EMPLOYEE.—For purposes of this section—

“(1) IN GENERAL.—Except as otherwise provided in this sub-
section, the term ‘qualified zone employee’ means, with respect
to any period, any employee of an employer if—

“(A) substantially all of the services performed during
such period by such employee for such employer are per-

‘



25

formed within a tax enterprise zone in a trade or business
of the employer, and
_“(B) the principal place of abode of such employee
while performing such services is within such tax enterprise
zone.
“(2) CERTAIN INDIVIDUALS NOT ELIGIBLE.—The term ‘quali-
fied zone (Z? loyee ;:ihal(ll nolt (iinclude—
“(A) any individual described in subparagraph (A), (B),
or (C) of section 51(iX1), paragraph (4), (B)
“B) _any 5-percent owner (as defined in section
416GX1XB),
.0 any individual employed by the employer at any
facility described in section 144(cX6)XB), and
“D) any individual employed by the employer in a
trade or business the principal activity of which is farming
(within the meaning of subparagraphs (A) or (B) of section
2032A(eX5)), but only if, as of the close of the taxable year,
the sum of—

“(i) the aggregate unadjusted bases (or, if greater,
the fair market value) of the assets owned by the em-
ployer which are used in such a trade or business, and

“(ii) the aggregate value of assets leased by the em-
ployer which are used in such a trade or business (as
determined under regulations prescribed by the Secre-

tary)
exceeds $500,000.

“(d) EARLY TERMINATION OF EMPLOYMENT By EMPLOYER.—

“(1) IN GENERAL.—If the employment of any employee is ter-
minated by the taxpayer before the day 1 year after the day on
which such employee began work for the employer—

“YA) no wages with respect to such employee shall be
taken into account under subsection (a) for the taxable year
in which such employment is terminated, and

‘AB) the tax under this chapter for the taxable year in
which such employment is terminated shall be increased by
the aggregate credits (if any) allowed under section 38(a) for
prior taxable years by reason of wages taken into account
with respect to such employee.

“42) CARRYBACKS AND CARRYOVERS ADJUSTED.—In the case
of any termination of employment to which paragraph (1) ap-
plies, the carrybacks and carryovers under section 39 shall be
properly adjusted.

“(3) SUBSECTION NOT TO APPLY IN CERTAIN CASES.—

“‘A) IN GENERAL.—Paragraph (1) shall not apply to—

“li) a termination of employment of an employee
who voluntarily leaves the employment of the taxpayer,

‘it) a termination of employment of an individual
who before the close of the period referred to in para-
graph (1) becomes disabled to perform the services of
such employment unless such disability is removed
before the close of such period and the taxpayer fails to
offer reemployment to such individual, or

‘liii) a termination of employment of an individ-
ual if it is determined under the applicable State un-
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employment compensation law that the termination

was due to the misconduct of such individual.

‘““B) CHANGES IN FORM OF BUSINESS.—For purposes of
paragraph (1), the employment relationship between the
taxpayer and an employee shall not be treated as terminat-

“G) by a transaction to which section 381(a) applies
if the employee continues to be employed by the acquir-
ing corporation, or )

“Gi) by reason of a mere change in the form of con-
ducting the trade or business of the taxpayer if the em-
ployee continues to be employed in such trade or busi-
ness and the taxpayer retains a substantial interest in
such trade or business.

“(4) SPECIAL RULE.—Any increase in tax under paragraph
(1) shall not be treated as a tax imposed by this chapter for pur-

oses of—
P 4 “CA) determining the amount of any credit allowable
under this chapter, and

“(B) determining the amount of the tax imposed by sec-
tion 55.

“SEC, 1395. OTHER DEFINITIONS AND SPECIAL RULES.

“ta) WaGES.—For purposes of this subpart, the term ‘wages’ has
the same meaning as when used in section 51.

“®) CoNTROLLED GROUPS.—For purposes of this subpart—

“1) all employers treated as a single employer under sub-
section (a) or (b) of section 52 shall be treated as a single em-
ployer for purposes of this subpart, and

“9) the credit (if any) determined under section 1394 with
respect to each such employer shall be its proportionate share of
the wages giving rise to such credit.

“(c) CERTAIN OTHER RULES MADE APPLICABLE.—For purposes of
this subpart, rules similar to the rules of section 51(k) and subsec-
tions (c), (d), and (e) of section 52 shall apply.

‘“‘d) NoriCE OF AVAILABILITY OF ADVANCE PAYMENT OF
EarnNep INcomME CrEDIT.—Each employer shall take reasonable
steps to notify all qualified zone employees of the availability to eli-
gible individuals of receiving advanced payments of the credit
under section 32 (relating to the earned income credit).

“Subpart B—Investment Incentives

“Sec. 1396. Deduction for purchase of enterprise zone stock.

“Sec. 1397. 50 percent exclusion for gain from new zone investments.
“Sec. 1397A. Nonrecognition of gain from new zone investments.

“Sec. 1397B. Other incentives.

“Sec. 1397C. Enterprise zone business defined.

“SEC. 1396. DEDUCTION FOR PURCHASE OF ENTERPRISE ZONE STOCK.

“(a) GENERAL RULE.—In the case of an individual, there shall
be allowed as a deduction an amount equal to 50 percent of the ag-
gregate amount paid in cash by the taxpayer during the taxable
year for the purchase of enterprise zone stock.

“(b) LIMITATION.—
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“(1) IN GeNERAL.—The maximum amount allowed as a de-
duction under subsection (a) to a taxpayer for the taxable year
shall not exceed the lesser of—

“(A) $25,000, or

“(B) the excess of $250,000 over the amount allowed as
a deduction under this section to the taxpayer for all prior
taxable years.

‘2) Excess AMOUNTS.—If the amount otherwise deductible
by any person under subsection (a) exceeds the limitation under
paragraph (1XA)—

“CqA) the amount o}: such excess shall be treated as an
amount paid to which subsection (a) applies during the
next taxable year, and

“(B) the deduction allowed for any taxable year shall
be allocated proportionately among the enterprise zone
stock purchased by such person on the basis of the respec-
tive purchase prices per share.

“‘3) AGGREGATION WITH FAMILY MEMBERS.—The taxpayer
and members of the taxpayer’s family shall be treated as one
person for purposes of paragrafh (1), and the limitations con-
tained in such paragraph shall be allocated among the taxpay-
er and such members in accordance with their respective pur-
chases of enterprise zone stock. For purposes of this paragraph,
an individual’s family includes only such individual’s spouse
and minor children.

“(c) ENTERPRISE ZONE STOCK.—For purposes of this section—

“1) IN GeNERAL.—The term ‘enterprise zone stock’ means
stock of a corporation if—

“CA) such stock is acquired on original issue from the
corporation, and

“B) such corporation is, at the time of issue, a quali-
fied enterprise zone issuer.

““9) PROCEEDS MUST BE INVESTED IN QUALIFIED ENTERPRISE
ZONE PROPERTY.—

“CA) IN GENERAL.—Such term shall include such stock
only to the extent that the proceeds of such issuance are
used by such issuer during the 12-month period beginning
on the date of issuance to purchase (as defined in section
179(dX?) qualified enterprise zone property.

‘“‘B) QUALIFIED ENTERPRISE ZONE PROPERTY.—For pur-
poses of this section, the term ‘qualified enterprise zone
property’ means property to which section 168 applies—

“(i) the original use of which in a tax enterprise
zone commences with the issuer, and

“ii) substantially all of the use of which is in a
tax enterprise zone.

“3) REDEMPTIONS.—The term ‘enterprise zone stock’ shall
not include-any stock acquired from a corporation which made
a substantial stock redemption or distribution (without a bona
fide business purpose therefor) in an attempt to avoid the pur-
poses of this section. .
“d) QuALIFIED ENTERPRISE ZONE ISSUER.—For purposes o this

section, the term ‘qualified enterprise zone issuer’ means any domes-

tic C corporation if—
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“1) such corporation is an enterprise zone business or, n
the case of a new corporation, such corporation is being orga-
nized for purposes of being an enterprise zone business,

“9) such corporation does not have more than one class of
stock,

“3) the sum of—

“(A) the money,

“(B) the aggregate unadjusted bases of property owned
by such corporation, and _

“(C) the value of property leased to the corporation (as
determined under regulations prescribed by the Secretary),

does not exceed $5,000,000, and _
“}) more than 20 percent of the total voting power, and 20
percent of the total value, of the stock of such corporation is
owned directly by individuals or estates or indirectly by individ-
uals through partnerships or trusts.
The determination under paragraph (3) shall be made as of the time
of issuance of the stock in question but shall include amounts re-
ceived for such stock.

“(e) DISPOSITIONS OF STOCK.—

“(1) Basis REDUCTION.—For purposes of this title, the basis
of any enterprise zone stock shall be reduced by the amount of
the deduction allowed under this section with respect to such
stock.

“09) DEDUCTION RECAPTURED AS ORDINARY INCOME.—For
purposes of section 1245—

“(A) any stock the basis of which is reduced under
paragraph (1) (and any other property the basis of which is
determined in whole or in part by reference to the adjusted
basis ;f such stock) shall be treated as section 1245 proper-
ty, an

“(B) any reduction under paragraph (1) shall be treated
as a deduction allowed for depreciation.

If an exchange of any stock described in paragraph (1) qualifies
under section 354(a), 355(a), or 356(a), the amount of gain recog-
nized under section 1245 by reason of this paragraph shall not
exceed the amount of gain recognized in the exchange (deter-
mined without regard to this paragraph).

“(3) CERTAIN EVENTS TREATED AS DISPOSITIONS.—For pur-
poses of determining the amount treated as ordinary income
under section 1245 by reason of paragraph (2), paragraph (3) of
section 1245(b) (relating to certain tax-free transactions) shall
not apply.

“(4) INTEREST CHARGED IF DISPOSITION WITHIN 5 YEARS OF
PURCHASE.—

“(A) IN GENERAL.—If—

“()) a taxpayer disposes of any enterprise zone stock
with respect to which a deduction was allowed under
subsection (a) (or any other property the basis of which
is determined in whole or in part by reference to the
adjusted basis of such stock) before the end of the 5-
year period beginning on the date such stock was pur-
chased by the taxpayer, and
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“Gi) section 1245(a) applies to such disposition by
reasor. of paragraph (),

then the tax imposed by this chapter for the taxable year in

which such disposition occurs shall be increased by the

amount determined under subparagraph (B).

“(B) ADDITIONAL AMOUNT.—For purposes of subpara-
graph (A), the additional amount shall be equal to the
amount of interest (determined at the rate applicable under
section 6621(aX2) that would accrue—

“() during the period beginning on the date the
stock was purchased by the taxpayer and ending on the
date of such disposition by the taxpayer,

“Gi) on an amount equal to the aggregate decrease
in tax of the taxpayer resulting from the deduction al-
lowid under this subsection (a) with respect to such
stock.

“(C) SpeciAL RULE.—Any increase in tax under sub-
paragraph (A) shall not be treated as a tax imposed by this
chapter for purposes of—

“G) determining the amount of any credit allow-
able under this chapter, and

“(ii) determining the amount of the tax imposed by
section 55.

“4) DISQUALIFICATION.—

‘1) IssUuErR CEASES TO QUALIFY.—If, during the 10-year
period beginning on the date enterprise zone stock was pur-
chased by the taxpayer, the issuer of such stock ceases to be a
qualified enterprise zone issuer (determined without regard to
subsection (dX3)), then notwithstanding any provision of this
subtitle other than paragraph (2), the taxpayer shall be treated
for purposes of subsection (e) as disposing of such stock (and
any other property the basis of which is determined in whole or
in part by reference to the adjusted basis of such stock) during
the taxable year during which such cessation occurs at its fair
market value as of the 1st day of such taxable year.

“(2) CESSATION OF ENTERPRISE ZONE STATUS NOT TO CAUSE
RECAPTURE.—A corporation shall not fail to be treated as a
qualified enterprise zone issuer for purposes of paragraph (1)
solely by reason of the termination or revocation of a tax enter-
prise zone designation.

“le) OrHer SPECIAL RULES.—

‘Y1) APPLICATION OF LIMITS TO PARTNERSHIPS AND S CORPO-
RATIONS.—In the case of a partnership or an S corporation, the
limitations under subsection (b) shall apply at the partner and
shareholder level and shall not apply at the partnership or cor-
poration level.

‘%) DEDUCTION NOT ALLOWED TO ESTATES AND TRUSTS.—KEs-
tates and trusts shall not be treated as individuals for purposes
of this section.

“SEC. 1397. 50 Pﬁ;'zSCENT EXCLUSION FOR GAIN FROM NEW ZONE INVEST-
MENTS.

“(a) GENERAL RUuLE.—In the case of an individual, gross income
shall not include 50 percent of any qualified capital gain recognized
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on the sale or exchange of a qualified zone asset held for more than
5 years. ) ]
Y “(b) QuALIFIED ZONE ASSET.—For purposes of this section—
“1) IN GeNERAL.—The term ‘qualified zone asset’ means—
“CA) any qualified zone stock,
“(B) any qualified zone business property, and
“(C) any qualified zone partnership interest.
“(9) QUALIFIED ZONE STOCK.— _
“A) IN GENERAL.—Except as g)rovided in subparagraph
(B), the term ‘qualified zone stock’ means any stock in a do-
mestic corporation if— o
“li) such stock is acquired by the taxpayer on origi-
nal issue from the corporation solely in exchange for

“Gii) as of the time such stock was issued, such cor-
poration was an enterprise zone business (or, in the
case of a new corporation, such corporation was being
organized, for purposes of being an enterprise zone bust-
ness), and

“Gii) during substantially all of the taxpayer’s
holding period for such stock, such corporation quali-
fied as an enterprise zone business.

‘““B) EXCLUSION OF STOCK FOR WHICH DEDUCTION
UNDER SECTION 1396 ALLOWED.—The term ‘qualified zone
stock’ shall not include any stock the basis of which is re-
duced under section 1396(e)(1).

“C) ReDEMPTIONS.—The term ‘qualified zone stock’
shall not include any stock acquired from a corporation
which made a substantial stock redemption or distribution
(without a bona fide business purpose therefor) in an at-
tempt to avoid the purposes of this section.

‘43) QUALIFIED ZONE BUSINESS PROPERTY.—

“A) IN GENERAL.—The term ‘qualified zone business
property’ means tangible property if—

“(1) such property was acquired by the taxpayer by
purchase (as defined in section 179(d)(2) after the date
on which the designation of the tax enterprise zone
took effect,

“(i1) the original use of such property in a tax en-
terprise zone commences with the taxpayer, and

“(iii) during substantially all of the taxpayer's
holding period for such property, substantially all of
the use of such property was in a tax enterprise zone
and in an enterprise zone business of the taxpayer.

“(B) SPECIAL RULE FOR SUBSTANTIAL IMPROVEMENTS.—
The requirements of clauses (i) and (ii) of subparagraph (A)
shall be treated as satisfied with respect to—

“6i) property which is substantially improved by
the taxpayer, and

“Gv) any land on which such property is located.

For purposes of the preceding sentence, property shall be
treated as substantially improved by the taxpayer if, during
any 24-month period beginning after the date on which the
designation of the tax enterprise zone took effect, additions
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to basis with respect to such property in the hands of the

taxpayer exceed the greater of (i) an amount equal to the

adjusted basis at the beginning of such 24-month period in
the hands of the taxpayer, or (i) $5,000.

“‘C) LiMitAaTION ON LAND.—The term ‘qualified zone
business property’ shall not include land which is not an
integral part of a qualified business (as defined in section
1397C(c)).

“(4) QUALIFIED ZONE PARTNERSHIP INTEREST.—The term
‘qualified zone partnership interest’ means any interest in a
partnership if—

“CA) such interest is acquired by the taxpayer from the
partnership solely in exchange for cash,

“(B) as of the time such interest was acquired, such
partnership was an enterprise zone business (or, in the case
of a new partnership, such partnership was being organized
for purposes of being an enterprise zone business), and

“C) during substantially all of the taxpayer’s holding
period for such interest, such partnership qualified as an
enterprise zone business.

A rule similar to the rule of paragraph (2)(C) shall apply for
purposes of this paragraph.

“(5) TREATMENT OF SUBSEQUENT PURCHASERS.—The term
‘qualified zone asset’ includes any property which would be a
qualified zone asset but for paragraph (2(AXi), (3)(A)Gi), or
(4XA) in the hands of the taxpayer if such property was a quali-
fied zone asset in the hands of any prior holder.

“(6) 10-YEAR SAFE HARBOR.—If any property ceases to be a
qualified zone asset by reason of paragraph (9(AXiii), (3(A)Gii),
or (4XC) after the 10-year period beginning on the date the tax-
Dpayer acquired such property, such property shall continue to be
treated as meeting the requirements of such paragraph; except
that the amount of gain to which subsection (a) applies on any
sale or exchange of such property shall not exceed the amount
which would be qualified capital gain had such property been
sold on the date of such cessation.

“47) TREATMENT OF ZONE TERMINATIONS.—The termination
of any designation of an area as a tax enterprise zone shall be
disregarded for purposes of determining whether any property is
a qualified zone asset.

“lc) Oraer DEFINITIONS AND SPECIAL RULES.—For purposes of
this section— i )

“l1) QUALIFIED CAPITAL GAIN.—Except as otherwise provid-
ed in this subsection, the term ‘qualified capital gain’ means
any long-term capital gain.

“(2) CERTAIN GAIN ON REAL PROPERTY NOT QUALIFIED.—The
term ‘qualified capital gain’ shall not include any gain which
would be treated as ordinary income under section 1250 if sec-
tion 1250 applied to all depreciation rather than the additional
depreciation.

“(3) GAIN ATTRIBUTABLE TO PERIODS AFTER TERMINATION
OF ZONE DESIGNATION NOT QUALIFIED.—The term ‘qualified cap-
ital gain’ shall not include any gain attributable to periods
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after the termination of any designation of an area as a tax en-

terprise zone.

“d) TREATMENT OF PAss-THRU ENTITIES.—

“1) SALES AND EXCHANGES.—Gain on the sale or exchange
of an interest in a pass-thru entity held by the taxpayer (other
than an interest in an entity which was an enterprise zone busi-
ness during substantially all of the period the taxpayer held
such interest) for more than 5 years shall be treated as gain de-
scribed in subsection (a) to the extent such gain is attrzbutqble
to amounts which would be qualified capital gain on qualified
zone assets (determined as if such assets had been sold on the
date of the sale or exchange) held by such entity for more than
5 years and throughout the period the taxpayer held such inter-
est. A rule similar to the rule of paragraph (2)XC) shall apply for
purposes of the preceding sentence.

“2) INCOME INCLUSIONS.—

“(A) IN GENERAL.—Any amount included in income by
reason of holding an interest in a pass-thru entity (other
than an entity which was an enterprise zone business
during substantially all of the period the taxpayer held the
interest to which such inclusion relates) shall be treated as
gain described in subsection (a) if such amount meets the
requirements of subparagraph (B).

“B) REQUIREMENTS.—An amount meets the require-
ments of this subparagraph if—

‘) such amount is attributable to qualified cap-
ital gain recognized on the sale or exchange by the
pass-thru entity of property which is a qualified zone
asset in the hands of such entity and which was held
by such entity for the period required under subsection
(a), and

“ii) such amount is includible in the gross income
of the taxpayer by reason of the holding of an interest
in such entity which was held by the taxpayer on the
date on which such pass-thru entity acquired such
asset and at all times thereafter before the disposition
of such asset by such pass-thru entity.

“(C) LIMITATION BASED ON INTEREST ORIGINALLY HELD
BY TAXPAYER.—Subparagraph (A) shall not apply to any
amount to the extent such amount exceeds the amount to
which subparagraph (A) would have applied if such
amount were determined by reference to the interest the
taxpayer held in the pass-thru entity on the date the quali-
fied zone asset was acquired.

“(3) Pass-THRU ENTITY.—For purposes of this subsection,
the term ‘Pass-thru entity’ means—

“(A) any partnership,

“(B) any S corporation,

“(C) any regulated investment company, and

“CD) any common trust fund.

“le) SALES AND EXCHANGES OF INTERESTS IN PARTNERSHIPS AND
S CorPorRATIONS WHICH ARE QUALIFIED ZONE BUSINESSES.—In the
case of the sale or exchange of an interest in a partnership, or of
stock in an S corporation, which was an enterprise zone business
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during substantially all of the period the taxpayer held such inter-
est or stock, the amount of qualified capital gain shall be deter-
mined without regard to—
“1) any intangible, and any land, which is not an tntegral
panzt of any qualified business (as defined in section 1397C)),
a

“(?) gain attributable to periods before the designation of
an area as a tax enterprize zone.

“(D CErTAIN Tax-FREE AND OTHER TRANSFERS.—For purposes
of this section—

“(0) IN GENERAL.—In the case of a transfer of a qualified
zone asset to which this subsection applies, the transferee shall
be treated as—

“lA) having acquired such asset in the same manner as
the transferor, and

“B) having held such asset during any continuous
period immediately preceding the transfer during which it
was held (or treated as held under this subsection) by the
transferor.

“(2) TRANSFERS TO WHICH SUBSECTION APPLIES.—This sub-
section shall apply to any transfer—

“A) by gift,

“(B) at death, or

“(0O) from a partnership to a partner thereof of a quali-
fied zone asset with respect to which the requirements of
subsection (d)(2) are met at the time of the transfer (without
regard to the 5-year holding requirement).

“(3) CERTAIN RULES MADE APPLICABLE.—Rules similar to
the rules of section 1244(dX?2) shall apply for purposes of this
section.

“@@» CerTAIN BUSINESSES TREATED AS NoTr QUALIFIED Busr-
NESSES.—For purposes of this section and section 1397A, the term
‘enterprise zone business’ has the meaning given such term by sec-
tion 1397C except that, in applying section 1397C for such purposes,
the term ‘qualified business’ shall not include any trade or business
of producing property of a character subject to the allowance for de-
pletion under section 611.

“SEC. 1397A. NONRECOGNITION OF GAIN FROM NEW ZONE INVESTMENTS.

“la) GENERAL RULE.—At the election of an individual, quali-
fied capital gain (within the meaning of section 1397) from the sale
or exchange of a qualified zone asset shall be recognized only to the
extent that—

‘1 the amount realized from such sale or exchange, ex-
ceeds

“C9) the cost (not heretofore taken into account under this
subsection) of any qualified zone asset purchased directly by the
taxpayer during the reinvestment period.

“b) QUALIFIED ZONE ASSET.—For purposes of this section—

“‘1) In GENERAL.—The term ‘qualified zone asset’ has the
meaning given such term by section 1397.

“(9) TIME FOR TESTING.—

“CA) SALES.—In the case of a sale or exchange of prop-
erty, the determination of whether such property is a quali-
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fied zone asset shall be made as of the time of the sale or

exchange.

““B) PurcHASES.—In the case of a purchase of property,
the determination of whether such property is a qualified
zone asset shall be made as of the time of such purchase.

“c) OrHER DEFINITIONS.—For purposes of this section—

“1) REINVESTMENT PERIOD.—The term ‘reinvestment
period’ means, with respect to any sale or exchange, the 6-
month period beginning on the date of such sale or exchange.

“%) PurcHASE.—The term ‘purchase’ has the meaning

iven to such term by section 179(d)(2).

“d) BusINESS or PROPERTY CEASES ToO QUALIFY.— o

“1) IN GENERAL.—If, during the 10-year period beginning
on the date any qualified zone replacement asset was purchased
by the taxpayer, such asset ceases to be a qualified zone asset,
notwithstanding any provision of this subtitle other than para-
graph (3), the taxpayer shall be treated as disposing of such
asset during the taxable year during which such cessation
occurs at its fair market value as of the Ist day of such taxable

ear.

Y “9) LIMITATION ON GAIN RECOGNIZED.—The amount of

gain recognized pursuant to paragraph (1) with respect to any

asset shall not exceed the lesser of—

“A) the amount of gain which was not recognized
under subsection (a) by the reason of the purchase of such
asset, or

“B) the excess of the fair market value referred to in
paragraph (1) over the adjusted basis of such asset.

“(3) CESSATION OF ENTERPRISE ZONE STATUS NOT TO CAUSE
RECAPTURE.—An asset shall not fail to be treated as a qualified
zone asset for purposes of paragraph (1) solely by reason of the
termination of a tax enterprise zone designation.

“(4) QUALIFIED ZONE REPLACEMENT ASSET.—For purposes of
paragraph (1), the term ‘qualified zone replacement asset’
means any qualified zone asset the purchase of which resulted
in the nonrecognition of gain under subsection (a) with respect
to any other property.

‘le) BASIS OF QUALIFIED ZONE REPLACEMENT ASSET.—If gain
from the sale or exchange of any property is not recognized by
reason of subsection (a), such gain shall be applied to reduce (in the
order acquired) the basis of any qualified zone replacement asset (as
deﬂn;d in subsection (d)4)) purchased during the reinvestment
period.

_“) CoorpiNaTioN WitH INSTALLMENT METHOD REPORTING.—
This section shall not apply to any gain from any installment sale
(as defined in section 453(b)) if section 453(a) applies to such sale.

“e) StATUTE OF LIMITATIONS.—If any gain is realized by the
taxpayer on any sale or exchange to which an election under this
section applies, then—

“(1) the statutory period for the assessment of any deficien-
cy with respect to such gain shall not expire before the expira-
tion of 3 years from the date the Secretary is notified by the tax-

payer (in such manner as the Secretary may by regulations pre-
scribe) of— '
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“CtA) the taxpayer's cost of purchasing any qualified
2one replacement asset,

“(B) the taxpayer’s intention not to purchase qualified
zone replacement asset within the reinvestment period, or

“C) a failure to make such purchase within the rein-
vestment period, and
“(2) such deficiency may be assessed before the expiration of

such 3-year period notwithstanding the provisions of any law or

rule of law which would otherwise prevent such assessment.
“SEC. 1397B. ADDITIONAL INCENTIVES.

“la) INCREASE IN EXPENSING UNDER SECTION 179.—In the case
of an enterprise zone business, section 179(bX1) shall be applied by
substituting ‘$20,000’ for ‘$10,000".

‘(b) OrRDINARY L0ss TREATMENT FOR CERTAIN PROPERTY.—

‘1) IN GENERAL.—Loss on any qualified zone asset (as de-
fined in section 1397(b)) held for more than 2 years (5 years in
the case of real property) shall be treated as an ordinary loss.

‘9) ReaL pProPERTY.—For purposes of paragraph (1), the
term ‘real property’ means any property which is section 1250
property (as defined in section 1250(c)).

“(3) SPECIAL RULES.—

“‘CA) CERTAIN RULES MADE APPLICABLE.—For purposes
of tllzis subsection, rules similar to the following rules shall
appey:

“G) Paragraphs (1), (2), and (3) of section 1244(d).
“(ii) Subsections (bX6), (cX3), (d), (e), and (P of sec-

tion 1397.

“(B) COORDINATION WITH SECTION 1231.—Losses treated
as ordinary losses by reason of this subsection shall not be
taken into account in applying section 1231.

“SEC. 1397C. ENTERPRISE ZONE BUSINESS DEFINED.

“(a) IN GENERAL.—For purposes of this subpart, the term ‘enter-
prise zone business’ means—

“(1) any qualified business entity, and
“(2) any qualified proprietorship.

“b) QuALIFIED BUSINESS EntITY.—For purposes of this section,
the term ‘qualified business entity’ means, with respect to any tax-
able year, any corporation or partnership if for such year—

“(1XA) every trade or business of such entity is the active
conduct of a qualified business within a tax enterprise zone,

“B) at least 80 percent of the total gross income of such
entity is derived from the active conduct of such business,

“9) substantially all of the use of the tangible property of
such entity (whether owned or leased) is within a tax enterprise

zone,

“3) substantially all of the intangible property of such
entity is used in, and exclusively related to, the active conduct
of any such business, )

“) substantially all of the services performed for such
entity by its employees are performed in a tax enterprise zone,

“5) at least % of its employees are residents of a tax enter--

prise zone,
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“() less than 5 percent of the average of the aggregate un-
adjusted bases of the property of such entity is attributable to
collectibles (as defined in section 408(mX?2)) other than collect-
ibles that are held primarily for sale to customers in the ordi-
nary course of such business, and

“(7) less than 5 percent of the average of the aggregate un-
adjusted bases of the property of such entity is attributable to
nonqualified financial property. o
“lc) QUALIFIED ProPRIETORSHIP.—For purposes of this section,

the term ‘qualified proprietorship’ means, with respect to any tax-
able year, any qualified business carried on by an individual as a
proprietorship if for such year— ) .

“1) at least 80 percent of the total gross income of such in-
dividual from such business is derived from the active conduct
of such business in a tax enterprise zone, _

“9) substantially all of the use of the tangible property of
such individual in such business (whether owned or leased) is
within a tax enterprise zone,

“9) substantially all of the intangible property of such
business is used in, and exclusively related to, the active con-
duct of such business,

“4) substantially all of the services performed for such in-
dividual in such business by employees of such business are per-
formed in a tax enterprise zone,

“5) at least % of such employees are residents of a tax en-
terprise zone,

“6) less than 5 percent of the average of the aggregate un-
adjusted bases of the property of such individual which is used
in such business is attributable to collectibles (as defined in sec-
tion 408(m)X3) other than collectibles that are held primarily
fordsale to customers in the ordinary course of such business,
an

“7) less than 5 percent of the average of the aggregate un-
adjusted bases of the property of such individual which is used
in such business is attributable to nonqualified financial prop-
erty.

For purposes of this subsection, the term ‘employee’ includes the pro-
prietor.
“d) QuaLiFiED BUSINESS.—For purposes of this section—

“(1) IN GENERAL.—Except as otherwise provided in this sub-
section, the term ‘qualified business’ means any trade or busi-
ness.

‘2) RENTAL OF REAL PROPERTY.—The rental to others of
real property located in a tax enterprise zone shall be treated as
a qualified business if and only if—

~“(A) in the case of real property which is not residen-
tial rental property (as defined in section 168(eX2), the
lessee is an enterprise zone business, or
~ “(B) in the case of residential rental property (as so de-
fined)—
“6i) such property was originally placed in service
after the date the tax enterprise zone was designated,
or
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. “Gi) such property is rehabilitated after such date
in a rehabilitation which meets requirements based on
the principles of section 42(eX3).

“(3) RENTAL OF TANGIBLE PERSONAL PROPERTY.—The rental
to others of tangible personal property shall be treated as a
qualified business if and only if substantially all of the rental
of such property is by enterprise zone businesses or by residents
of a tax enterprise zone.

“(4) TREATMENT OF BUSINESS HOLDING INTANGIBLES.—The
term ‘qualified business’ shall not include any trade or business
consisting predominantly of the development or holding of in-
tangibles for sale or license.

“(5) CERTAIN BUSINESSES EXCLUDED.—The term ‘qualified
business’ shall not include—

“(A) any trade or business consisting of the operation of
any facility described in section 144(cX6XB), and

“(B) any trade or business the principal activity of
which is farming (within the meaning of subparagraphs

(A) or (B) of section 2032A(eX5)), but only if, as of the close

of the preceding taxable year, the sum of—

“6) the aggregate unadjusted bases (or, if greater,
the fair market value) of the assets owned by the tax-
payer which are used in such a trade or business, and

“(ii) the aggregate value of assets leased by the tax-

yer which are used in such a trade or business,
exceeds $500,000.

For purposes of subparagraph (B), rules similar to the rules of

section 1395(b) shall apply.

“le) NonQuALIFIED FINANCIAL PROPERTY.—For purposes of this
section, the term ‘nonqualified financial property’ means debt, stock,
partnership interests, options, futures contracts, forward contracts,
warrants, notional principal contracts, annuities, and other similar
property specified in regulations; except that such term shall not in-
clude—

“1) reasonable amounts of working capital held in cash,
cash equivalents, or debt instruments with a term of 18 months
or less, or

““9) debt instruments described in section 1221(}).

“Subpart C—Regulations

“Sec. 1397C. Regulations.

“SEC. 1397C. REGULATIONS.
“The Secretary shall prescribe such regulations as may be neces-
sary or appropriate to carry out the purposes of this part, includ-

L e

"8 “C1) regulations limiting the benefit of this part in circum-
stances where such benefits, in combination with benefits pro-
vided under other Federal programs, would result in an activity
being 100 percent or more subsidized by the Federal Govern-
ment,

“2) regulations preventing abuse of the provisions of this

part, and
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“(3) regulations dealing with inadvertent failures of enti-
ties to be qualified zone businesses.”.

(b) CLerICAL AMENDMENT.—The table of subchapters for chap-
ter 1 is amended by inserting after the item relating to subchapter T
the following new item:

“Subchapter U, Designation and treatment of tax enterprise zones.”

SEC. 1103. TECHNICAL AND CONFORMING AMENDMENTS.
(a) ENTERPRISE ZONE EMPLOYMENT CREDIT PART OF GENERAL
BusINess CREDIT.— .

(1) Subsection (b) of section 38 (relating to current year busi-
ness credit) is amended by striking ‘“plus” at the end of para-
graph (6), by striking the period at the end of paragraph (7) and
inserting “, plus”, and by adding at the end the following new
paragraph:

(8) the enterprise zone employment credit determined
under section 1394(a).”

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

“(3) No CARRYBACK OF SECTION 139, CREDIT BEFORE ENACT-
MENT.—No portion of the unused business credit for any taxable
year which is attributable to the enterprise zone employment
credit determined under section 1394 may be carried to a tax-
;%2 year ending before the date of the enactment of section
(b) NONITEMIZERS ALLOWED DEDUCTION FOR ENTERPRISE ZONE

Stock.—Subsection (a) of section 62 is amended by adding at the
end thereof the following new paragraph:

“(14) ENTERPRISE zZONE STOCK.—The deduction allowed by
section 1396.”

(c) DEniAL oF DEDUCTION FOR PORTION OF WAGES EquaL to
ENTERPRISE ZONE EMPLOYMENT CREDIT. —

(1) Subsection (a) of section 280C (relating to rule for target-
ed jobs credit) is amended—

(A) by striking “the amount of the credit determined
for the taxable year under section 51(a)” and inserting “the
sum of the credits determined for the taxable Yyear under
sections 51(a) and 1394(a)”’ and

(B) by striking “TARGETED JoBs CREDIT” in the subsec-
tion heading and inserting “EMPLOYMENT CREDITS”.

(2) Subsection (c) of section 196 (relating to deduction for
certain unused business credits) is amended by striking “and”
at the end of paragraph (}), by striking the period at the end of
paragraph (5) and inserting % and ) and by adding at the end
the fo(lé)owz;tzg new paragraph.

“ lne enterprise zone empl ; ;
under section 199 (é’ 5 ployment credit determined
(d) 0(71%121)2 gMENDMENTS.—

ection 179(d)(2) (relating to modifications with re
‘;g;cst to net operating loss deduction) is amended to read as fol-
“(?2) CAPITAL GAINS AND LOSSES OF TAXPAYERS OTHER
THAN
;%Iril}’—()RATIONS. In the case of a taxpayer other than a corpora-
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“(A) the amount deductible on account of losses from
sales or exchanges of capital assets shall not exceed the
amount includable on account of gains from sales or ex-
changes of capital assets; and

“(B) the exclusion provided by section 1397 shall not be
allowed.”

(B) Subparagraph (B) of section 172(d)(}) is amended by in-
serting “, (2XB),” after “paragraph (1)".

(2) Subsection (c) of section 381 (relating to carryovers in
certain corporate acquisitions) is amended by adding at the end
the following new paragraph:

“(26) ENTERPRISE ZONE PROVISIONS.—The acquiring corpo-
ration shall take into account (to the extent proper to carry out
the purposes of this section and subchapter U, and under such
regulations as may be prescribed by the Secretary) the items re-
quired to be taken into account for purposes of subchapter U in
respect of the distributor or transferor corporation.”

; (3) Paragraph (4) of section 642(c) is amended to read as fol-
ows:

“t4) ADJusTMENTS.—To0 the extent that the amount other-
wise allowable as a deduction under this subsection consists of
gain described in section 1397(a), proper adjustment shall be
made for any exclusion allowable to the estate or trust under
section 1397. In the case of a trust, the deduction allowed by
this subsection shall be subject to section 681 (relating to unre-
lated business income).”

(4) Paragraph (3) of section 643(a) is amended by adding at
the end thereof the following new sentence: “The exclusion
under section 1397 shall not be taken into account.”

(5) Paragraph (4) of section 691(c) is amended by striking
“1201, and 1211 and inserting “1201, 1397, and 1211

(6) The second sentence of paragraph (2) of section 871(a) is
amended by inserting “such gains and losses shall be deter-
mined without regard to section 1397 and’ after “except that”.

(7) Paragraph (1) of section 1371(d) (relating to coordination
with investment credit recapture) is amended by inserting before
the period at the end the following “and for purposes of sections
1394(d)3)". )

(8) Subsection (a) of section 1016 (relating to adjustments to
basis) is amended by striking “and” at the end of paragraph
(23), by striking the period at the end of paragraph (24) and in-
serting a semicolon, and by adding at the end thereof the fol-
lowing new paragraphs: _ '

“25) in the case of stock with respect to which a deduction
was allowed under section 1396(a), to the extent provided in sec-
tion 1396(e); and ‘

“26) in the case of property the acquisition of which result-
ed under section 1397A in the nonrecognition of any part of the
gain realized on the sale or exchange of other property, to the
extent provided in section 1397A(e).” .

(9) Section 1223 (relating to holding period of property) is
amended by redesignating paragraph (15) as paragraph (16) and
by inserting after paragraph (1}) the following new paragraph:
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“15) In determining the period for which the taxpayer has
held property the acquisition of which resulted under section
13974 in the nonrecognition of any part of the gain realized on
the sale or exchange of any qualified zone asset (as defined in
section 1397A)), there shall be included the period for which
such asset had been held as of the date of such sale or ex-
change.”

SEC. 1104. EFFECTIVE DATE. ]

(a) GENERAL RurLe.—The amendments made by this part shall
take effect on the date of the enactment of this Act.

(b) REQUIREMENT FOR RULES.—Not later than the date 4
months after the date of the enactment of this Act, the appropriate
Secretaries shall issue rules— o

(1) establishing the procedures for nominating areas for
designation as lax enterprise zones, ) )

(2) establishing a method for comparing the factors listed
in section 1392(d) of the Internal Revenue Code of 1986 (as
added by this part), '

(3) establishing recordkeeping requirements necessary or ap-
propriate to assist the studies required by part IV, and

(4) providing that State and local governments shall have
at least 30 days after such rules are published to file applica-
tions for nominated areas before such applications are evaluat-
ed and compared and any area designated as a tax enterprise
zone.

PART II—REDEVELOPMENT BONDS FOR TAX
ENTERPRISE ZONES

SEC. 1111. SPECIAL RULES FOR REDEVELOPMENT BONDS PROVIDING FI-
NANCING FOR TAX ENTERPRISE ZONES.

(a) IN GENERAL.—Subsection (c) of section 144 (relating to quali-
fied redevelopment bonds) is amended by adding at the end thereof
the following new paragraph:

“(9) SPECIAL RULES FOR TAX ENTERPRISE ZONES.—For pur-
poses of this subsection, in the case of bonds issued during the
60-month period beginning on the date a tax enterprise zone is
designated—

‘YfA) TREATMENT AS DESIGNATED BLIGHTED AREA.—
Such tax enterprise zone shall be treated as a designated
blighted area during such 60-month period (or, if shorter,
the period such designation is in effect). Any area designat-
ed by reason of the preceding sentence shall not be taken
into account in applyng paragraph (4)XC).

“(B) SEcUrITY FOR BONDS.—The requirements of para-
graph (2XB) shall be treated as met with respect to a fi-
nanced area that is within a tax enterprise zone if the gen-
eral purpose governmental unit guarantees the payment of
principal and interest on the issue either directly or
through insurance, a letter of credit, or a similar agreement
but only if the cost thereof is financed other than with pro-
ceeds of any tax-exempt private activity bond or earnings on
such proceeds.
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“lC) EXPANSION OF REDEVELOPMENT PURPOSES.—

“() IN GENERAL—The term ‘redevelopment pur-
poses’ includes the making of loans to any enterprise
zone business (as defined in section 1397B) for—

“() the acquisition of land within the tax en-
terprise zone for use in such business, or

_ “dD the acquisition, construction, reconstruc-
tion, or improvement by such business of land, or
property of a character subject to the allowance for
depreciation, for use in such business.

“(t1) $2,500,000 LimrratioN.—Clause (i) shall apply
to loans made to any enterprise zone business only if
the aggregate principal amount of such loans (whether
or not financed by the same issue) does not exceed
$2,500,000. For purposes of the preceding sentence, all
persons treated as a single employer under subsection
(@) or (b) of section 52 shall be treated as 1 person.

“(iti) LOANS MUST BE MADE WITHIN 18 MONTHS
AFTER BONDS ISSUED; REPAYMENTS MUST BE USED FOR
REDEMPTIONS.—Clause (i) shall apply only to loans—

“‘D made during the 18-month period begin-
ning on the date of issuance of the issue financing
such loan,

“aD) repayments of principal on which are
used not later than the close of the Ist semiannual
period beginning after the date the repayment is
received to redeem bonds which are part of such
issue, and

“dID the effective rate of interest on which
does not exceed the yield on the issue by more than
0.125 percentage poindts.

In determining the effective rate of interest for pur-

poses of subclause (III), there shall be taken into ac-

count all fees, charges, and other amounts (other than
amounts for any credit report) borne by the borrower
which are attributable to the loan or the bond issue.

“liv) Housing LoaNS ExcLUDED.—Clause (i) shall
not apply to any loan to be used directly or indirectly
to provide residential real property.

“v) COORDINATION WITH RESTRICTIONS ON USE OF
PROCEEDS.—Paragraphs (6) and (8) shall apply not-
withstanding clause (i); except that in applying para-
graph (6), subsection (a)8) shall be treated as not in-
cluding a reference to a facility the primary purpose of
which is retail food services.

‘D) IsSUER TO DESIGNATE AMOUNT OF ISSUE TO BE
USED FOR LOANS.—Subparagraph (C) shall not apply with
respect to any issue unless the issuer designates before the
date of issuance the amount of the proceeds of such issue
which is to be used for loans to which subparagraph (CXi)
applies. If such amount exceeds the principal amount of
loans to which subparagraph (CXi) applies, an amount of
proceeds equal to such excess shall be used not later than
the close of the Ist semiannual period beginning after the
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close of the 18-month period referred to in subparagraph
(CXiii) to redeem bonds which are part of such issue.

‘“E) DE MINIMIS REDEMPTIONS NOT REQUIRED.—Sub-
paragraphs (CXiii) and (D) shall not be construed to require
amounts of less than $250,000 to be used to redeem bonds.
The Secretary may by regulation treat related issues as I
issue for purposes of the preceding sentence.

“(F) PENALTY.— '

“G) IN GENERAL.—In the case of property with re-
spect to which financing was provided under this para-
graph, if at any time during the 10-period beginning on
the date such financing was provided—

“(I) such property ceases to be in use in an en-
terprise zone business (as defined in section 1397B),

“II) substantially all of the use of such prop-
erty ceases to be in a tax enterprise zone,
there is hereby imposed on the trade or business to
which such financing was provided a penalty equal to
1.25 percent of so much of the face amount of all fi-
nancing provided (whether or not from the same issue
and whether or not such issue is outstanding) before
such cessation to the trade or business using such prop-
erty.
“Gii) No PENALTY BY REASON OF ZONE TERMINA-

TION.—No penalty shall be imposed under clause (i)

solely by reason of the termination or revocation of a

tax enterprise zone designation.

“Gii) ExceprioN FoOr BANKRUPTCY.—Clause (i)
shall not apply to any cessation resulting from bank-
ruptcy.”’

(b) Vorume Cap ONLY CHARGED WitH 50 PERCENT OF TAx EN-
TERPRISE ZONE REDEVELOPMENT BoNnDs.—Subsection (g) of section
146 is amended by striking “and’” at the end of paragraph (3), by
striking the period at the end of paragraph (}) and inserting
and ’}’,l and by adding at the end thereof the following new para-
graph:

‘ ‘(‘i(5) 50 percent of any qualified redevelopment bond

issued—

“lA) as part of an issue 95 percent or more of the net
proceeds of which are to be used for 1 or more redevelop-
ment purposes (as defined in section 144(c) in a tax enter-
prise zone, and

“(B) during the 60-month period beginning on the date
of the designation of such zone.”

(c) PENALTIES FOR LOANS MADE To BUSINESSES THAT CeASE To
Be ENTERPRISE ZONE BUSINESSES, Erc.—Subsection (b) of section
150 is amended by adding at the end thereof the following new
paragraph:

“(6) ENTERPRISE ZONE REDEVELOPMENT BONDS.—In the case
of any financing provided by an issue the interest on which is
exempt from tax by reason of section 144(c)X9)—

“A) IN GENERAL.—No deduction shall be allowed
under this chapter for interest on such financing which ac-
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crues during the period beginning on the first day of the
calendar year which includes the date on which—
“Gi) the trade or business to which the financing
was provided ceases to be an enterprise zone business
(as defined in section 1397B), or
“(ii) substantially all of the use of the property (de-
termined in accordance with subchapter U) with re-
spect to which the financing was provided ceases to be
in a tax enterprise zone.
The preceding sentence shall not apply solely by reason of
the termination or revocation of a tax enterprise zone desig-
naton.
‘‘B) ExceprioN FOR BANKRUPTCY.—This paragraph
shq,ll not apply to any cessation resulting from bankrupt-

PART III—CREDIT FOR CONTRIBUTIONS TO CER-
g?OHA\;S COMMUNITY DEVELOPMENT CORPORA-

SEC. 1121. CREDIT FOR CONTRIBUTIONS TO CERTAIN COMMUNITY DEVEL-
OPMENT CORPORATIONS.

(a) IN GENERAL.—For purposes of section 38 of the Internal Rev-
enue Code of 1986, the current year business credit shall include the
credit determined under this section.

(b) DETERMINATION OF CREDIT.—The credit determined under
this section for each taxable year in the credit period with respect to
any qualified CDC contribution made by the taxpayer is an amount
equal to 5 percent of such contribution.

(c) Creprr Periop.—For purposes of this section, the credit
period with respect to any qualified CDC contribution is the period
of 10 taxable years beginning with the taxable year during which
such contribution was made.

(d) Quaririep CDC CoNTRIBUTION.—For purposes of this sec-
tion—

(1) In GeNEraL.—The term “qualified CDC contribution”
means any transfer of cash—

(A) which is made to a selected community develop-
ment corporation during the 5-year period beginning on the
date such corporation was selected for purposes of this sec-
tion,

(B) the amount of which is available for use by such
corporation for at least 10 years,

(C) which is to be used by such corporation for quali-
fied low-income assistance within its operational area, and

(D) which is designated by such corporation for pur-
poses of this section.

(2) LIMITATIONS ON AMOUNT DESIGNATED.—The aggregate
amount of contributions to a selected community development
corporation which may be designated by such corporation shall
not exceed $2,000,000.

(e) SELECTED COMMUNITY DEVELOPMENT CORPORATIONS.—
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(1) IN GENERAL.—For purposes of this section, the term ‘“se-
lected community development corporation’ means any corpora-
tion—

(A) which is described in section 501(c)3) of such Code
and exempt from tax under section 501(a) of such Code,

(B) the principal purposes of which include promoting
employment of, and business opportunities for, low-income
individuals who are residents of the operational area, and

(C) which is selected by the Secretary of Housing and
Urban Development for purposes of this section.

(2) ONLY 10 CORPORATIONS MAY BE SELECTED.—

(A) In GENERAL.—The Secretary of Housing and Urban
Development may select 10 corporations for purposes of this
section, subject to the availability of eligible corporations.
Such selections may be made only before January 1, 1994.
At least 4 of the operational areas of the corporations se-
lected must be rural areas (as defined by 1393(6) of such
Code).

(B) PRIORITY OF DESIGNATIONS.—In selecting corpora-
tions for purposes of this section, such Secretary shall give
priority to corporations with a demonstrated record of per-
formance in administering community development pro-
grams which target at least 75 percent of the jobs emanat-
ing from their investment funds to low income or unem-
ployed individuals.

(3) OPERATIONAL AREAS MUST HAVE CERTAIN CHARACTERIS-
TICS.—A corporation may be selected for purposes of this section
only if its operational area meets the following criteria:

(A) The area meets the size requirements under para-
graph (1)(C) or (2)(C) of section 1391(b) which would apply if
such area were to be designated as a tax enterprise zone.

(B) The unemployment rate (as determined by the ap-
propriate available data) is not less than the national un-
employment rate.

(C) The median family income of residents of such area
does not exceed 80 percent of the median gross income of
residents of the jurisdiction of the local government which
includes such area.

() QUALIFIED Low-INcoME AsSISTANCE.—For purposes of this
section, the term ‘‘qualified low-income assistance” means assist-
ance—

) which.is designed to provide employment of, and busi-
ness opportunities for, low-income individuals who are residents
(t)'f the ogerational area of the community development corpora-

ton, an

(2) which is approved by the Secretary of Housing and
Urban Development.
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PART IV—INDIAN EMPLOYMENT AND
INVESTMENT

SEC. 1131. IN ;’%‘gg&lE‘NT TAX CREDIT FOR PROPERTY ON INDIAN RESERVA-

(@) ALLOWANCE OF INDIAN RESERVATION CREDIT.—Section 46
(relating to investment credits) is amended by striking “and” at the
end of paragraph (2), by striking the period at the end of paragraph
(3) and inserting “, and’, and by adding after paragraph (3) the fol-
lowing new paragraph:

“U4) the Indian reservation credit.”

(b) AMOUNT OF INDIAN RESERVATION CREDIT.—

(1) IN GENERAL.—Section 48 (relating to the energy credit
and the reforestation credit) is amended by adding after subsec-
tion (b) the following new subsection:

“4c) INDIAN RESERVATION CREDIT.—

““1) IN GENERAL.—For purposes of section 46, the Indian
reservation credit for any taxable year is the Indian reservation
percentage of the qualified investment in qualified Indian reser-
vation property placed in service during such taxable year, de-
termined in accordance with the following table:

“In the case of qualified Indian reserva- The Indian reservation percentage is:
tion property which is: T T

Reservation personal property..........ivivsneiscvsnnsssissssans 10

New reservation consStruction Property ...t 15

Reservation infrastructure inUEStMENL . .........ccvcvivevierivevierseveiseenesnseas 15.

“42) QUALIFIED INVESTMENT IN QUALIFIED INDIAN RESERVA-
TION PROPERTY DEFINED.—For purposes of this subpart—
“CA) IN GENERAL.—The term ‘qualified Indian reserva-
tion property’ means property—
“ti) which is—
“D reservation personal property,
“II) new reservation construction property, or
“III) reservation infrastructure investment,
and
“(ii) not acquired (directly or indirectly) by the tax-
payer from a person who is related to the taxpayer
(within the meaning of section 465(b)S)IC)).
The term ‘qualified Indian reservation property’ does not
include any property (or any portion thereof) placed in serv-
ice for purposes of conducting or housing class 1, II, or IIT
gaming (as defined in section 4 of the Indian Regulatory
Act (25 U.S.C. 2703). _

“B) QUALIFIED INVESTMENT.—The term ‘qualified in-
vestment’ means—

“i) in the case of reservation infrastructure invest-
ment, the amount expended by the taxpayer for the ac-
quisition or construction of the reservation infrastruc-
ture investment; and

“tit) in the case of all other qualified Indian reser-
vation property, the taxpayer’s basis for such property.
“(C) RESERVATION PERSONAL PROPERTY.—The term ‘res-

ervation personal property’ means qualified personal prop-
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erty which is used by the taxpayer predominantly in the
active conduct of a trade or business within an Indian res-
ervation. Property shall not be treated as ‘reservation per-
sonal property’ if it is used or located outside the Indian
reservation on a regular basis. . )
“(D) QUALIFIED PERSONAL PROPEt'RTY.—The term ‘quali-
ied personal property’ means property—
fied p “4) fgr ihich depreciation is allowable under sec-

tion 168,

“Gt) which is not—

“I) nonresidential real property,
“ID) residential rental property, or
“TII) real property which is not described in
@D or (ID and which has a class life of more than
12.5 years. .
For purposes of this subparagraph, the terms ‘nonresiden-
tial real property’, ‘residential rental property’, and ‘class
life’ have the respective meanings given such terms by sec-
tion 168.

““E) NEW RESERVATION CONSTRUCTION PROPERTY.—The
term ‘new reservation construction property’ means quali-
fied real property—

“i) which is located in an Indian reservation,

“(ii) which is used by the taxpayer predominantly
in the active conduct of a trade or business within an
Indian reservation, and

“6ii) which is originally placed in service by the
taxpayer.

“(F) QUALIFIED REAL PROPERTY.—The term ‘qualified
real property’ means property for which depreciation is al-
lowable under section 168 and which is described in clause
), (D), or (II1) of subparagraph (D)(ii).

“{G) RESERVATION INFRASTRUCTURE INVESTMENT.—

“G) IN GENERAL.—The term ‘reservation infrastruc-
ture investment’ means qualified personal property or
qualified real property which—

“(D benefits the tribal infrastructure,

“a1) is available to the general public, and

“IID is placed in service in connection with
the taxpayer’s active conduct of a trade or business
within an Indian reservation.

“(ii) PROPERTY MAY BE LOCATED OUTSIDE THE RES-
ERVATION.—Qualified personal property and qualified
real property used or located outside an Indian reserva-
tion shall be reservation infrastructure investment only
if its purpose is to connect to existing tribal infrastruc-
ture in the reservation, and shall include, but not be
limited to, roads, power lines, water systems, railroad
spurs, and communications facilities.

“(H) COORDINATIION WITH OTHER CREDITS.—The term
‘qualified Indian reservation property’ shall not include
any property with respect to which the energy credit or the
rehabilitation credit is allowed.
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“9) REAL ESTATE RENTALS.—For purposes of this section,
the rental to others of real property located within an Indian
reservation shall be treated as the active conduct of a trade or
business in an Indian reservation.

“(4) INDIAN RESERVATION DEFINED.—For purposes of this
subpart, the term ‘Indian reservation’ means a reservation, as
defined in—

“(A) section 3(d) of the Indian Financing Act of 197}
(25 U.S.C. 1452(d)), or

“(B) section 4(10) of the Indian Child Welfare Act of
1978 (25 U.S.C. 1903(10)).

“5) LIMITATION BASED ON UNEMPLOYMENT.—

“{A) GENERAL RULE.—The Indian reservation credit al-
lowed under section 46 for any taxable year shall equal—

‘@) if the Indian unemployment rate on the appli-
cable Indian reservation for which the credit is sought
exceeds 300 percent of the national average unemploy-
ment rale at any time during the calendar year in
which the property is placed in service or during the
immediately preceding 2 calendar years, 100 percent of
such credit,

“Gi) if such Indian unemployment rate exceeds 150
pe;;ent but not 300 percent, 50 percent of such credit,

a

“@ii) if such Indian unemployment rate does not
exceed 150 percent, 0 percent of such credit.

“(B) SPECIAL RULE FOR LARGE PROJECTS.—In the case
of a qualified Indian reservation property which has (or is
a component of a project which has) a projected construc-
tion period of more than 2 years or a cost of more than
$1,000,000, subparagraph (A) shall apply by substituting
‘during the earlier of the calendar year in which the tax-
Dpayer enters into a binding agreement to make a qualified
investment or the first calendar year in which the taxpayer
has expended at least 10 percent of the taxpayer’s qualified
investment, or the preceding calendar year’ for ‘during the
calendar year in which the property is placed in service or
during the immediately preceding 2 calendar years’.

“‘C) DETERMINATION OF INDIAN UNEMPLOYMENT.—For
purposes of this paragraph, with respect to any Indian res-
ervation, the Indian unemployment rate shall be based
upon Indians unemployed and able to work, and shall be
certified by the Secretary of the Interior.

“6) COORDINATION WITH NONREVENUE LAWS.—Any refer-
ence in this subsection to a provision not contained in this title
shall be treated for purposes of this subsection as a reference to
such prouvision as in effect on the date of the enactment of this
paragraph.”

(2) LoDGING TO QUALIFY.—Paragraph (2) of section 50(b) (re-
lating to property used for lodging) is amended—

(A) by striking “and” at the end of subparagraph (C),

(B) by striking the period at the end of subparagraph
(D) and inserting *; and,” and
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(C) by adding at the end thereof the following subpara-
graph: ) ,

“E) new reservation construction property.”

(¢) REcAPTURE.—Subsection (a) of section 50 (relating to recap-
ture in case of dispositions, etc.), is amended by adding at the end
thereof the following new paragraph:

“(6) SPECIAL RULES FOR INDIAN RESERVATION PROPERTY.—

“(A) IN GENERAL.—If, during any taxable year, property
with respect to which the taxpayer claimed an Indian reser-
vation credit—

“G) is disposed of, or
“Gi) in the case of reservation personal property—
“I) otherwise ceases to be investment credit
property with respect to the taxpayer, or
“(II) is removed from the Indian reservation,
converted or otherwise ceases to be Indian reserva-
tion property,
the tax under this chapter for such taxable year shall be
increased by the amount described in subparagraph (B).

“(B) AMOUNT OF INCREASE.—The increase in tax under
subparagraph (A) shall equal the aggregate decrease in the
credits allowed under section 38 by reason of section 48(c)
for all prior taxable years which would have resulted had
the qualified investment taken into account with respect to
the property been limited to an amount which bears the
same ratio to the qualified investment with respect to such
property as the period such property was held by the tax-
nger bears to the applicable recovery period under section
168(g).

‘C) COORDINATION WITH OTHER RECAPTURE PROVI-
s1ons.—In the case of property to which this paragraph ap-
plies, paragraph (1) shall not apply and the rules of para-
graphs (3), (4), and (5) shall apply.”

(d) Basis ApJusTMENT To REFLECT INVESTMENT CREDIT.—
Paragraph (3) of section 50(c) (relating to basis adjustment to invest-
ment credit property) is amended by striking ‘“‘energy credit or refor-
estation credit” and inserting ‘“energy credit, reforestation credit or
Indian reservation credit other than with respect to any expenditure
for new reservation construction property”.

(¢) CERTAIN GOVERNMENTAL USE PROPERTY TO QUALIFY.—
Paragraph (}) of section 50(b) (relating to property used by govern-
mental units or foreign persons or entities) is amended by redesig-
nating subparagraphs (D) and (E) as subparagraphs (E) and (F), re-
spectively, and inserting after subparagraph (C) the following new
subparagraph:

“(D) EXCEPTION FOR RESERVATION INFRASTRUCTURE IN-
vESTMENT.—This paragraph shall not apply for purposes of
determining the Indian reservation credit with respect to
reservation infrastructure investment.”

() AppLicaTION OF AT-Risk RuLEs.—Subparagraph (C) of sec-
tion 49(a)1) is amended by striking “and” at the end of clause (ii),
by striking the period at the end of clause (iii) and inserting
and’”, and by adding at the end the following new clause:
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“iv) the qualified investment in qualified Indian
reservation property.”’

(8) CLERICAL AMENDMENTS.—

(1) The caption of section 48 is amended by deleting the
period at the end thereof and adding “; INDIAN RESERVATION
CREDIT.”

(2) The table of sections for subpart E of part IV of sub-
chapter A of chapter 1 is amended by striking out the item re-
lating to section 48 and inserting the following:

“Sec. 48. Energy credit; reforestation credit; Indian reservation

credit.”

(h) EFreEcTIVE DATE.—The amendments made by this section
shall apply to property placed in service after December 31, 1992.
SEC. 1132. INDIAN EMPLOYMENT CREDIT.

(a) ALLOWANCE OF INDIAN EMPLOYMENT CREDIT.—Section 38(b)
(relating to general business credits), as amended by section 1103, is
amended by striking “plus” at the end of paragraph (7), by striking
the period at the end of paragraph (8) and inserting “, plus”, and by
adding after paragraph (8) the following new paragraph:

“(9) the Indian employment credit as determined under sec-
tion 45(a).”

(b) AMOUNT OF INDIAN EMPLOYMENT CREDIT.—Subpart D of
Part IV of subchapter A of chapter 1 (relating to business related
credits) is amended by adding at the end thereof the following new
section:

“SEC. 45. INDIAN EMPLOYMENT CREDIT.

“la) AMOUNT oF CREDIT.—

“(1) IN GeNERAL.—For purposes of section 38, the amount of
the Indian employment credit determined under this section
with respect to any employer for any taxable year is 10 percent
(30 percent in the case of an employer with at least 85 percent
Indian employees throughout the taxable year) of the sum of—

‘lA) the qualified wages paid or incurred during such
taxable year, plus A

“(B) qualified employee health insurance costs paid or
incurred during such taxable year.

In no event shall the amount of the Indian employment credit

for any taxable year exceed the credit limitation amount deter-

mined under subsection (e) for such taxabale year.

“2) INpDIAN EMPLOYEE.—For purposes of paragraph (1), the

_ term ‘Indian employee’ means an employee who is an enrolled
member of an Indian tribe or the spouse of such a member.

“tb) QuaLIFIED WAGES;, QUALIFIED EMPLOYEE HEALTH INSUR-
ANCE Costs.—For purposes of this section—

‘1) QUALIFIED WAGES.—

““A) In GENERAL.—The term ‘qualified wages’ means
any wages paid or incurred by an employer for services per-
formed by an employee while such employee is a qualified
employee.

“4B) COORDINATION WITH TARGETED JOBS CREDIT.—The
term ‘qualified wages’ shall not include wages attributable
to service rendered during the 1-year period beginning with
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the day the individual begins work for the employer if any

portion of such wages is taken into account in determining

the credit under section 51.

“(9) QUALIFIED EMPLOYEE HEALTH INSURANCE COSTS.—

“A) IN GeNERAL.—The term ‘qualified employee health
insurance costs’ means any amount paid or incurred by an
employer for health insurance to the extent such amount is
attributable to coverage provided to any employee while
such employee is a qualified employee.

““B) EXCEPTION FOR AMOUNTS PAID UNDER SALARY RE-
DUCTION ARRANGEMENTS.—No amount paid or incurred for
health insurance pursuant to a salary reduction arrange-
ment shall be taken into account under subparagraph (A).

“(c) QUALIFIED EMPLOYEE.—For puz:oses of this section—

“1) IN GENERAL.—Except as otherwise provided in this sub-
section, the term “qualified employee” means, with respect to
any period, any employee of an employer if— )

“(A) substantially all of the services performed during
such period by such employee for such employer are per-
formed within an Indian reservation,

“(B) the principal place of abode of such employee
while performing such services is on or near the reservation
in which the services nre performed, and
“C) the employee began work for such employer on or

after January 1, 1993.

“02) CREDIT ALLOWED ONLY FOR FIRST 7 YEARS.—An employ-
ee shall not be treated as a qualified employee for any period
after the date 7 years after the day on which such employee
first began work for the employer.

‘“3) INDIVIDUALS RECEIVING WAGES IN EXCESS OF $30,000
NOT ELIGIBLE.—An employee shall not be treated as a qualified
employee for any taxable year of the employer if the total
amount of the wages paid or incurred by such employer to such
employee during such taxable year (whether or not for services
within an Indian reservation) exceeds the amount determined
at an annual rate of $30,000. The Secretary shall adjust the
$30,000 amount contained in the preceding sentence for years
beginning after 1992 at the same time and in the same manner
as under section 415(d).

“(4) EMPLOYMENT MUST BE TRADE OR BUSINESS EMPLOY-
MENT.—An employee shall be treated as a qualified employee
for any taxable year of the employer only if more than 50 per-
cent of the wages paid or incurred by the employer to such em-
ployee during such taxable year are for services performed in a
trade or business of the employer. Any determination as to
whether the preceding sentence applies with respect to any em-
ployee for any taxable year shall be made without regard to
subsection (fX2).

“(5) CERTAIN EMPLOYEES NOT ELIGIBLE.—The term ‘quali-
fied emplc?Aje)e’shall ézot é'nclude—

“(A) any individual described in subparagraph (A), (B),
or (C) of section 51(iX1), paragraph (4), (B),

“(B) any 5-percent owner (as defined in section

416GX1XB)),



51

“(0) any individual who is neither an enrolled member
of an Indian tribe nor the spouse of an enrolled member of
an Indian tribe, and
. .."(D) any individual if the services performed by such
individual for the employer involve the conduct of class I,
II, or III gaming as defined in section 4 of the Indian
Gaming Regulatory Act (25 U.S.C. 2703), or are performed
in a building housing such gaming activity.

“(6) INDIAN TRIBE DEFINED.—The term ‘Indian tribe’ means
any Indian tribe, band, nation, pueblo, or other organized group
or community, including any Alaska Native village, or regional
or village corporation, as defined in, or established pursuant to,
the Alaska Native Claims Settlement Act (48 US.C. 1601 et
seq.) which is recognized as eligible for the special programs
and services provided by the United States to Indians because
of their status as Indians.

“(?) INDIAN RESERVATION DEFINED.—The term ‘Indian res-
ervation’ means a reservation, as defined in—

“(A) section 3(d) of the Indian Financing Act of 1974
(25 US.C. 1452(d)), or

“(B) section 4(10) of the Indian Child Welfare Act of
1978 (25 U.S.C. 1903 (10)).

“(d) EARLY TERMINATION OF EMPLOYMENT BY EMPLOYER.—

“(1) IN GENERAL.—If the employment of any employee is ter-
minated by the taxpayer before the day 1 year after the day on
which such employee began work for the employer—

“CA) no wages (or qualified employee health insurance
costs) with respect to such employee shall be taken into ac-
count under subsection (a) for the taxable year in which
such employment is terminated, and

“(B) the tax under this chapter for the taxable year in
which such employment is terminated shall be increased by
the aggregate credits (if any) allowed under section 38(a) for
prior taxable years by reason of wages (or qualified employ-
ee health insurance costs) taken into account with respect
to such employee.

“(2) CARRYBACKS AND CARRYOVERS ADJUSTED.—In the case
of any termination of employment to which paragraph (1) ap-
plies, the carrybacks and carryovers under section 39 shall be
properly adjusted.

“3) SUBSECTION NOT TO APPLY IN CERTAIN CASES.—

‘““A) IN GeENERAL.—Paragraph (1) shall not apply to—

“G) a termination of employment of an employee
who voluntarily leaves the employment of the taxpayer,

‘“Gi) a termination of employment of an individual
who béfore the close of the period referred to in para-
graph (1) becomes disabled to perform the services of
such employment unless such disability is removed
before the close of such period and the taxpayer fails to
of,{'er reemployment to such individual, or

“0iii) a termination of employment of an individ-
ual if it is determined under the applicable State un-
employment compensation law that the termination
was due to the misconduct of such individual.
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“(B) CHANGES IN FORM OF BUSINESS.—For purposes of
paragraph (1), the employment relationship between the
taxpayer and an employee shall not be treated as terminat-
ed— .

“i) by a transaction to which section 381(a) applies
if the employee continues to be employed by the acquir-
ing corporation, or )

“4i) by reason of a mere change in the form of con-
ducting the trade or business of the taxpayer if the em-
ployee continues to be employed in such trade or busi-
ness and the taxpayer retains a substantial interest in
such trade or business.

“(4) SPECIAL RULE.—Any increase in tax under paragraph
(1) shall not be treated as a tax imposed by this chapter for pur-

0ses of—
d 4 “CA) determining the amount of any credit allowable
under this chapter, and

“(B) determining the amount of the tax imposed by sec-
tion 55.”

“le) CrEDIT LIMITATION AMOUNT.—For purposes of this sec-
tion—

“(1) CrREDIT LIMITATION AMOUNT.—The credit limitation
amount for a taxable year shall be an amount equal to the
credit rate (10 or 30 percent as determined under subsection (a))
multiplied by the increased credit base.

“02) INCREASED CREDIT BASE.—The increased credit base for
a taxable year shall be the excess of—

“(A) the sum of any qualified wages and qualified em-
ployee health insurance costs paid or incurred by the em-
ployer during the taxable year with respect to employees
whose wages (paid or incurred by the employer) during the
taxable year do not exceed the amount determined under
paragraph (3) of subsection (c), over

“(B) the sum of any qualified wages and qualified em-
ployee health insurance costs paid or incurred by the em-
ployer (or any predecessor) during calendar year 1992 with
respect to employees whose wages (paid or incurred by the
employer or any predecessor) during 1992 did not exceed
$30,000.

‘3) SPECIAL RULE FOR SHORT TAXABLE YEARS.—For any
taxable year having less than 12 months—

“(A) the amounts paid or incurred by the employer
shall be annualized for purposes of determining the in-
creased credit base, and

“(B) the credit limitation amount shall be multiplied
by a fraction, the numerator of which is the number of
gz%'s in the taxable year and the denominator of which is

. “(D OrHER DEFINITIONS AND SPECIAL RULES.—For purposes of
this section—

‘(1) WaGes.—The term ‘wages’ has the same meaning given
to such term in section 51.
“(2) CONTROLLED GROUPS.—
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“QA) All employers treated as a single employer under
section (a) or (b) of section 52 shall be treated as a single
employer for purposes of this section.

~ “(B) The credit (if any) determined under this section
with respect to each such employer shall be its proportion-
ate share of the wages and qualified employee health insur-
ance costs giving rise to such credit.

“(3) CERTAIN OTHER RULES MADE APPLICABLE.—Rules simi-
lar to the rules of section 51(k) and subsections (c), (d), and (e) of
section 52 shall apply.

“(4) COORDINATION WITH NONREVENUE LAWS.—Any refer-
ence in this section to a provision not contained in this title
shall be treated for purposes of this section as a reference to
such provision as in effect on the date of the enactment of this
paragraph.”

(¢c) DENIAL oF DEDUCTION FOR PORTION OF WAGES EQUAL TO
INpIAN EMPLOYMENT CREDIT.—

(1) Subsection (a) of section 280C (relating to rule for target-
ed jobs credit) is amended by striking “51(a)” and inserting
“45(a), 51(a), and’’.

(2) Subsection (c) of section 196 (relating to deduction for
certain unused business credits) is amended by striking “and”
at the end of paragraph (5), by striking the period at the end of
paragraph (6) and inserting “, and”, and by adding at the end
the following new paragraph:

“0?) the Indian employment credit determined under section
45@).”

(d) DENIAL OF CARRYBACKS TO PREENACTMENT YEARS.—Subsec-
tion (d) of section 39 is amended by adding at the end thereof the
following new paragraph:

“(4) NO CARRYBACK OF SECTION 45 CREDIT BEFORE ENACT-
MENT.—No portion of the unused business credit for any taxable
year which is attributable to the Indian employment credit de-
termined under section 45 may be carried to a taxable year
ending before the date of the enactment of section 45.”

(e) CLerIicaAL AMENDMENT.—The table of sections for subpart D
of part IV of subchapter A of chapter 1 is amended by adding at the
end thereof the following:

“Sec. 45. Indian employment credit.”

() ErrecTivE DATE.—The amendments made by this section
shall apply to wages paid or incurred after December 31, 1992.

PART V—STUDY
SEC. 1141. STUDY OF EFFECTIVENESS OF TAX ENTERPRISE ZONE INCEN-
TIVES.

(a) IN GENERAL.—The Secretary of the Treasury, in consultation
with the appropriate Secretary (as defined in section 1393(7) of the
Internal Revenue Code of 1986, as added by this subtitle), shall con-
tract within 38 months of the date of the enactment of this Act, with
the National Academy of Sciences (hereafter in this section referred
to as the ‘Academy’) to conduct a study of the relative effectiveness
of the incentives provided by this subtitle and the assistance provid-
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ed by subtitle B of title XI in achieving the purposes of such subti-
tles in tax enterprise zones.

(b) Conpuct oF Stupy.—If the Academy contracts for the con-
duct of the study described in subsection (a), the Academy shall de-
velop a study methodology and shall oversee and manage the con-
duct of such study. ‘ _

(c) REporTS.—The Academy shall submit to the Committee on
Ways and Means of the House of Representatives and the Commit-
tee on Finance of the Senate— . _

(1) not later than July 1, 1997, an interim report setting

forth the findings as a result of such study, and .

(2) not later than July 1, 2002, a final report setting forth
the findings as a result of such study.

Subtitle B—Permanent Extension of Certain Ex-
piring Tax Provisions Primarily Affecting
Urban Areas

SEC. 1201. LOW-INCOME HOUSING CREDIT.

(a) EXTENSION.—

(1) In GENERAL.—Section 42 (relating to low-income housing

credit) is amended by striking subsection (o).

(2) EFrECTIVE DATE.—The amendment made by paragraph

(1) shall apply to periods after June 30, 1992.

(b) ELecrioN To DETERMINE RENT LIMITATION BASED ON
NumBer oF BEDRoOMS.—In the case of a building to which the
amendments made by section 7108(e)1) of the Revenue Reconcilia-
tion Act of 1989 did not apply, the taxpayer may elect to have such
amendments apply to such building but only with respect to tenants
first occupying any unit in the building after the date of the elec-
tion. Such an election may be made only during the 180-day period
beginning on the date of the enactment of this Act, and, once made,
shall be irrevocable. :

SEC. 1202. TARGETED JOBS CREDIT.

(@) In GENERAL.—Subsection (c) of section 51 (relating to
¢(147)nount of targeted jobs credit) is amended by striking paragraph

(&) RESTORATION OF CREDIT FOR EcoNomrcaLry Disapvan-
TAGED YourH WHO HAvE Not ATTAINED AGE 25.—Subparagraph
{‘B) ofé zeftion 51(d)3) is amended by striking “age 23” and inserting

age 25"

(¢) ErFective DATE.—The amendments made by this section
shall apply to individuals who begin work for the employer after
June 30, 1992.

SEC. 1203. QUALIFIED MORTGAGE BONDS.

(@) IN GENERAL.—Paragraph (1) of section 143(a) (defining
qualified mortgage bond) is amended to read as follows:

‘(1) QUALIFIED MORTGAGE BOND DEFINED.—For purposes of
this title, the term ‘qualified mortgage bond’ means a bond
which is issued as part of a qualified mortgage issue.”
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(b) MorTGAGE CREDIT CERTIFICATES.—Section 25 is amended by

s;rikZSr subsection (h) and by redesignating subsection (i) as subsec-
tion (n).

(¢) TREATMENT OF RESALE PrICE CONTROL AND SUBSIDY LIEN

ProGRAMS.—Subsection (k) of section 143 is amended by adding at
the end thereof the following new paragraph:

‘“l10) TREATMENT OF RESALE PRICE CONTROL AND SUBSIDY
LIEN PROGRAMS.—

“CA) IN GENERAL.—In the case of a residence which is
located in a high housing cost area (as defined in section
1}3(fX5)), the interest of a governmental unit in such resi-
dence by reason of financing provided under any qualified
program shall not be taken into account under this section
(other than subsection (m)), and the acquisition cost of the
residence which is taken into account under subsection (e)
shall be such cost reduced by the amount of such financing.

“(B) QUALIFIED PROGRAM.—For purposes of subpara-
graph (A), the term ‘qualified program’ means any govern-
mental program providing mortgage loans (other than 1st
mortgage loans)— :

“6i) which restricts (throughout the 9-year period
beginning on the date the financing is provided) the
resale of the residence to a purchaser qualifying under
this section and to a price determined by an index that
reflects less than the full amount of any appreciation
in the residence’s value, or

“Gi) which provides for deferred or reduced inter-
est payments on such financing and grants the govern-
mental unit a share in the appreciation of the resi-
dence,

but only if such financing is not provided directly or indi-
rectly”through the use of any tax-exempt private actlivity
bond

(d) FINANCING ALLOWED FOR CONTRACT FOR DEED AGREE-

MENTS.—

(1) In GENERAL.—Paragraph (2) of section 143(d) (relating to
exceptions to 3-year requirement) is amended—
(A) by striking ‘“and” at the end of subparagraph (A),
(B) by adding “and” at the end of subparagraph (B),
and
(C) by inserting after subparagraph (B) the following
new subparagraph: _ )
“0C) financing with respect to land described in subsec-
tion (I)(IXC) and the construction of any residence thereon.”
(2) EXCEPTION TO NEW MORTGAGE REQUIREMENT.—Para-
graph (1) of section 143() (relating to mor. ages must be new
mortgages) is amended by adding at the end thereof the follow-
ing new subparagraph:
““C) EXCEPTION FOR CERTAIN CONTRACT FOR DEED
AGREEMENTS.—

“t) IN GENERAL.—In the case of land possessed
under a contract for deed by a mortgagor with family
income (as defined in subsection )(2)) of less than
$15,000 in the year in which owner-financing is provid-
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ed, the contract for deed shall not be treated as an ex-
isting mortgage for purposes of subparagraph (A).

“tii) CONTRACT FOR DEED DEFINED.—For purposes
of this subparagraph, the term ‘contract for deed’
means a seller-financed contract for the conveyance of
land under which—

“CD legal title does not pass to the purchaser
until the consideration under the contract is fully
paid to the seller, and .

“‘I) the seller’s remedy for nonpayment is for-
feiture rather than judicial or nonjudicial foreclo-
sure.

“(iii)) ADJUSTMENT TO INCOME LEVEL.—In the case
of any calendar year after 1992, the dollar amount con-
tained in clause (i) shall be increased by an amount
equal to—

“d) such dollar amount, multiplied by

“ID the cost-of-living adjustment determined
under section 1(fX3) for the calendar year, by sub-
stituting ‘calendar year 1991’ for ‘calendar year
1989’ in subparagraph (B) thereof.”

(3) ACQUISITION COST INCLUDES COST OF LAND.—Clause (iii)
of section 143(k)3)(B) is amended by inserting ‘(other than land
described in subsection (N1XCXi))” after “cost of land”.

(e) EFFECTIVE DATES.—

(1) Bonps.—The amendment made by subsection (a) shall
apply to bonds issued after June 30, 1992.

(2) CERTIFICATES.—The amendment made by subsection (b)
shall apply to elections for periods after June 30, 1992.

(3) PrOGRAMS.—The amendment made by subsection (c)
shall apply to qualified mortgage bonds issued and mortgage
credit certificates provided on or after the date of the enactment
of this Act.

(4) CONTRACT FOR DEED AGREEMENTS.—The amendments
made by subsection (d) shall apply to loans originated after the
date of the enactment of this Act.

Subtitle C—Foster Care and Income Security

SEC. 1301. REFERENCES.

Except as otherwise provided in this subtitle, wherever in this
subtitle an amendment or repeal is expressed in terms of an amend-
ment to, or repeal of, a section or other provision, the reference shall
be considered to be made to a section or other provision of the Social
Security Act.
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PART I—CHILD WELFARE; FOSTER CARE;
SUBSTANCE ABUSE TREATMENT AND SERVICES

SEC. 1311. CHILD WELFARE SERVICES DESIGNED TO STRENGTHEN AND
PRESERVE FAMILIES, AND SUBSTANCE ABUSE PREVENTION
AND TREATMENT.
(a) IN GENERAL.—Part B of title IV (42 U.S.C. 620 09628) is
amended— .
(1) by striking the heading and inserting the following:

“PART B—CHILD WELFARE SERVICES

“Subpart 1—Child Welfare Services”;

(2) in section 423(a), by striking ‘“‘this part” and inserting
“this subpart’;

() in section 428(b), by inserting “or 432, as appropriate”
after ‘421" and

) by adding at the end the following:

“Subpart 2—Innovative Family Services

“SEC., 430. ENTITLEMENT.

‘“ta) IN GENERAL.—For payments to which States are entitled
under this subpart, there shall be available to the Secretary an
amount equal to the sum of—

“1) the innovative services amount for the fiscal year;
“(2) the substance abuse amount for the fiscal year; and
“(3) the respite care amount for the fiscal year.

“(b) DEFINITIONS.—As used in subsection (a):

“(1) INNOVATIVE SERVICES AMOUNT.—The term ‘innovative
services amount’ means—

“(A) for fiscal year 1993, $95,000,000;

“(B) for fiscal year 1994, $220,000,000;

“C) for fiscal year 1995, $300,000,000;

“(D) for fiscal year 1996, $320,000,000;

“(E) for fiscal year 1997, $265,000,000; and

“O) for fiscal year 1998 and each succeeding fiscal
yegr,h$36’5,000,000, increased by the percentage (if any) by
which—

“G) the average of the Consumer Price Index (as
defined in section 1(f(5) of the Internal Revenue Code
of 1986) for the 12-month period ending on June 30 of
the immediately preceding fiscal year; exceeds

“ii) the average of the Consumer Price Index (as so
defined) for the 13-month period ending on June 30,
1996.

“9) SUBSTANCE ABUSE AMOUNT.—The term ‘substance abuse
amount’ means—
“(A) for fiscal year 1993, $40,000,000;
“B) for fiscal year 1994, $90,000,000;
“(C) for fiscal year 1995, $110,000,000;
“(D) for fiscal year 1996, $115,000,000;
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“(E) for fiscal year 1997, $125,000,000; and

“(F) for fiscal year 1998 and each succeeding fiscal
year, $125,000,000, increased by the percentage (if any) by
which—
“G) the average of the Consumer Price Index (as
defined in section 1(fX5) of the Internal Revenue Code
of 1986) for the 12-month period ending on June 30 of
the immediately preceding fiscal year; exceeds
“Gi) the average of the Consumer Price Index (as so
defined) for the 12-month period ending on June 30,
1996.
“3) RESPITE CARE AMOUNT.—The term ‘respite care

amount’ means—

“(A) for fiscal year 1994, $30,000,000;

“(B) for fiscal year 1995, $55,000,000;

“(C) for fiscal year 1996, $65,000,000;

“(D) for fiscal year 1997, $85,000,000; and _ _

“E) for fiscal year 1998 and each succeeding fiscal
year, $85,000,000, increased by the percentage (if any) by
which—

“G) the average of the Consumer Price Index (as
defined in section 1(f)5) of the Internal Revenue Code
of 1986) for the 12-month period ending on June 30 of
the immediately preceding fiscal year; exceeds

“Gi) the average of the Consumer Price Index (as so
defined) for the 12-month period ending on June 30,
1996.

“SEC. 431. ELIGIBILITY FOR FUNDS.
“la) INNOVATIVE SERVICES AMOUNT.—

‘(1) SUBMISSION OF STATE PLAN AMENDMENTS.—To0 be eligi-
ble to receive funds from its allotment of the innovative services
amount for any fiscal year, a State shall submit to the Secre-
tary for approval, as an amendment to the State plan under
this part, a detailed description of the services that the State
intends to provide through the use of such funds during the
fiscal year that includes—

“(A) a strategy for the fiscal year to improve the coordi-
nation of services to families in the State any child of
which has been or is at risk of being placed outside the
home, with other State programs and services;

“(B) an assurance that the State will not use any of
such funds to supplant Federal, State, or local funds used
for similar purposes;

“(C) an explanation of how such funds will be used,
during the fiscal year, to expand services available to such
families, including—

“i) a description of the service programs to be pro-
vided through the use of such funds;

“(it) the goals of the programs; and

“(iii) a description of the populations to which the
programs will be targeted, with an assurance that the

Dpopulations will consist of—
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“D(aa) families any child of which is in foster
care;

“(bb) families any child of which has been in
foster care; or

“lcc) families any child of which is at risk of
being placed in foster care; and

“dD) such other kinds of families as the State
may select; and

“CD) such other information as the Secretary may re-
quire by regulation.

“(%) DEADLINE FOR SUBMISSION.—To be eligible to receive
funds from its allotment of the innovative services amount for a
fiscal year, a State shall comply with paragraph (1)—

“(A) for fiscal year 1993, not later than such date as
the Secretary may require; and
“(B) for any succeeding fiscal year, not later than the

July 1 of the immediately preceding fiscal year.

‘“3) REPORT ON GOALS.—Not later than such date as the
Secretary may require, each State which receives funds under
this subpart shall submit to the Secretary a report containing a
statement of goals that the State expects to achieve during the
5-year period beginning with fiscal year 1993 through the use of
such funds.

“(b) SuBsTaANCE ABUSE AMOUNT.—To be eligible to receive funds
from the allotment to a State of the substance abuse amount for any
fiscal year, the Governor of the State shall provide to the Secretary
(in such form as the Secretary may prescribe) written assurances
that—

“C1 the total amount of funds expended by the State (and
any political subdivision thereof) from non-Federal sources to
provide nonmedical substance abuse treatment support services
for the fiscal year will not be less than the total amount so ex-
pended for the immediately preceding fiscal year; and

“9) an individual who is referred by a State agency de-
scribed in section 422(b)1) to a program provided with funds
from the allotment shall be given priority in admission to the
program.

“SEC. 432. ALLOTMENTS TO STATES.

“The Secretary shall allot separately the innovative services
amount, the substance abuse amount, and the respite care amount
for any fiscal year, as follows:

“1) ALLOTMENTS TO TERRITORIES.—The allotment for any
fiscal year to each of the jurisdictions of Puerto Rico, Guam,
the Virgin Islands, the Northern Mariana Islands, and Ameri-
can Samoa shall be determined in the same manner in which
the allotment to the jurisdiction is determined under section
421.

“02) OTHER ALLOTMENTS.—

““A) IN GENERAL.—The allotment for any fiscal year to
each other State shall—
“G) in the case of the innovative services amount,

equal—
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“I) the innovative services amount for the
fiscal year that remains unallotted after the appli-
cation of paragraph (1) of this section; multiplied
b

“(ID) the food stamp percentage of the State for
the fiscal year;
“Gi) in the case of the substance abuse amount,

equal— i

“) the substance abuse amount for the ﬁsg:al
year that remains unallotted after the application
of paragraph (1) of this section; multiplied by

“1I) the food stamp percentage of the State for
the fiscal year; and _

“Gii1) in the case of the respite care amount,

equal— i

“I) the respite care amount for the fiscal year
that remains unallotted after the application of
paragraph (1) of this section; multiplied by

‘al) a ratio equal to—

“laa) the average number of children in
the State who received foster care maintenance
payments under section 472 for the most recent
3-year period for which such information is
available; divided by

“‘bb) the average number of children in
the United States who received foster care
maintenance payments under section 472 for
such $-year period.

“B) FooD STAMP PERCENTAGE DEFINED.—As used in
subparagraph (A), the term ‘food stamp percentage’ means,
with respect to a State and a fiscal year, the average
number of children receiving food stamp benefits in the
State for the 4th, 3rd, and 2nd preceding fiscal years, as de-
termined from sample surveys made under section 16(c) of
the Food Stamp Act of 1977, expressed as a percentage of
the average number of children receiving food stamp bene-
fits in all of the States (to which this paragraph applies)
for such preceding fiscal years, as so determined.

“SEC. 433. REALLOTMENTS.

“ta) IN GENERAL.—The amount of any allotment to a State
under section 432 for any fiscal year which the State has not ex-
pended by the end of the immediately succeeding fiscal year shall be
available for reallotment, from time to time, on such dates as the
Secretary may fix, to other States which the Secretary determines—

“() in the case of the innovative services amount and the
substance abuse amount, have complied with section 431 for the
2nd succeeding fiscal year;

“(2) need sums exceeding the sums allotted to such States
under sections 421 and 432 for the 2nd succeeding fiscal year, to
carry out their State plans under this part for the 2nd succeed-
ing fiscal year; and

“(3) will be able to use such excess sums during the 2nd or
3rd succeeding fiscal year.
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“(b) DisTrIBUTION FORMULA.—Any amount available for real-
lotment shall be reallotted among the other States referred to in
subsection (a) on the same basis as allotments are made under sec-
tion 432.

“(c) TREATMENT OF REALLOTMENTS.—Any amount reallotted to
a State under this section is deemed to be part of the allotment of
the State under section 432.

“SEC. 434. PAYMENTS TO STATES.
“(a) IN GENERAL.—

‘1) INNOVATIVE SERVICES AMOUNT.—From the sums made
avatlable pursuant to section 430(a) for any fiscal year, each
State which has complied with section 431 for the fiscal year
shall be entitled to receive from the Secretary from the allot-
ment to the State under section 433 of the innovative services
amount, and the Secretary shall from time to time pay to the
State, an amount equal to 75 percent of the total amount ex-
pended by the State during the fiscal year under the plan (in-
cluding administrative costs) in accordance with section 435.

‘(%) SUBSTANCE ABUSE AMOUNT.—From the sums made
available pursuant to section 430(a) for any fiscal year, the Gov-
ernor of each State which has a plan developed in accordance
with section 422 and has complied with section 431 for the
fiscal year shall be entitled to receive from the Secretary from
the allotment to the State under section 433 of the substance
abuse amount, and the Secretary shall from time to time pay to
the Governor of the State, an amount equal to 75 percent of the
total amount expended by the State in accordance with section
436 during the fiscal year.

“3) RESPITE CARE AMOUNT.—From the sums made avail-
able pursuant to section 430(a) for any fiscal year, each State
which has a plan developed in accordance with section 422 and
has complied with section 431 for the fiscal year shall be enti-
tled to receive from the Secretary from the allotment to the
State under section 433 of the respite care amount, and the Sec-
retary shall from time to time pay to the State, an amount
equal to 75 percent of the total amount expended by the State in
accordance with section 437 during the fiscal year.

“b) ADMINISTRATIVE PROVISIONS.—

“(1) EstiMATES.—Before each calendar quarter, the Secre-
tary shall estimate the amount to be paid with respect to each
State under this section for the quarter.

““9) PaAyMENTS.—From that portion of each allotment of
each State, the Secretary shall pay the amount estimated under
paragraph (1), reduced or increased, as the case may be, by any
sum (not previously adjusted under this subsection) by which
the Secretary finds that any such estimate for a prior quarter
was greater or less than the amount which should have been
paid with respect to the State under this subsection for such
prior quarter. ) ]
“c) AvarLaBiLity oF Funps.—The amount to which a State is

entitled under this part for a fiscal year shall remain available to
the State for the fiscal year and the immediately succeeding fiscal

year.
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“SEC. 435. INNOVATIVE SERVICES. .

“(a) IN GENERAL.—Each State which receives funds paid to the
State under section 434(a)(1) shall use the funds to plan, develop,
expand, operate, or evaluate— .

“(1) service programs designed to help children— _

“(A) where appropriate, return to families (including
adoptive families) from which they have been removed; or

“(B) be placed for adoption, with a legal guardian, or,
if adoption or legal guardianship is determined not to be
appropriate for a child, in some other planned, permanent
living arrangement; ) _

“(2) preplacement preventive services programs, such as in-
tensive family preservation programs, that are designed to help
children at risk of foster care placement remain with their fam-
ilies (including adoptive families);

“(3) service programs designed to provide follow-up care to
families (including adoptive families) to whom a child has been
returned after a foster care placement; or

“4) family support services to strengthen the functioning of
a family (including an adoptive or foster care family), such as—

“(A) services designed to improve parenting skills;

“(B) respite care; and

“C) adult mentoring services by adult volunteers to
low-income or at-risk children or young adults who are in
need of additional, on-going contact with adult role
models.

“(b) MAINTENANCE OF EFrorRT.—Notwithstanding section 434,
the amount that would otherwise be paid to a State under section
4384(a)1) shall be reduced by the sum of—

“1) any amount paid to the State under section 434 which
is used to supplant any Federal, State, or local funds used for
purposes similar to those for which the innovative services
amount is made available; and

“(2) the amount (if any) by which the total amount expend-
ed by the State and the political subdivisions thereof from State
and local sources for the provision of child welfare services (ex-
cluding foster care maintenance payments and adoption assist-
ance payments) during any fiscal year is less than the total
amount so expended during fiscal year 1991.

“SEC. 436. COMPREHENSIVE SUBSTANCE ABUSE TREATMENT PROGRAMS
FOR PREGNANT WOMEN AND CARETAKER PARENTS,

“la) IN GENERAL.—Each State which receives funds paid to the
State under section 434(a)(2) shall use the funds to plan, develop,
expand, operate, or evaluate a qualified comprehensive substance
abuse treatment program, and to provide nonmedical substance
abuse treatment support services for qualified individuals under the
program.

“(b) REPORTS.—The Secretary shall require each State with re-
spect to which payments under section }34(a)X2) are received to
report (in such manner and form and at such time as the Secretary
determines to be appropriate) such information as may be necessary
to permit the Secretary and the Congress to evaluate the operation
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and effectiveness of the program and services provided purusant to
this section, including—

“(1) the ivumber of individuals participating in the program
in the State;

“(2) any limits imposed by the State on the number of indi-
viduals who may enroll in the program; and

“3) the number of individuals on any waiting list main-
tained by the State for participation in the program.

“(c) DEFINITIONS.—As used in this section:

“(1) NONMEDICAL SUBSTANCE ABUSE TREATMENT SUPPORT
SERVICES.—The term ‘nonmedical substance abuse treatment
support services’ means—

“lA) home visitation services, nutrition services, child
care, and parenting education;

“(B) substance abuse prevention, treatment, and follow-
up services (to the extent such services are not furnished
under a State plan approved under title XIX): and

“(C) any other services (such as room and board at a
residential substance abuse treatment facility for a quali-
fied individual and, where appropriate, the individual’s
child) that are determined by the State (in accordance with
regulations promulgated by the Secretary) to be necessary
and appropriate to support the participation of a qualified
individual in a qualified comprehensive substance abuse
treatment program.

“2) QuaLIFIED INDIVIDUAL.—The term ‘qualified individ-
ual’ means an individual who is—

““A) a pregnant woman or caretaker parent who is eli-
gible for medical assistance under a State plan approved
under title XIX;

“‘B) at the option of the State, any other pregnant
woman or caretaker parent whose income does not exceed
an amount specified by the State; and

“C) where appropriate, any child of an individual
specified in subparagraph (A) or (B).

“43) QUALIFIED COMPREHENSIVE SUBSTANCE ABUSE TREAT-
MENT PROGRAM.—The term ‘qualified comprehensive substance
abuse treatment program’ means a program, established by a
State, that—

“{A) makes available to qualified individuals (either
directly or through arrangements with others) at least the
following services:

“i) substance abuse prevention, treatment, and
follow up services (on an outpatient basis and, at the
option of the State, in a residential facility); . _

“tii) prenatal, gynecological, and pediatric medical
services;

“Giii) transportation; and

“iv) nonmedical substance abuse treatment sup-
port services;

“(B) provides for appropriate coordination of substance
abuse treatment-related medical services furnished to indi-
viduals under the program (under title V or XIX) and non-
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medical substance abuse support services for which pay-
ment may be made under section 434(a)(2); and
“(C) is administered by an agency (or agencies) desig-
nated by the Governor of the State.
“(4) CARETAKER PARENT.—The term ‘caretaker parent’
means a parent who personally provides (or expects to provide)
care for a child.

“SEC. 437. RESPITE CARE.

“(a) IN GENERAL.—Each State which receives funds paid to the
State under section 434(@)3) shall use the funds to provide respite
care to any family which operates a foster family home for 1 or
more foster children who the State determines have special needs, in
accordance with all applicable State and local standards and guide-
lines and in the least restrictive setting consistent with the special
needs of such child or children.

“%) RespiTe CARE DEFINED.—As used in subsection (a), the
term ‘respite care’ means, with respect to the family of a foster
child, care authorized by a State, or provided by a public or private
agency designated by a State, to provide temporary relief for the
foster parent caregiver or caregivers of the child.

“SEC. 438. EVALUATIONS; REPORT.

“ta) EvALUATIONS.—(I1)XA) The Secretary shall, directly or under
contract with 1 or more independent research organizations, conduct
evaluations of programs carried out pursuant to section 435 in ac-
cordance with criteria that the Secretary shall establish, and in ac-
cordance with requirements that the Secretary shall prescribe by reg-
ulation.

“B) In developing the criteria referred to in paragraph (1), the
Secretary shall consult with—

“G) individuals who administer programs under this part
and part E;

“ii) private, nonprofit organizations with an interest in
child welfare; and

“Gii) other individuals and organizations with recognized
expertise in the evaluation of child welfare services programs or
other related programs.

. 1;(2) Program evaluations conducted pursuant to paragraph (1)
shall—

“(A) use methodologies to measure outcomes with respect to
children and families who participate in the programs referred
to in paragraph (1) that enable comparison with similar out-
come measurements of children and families who have not re-
ceived the services offered by such programs; and

“(B) include an assessment of family functioning.

“(3) In carrying out the program evaluations described in para-
graph (1), the Secretary shall ensure that, where appropriate and
feasible, an appropriate portion of such evaluations shall use experi-
mental and control groups (of a sample size determined in accord-
ance with appropriate statistical practices).

“U4)A) The Secretary shall develop procedures to facilitate the
goordination of evaluations conducted by the Secretary and by the

tates.
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“B) Upon request by a State, the Secretary shall provide techni-
cal assistance to facilitate the planning and design of program eval-
uations under this subsection.

®) Report.—For fiscal year 1995, and annually thereafter
until the programs authorized under this section are completed, the
Secretary shall issue a report to the Committee on Finance of the
Senate and the Committee on Ways and Means of the House of Rep-

resentatives that includes—
“C1) information concerning the status of evaluations con-

ducted by the Secretary under subsection (a);

“(2) findings from the evaluations;

“3) information concerning the status of the evaluations
conducted by States under this section; and

“(4) a summary of the findings from the State evaluations

referred to in paragraph (3).”.

(b) REPORT.—The Secretary of Health and Human Services
shall, upon completion of a review of the evaluations conducted
under section 438(a) of the Social Security Act by the Secretary and
by States (but not later than December 1, 1996), submit a report to
the Committee on Finance of the Senate and the Committee on
Ways and Means of the House of Representatives that includes rec-
ommendations for legislation to—

(1) improve child and family services provided under title

IV of such Act to strengthen families;

(2) reduce the number of cases in which it is necessary to
remove a child from home and place the child in foster care;

(3) promote the reunification of families of children who
have been placed in foster care; and

(4) promote planned, permanent living arrangements for
children, including adoption, where appropriate.

(¢) EFFecTIVE DATE.—The amendments made by subsection (a)
shall take effect on October 1, 1992, and shall apply to payments
under part B of title IV of the Social Security Act for fiscal year
1993 and to such payments for any succeeding fiscal year.

SEC. 1312. GRANT PROGRAM FOR STATE COURT SYSTEMS TO ASSESS AND
IMPROVE PROCEDURES IN CHILD WELFARE CASES.

(a) IN GENERAL.—The Secretary of Health and Human Services
(in this section referred to as the “Secretary”) shall make grants in
accordance with this section to the highest State courts to conduct
assessments of the procedures and functions of the State courts in
carrying out parts B and E of title IV of the Social Security Act,
and to implement recommendations for improvements in such proce-
dures and functions based on the assessments.

(b) ASSeSSMENTS.—The assessment described in this subsection
is designed to assess how the State courts are performing the activi-
ties required of them by or under State laws enacted pursuant to
parts B and E of title IV of the Social Security Act, and to make
recommendations on how to improve the implementation of such
parts, which shall include the following:

(1) A list of the requirements imposed on the State courts by
or under State laws enacted pursuant to such parts, and a list

of the State laws, regulations, and policies that govern the im-

plementation of such requirements.
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(2) A description of the extent to which State law requires
procedural safeguards for children and their parents with re-
spect to each type of proceeding held by State courts pursuant to
the State laws referred to in paragraph (1). '

(3) A quantitative and qualitative evaluation of how each
requirement of such parts is being carried out in the State, in-
cluding the following:

(A) The circumstances under which, and the frequency
with which, the procedural safeguards described pursuant
to paragraph (2) are provided. . .

(B) Whether, during court proceedings, evidence is pre-
sented and arguments are made that address the findings
and determinations required by the State laws referred to
in paragraph (1), and, if so, the amount and sufficiency of
time devoted to the presentation of such evidence and the
making of such arguments.

(C) The extent to which the procedures and practices of
the State courts are reasonably in accord with recommend-
ed standards of national organizations concerned with per-
manent placement for foster children.

(4) The effect of judicial caseloads and case assignments on
the quality of court proceedings.

(5) Recommendations on how to better meet the require-
ments of such parts, and to improve the implementation by the
State courts of the State laws enacted pursuant to such parts,
including any changes in law, regulation, procedure, judicial
manpower, judicial case assignments, judicial caseloads, judi-
cial data collection, judicial education, and requirements for
court-appointed legal representatives for parents and children.
(¢c) APPLICATIONS.—

(1) FIscAL YEAR 1994.—In order for a highest State court to
become eligible for a grant under this section for fiscal year
1994, the court shall submit to the Secretary an application
which, at a minimum, contains the following:

(A) A timetable for conducting and completing the as-
sessment described in subsection (b) during fiscal year 1994.

(B) A budget for the assessment described in subsection
(b), the method which is to be used to conduct the assess-
ment, and a statement of how courts are to be selected for
inclusion in the assessment.

(C) A certification that the head of the State agency re-
sponsible for children in State-supervised foster care, and,
if applicable, the State foster care citizen review board or
the State organization of citizen review boards, has had an
opportunity to review and comment on a draft of the appli-
cation before its submission. Such certification must in-
clude a copy of such comments.

(D) A description of how the court is to consult and co-
operate with the head of the State agency responsible for
children in State-supervised foster care, and, if applicable,
the State foster care citizen review board or the State orga-
nization of citizen review boards, in developing and con-
ducting the assessment described in subsection (b).
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. (E) Such other information as the Secretary may re-
quire by regulation.

(%) F1scaL YEAR 1995.—In order for a highest State court to
become eligible for a grant under this section for fiscal year
1995, the court shall submit to the Secretary an application
which contains the following:

(A) A copy of the assessment described in subsection (b)
that was conducted and completed with funds provided
under this section.

(B) A description of the steps that were taken durin
the conduct of the assessment described in subsection o),
and that will be taken in the fiscal year for which the ap-
plication is submitted, to consult and cooperate with the
State agency responsible for children in State-supervised
foster care and, if applicable, the State foster care citizen
review board or the State organization of citizen review
boards.

(C) A specification of the steps that will be taken to im-
plement the recommendations described in subsection (b)X5)
made in the assessment described in subsection (b), and to
make other improvements in the judicial handling of child
welfare and foster care cases.

(D) Assurances that the applicant will—

(i) coordinate with the head of the State agency re-
sponsible for children in State-supervised foster care,
and provide the agency with a report on the actions to
be taken by the applicant to implement the recommen-
dations of the assessment;

(ii) after completion of the assessment described in
subsection (b), use funds received under this section
to—

(@) implement the recommendations of the as-
sessment; and

(D establish new activities or programs, or
strengthen existing activities or programs, to carry
out such recommendations; and

(iit) not use funds received under this section to
supplant State or local funds used for similar purposes.
(E) Such other information as the Secretary may re-

quire by regulation. _

(8) FISCAL YEARS 1996 AND 1997.—In order for a highest
State court to become eligible for a grant under this section for
fiscal year 1996 or thereafter, the court shall submit to the Sec-
retary an application which contains the following:

(A) A description and evaluation of the activities of the
State courts under the grant made with respect to an appli-
cation submitted under paragraph (2) in improving their
implementation of parts B and E of title IV of the Social
Security Act. ]

(B) A description of the steps that were taken during
the previous fiscal year, and that will be taken in the year
for which the application is submitted, to consult and coop-
erate with the head of the State agency responsible for chil-
dren in State-supervised foster care and, if applicable, the



68

State foster care citizen review board or the State organiza-
tion of citizen review boards, in implementing the recom-
mendations made in the assessment described in subsection

). ,

(C) A specification of the remaining steps that will be
taken to implement the recommendations described in sub-
section (b)X5) made in the assessment described in subsec-
tion (b), and to make other related improvements in the ju-
dicial handling of child welfare and foster care cases.

(D) A reaffirmation of the assurances made pursuant
to paragraph (2)(D).

(E) Such other information as the Secretary may re-
quire by regulation.

(d) GRANT AMOUNTS.— )

(1) F1scAL YEAR 1994.—Of the amounts made available to
carry out this section for fiscal year 1994, each highest State
court that submits an application which meets the requirements
of subsection (cX1) shall be entitled to, and the Secretary shall
pay such court, a grant in an amount equal to—

(A) $150,000; plus

(B) the amount which bears the same ratio to the re-
mainder of such available amounts as the number of indi-
viduals in the State who have not attained the age of 21
years bears to the number of individuals who have not at-
tained such age in the States the highest State courts of
which have so submitted such applications.

(2) FISCAL YEARS 1995, 1996, AND 1997.—Of the amounts
made available to carry out this section for each of fiscal years
1995, 1996, and 1997, each highest State court that submits an
application which meets the requirements of paragraph (2) or
(3) of subsection (c) shall be entitled to, and the Secretary shall
pay such court, a grant in an amount equal to—

(A) $170,000; plus

(B) the amount which bears the same ratio to the re-
mainder of the amounts available for the fiscal year as the
number of individuals in the State who have not attained
the age of 21 years bears to the number of individuals who
have not attained such age in the States the highest State
courts of which have so submitted such applications.

(3) NO STATE MATCH REQUIRED FOR FISCAL YEAR 199/, REDIS-
TRIBUTION OF UNUSED FUNDS.—QGrant amounts under this sec-
tion shall be paid to, and redistributed among, highest State
courts in the same manner in which funds made available pur-
suant to section 420(b) of the Social Security Act are paid to,
and reallotted among, the States pursuant to sections 423 and
424 of such Act, except that—

(A) for fiscal year 1994, section 423(a) of such Act shall
be applied by substituting “100 percentum” for “?5 percen-
tum’; and

(B) amounts shall be redistributed on the same basis as
amounts are distributed under paragraph (IXB) or (2XB),
and amounts so redistributed shall be treated as part of the
amounts distributed under paragraph (1(B) or (2(B),
whichever is applicable.
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(e) Use oF GRANTS.—

(1) FISCAL YEAR 1994.—

(A) Conpuct ASSESSMENT.—Except as provided in sub-
paragraph (B), each highest State court which receives a
grant applied for under subsection (c)(1) shall use such
grant to conduct the assessment described in subsection (b).

(B) AUTHORITY TO USE EXCESS GRANT FUNDS TO IMPLE-
MENT RECOMMENDATIONS.—Any highest State court which
has grant funds remaining after completing the assessment
may use the remainder of the grant to implement the rec-
ommendations made as part of the assessment, in fiscal
year 1994 or fiscal year 1995.

(2) FISCAL YEARS 1995, 1996, AND 1997.—Each highest State
court which receives a grant applied for under paragraph (2) or
(3) of subsection (c) for a fiscal year shall—

A) use the grant to implement the recommendations
maéle as part of the assessment described in subsection o)
an

(B) expend such grant in the fiscal year or in the imme-
diately succeeding fiscal year.

() ADMINISTRATIVE PROVISIONS.—

(1) GUIDELINES FOR GRANT APPLICATIONS.— Within 180 days
after the effective date of this section, the Secretary shall issue
guidelines for grant applications under subsection (cX1) and
transmit such guidelines to each highest State court.

(2) PROMPT ACTION ON APPLICATIONS.—The Secretary shall
take prompt action on each application for a grant under this
section.

(8) DEFINITIONS.—As used in this section:

(1) HIGHEST STATE cOURT.—The term ‘“highest State court”
means, with respect to a State, the State court with final appel-
late jurisdiction over civil matters in which State courts per-
form a function assigned by or under State laws enacted pursu-
ant to part B or E of the Social Security Act.

(2) STATE.—The term “State” shall have the same meaning
such term has for purposes of parts B and E of title IV of the
Social Security Act.

(h) ReporTs 10 THE CONGRESS.—The Secretary shall submit to
the Congress a report not later than September 30, 1998, on—

(1) the information obtained from the assessments conduct-
ed with grants made under this section; and . .

(2) the impact of the grant program under this section on
the procedures and functions of the State courts in carrying out
parts B and E of title IV of the Social Security Act.

(i) Grants FuNDED THROUGH INNOVATIVE SERVICES ENTITLE-
MENT FUNDS FOR CERTAIN FISCAL YEARS.—

(1) FISCAL YEAR 1994.—Of the sums made available pursu-
ant to section 430 of the Social Security Act for fiscal year 1994,
$15,000,000 of the innovative services amount (as defined in sec-
tion 430(b)1) of such Act) shall be used solely to make grants to
highest State courts under this section, before applying section
432 of such Act.

(2) FIscAL YEARS 1995, 1996, AND 1997.—Of the sums made
available pursuant to section 430 of the Social Security Act for
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ch of fiscal years 1995, 1996, and 1997, $20,000,000 of the in-
fl?)vatii‘efservicjés amount (as defined in section 430(b)(1) of such
Act) shall be used solely to make grants to highest State courts
under this section, before applying section 432 of such Act.
() ErrecTIvE DaTE.—This section shall take effect on the date
of the enactment of this Act.

SEC, 1313. STATE DIRECTORY OF SERVICES.
(a) STATE PLAN REQUIREMENT.—Section 422(b) (42 U.S.C. 622(b))
is amended—

(1) by striking “and” at the end of paragraph (7);

(%) by striking the period at the end of paragraph (8) and
inserting “; and’; and _

(3) by adding at the end the following: .

“(9) require the agency administering or supervising the ad-
ministration of the plan, not less frequently than every 2 years,
to—

“(A) compile a detailed directory of those service pro-
grams made available by the agency or by local child wel-
fare agencies to families served by such agencies that are—

“(i) preplacement preventive services programs that
are designed to help children at risk of foster care
placement remain with their families;

“li) service programs designed to help children—

" ‘YD where appropriate, return to families from
which they have been removed; or
“I) be placed for adoption, with a legal
guardian, or in some other planned, permanent
living arrangement; or

“(iit) service programs designed to provide follow-
up care to families to whom a child has been returned
after a foster care placement;

“(B) identify in such directory which of the programs
referred to in subparagraph (A) provides specialized child
welfare services to families in crisis due to substance abuse;

“C) include in such directory such information as the
Secretary may require by rule;

“(D) include in such directory, for each of such pro-
grams—

“(i) the name and address of the program and the
agency or organization that administers the program;

“(ii) a description of the services offered by the pro-
gram;

“(iiv) the number of individuals the program is ca-
pable of serving at one time; and

“(tv) a description of the criteria for eligibility for
services under the program, including any priorities
with respect to who will receive such services;

“(B) arrange the information in the directory geo-
graphically; and

“(F) provide a copy of such directory to the Secretary
and to all judges and other judicial administrators, and
all State agencies, that are involved in child protection,
foster care, and adoption cases.”.
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(b) EFFECTIVE DATE.—The amendments made by subsection (a)
shall take effect on October 1, 1993, and shall apply to payments
under part B of title IV of the Social Security Act for fiscal year
1994 and to such payments for any succeeding fiscal year.

SEC. 1314. REQUIRED PROTECTIONS FOR FOSTER CHILDREN.
(a) ELIMINATION OF INCENTIVE FUNDING MECHANISMS. —
(1) IN GENERAL.—

(A) REPEAL.—Section 427 (42 U.S.C. 627) is hereby re-
pealed.

(B) CONFORMING AMENDMENT.—Section 493(a) (42
US.C. 623(a) is amended by striking “and in section 427"
(2) STATE PLAN REQUIRED TO PROVIDE FOR FOSTER CARE

PROTECTIONS OF REPEALED SECTION 427.—Section 422(b) (42

US.C. 622(b), as amended by sections 1313(a) and 1315(a) of

this Act, is amended—

(A) by striking “and” at the end of paragraph (9);

(B) by striking the period at the end of paragraph (10)
and inserting ‘; and’: and

(C) by adding at the end the following:

“(11) provide that the State must—

“(A) conduct or have conducted an inventory of all
children who have been in foster care under the responsibil-
ity of the State for a period of 6 months preceding the in-
ventory, and determine or have determined—

“G1) the appropriateness of, and necessity for, the
foster care placement;

“lit) whether the child can or should be returned
to the parents of the child or should be freed for adop-
tion; and

‘“(iii) the services necessary to facilitate either the
return of the child or the placement of the child for
adoption or legal guardianship;

““B) implement and operate, to the satisfaction of the
Secretary—

“0i) a statewide information system from which the
status, demographic characteristics, location, and goals
for the placement of every child who is in foster care,
or who has been in such care within the preceding 12
months, can be readily determined;

“G1) a case review system (as defined in section
475(5)) for each child receiving foster care under the su-
pervision of the State;

“iii) a service program designed to help children—

“I) where appropriate, return to families from
which they have been removed; or

“a1) be placed for adoption, with a legal
guardian, or in some other planned, permanent
living arrangement; and

“liv) a preplacement preventive services program
designed to help children at risk of foster care place-
ment remain with their families; and
“CCXi) review or have reviewed State laws, State ad-

ministrative and judicial procedures, and agency legal rep-
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resentation in effect for children abandoned at or shortly

after birth; and

‘i) develop and implement such laws and procedures
as the State determines are necessary to enable lasting per-
manent decisions to be made expeditiously with respect to
the placement of such children;”.

(3) CONFORMING AMENDMENTS.— L

(A) Section 472(d) (42 US.C. 672(d)) is amended by
striking “427(b)” and inserting ‘“422(b)11)".

(B) Section 425(a)2) (42 U.S.C. 625(@)?)) is amended by
inserting “to comply with section 422(b)11) or” before “to
comply”.

(c) EFFEPCI‘}"IVE DATE.—The amendments made by this section
shall take effect on October 1, 1994, and shall apply to payments
under parts B and E of title IV of the Social Security Act for fiscal
year 1995 and to such payments for any succeeding fiscal year.

(d) ConstrucTION OF SECTION.—This section and the amend-
ments made by this section shall not be construed to permit any
State to interrupt the provision of the foster care protections de-
scribed in section 427 of the Social Security Act, as in effect before
fiscal year 1995.

SEC. 1315. STATES REQUIRED TO REPORT ON MEASURES TAKEN TO
COMPLY WITH THE INDIAN CHILD WELFARE ACT.

(a) STATE PLAN REQUIREMENT.—Section 422(b) (42 U.S.C
622(b)), as amended by section 1313(a) of this Act, is amended—

(1) by striking “and’’ at the end of paragraph (8);

(2) by striking the period at the end of paragraph (9) and
inserting ‘; and’’; and

(3) by adding at the end the following:

“10) contain a description, developed after consultation
with tribal organizations (as defined in section 4 of the Indian
Self-Determination and Education Assistance Act) in the State,
of the specific measures taken by the State to comply with the
Indian Child Welfare Act.”.

(b) EFFECTIVE DATE.—The amendments made by subsection (a)
shall take effect on October 1, 1993, and shall apply to payments
under part B of title IV of the Social Security Act for fiscal year
1994 and to such payments for any succeeding fiscal year.

SEC. 1316. REPORTS ON CHILD WELFARE SERVICES AND EXPENDITURES.
(a) PosT-ExPENDITURE REPORTS. —

(1) IN GENERAL.—Part B of title IV (42 U.S.C. 620 09628), as
amended by section 1331(a) of this Act, is amended by adding
at the end the following:

“SEC. 4294. REPORT ON EXPENDITURES.

“la) PREPARATION.—Each State shall Dprepare annual reports on
the services provided with funds paid under this part (other than
under section 434(a)?) during the most recently completed fiscal
year, which shall be in such form and contain such information as
the State finds necessary to—

“(1) provide an accurate description of such services;
“(2) secure a complete record of the purposes for which the
funds were spent; and
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“(3) enable a determination of the extent to which the
funds were spent in a manner consistent with the information
provided by the State purusant to section 422(b)(5).

“(b) DissEMINATION.—Not later than the date prescribed by the
Secretary as the due date for each report required by subsection (a),
each State shall—

“(1) transmit to the Secretary a copy of each such report;

“(2) make copies of each such report available for public in-
spection in the State; and
. “® provide copies of each such report, upon request, to any
interested public agency, which may provide to the Congress the

views of such agency on any such report.

“c) ESTABLISHMENT OF UNIFORM DEFINITIONS.—The Secretary
shall, to the extent feasible, establish uniform definitions of services
for use by the States in preparing the reports required by subsection
(a) of this section, taking into consideration the uniform definitions
established for the reports required by section 2006, and shall take
such other steps as may be necessary or appropriate to ensure that
gompliance with this section will not be unduly burdensome on the

tates.”.

(2) EFFECTIVE DATE.—The amendment made by paragraph
(1) shall take effect on October 1, 1993, and shall apply to ex-
penditures under State plans under part B of title IV of the
Social Security Act in or after fiscal year 1994.

(b) CoMPARATIVE FINANCIAL CONTRIBUTION REPORTS.—

(1) IN GENERAL.—Section 4}22(b) (42 U.S.C. 622()), as
amended by sections 1313(a), 1315(a), and 1314(a) of this Act, is
amended—

(A) by striking “and” at the end of paragraph (10);

(B) by striking the period at the end of paragraph (11)
and inserting ‘¢ and’; and

(C) by adding at the end the following:

“12) include information for the fiscal year second preced-
ing the fiscal year covered by the plan, in such form as the Sec-
retary may prescribe by regulation, on—

‘“YA) the aggregate amount expended by the State and
the political subdivisions thereof for the provision of child
welfare services (other than foster care maintenance pay-
ments and adoption assistance payments), broken down in
a manner that shows the extent to which such amount was
expended from funds provided by each of Federal, State, or
local sources; and

“(B) the aggregate amount expended by the State and
the political subdivisions thereof for foster care mainte-
nance payments and adoption assistance payments, broken
down in a manner that shows the extent to which such
amount was expended from funds provided by each of Fed-
eral, State, or lggal sources.””.

(%) EFFECTIVE DATE.—The amendments made by paragraph
(1) shall apply to State plans under part B of title IV of the
Social Security Act for fiscal year 1994 and to such plans for
any succeeding fiscal year.

(3) REPORTS TO THE CONGRESS.—Section 422 (42 U.S.C. 622)
is amended by adding at the end the following:
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“t) The Secretary shall annually transmit to the Committee on
Ways and Means of the House of Representatives and the Commit-
tee on Finance of the Senate a summary of the information received
from States pursuant to subsection (b)12), and shall make available
to the public copies of the summary at a charge equal to the cost of
printing.”.

SEC. 1317. INVOLVEMENT OF PRIVATE PARTIES IN THE DEVELOPMENT OF
STATE PLANS.

(@) IN GenERAL.—Section 422(b) (42 U.S.C. 622(b)), as amended
by sections 1813(a), 1315(a), 1314(a), and 1316(b)(1) of this Act, is
amended—

(1) by striking “and” at the end of paragraph (11);
(2) by striking the period at the end of paragraph (12) and

inserting ; and’’ and .

(%) by adding at the end the following: _

“(13) provide for the involvement and use of the expertise of
nonprofit organizations, and relevant experts, involved in the
delivery of services to children and families, and consumers, in
the development of the plan.”.

SEC. 1318. COMPREHENSIVE SERVICE PROJECTS.
(a) CoMPREHENSIVE SERVICE PROJECTS.—
(1) In GeNeraL.—Title IV (42 U.S.C. 601 09687) is amended
by inserting after part B the following:

“PART C—COMPREHENSIVE SERVICE PROJECTS

“SEC. 441. COMPREHENSIVE SERVICE PROJECTS.
“a) IN GENERAL.—

‘1) Purpose.—The purpose of this section is to grant not
more than 3 States the flexibility and resources necessary to de-
velop comprehensive and coordinated services designed—

“(A) to preserve and strengthen families with children
at risk of placement outside their home;

‘“B) to reunite children with their families expeditious-
ly if an out-of-home placement is found to be necessary; and

“C) to place children in adoptive homes or other per-
manent arrangements in a timely fashion if reunification
with their families is not appropriate.

“2) MetHOD.--The method of this section is to permit any
State to apply to the Secretary for permission—

“CA) to conduct a comprehensive service project in ac-
cordance with this section in such area or areas of the
State as the State may select; and

“(B) to suspend certain requirements of parts B and E
with respect to the activities of the State in such area or
areas during the project.

) EntiTLEMENT.—For payments to which States author-
ized to conduct projects under this section are entitled under
this part, there shall be available to the Secretary for each
fiscal year an amount equal to 10 percent of the aggregate of
the amounts that would have been paid to such States under
section 423 for the fiscal year, and the amounts that would
have been paid to such States under section 434 for the fiscal
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year, if the Secretary had approved the State plans (Z‘ such

States under part B for the fiscal year and had not authorized

such States to conduct projects under this section for the fiscal

year.

“(b) AppLicATIONS.—Not later than 8 months before the fiscal
year in which a State desires to commence a comprehensive services
project under this section, the State may submit to the Secretary an
application to conduct the project which shall contain the follow-
ing:

“(1) A plan and a timetable for assessing by the end of the
fiscal year—

“(A) whether procedures and policies of the child wel-
fare agency of the State, or of the area or areas of the State
in which the project is to be conducted, provide for the co-
ordinated delivery of services to children and their fami-
lies, and the specific barriers that must be overcome to
ensure such coordination;

“(B) the service needs of families in the area or areas of
the State in which the project is to be conducted whose
child or children are at imminent risk of placement outside
their home or are in an out-of-home placement in the child
welfare, juvenile justice, or mental health system;

“C) specific service programs available in the area or
areas of the State in which the project is to be conducted
that address the service needs of such families; and

“D) the extent to which common practices, policies,
and procedures among the child welfare, juvenile justice,
and mental health systems in the area or areas of the State
in which the project is to be conducted govern the assess-
ment of children and their families, the provision of case
plans, the delivery of services to children and their fami-
lies, and the periodic reviews of the services provided, par-
ticularly with regard to families whose child or children
are at imminent risk of placement outside their home or
are in an out-of-home placement;

“9) a plan and a timetable for implementing, to the extent

appropriate— .

“(A) procedures and policies of the child welfare agency
of the State, or of the area or areas of the State in which
the project is to be conducted, that will result in the coordi-
nated and efficient delivery of the range of child welfare
services to families in the child welfare system;

“B) a comprehensive services program designed to—

“(i) preserve and strengthen families with children
at imminent risk of placement outside their home;

“Gi) reunite children with their families expedi-
tiously if an out-of-home placement is found to be nec-
essary;

“4ii) place children in adoptive homes or other
permanent arrangements in a timely fashion if reunifi-
cation with their families is not appropriate;

“(iv) meet the primary service needs of targeted
families in the area or areas of the State in which the
project is to be conducted who are in the child welfare,
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Jjuvenile justice, or mental health system and whose
child or children are at imminent risk of placement
outside their home or are in an out-of-home placement;
and

“v) include, at a minimum, access to substance
abuse treatment, parenting education, health, mental
health, crisis managment, and counseling services;

“C) a common assessment tool for targeting which
children and families who come to the attention of the
child welfare, juvenile justice, and mental health systems
will participate in the program described in subparagraph
(B);

“D) joint training of staff from the child welfare,
mental-health, and juvenile justice systems who will be in-
volved in the program described in subparagraph (B);

“AE) a system for delivering services under the program
described in subparagraph (B) to families targeted for the
program which ensures a single point of entry and uses a
unified case management approach, and thereby minimizes
unnecessary and duplicative assessments and services;

“(F) an information system to track children and fami-
lies across systems who participate in the program de-
scribed in subparagraph (B), which provides data, not less
frequently than annually, on the number of children and
families served from each system and the nature of the
services provided; and

““G) a mechanism by which to ensure that relevant in-
formation on the service and treatment needs and outcomes
of children and their families which is developed through
their participation in the program described in subpara-
graph (B) is made available, as appropriate, to case manag-
ers and service providers in the relevant agencies who are
charged with making service, placement, and other deci-
sions with respect to the children and their families;

“(3) a statement of the specific outcomes the State expects
by conducting the project, which shall include outcomes in at
least the following areas—

“(A) an increase in the well-being of children;

“(B) a reduction in placements and expenditures for
out-of-home care relative to what would have occurred oth-
erwise;

{0 an increase in the level and mix of preventive serv-

ices available to families in the child welfare, juvenile jus-

tice, and mental health systems; and

“(D) an increase in coordination and cooperation
among the child welfare, juvenile justice, and mental
health agencies;

“l4)_a specification of the area or areas of the State in
which the project is to be conducted, in which must reside not
fewer than 300,000 individuals in the aggregate at the time the
application is submitted;

(%) a_certification that all cost savings resulting from the
project will be used to provide child welfare services to families;
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_“(6) a certification that the State will provide the Secretary
with such information about the project and the State programs
carried out pursuant to parts B and E as the Secretary may re-
quest;

“4?) a certification that—

“(A) the State will not use any funds provided under
this section to supplant any Federal, State, or local funds
used for similar purposes;

“(B) the aggregate amount expended from State and
local sources by the State and the political subdivisions
thereof for the provision of child welfare services (excluding
foster care maintenance payments and adoption assistance
payments) during any fiscal year will be not less than the

gate amount so expended during fiscal year 1992: and

“C) the aggregate amount expended from State and
local sources by the State and the political subdivisions
thereof for the provision of child welfare services during
any fiscal year will be not less than the aggregate amount
so expended during fiscal year 1992;

“®) a certification that the individual or agency referred to
in section 422(bX1)A) shall have lead responsibility for the op-
eration and administration of the project under this section;

“(9) a certification by the Governor of the State that project
activities will be coordinated among the State child welfare, ju-
venile justice, and mental health agencies, and other appropri-
ate State agencies; and

“U10) a list of those requirements of parts B and E which
are to apply to the project, in addition to the requirements im-
posed by the provisions specified in subsection (cX6)A) of this
section.

“(c) ADMINISTRATIVE PROVISIONS.—

“(1) NOTIFICATION TO STATES OF APPLICATION REQUIRE-
MENTS.—Not later than 6 months after the date of the enact-
ment of this section, the Secretary shall prepare and transmit to
each State a detailed explanation of the requirements for con-
ducting a project under this section.

“2) CONSIDERATION OF APPLICATIONS.—The Secretary shall
consider all applications (and amendments thereto) received
from States desiring to conduct a project under this section.

“(3) AMENDMENT OF APPLICATIONS.—A State may, at any
time and for any fiscal year, submit to the Secretary I or more
amendments to any application submitted to the Secretary
under this section.

“(4) APPROVAL OF APPLICATIONS.—

“lA) In GENERAL.—The Secretary shall not approve any
application of a State to conduct a project under this sec-
tion, or any amendment thereto, that does not meet the re-
quirements of this section to the satisfaction of the Secre-

‘““B) FREEDOM OF STATES TO SELECT AREAS IN WHICH TO
CONDUCT THE PROJECT.—The Secretary may not, as a condi-
tion of approval of a State application to conduct a project
under this section or of any amendment thereto, require the
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State to select any particular area or areas of the State in

which to conduct the project.

““C). FREEDOM OF STATES TO SELECT PROVISIONS OF
PARTS B AND E TO APPLY TO THE PROJECT.—The Secretary
may not, as a condition of approval of a State application
to conduct a project under this section or of any amend-
ment thereto, require the project to comply with any provi-
sion of part B or E not specified in paragraph (6)A) of this
subsection.

“(5) AUTHORITY TO CONDUCT PROJECT; GRANT AUTHORITY.—
If the Secretary approves the application of a State to conduct a
project under this section, then— _

“(A) the Secretary shall authorize the State to conduct
the project in accordance with the approved application
therefor and any approved amendments thereto, and the re-
quirements of section 427, the provision of section 471(a)1)
requiring the State plan to provide for adoption assistance
in accordance with section 473, paragraphs (8), (9), (10), (12),
(13), (15), and (16) of section 471(a), and sections 472(h), 473,
and 479 shall apply to the project; and

“4B) in lieu of receiving the funds that would otherwise
be provided to the State for any fiscal year pursuant to sec-
tions 423, 484, and 474 (other than with respect to adoption
assistance) with respect to the activities of the State in the
area or areas of the State in which the project is to be con-
ducted, the State shall be entitled to receive a grant, in ac-
cordance with subsection (d) of this section, for each fiscal
year, from the amount allotted to the State for the fiscal
year under section 421, the total amount allotted to the
State for the fiscal year under section 432, the amount to
which the State is entitled for the fiscal year under part E,
and the amount made available pursuant to subsection
(@)3) of this section.

“{d) ANNUAL GRANTS.—

“1) AMOUNT OF GRANT.—

“(tA) IN GENERAL.—The amount of the grant to be paid
under this subsection to a State for a fiscal year shall be
the amount determined by the Secretary to be—

“i) the sum of—

“(I) 110 percent of the aggregate of the amount
that would have been paid to the State under sec-
tion 423 for the fiscal year, and the total amount
that would have been paid to such States under
section 43} for the fiscal year, if the Secretary had
approved the State plan under part B for the fiscal
year and had not authorized the State to conduct a
project under this section for the fiscal year; and

“D the aggregate of the expenses for which
the State would properly have submitted a claim
for reimbursement under section 474 (other than
with respect to adoption assistance) for the fiscal
year if the Secretary had approved the State plan
under part E for the fiscal year and had not aqu-
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thorized the State to conduct a project under this

section for the fiscal year;

multiplied by

“Gii) the quotient equal to—

“@) the number of children in the area or
areas in which the project is to be conducted under
this section with respect to whom the State would
have made foster care maintenance payments
under section 472 for the fiscal year if the Secre-
tary had approved the State plan under part E for
the fiscal year and had not authorized the State to
conduct the project; divided by

“ID the total number of children in the State
with respect to whom the State would have so
made such payments for the fiscal year.

‘“‘B) CALCULATION OF GRANT AMOUNT.—The Secretary
shall calculate the expenses for which a State would prop-
erly have submitted a claim for reimbursement under sec-
tion 474 (other than with respect to adoption assistance) for
a fiscal year by—

“(i) determining the amount paid to the State with
respect to such expenses for the fiscal year immediately
preceding the fiscal year in which the State commenced
(or is to commence) the project under this section;

“Gii) adjusting such amount annually for inflation
based on changes in the Consumer Price Index for all
urban consumers for the most recent 12-month period
for which data are available; and

“iit) increasing such amount, to the extent the Sec-
retary deems appropriate, by taking into account—

- “) any estimate made by the State of the ex-
penses for which the State would properly have
submitted such a claim for reimbursement for the
fiscal year;

“aID the rate at which the number of children
on whose behalf the Federal Government has reim-
bursed foster care maintenance payments made by
States not participating in the project has recently
increased (emphasizing those nonparticipating
States which have similar child welfare programs
and similar foster care caseload characteristics), as
determined by the Secretary;

‘“IID) changes in State laws or procedures that
have the effect of changing the rate at which chil-
dren are placed in foster care or changing the costs
of maintaining children in foster care;

“aV) the amount (if any) by which—

“laa) the national average number of chil-
dren per State who, as of the end of the fiscal
year immediately preceding the commencement
of the project, have not attained the age of 18
years and were eligible for benefits under the
respective State plan under part E (expressed
as a percentage of the total population of chil-
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dren in the respective State who have not so
attained such age); exceeds

“bb) the number of such children in the
State (expressed as a similar percentage); and
“(V) other factors deemed appropriate by the

Secretary.

“9) NOTIFICATION TO STATES OF AMOUNT OF GRANTS.—The
Secretary shall notify each State of the amount of the grant to
be made to the State for a fiscal year under this subsection, not
later than— .

“CA) in the case of the first grant with respect to an ap-
proved application, the later of— ' ‘

“G) 45 days after the Secretary receives the applica-
tion therefor; or ) _

“(ii) August 1 of the fiscal year immediately pre-
ceding the fiscal year for which the grant is to be
made; and
““B) in any other case, August 1 of such immediately

preceding fiscal year.

“43) GRANTS TO BE PAID IN EQUAL QUARTERLY INSTALL-
MENTS.—The Secretary shall pay each grant under this subsec-
tion in equal quarterly installments.

“le) PRESERVATION OF CERTAIN BENEFITS.—During the period
in which a State is conducting a project under this section—

“C1) the State may not carry out the project in a manner
which impairs the entitlement of any child to—

“(A) the foster care benefits the child would have re-
ceived under a State plan approved under part E if the Sec-
retary had approved the State plan under part E for the
fiscal year and had not authorized the State to conduct a
project under this section for the fiscal year; or

“(B) any other benefit to which the child is entitled by
law; and
“2) the State shall, for purposes of section 402(a)(20), be

deemed to have in effect a State plan approved under part E.
“(f) REPORT ON EXPENDITURES.—

“(1) IN GENERAL.—Not later than April 1 of the fiscal year
immediately following each fiscal year for which a State con-
ducts a project under this section, the State shall prepare and
submit to the Secretary a report on the funds expended under
the project.

“(9) FORM AND CONTENT.—

“tA) IN GENERAL.—The report required by paragraph
(1) shall be in such form and contain such information as
the State finds necessary to—

“G) accurately describe how the grant made under
this section for the fiscal year was used;

“ti) provide a complete record of how the grant
funds were expended; and

“(iii) enable a determination of the extent to which
the funds were spent in a manner consistent with the
application therefor.

“(B) INCLUSION OF INFORMATION ON COMPARATIVE FI-
NANCIAL CONTRIBUTIONS.—The report required by para-
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graph (1) for any fiscal year after fiscal year 1998 shall in-

clude the information described in section 422(b)12) for the

2nd preceding fiscal year.

‘e) ADMINISTRATIVE  REMEDIES FOR  UNSUCCESSFUL
ProJECTS.—If the Secretary has determined that the State is not
conducting the project in accordance with this section or is not
making satisfactory progress toward the achievement of the plans of
the State, the Secretary may—

“(1) provide technical assistance to the project;

?2) require the State to take corrective action with respect

to the project; or A

‘(Y after notice and opportunity for hearing, reduce the
payments that would otherwise be due the State under this sec-
tion by an amount which the Secretary determines is appropri-
ate.

“(h) TERMINATION OF PROJECTS.—

“1) IN GENERAL.—Any State authorized to conduct a
project under this section shall discontinue the project at the
end of a fiscal year—

“(A) if the State has notified the Secretary that the

State intends to discontinue the project at the end of the

fiscal year; or

“(B) if the Secretary has determined that the State is
not conducting the project in accordance with this section
or is not making satisfactory progress toward the achieve-
ment of the plans of the State, and the Secretary does not
plan to take action under subsection (g) during the fiscal
year with respect to the project.

“(2) EFFECT OF PROJECT TERMINATION.—On the discontinu-
ance of a project of a State under this section, parts B and E
shall apply with respect to the population of, and the activities
of the State in, the area or areas of the State in which the
project was conducted.”.

(2) EFreCTIVE DATE.—The amendment made by paragraph
(1) shall take effect on October 1, 1992.

(b) DEmonsTraTION PrOJECTS TO IMPROVE COORDINATION OF
SERVICES.

(1) IN GENERAL.—Part E of title IV (42 US.C. 670 09679) is
amended by inserting after section 47} the following:

“SEC. 474A. DEMONSTRATION PROJECTS FOR THE COORDINATION OF
CHILD AND FAMILY SERVICES.

“a) In order to improve the coordination of child and family
services, the Secretary shall authorize not more than 3 States to con-
duct demonstration projects, to be carried out in accordance with
this section.

“b) An application to conduct a demonstration project under
this section submitted by the Governor of a State shall include a de-
scription of the measures to be employed to improve the coordination
of the services and benefits provided by child and family services
programs carried out under the State plan under this part with pro-
grams which provide services to families and children including
some or all of the following programs and services:

[ty
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“1) The program of aid and services for needy families
with children carried out under the State plan pursuant to part

“2) The child support and spousal support enforcement
program carried out under the State plan pursuant to part D.

“(3) The job opportunities and basic skills training program
carried out under section 402(a)19) and part F. ‘

“U4) The special supplemental food program for woman, in-
fants, and children (the WIC program) authorized under section

17 of the Child Nutrition Act of 1966 (42 U.S.C. 1786).

“5) The maternal and child health block grant program

under title V.

“6) Medical assistance furnished under the State plan ap-

proved under title XIX.

“?7) Drug treatment programs and other substance abuse
programs.

“(8) Mental health services programs.

“(9) Juvenile justice proirrams.

“(10) Programs for developmentally disabled individuals.

“(11) Any additional services for children and families that
the State determines necessary to meet the needs of all family
members in order to carry out the purposes of this section that
are approved by the Secretary.

“c) A demonstration project conducted under this section may
be conducted for a period of not more than 3 years.

““d)1) Each State that conducts a demonstration project au-
thorized by the Secretary under this section shall, as a part of such
demonstration project, conduct an evaluation of the effectiveness of
the demonstration project in improving the coordination and the
funding of child and family services.

“(9) Amounts expended by the State for the purposes of conduct-
ing an evaluation under this subsection shall be considered to be
amounts expended for the proper and efficient administration of the
State plan under this part.

“le) Upon completion of a demonstration project under this sec-
tion, each State shall submit a report to the Secretary concerning
the results of the evaluation described in subsection (d).

“(f Each State shall submit to the Secretary at such time as the
Secretary may prescribe by regulation—

“(1) a description of administrative policies and laws of the

Federal Government and the State or a political subdivision of

the State, identified by the State as impediments to the coordi-

nation of the delivery of the child and family services described
in subsection (b); and

_“2) a description of the measures that the State has taken
or intends to take to eliminate or reduce impediments described
in paragraph (1) that are attributable to administrative policies
and laws of the State or a political subdivision of the State.

“lg) This section shall not be construed to authorize the Secre-
tary or appropriate agency head to waive or modify any requirement
of the programs described in subsection (b).”.

(2) PAYMENTS TO STATES FOR DEMONSTRATION PROJECTS.—

(A) IN GENERAL.—Section 474(a) (42 U.S.C. 674(a)) is
amended—
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(i) by striking the period at the end of paragraph
()BXii) and inserting ‘; plus’’: and / paragrap
(1) by adding at the end the following:

“U5) if such State is authorized to conduct a demonstration
project pursuant to section 474A, 50 percent of so much of such
expenditures (not to exceed $750,000 for each quarter during the
period of such demonstration project) to carry out the demon-
stration project.”.

(B) EFFECTIVE DATE.—The amendments made by sub-
paragraph (A) shall apply to expenditures made after Sep-

tember 30, 1992.

(¢) REVIEW OF ADMINISTRATIVE POLICIES AND REGULATIONS.—
(1) The Secretary of Health and Human Services, the Secretary of
Agriculture, the Secretary of Education, and the Attorney General
of the United States sholl review the administrative policies and
regulations relating to the funding and delivery of services for fami-
lies and children (as described in section 474A(b) of the Social Secu-
rity Act, as added by subsection (a) of this section) of the Depart-
ment of Health and Human Services, the Department of Agricul-
ture, the Department of Education, and the Department of Justice,
respectively, to determine whether changes in such administrative
policies and regulations may be made without statutory changes to
improve the funding and delivery of such services.

(2) In conducting a review pursuant to paragraph (1), the heads
of departments described in paragraph (1) shall consult with appro-
priate representatives of the governments of States and political sub-
divisions of States.

(3) Not later than July 1, 1993, the heads of the departments
described in paragraph (1) shall collectively (or separately after con-
sultation with the others) issue a report to the Congress that in-
cludes—

(A) recommendations for statutory changes, as well as
changes in regulations and administrative policies, to improve
the coordination of the funding and delivery of child and
family services;

(B) a description of the technical assistance that the heads
of the departments will make available to the States to improve
the coordination of the funding and delivery of child and
family services; and

(C) an analysis of the impediments identified pursuant to
section 474A(fI1) of the Social Security Act, as added by subsec-
tion (a) of this section, as such impediments relate to Federal
policies and laws.

SEC. 1319. DISSOLVED ADOPTIONS.
(a) ELiciBiLiTy FOR FOSTER CARE MAINTENANCE PAYMENTS.—
Section 472 (42 U.S.C. 672) is amended—
(1) in subsection (b), by inserting “or ()" after ‘“subsection
(@)’ and
(2) by adding at the end the following:
“Gi) Any State with a plan approved under this part may make
foster care maintenance payments under this part on behalf of a

child—
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“C1) with respect to whom such payments were previously
made;

“2) whose adoption has been set aside by a court;

“3) who meets the requirements of paragraphs (1), (2), and
9) of subsection (a); and '
& f‘(4) who fails to meet the requirements of subsection (a)(})
but would meet such requirements if— ‘ _

“CA) the child were treated as if the child were in the
same financial and other circumstances the child was in
the last time the child was determined eligible for such
payments; and )

“B) the adoption were treated as having never oc-
curred.”. ‘

(b) ELIGIBILITY FOR ADOPTION ASSISTANCE PAYMENTS.—Section
478a) 42 U.S.C. 673(a)) is amended by adding at the end the follow-

ng:

& “7) Any State with a plan approved under this part may enter
into an adoption assistance agreement with the adoptive parents of
any child with respect to whom the State may make foster care
maintenance payments under section 472().” .

(c) ErFrecTIVE DATE.—The amendments made by this section
shall take effect on October 1, 1992, and shall apply to payments
under part E of title IV of the Social Security Act in or after fiscal
year 1993.

SEC. 1320. EXTENSION OF DEFINITION OF CHILDREN WITH SPECIAL NEEDS.
(a) IN GENERAL.—Section 473(c) (42 U.S.C. 673(c)) is amended to
read as follows:
“tcX1) For purposes of this section, a child shall not be consid-
ered a child with special needs unless—
‘CA) the State determines that—

“G) the child cannot or should not be returned to the
home or the legal custody of the parents of the child;

“Uii) there exists a specific factor or condition (such as
his ethnic background, age, or membership in a minority or
sibling group, or the presence of factors such as medical
conditions or physical, mental, or emotional handicaps), or
information available and known about the child indicat-
ing a high risk of medical conditions or physical, mental,
or emotional handicaps, which makes it reasonable to con-
clude that the child cannot be placed for adoption without
providing adoption assistance under this section or medical
assistance under title XIX; and

“li1) except where it would be against the best interests
of the child because of such factors as the existence of sig-
nificant emotional ties with prospective adoptive parents
while in their care as a foster child or a relative, a reasona-
ble but unsuccessful effort has been made to place the child
with appropriate adoptive parents without providing adop-
tion assistance or medical assistance under title XIX; or
“(B) the State determines that the child—

“(i) has been adopted;

“lii) immediately before the adoption was under the
care and responsibility of the State agency administering or
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supervising the administration of the State programs under
this part or of a private nonprofit organization; and
" t“(lu) has a mental, physical, or emotional handicap
a —
“(D existed before the adoption but was not diag-
nosed until after the adoption; or
“D first manifests itself after the adoption but is
congenital or was caused before the adoption.

‘“2) Each State shall submit to the Secretary the factors and
conditions used by the State to identify children with special needs
for purposes of this section, and any modifications to such factors
and conditions.”.

(b) EFFECTIVE DATE.—The amendment made by subsection (a)
shall take effect on October 1, 1993, and shall apply with respect to
children who are adopted after September 30, 1993, and who become
eligible for adoption assistance payments under section 47?3 of the
Social Security Act in or after fiscal year 1994.

SEC. 1321. STUDY OF REASONABLE EFFORTS REQUIREMENT BY ADVISORY
COMMITTEE,

(@) IN GENERAL.—Not later than 90 days after the date of the
enactment of this Act, the Secretary of Health and Human Services
(in this section referred to as the “Secretary’’) shall establish an Ad-
visory Committee on Foster Care Placement (in this section referred
to as the “Advisory Committee”) to study and make recommenda-
tions concerning the implementation of the requirements imposed
under section 471(a)(15) of the Social Security Act.

(b) MEMBERSHIP.—The Aduvisory Committee shall consist of not
fewer than 9 members. In appointing persons to the Advisory Com-
mittee, the Secretary shall include representatives of the following
types of organizations and agencies:

(1) Private, nonprofit organizations with an interest in
child welfare (including such organizations that provide child
protective services, foster care services, adoption services, or
family support services).

(2) Agencies of States and political subdivisions thereof re-
sponsible for child protective services, foster care services, or
adoption services.

(3) Judicial bodies of States and political subdivisions
thereof responsible for adjudicating issues of family law (as de-
fined and determined by the Secretary).

(c) TrRavEL ExPENSES.—While away from their homes or regular
places of business and on the business of the Advisory Committee,
the members of the Advisory Committee may be allowed travel ex-
penses, including per diem in lieu of subsistence, as authorized by
section 5703 of title 5, United States Code, for persons employed
intermittently in Government service.

(d) Hirine AvrHoriTy.—The Advisory Committee may employ
and fix the level of compensation for 1 individual.

(e) REPORT.—Not later than April 1, 1994, the Advisory Com-
mittee shall submit a report to the Secretary and to the Congress
that includes legislative or other recommendations concerning the
implementation of the requirements imposed under section 471(a)(15)
of the Social Security Act.
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SEC. 1322. ADOPTION EXPENSE DEDUCTION.

(a) In GENERAL.—Part VII of subchapter B of chapter 1 of the
Internal Revenue Code of 1986 is amended by redesignating section
991 as section 222 and by inserting after section 221 the following
new section:

«SEC. 221. SPECIAL NEEDS ADOPTION EXPENSES DEDUCTION.

“a) ALLOWANCE OF DEDUCTION.—In the case of an individual,
there shall be allowed as a deduction for the taxable year the
amount of the qualified adoption expenses paid or incurred by the
individual for such taxable year.

“(b) LIMITATIONS.—

“(1) MaxiMum DOLLAR AMOUNT.—The aggregate amount of
adoption expenses which may be taken into account under sub-
section (a) with respect to the adoption of a child shall not
exceed $3,000.

“C2) DENIAL OF DOUBLE BENEFIT.—

“A) IN GENERAL.—No deduction shall be allowable
under subsection (a) for any expense for which a deduction
or credit is allowable under any other provision of this
chapter.

‘““B) REIMBURSEMENTS.—If a taxpayer is reimbursed
for any qualified adoption expenses for which a deduction
was allowed under subsection (a), the amount of such reim-
bursement shall be includable in the gross income of the
taxpayer in the taxable year in which such reimbursement
was received.

“t¢) DEFINITIONS.—For purposes of this section—

“(1) QUALIFIED ADOPTION EXPENSES.—The term ‘qualified
adoption expenses’ means reasonable and necessary adoption
fees, court costs, attorneys fees, and other expenses which— -

“CA) are directly related to the legal adoption of a child
with special needs by the taxpayer,

“(B) are not incurred in violation of State or Federal
law, and

“C) are of a type eligible for reimbursement under the
adoption assistance program under part E of title IV of the
Social Security Act.

“2) CaiLp wiTH SPECIAL NEEDS.—The term ‘child with spe-
cial needs’ means any child determined by the State to be a
child described in subparagraph (A) or (B) of section 473(c)1) of
the Social Security Act.”.

(b) DEpUCcTION ALLOWED WHETHER OR NOT TAXPAYER ITEMIZES
Depuctions.—Subsection (a) of section 62 of the Internal Revenue
Code of 1986 is amended by inserting after paragraph (13) the fol-
lowing new paragraph:

‘ “(14) Apoprtion ExPENSES.—The deduction allowed by sec-
tion 221 (relating to deduction for expenses of adopting a child
with special needs).”,

(c) CLERICAL AMENDMENT.—The table of sections for part VII of
subchapter B of chapter 1 of the Internal Revenue Code of 1986 is
amended by striking the item relating to section 221 and by insert-
ing the following new items:

“Sec. 221. Special needs adoption expenses deduction.
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“Sec. 222. Cross reference.”.

(d) EFFECTIVE DATE.—The amendments made by this section

shall apply to adoptions occurring in taxable years beginni ¥
December 31, 1992. g Y ginning after

SEC. 1323. PEIIDCIIE(‘)I\?Tlg REEVALUATION OF FOSTER CARE MAINTENANCE PAY-

(a) IN GENERAL.—Section 471(a)11) (42 U.S.C. 671(a)11) is
amended to read as follows:

“11XA) provides for periodic review of the standards re-
ferred to in paragraph (10) to assure their continuing appropri-
ateness; and

“(B) provides for the review, not less frequently than once
every 3 years, of the amounts paid as foster care maintenance
payments and adoption assistance to assure their continuing ap-
propriateness, and a report to the Secretary and the public on
the results of such review at such time and in such form and
manner as the Secretary may by regulation require, which con-
tains, at @ minimum—

“(t) a statement of the manner in which the foster care
maintenance payment level is determined, including infor-
mation on the cost of foster care with respect to which such
payments are made;

“Gi) information with respect to the basic foster care
maintenance payment level, whether such payment level in-
cludes an amount to cover the cost of clothing, and whether
such payment level varies by the type of care or the special
needs or age of the child, and if so, the payment levels for
each special needs, care, or age category;

“(ii) if such payments are not made at a different rate
for children with special needs who test positive for human
immunodeficiency virus, have acquired immune deficiency
syndrome, are addicted to drugs, or suffer from complica-
tions due to exposure to drugs or alcohol, the reasons there-
for; and

“liv) information on any limitations imposed by the
State on adoption assistance payments levels;”.

(b) EFFEcTIVE DATE.—The amendment made by subsection (a)
shall take effect on October 1, 1992, and shall apply to payments
under part E of title IV of the Social Security Act for fiscal year
1993 and to such payments for any succeeding fiscal year.

SEC. 1324. CASE REVIEW SYSTEM REQUIREMENTS.

(a) ACCELERATED DisposiTioNaL HEARING.—Section 475(5)(C)
42 US.C. 675(5)C)) is amended by striking ‘“eighteen months” and
inserting “15 months”.

(b) Perropic REview oF CHILDREN FREE Fo: ADOPTION.—Sec-
tion 475(5)XB) (42 U.S.C. 675(5)XB)), as amended by section 1326(b) of
this Act, is amended by inserting after “legal guardianship,” the
following: “and if the entity conducting the review finds that the
child should be placed for adoption, the entity shall determine and
document the measures needed to enhance the likelihood of making
the child legally eligible for adoption and of finding an adoptive
home for the child, and if the child is legally el ;ible for adoption,
determine and document (I) the specific measures which have been
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taken, and the specific measures which need to be taken, to make an
adoptive placement, or (I) a finding that placement of the child in
an adoptive family would be inappropriate, "

(¢) MosT APPROPRIATE SETTING.—Section 475(5)(A) .(42 US.C.
675(5XA)) is amended by inserting “and most appropriate” after
“most family like)’. .

(d) Crrizen VoLUNTEER INPUT.—Section 475(5) (42 U.S.C. 675(5)
is amended—

(1) by striking “and” at the end of subparagraph (C);

(2) by striking the period at the end of subparagraph (D)
and inserting ‘s and’; and

(3) by inserting at the end the following new subparagraph:

“E) to the extent determined appropriate by the State, citi-
zen volunteers may participate in making recommendations at
either the court or administrative reviews described in subpara-
graph (B) or at the dispositional hearings described in subpara-
graph (C).”.

(e) EFFECTIVE DATES.—

(1) ACCELERATED DISPOSITIONAL HEARING; PERIODIC REVIEW
OF CHILDREN FREE FOR ADOPTION.—The amendments made by
subsections (a) and (b) shall take effect on October 1, 1994, and
shall apply to payments under part E of title IV of the Social
Security Act for fiscal year 1995 and to such payments for any
succeeding fiscal year. _

(2) MOST APPROPRIATE SETTING.—The amendment made by
subsection (c) shall take effect with respect to case reviews con-
ducted on or after July 1, 1993.

(3) CrrizeN vOLUNTEER INPUT.—The amendments made by
subsection (d) shall take effect on the date of the enaciment of
this Act.

SEC, 1325. HEALTH CARE PLANS FOR FOSTER CHILDREN.

(a) IN GENERAL.—Section 475(IXC) (42 US.C. 675(1)(C) is
amended—

(1) in clause (i), by striking “and addresses’” and inserting

“ addresses, and telephone numbers”,

(2) in clause (vii), by striking “and’’; and
(3) by redesignating clause (viii) as clause (ix) and inserting
after clause (vii) the following:

“(itl) a record indicating that the child’s foster care
provider was advised (where appropriate) of the child’s eli-
gibility for early and periodic screening, diagnostic, and
treatment services under title XIX; and’’.

(b) EFFECTIVE DATE.—The amendments made by subsection (a)
shall apply to case plans established or reviewed on or after Janu-
ary 1, 1993.

SEC. 1326. PLACEMENT ACCOUNTABILITY.

(a) CASE PLAN ProOVISIONS REQUIRED FOR CHILDREN IN OUT-OF-
StATE FOSTER CARE PLACEMENTS.—Section 475(1) (42 U.S.C. 675(1)
is amended by inserting after subparagraph (C) the following:

“(D) In the case of a child receiving foster care mainte-
nance payments under section 472 who is placed in a facili-
ty outside the State, a finding that—
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_“0) efforts have been made to place the child in a
facility in the State;

“(ii) the child needs services not available in the
State;

“@i1i) the placement is in the least restrictive (most
family like) and most appropriate setting available,
consistent with the best interests and the special needs
of the child; and

“(iv) the placement has been approved by—

“4) a court; or

“II) a committee (such as a foster care review
board), established by the State, that reviews place-
ments outside the State and that, in addition to
the appropriate State personnel, includes child ad-
vocates, parents, and other individuals the State
deems appropriate.”.

(b) STATUS OF CHILDREN IN OUT-OF-STATE FOSTER CARE PLACE-
MENTS To BE JupiciALLy REVIEWED ANNUALLY Wit THE CHILD
PRESENT.—Section 475(5)(B) (42 U.S.C. 675(5)(B)) is amended—

(1) by striking “and’” the 2nd place such term appears; and

(2) by adding at the end the following: “and in the case of
a child who is placed by a State in a foster care facility outside
the State, the status of the child shall be reviewed by a court,
not less frequently than annually, with the child present, unless
the court determines that due to the age or condition of the
child, or for some other good cause, the presence of the child
would be detrimental to the child or would not accomplish a
useful purpose,”.

(c) STATE PLAN REQUIREMENT.—Section 471(a) (42 U.S.C. 671(a))
is amended—

(1) by striking “and” at the end of paragraph (16);

(2) by striking the period at the end of paragraph (17) and
inserting “; and’’; and

(3) by adding at the end the following:

‘(18) provides that the State agency must ensure that any
facility outside the State in which a child eligible for foster
care maintenance payments under section 472 is placed has cer-
tified to the originating State that the facility meets the stand-
ards of the originating State which apply to child care facili-
ties, or the standards recommended by national organizations
concerned with standards for such facilities, including stand-
ards of the types described in paragraph (10).”.

(d) CoLLEcTION OF DATA ON NUMBERS OF CHILDREN IN OUT-OF-
STATE FOSTER CARE PLACEMENTS.—Section 479(cX3)xC) (42 U.S.C.
679(cX3)C)) is amended— .

(1) by striking “and” at the end of clause (i); and

(2) by adding at the end the following:

“iii) children placed in foster care outside the State, and”.
(e) EFFECTIVE DATES.—

(1) CASE PLAN, CASE REVIEW SYSTEM, AND STATE PLAN
CHANGES.—The amendments made by subsections (a), (b), and (c)
shall take effect on October 1, 1993 and shall apply to payments
under part E of title IV of the Social Security Act for expendi-
tures made in fiscal years 1994, 1995, and 1996.
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(2) Data coLLECTION.—The amendments made by subsec-
tion (d) shall take effect on October 1, 1994 and shall apply to
payments under part E of title IV of the Social Security Act for
expenditures made in or after fiscal year 1995.

() StupY OF REASONS FOR MAKING OUT-OF-STATE FOSTER CARE
PracEMENTS.—In order for a State to receive payments under sec-
tion 474 of the Social Security Act for amounts expended after fiscal
year 1994 for foster care maintenance payments under section 472 of
such Act made with respect to children placed by the State in foster
care outside the State, the State shall, by the end of such fiscal year,
conduct and submit to the Secretary a study designed to identify—

(1) the number of such children and the characteristics (if
any) common to such children; and

(9) the reasons why such children were not placed in foster
care in the State.

SEC. 1327. INDEPENDENT LIVING.
(a) AcCUMULATION oF ASSETS.—Section 477 (42 U.S.C. 677) is
amended—
(1) by redesignating subsection (i) as subsection (j); and
(2) inserting after subsection (h) the following new subsec-
tion:

‘(i) Notwithstanding any other provision of this title or of title
XIX, with respect to a child who s included in a program estab-
lished under subsection (a), an amount of the assets of the child
which would otherwise be regarded as resources for the purposes of
determination of eligibility for programs under this title or title
XIX may be disregarded for the purpose of allowing such child to
establish a household. Such amount may not exceed an amount de-
termined by the State agency responsible for the administration of
Zhel dpf’ogram as reasonable for the purpose of establishing a house-

old.”.

(b) PERMANENT EXTENSION.—Section 477 (42 US.C. 677) is
amended—

(1) in subsection (a)1), by striking the 3rd sentence;

(2) in subsection (c), by striking “of the fiscal years 1988
through 1992” and inserting ‘“‘succeeding fiscal year’”:

(3) in subsection (e)1NA), by striking ‘“each of the fiscal
years 1987 through 1992 and inserting “any fiscal year”.

(c) EFFECTIVE DATE.—The amendments made by this section
shall take effect on October 1, 1992, and shall apply to payments
under part E of title IV of the Social Security Act for fiscal year
1993 and payments made under such part for any succeeding fiscal
year.

SEC. 1328. ELIMINATION OF FOSTER CARE CEILINGS AND OF AUTHORITY
TO TRANSFER UNUSED FOSTER CARE FUNDS TO CHILD WEL-
FARE SERVICES PROGRAMS.
(a) REPEAL.—Subsections (b) and (c) of section 47} (42 U.S.C.
674 (b) and (c)) are hereby repealed.
(b) CoNFORMING AMENDMENTS.—Section 474 (42 U.S.C. 674) is
amended—
(1) in subsection (d)—
_ (A) by striking “subsections (a), (b), and (c)” and insert-
ing “subsection (a)”; and
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_ (B) by striking “the provisions of such subsections’ and

inserting “subsection (a)’’- and

(2) by redesignating subsection (d) as subsection (b).

(c) EFFECTIVE DATE.—The amendments and repeal made by this
section shall take effect on October 1, 1992, and shall apply to pay-
ments under part E of title IV of the Social Security Act for fiscal
year 1993 and to such payments for any succeeding fiscal year.

SEC. 1329. REGULATIONS FOR TRAINING OF AGENCY STAFF AND OF FOSTER
AND ADOPTIVE PARENTS.

(a) IN GENERAL.—Not later than 180 days after the date of the
enactment of this Act, the Secretary of Health and Human Services
shall establish an advisory committee which shall include repre-
sentatives of—

(1) nonprofit organizations with an interest in child welfare
(including organizations that train professional social workers
in the field of child welfare services); and

(2) organizations representing State and local governmental
agencies with responsibility for foster care and adoption serv-
ices.

(b) FINAL REGULATIONS.—Not later than 15 months after the
date of the enactment of this Act, the Secretary of Health and
Human Services shall, after consultation with the advisory commit-
tee established under subsection (a), issue final regulations setting
forth detailed guidelines to assist States in using Federal matching
funds authorized to be provided under section 474(a)X3) of the Social
Security Act for the purpose of training for—

(1) individuals who are employed, or preparing for employ-
ment, by the agencies with responsibility for administering the
foster care and adoption assistance programs of the States
under part E of title IV of such Act; and

(2) foster and adoptive parents.

(¢c) TRAINING FOR EMPLOYMENT IN CHILD WELFARE AGENCIES.—
In order to improve the capacity of State and local child welfare
agencies to administer the programs authorized under parts B and
E of title IV of the Social Security Act and to provide services to
families and children, the Secretary of Health and Human Services
shall, not later than October 1, 1993, develop and publish a model
staff recruitment, training, and staff retention program for use by
such agencies.

SEC. 1330. FOSTER AND ADOPTIVE PARENT TRAINING.

Section 8006(b) of the Omnibus Budget Reconciliation Act of
1989 (42 US.C. 674 note; 103 Stat. 2462) 1s amended by striking “
and before October 1, 1992’

SEC. 1331. CHILD WELFARE TRAINEESHIPS.

(a) IN GENERAL.—Part B of title IV (42 US.C. 620 09628) is
amended by inserting after section 428 the following:
“SEC. 429, CHILD WELFARE TRAINEESHIPS.

“la) The Secretary shall approve an application for a grant to a
public or nonprofit institution of higher learning to provide trainee-
ships with stipends under section 426(a)(1)(C), only if the applica-
tion—
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“1) provides assurances that each individual who receives
a stipend with such traineeship (in this section referred to as a
‘recipient’) shall enter into an agreement with the institution of
higher learning under which the recipient shall agree— .
“(A) to participate in onsite training at a public or pri-
vate child welfare agency on a regular basis (as determined
by the Secretary) for the period of the traineeship;
“B) to be employed for a period of years equivalent to
the period of the traineeship in a public or private nonprof-
it child welfare agency in any State after completing the
postsecondary education for which the traineeship was
awarded (within such period of time as is determined by
the Secretary by regulation); ) )
“(C) to provide the institution of higher learning and
the Secretary with evidence of compliance with subpara-
graphs (A) and (B); and
“D) in the event that the conditions of subparagraph
(A) or (B) are not complied with (except as provided in the
exceptions to repayment provisions described in subsection
(b)), to repay to the Secretary all or part of the amount of
the stipend, plus interest, and if applicable, reasonable col-
lection fees (in compliance with regulations that the Secre-
tary shall promulgate); _
“9) provides that an agreement entered into with a recipi-
ent shall fully disclose the terms and conditions under which
the traineeship with stipend is granted; and

“3) provides assurances that the institution of higher
learning shall—

“(A) provide appropriate support and supervision of re-
cipients;

“(B) enter into agreements with child welfare agencies
for the onsite training of recipients;

“(C) develop and implement a curriculum in the field
of child welfare services that—

“(i) incorporates the most recent information con-
cerning best practices for the delivery of child welfare
services; and

“(ii) incorporates information relating to clause (i)
supplied to the institution through consultation with
child welfare agencies;

“(D) permit a student who is employed in the field of
child welfare services (at the time such student applies for
a traineeship) to apply for a traineeship with a stipend if
such traineeship furthers the student’s progress towards the
completion of degree requirements; and

‘ “(E) develop and implement a system that tracks for a
period of 3 years, beginning on the date of completion of
any student of a child welfare services program of study,
the employment record of such student in the field of child
welfare services (for the purpose of determining the percent-
age of students who secure employment in the field of child
welfare services and remain employed in such field).

“(b) A recipient shall not be considered in violation of the agree-
ment entered into pursuant to subsection (a)(1) during any period in
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which the recipient satisfies repayment exceptions that may be pre-
scribed by the Secretary by regulation.”,

(b) CONFORMING AMENDMENT.—Section 426(@)(1XC) 42 US.C
626(a)1)C)) is amended by inserting “described in section 4297 after
“including traineeships”.

(c) AppLICABILITY.—The amendments made by this section shall
apply to grants awarded on or after April 1, 1993,

SEC. 1332, PUBLICATION OF PROGRAM DATA.

(@) IN GENERAL.—Section 479 (42 U.S.C 679), as amended by
section 1334(b)(2) of this Act, is amended by adding at the end the
following:

“le) Not later than January 31 of each year, the Secretary shall
submit to the Committee on Ways and Means of the House of Repre-
sentatives and the Committee on Finance of the Senate, and shall
make available to the public at a charge equal to the cost of print-
ing, a report containing the following information, at least for the
most recent fiscal year for which such information is available:

‘() A detailed summary, and a breakdown by State, of—

“(A) the expenditures of each State for the program
during the fiscal year for each of the programs funded

under part B, part C, or this part, broken down in a

manner that shows the extent to which such expenditures

were made from funds provided by each of Federal or State
sources; and

“(B) to the extent available, the number of children or
families participating in each of such programs.

“(2) Information detailing the schedule and result of the re-
views conducted under the regulatory review system established
in accordance with section 491, including information on pay-
ments withheld, reduced, or sought, or intended by the Secre-
tary to be withheld, reduced, or sought, from each State as a
result of such reviews.

“@3) The information described in clauses (ii) and (iii) of
section 471(a)X11)(B).

“‘4) An analysis of the services provided with funds made
available under part B.

“45) A listing and summary of ongoing research, training,
and demonstration projects funded under section 426 or 438 of
this Act or under sections 1335 through 1338 of the Revenue Act
of 1992, and the expected date for the publication of any eval-
uations of, conclusions based on, or analyses of such projects.

“6) Any other information the Secretary deems useful to
monitor the operations of the program.”.

() ErrecTIVE DATE.—The amendment made by subsection (a)
shall take effect on October 1, 1993.

SEC. 1333. REVIEW OF CHILD WELFARE ACTIVITIES.

(a) NEw SYSTEM FOR REVIEWING CHILD WELFARE ACTIVITIES.—

(1) In geENeEraL.—Title IV (42 U.S.C. 601 09687) is amended
by adding at the end the following:
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“PART G—CHILD WELFARE REVIEW SYSTEM

“SEC. 491. CHILD WELFARE REVIEW SYSTEM.
" “Ya) ESTABLISHMENT BY REGULATION.—

“1) IN GENERAL.—The Secretary shall establish, by regula-
tion, a system for—

“(A) the review of each child welfare program of each
State for the purposes of—

“i) assessing whether the program is being carried
out as required by part B or E, whichever is applicable

“Gi) identifying any area in which the program is
not being carried out as so required, and the degree to
which the program is not being so carried out; and

“i1i) identifying the circumstances under which fi-
nancial penalties shall be imposed in cases of failure
to comply with part B or E, whichever is applicable,
and imposing financial penalties proportional to the
degree of such failure to comply, unless action is taken
to correct such failure; and

“(B) the provision of technical assistance to any such
program.

“C2) STATE CHILD WELFARE PROGRAMS DEFINED.—ASs used in
this section, the term ‘child welfare programs’ means, with re-
spect to a State—

“CA) all activities engaged in by, or under contract
with, the State for the purpose of carrying out the State
plan for child welfare services under part B; and

“B) all activities engaged in by, or under contract
with, the State for the purpose of carrying out the State
plan approved by the Secretary under part E.

‘b) CoNTENT OF REGULATIONS.—The regulations required by
subsection (a) shall—

“1) require each State child welfare program to be re-
viewed on a fiscal year basis to determine—

“CfA) whether and, where appropriate, the degree to
which, the program complies with the requirements of the
applicable State plan referred to in subsection (a)2); and

“(B) the extent to which the amounts claimed to have
been expended by the State for foster care maintenance pay-
ments under section 472 and for adoption assistance pay-
ments under section 473 are eligible for reimbursement
under part E;

“(2) specify the criteria that are to be used to assess, with
respect to each subparagraph of paragraph (1)—

“lA) whether each program has complied with the re-
quirements that apply to the matters described in such sub-
paragraph; and

“(B) the degree of such compliance;

“(3) require that the procedures used to determine whether,
and, where appropriate, the degree to which a State child wel-
fare program is carried out in compliance with the applicable
requirements—
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“(A) enable a timely review of all matters referred to in
paragraph )3

(B) include the sampling of foster care maintenance
payments made under section 472, adoption assistance pay-
ments made under section 473, and payments for such other
activities under the State plan approved under part E as
the Secretary deems appropriate;

“(C) be applied uniformly to each State child welfare
program; and

“(D) be periodically reviewed and, if necessary, revised
to take into account information from completed reviews
under such regulations;

“(6) provide that a deficiency or error in a State child wel-
fare program is not to be taken into account if the deficiency or
error is—

“lA) due to the State’s failure to properly implement
changes in Federal statute within the 6-month period be-
ginning with the date the statute takes effect or, if later,
within the 6-month period beginning with the date the reg-
ulation is issued if the regulation is reasonably necessary to
construe or apply the statute;

“(B) due to the State’s reliance upon and correct use of
erroneous information provided by the Secretary about mat-
ters or fact;

“(C) due to the State’s reliance upon and correct use of
written statements of Federal policy provided to the State
by the Secretary; or

“D) of a technical nature and does not materially
affect the performance of the program or the protection of
children who are in, or at risk of being placed in, foster
care;

“07) establish the method by which a financial penalty is to
be calculated, with respect to each subparagraph of subsection
(b)X1), if there is a failure by a State child welfare program to
comply with the requirements that apply to the matters de-
scribed in such subparagraph;

“48) provide that the financial penalty to be imposed for a
failure described in paragraph (7)—

“CA) reflect the degree of the failure; and

“(B) to the extent appropriate, be based on the formula
used to determine the amount of a disallowance under sec-
tion 408(f); and ]

“(9) be developed in consultation with representatives of
State agencies administering the programs under parts B and
E.

“c) FreQuency oF REvVIEWS.—Not less frequently than once

every 3 years, the Secretary shall complete a review of each State
child welfare program for the most recently completed fiscal year
under the regulatory review system established in accordance with

this section.

““d) ErrECTS OF DETERMINATIONS OF NONCOMPLIANCE.—

“1) NotiricaTioN.—The Secretary shall provide timely no-
tification to any State of any determination under this section
that a State child welfare program has failed, with respect to
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any subparagraph of subsection (b)1), to comply with the re-
quirements that apply to the matters described in such subpara-
graph, and shall include with such notice—

“CA) the basis for the determination; and

““B) the amount of the financial penalty (if any) im-
posed on the State under the regulations issued under this
section.

“e9) DETERMINATION OF PENALTIES.—The regulations set-
ting forth the conditions under which penalties are to be im-
posed, and the amount of such penalties shall specify, where ap-
propriate—

“CA) thresholds beyond which a State child welfare
program will be determined to have failed to comply with
Federal requirements, and thresholds beyond which a fail-
ure of such a program to comply with such requirements
will be determined to be substantial; and

“B) the circumstances under which a program under
part B shall not be subject to penalty (or such penalty shall
be withheld or reduced) if the State has developed and fol-
lowed an approved corrective action plan.

“le) ADMINISTRATIVE REVIEW.—

“(1) IN GENERAL.—Within a reasonable time after a State is
notified of a determination under this section that there is a
failure of a State child welfare program to comply with appli-
cable requirements, and of the amount of the financial penalty
imposed on the State under this section with respect to such
failure, the State may appeal the determination and the imposi-
tion of the penalty (in whole or in part) to the Departmental
Appeals Board established in the Department of Health and
Human Services, by filing an appeal with the Board.

“C9) AUTHORITY OF BOARD TO ADJUST PENALTY.—The Board
may adjust the amount of the financial penalty to be imposed
under this section, taking into account—

“(A) the amount of the financial penalty imposed by
the Secretary;

‘“(B) the proportionality of the penalty to the degree of
the failure; and

“(C) where appropriate, whether the failure materially
affected the protection of children who are in, or at risk of
being placed in, foster care.

“th) JupbiciAL REVIEW.—

“(1) IN GENERAL.—Within a reasonable time after a deci-
sion by the Departmental Appeals Board with respect to the im-
position of a penalty under the regulatory review system estab-
lished in accordance with this section, the State may obtain ju-
dicial review of the decision by filing an action in—

_"(A) the district court of the United States for the judi-
cial district in which the principal or headquarters office
of the agency responsible for administering the State child
welfare program which is the subject of the decision is lo-
cated; or

“(B) the United States District Court for the District of
Columbia.
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“?) ProcepURAL RULES.—The district court shall review
the decision of the Board on the record established in the pro-
ceedings before the Board, in accordance with the standards of
review prescribed by subparagraphs (A) through (E) of section
706(2) of title 5, United States Code.”.

(2) EFFECTIVE DATE.—The amendment made by paragraph
(1) shall take effect on the date of the enactment of this Act.
(b) FINAL REGULATIONS.—

(1) DEADLINE FOR ISSUANCE.—Not later than January 1,
1994, the Secretary of Health and Human Services shall issue,
in final form, the regulations required by section 491 of the
Social Security Act.

(2) AppLicABILITY.—Such regulations shall apply to con-
duct occurring on or after October 1, 1994.

(c) CONFORMING AMENDMENT.—

(1) IN GENERAL.—Section 471(b) (42 U.S.C. 671(b)) is amend-
ed by striking all that follows the first sentence.

(2) EFFECTIVE DATE.—The amendment made by paragraph
(1) shall take effect on October 1, 1994.

(d) ALL StaTE CHILD WELFARE PrROGRAMS TO BE REVIEWED BY
THE END oF FiscaL YEAr 1998.—Not later than September 30, 1998,
the Secretary of Health and Human Services shall complete at least
one review of each State child welfare program (as defined in sec-
tion 491(a)(2) of the Social Security Act) under the regulatory review
system established in accordance with such section.

(e) MorAaTORIUM ON COLLECTING DISALLOWANCES UNDER PART
E.—The Secretary of Health and Human Services shall not, before
October 1, 1993, reduce any payment to, withhold any payment from,
or seek any repayment from, any State under part E of title IV of
the Social Security Act by reason of a determination made in con-
nection with any on-site Federal financial review, or any audit con-
ducted by the Inspector General using similar methodologies.

() MoraToriuM ON COLLECTING DISALLOWANCES UNDER PART
B.—Section 10406 of the Omnibus Budget Reconciliation Act of
1989 (42 U.S.C. 627 note; 103 Stat. 2490) is amended—

(1) by striking “1991” and inserting “1993’;

(9) by striking ‘“triennial’;

(3) by striking “1992” and inserting “1994’; and

(4) in the section heading—

(A) by striking “TRIENNIAL’; and
(B) by striking “1991” and inserting “1993".

(&) PAYMENT OF STATE CLAIMS FOR FOSTER CARE AND ADOPTION
ASSISTANCE.—

(1) In GENERAL.—Section 474 (42 US.C. 6'_74), as am_ended
by section 1328 of this Act, is amended by adding by adding at
the end the following: _ _

“(c) The Secretary shall pay any State claim for reimbursement
for expenditures pursuant to subsection (a) within 90 days after the
receipt of the claim unless the Secretary issues a deferral ora disal-
lowance of the claim before the end of such 90-day period.”

(2) ErFecTIVE DATE.—The amendment made by paragraph
(1) shall take effect on the date of the enactment of this Act,
and shall apply to actions taken before, on, or after such date.
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SEC. 1334, AUTOMATED SYSTEMS.
(a) ENHANCED MATCH.—
(1) PAYMENTS TO STATES.—
(A) IN GENERAL.—Section 474(@)3) (42 US.C. 674(@)3)
is amended—
(i) by striking “and” at the end of subparagraph

(B);

(ii) by redesignating subparagraph (C) as subpara-
graph (E); and

(iii) by inserting after subparagraph (B) the follow-

ing:

“0) 90g percent of so much of such expenditures as are for
the planning, design, development, or installation of statewide
mechanized data collection and information retrieval systems
(including 90 percent of the full amount of expenditures for
hardware components for such systems) but only to the extent
that such systems—

“3) meet the requirements imposed by regulations pro-
mulgated pursuant to section 479(b)(2);

“Gi) to the extent practicable, are capable of interfacing
with the State data collection system that collects informa-
tion relating to child abuse and neglect;

“Gii) to the extent practicable, have the capability of
interfacing with, and retrieving information from, the
State data collection system that collects information relat-
ing to the eligibility of individuals under part A (for the
purposes of facilitating the verification of the eligibility of
foster children); and

“(iv) are determined by the Secretary to be likely to pro-
vide more efficient, economical, and effective administra-
tion of the programs carried out under the State plan ap-
proved under part B or the State plan approved under this
part; and
“D) 50 percent of so much of such expenditures as are for

the operation of the statewide mechanized data collection and

inf(il)r,mation retrieval systems referred to in subparagraph (C);

and’.

(B) TREATMENT OF STATE EXPENDITURES FOR DATA COL-
LECTION AND INFORMATION RETRIEVAL SYSTEMS.—Section
474 (42 US.C. 67}), as amended by sections 1328 and
1333(g)(D) of this Act, is amended by adding at the end the
following:

“d) The Secretary shall treat as necessary for the proper and
efficient administration of the State plan approved under this part
all expenditures of a State that are necessary in order for the State
to plan, design, develop, install, and operate data collection and in-
formation retrieval systems described in subsection (a)3)C), without
regard to whether the systems may be used with respect to foster or
adoptive children other than those on behalf of whom foster care
maintenance payments or adoption assistance payments may be
made under this part.”,

(C) CONFORMING AMENDMENT.—Section 473(a)6)B) (42
U.S.C. 673(a)6)B)), as amended by section 9102(b) of this
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Act, is amended by striking “474a)3XC)” and inserting
“474(a)SXE)".

(D) EFFECTIVE DATE.—The amendments made by this
paragraph shall apply to payments under part E of title IV
of the Social Security Act for expenditures made during the
J-year period that begins 6 months after the date of the en-
actment of this Act.

(2) TERMINATION OF ENHANCED MATCH,—

(A) IN GENERAL.—Section 474@)3)C) (42 US.C.
674(@X3XC)), as amended by paragraph (I(A)G1i) of this
subsection, is amended by striking “90” each place such
term appears and inserting “50”.

(B) EFFECTIVE DATE.—The amendment made by sub-
paragraph (A) shall take effect on September 30, 1995.

(C) ConstrucTion.—The amendment made by subpara-
graph (A) of this paragraph shall not be construed to affect
any right, entitlement, or duty granted or imposed by, or
¢(zlr}ising by reason of, the amendments made by paragraph

(b) ESTABLISHMENT OF GrRoUP To ADVISE THE SECRETARY ON
THE PLANNING AND IMPLEMENTATION OF AUTOMATED SYSTEMS.—

(1) IN GENERAL.—Section 479 (42 U.S.C. 679 is amended by
adding at the end the following:

“(d) The Secretary shall establish a work group to advise the
Secretary on the planning and implementation of the system to be
used for the collection of data relating to adoption and foster care
in the United States. Such group shall include representatives of—

“(1) organizations described in subsection (a)4)XBXii): and
“02) other appropriate groups.”.
(2) EFFeCcTIVE DATE.—The amendment made by paragraph

(1) shall take effect on the date of the enactment of this Act.

SEC. 1335. RESEARCH AND EVALUATIONS.

(a) FosTER CARE EVALUATIONS; LONGITUDINAL CHILD WELFARE
DataA BASES; StupieSs oF CHILD WELFARE PoPULATION DyNAMICS.—
Section 426(b) (42 U.S.C. 626(b)) is amended to read as follows:

“b) RESEARCH AND EVALUATION PROJECTS.—

‘Y1) FOSTER CARE EVALUATIONS.—In order to promote more
appropriate and effective foster care for children in need of
long-term foster care, the Secretary shall, dlrectl_y or under con-
tract with 1 or more independent research organizations, and in
accordance with such criteria as the Secretary deems appropri-
ate, evaluate the effects of alternative foster care arrangements
and services on the well-being of children who— ) .

““A) have little prospect of being reunited with their
families, or of being adopted; and .

“(B) represent a challenging group of foster children
who are in need of specialized services or care.

“2) LONGITUDINAL CHILD WELFARE DATA BASES; STUDIES OF
CHILD WELFARE POPULATION DYNAMICS.—

“@A) ConNTRACT AUTHORITY.—In_order to d_evelop more-
appropriate and effective intervention strategies with re-
spect to children and their families who are referred or re-
ported to the child welfare system, the Secretary shall, di-
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rectly or under contract with 1 or more independent re-
search organizations—

“(i) plan, design, develop, and implement not more
than 4 child welfare data bases that provide detazlegl
longitudinal information on children and their fami-
lies to whom the local public child welfare system pro-
vides services, from the time such children are first re-
ferred or reported to such system; and

“6it) using data from such data bases, conduct
such studies on children and their families served by
public child welfare systems, as the Secretary deems
appropriate, including a study of the extent to which a
lack of affordable housing is a factor in the placement
of children in foster care, and (at the option of the Sec-
retary) studies of—

“) the movements of subgroups of children
and their families into, through, and out of the
various parts of the child welfare system;

“I) the characteristics of those children or
families who stay in the system or various parts of
the system for short time periods versus those who
stay for long time periods;

“(IID the type and intensity of, and effective-
ness of, services that families receive in the system;

“IV) the frequency of contact between and
among foster children, their parents, and case-
workers;

“(V) the factors associated with repeat occur-
rences of child abuse and neglect, and other out-
comes; and

“CVD the condition of children in the system
in areas that may include educational perform-
ance, health, and personal and social adjustment.

“(B) AGREEMENTS WITH STATES.—

‘) IN GENERAL.—Not later than October 1, 1993,
the Secretary shall enter into agreements with not more
than 4 States or localities to—

“D participate in the planning, design, devel-
opment, and operation of a longitudinal child wel-
fare data base described in subparagraph (A) in
the participating State or locality involved: and

“(II) reimburse such States or localities for ex-
penditures incurred with respect to such activities.
“Gi) PAYMENTS 71O STATES.—Under each such

agreement, the Secretary shall be obligated to pay the
State or locality participating in the establishment of
the data base—

“D from amounts available for payments
under section 474(a)3XC), 70 Dpercent of such ex-
penditures as are incurred during the 3-year Dperiod
beginning on October 1, 1993, for the planning,
design, development, installation, or operation of
the data base; and ’
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“AD) from amounts available for payments
under section 474(@X3XD), 50 percent of such ex-
penditures as are incurred after the end of such 3-
year pertod for the operation of the data base.

“(C) Data BASE REQUIREMENTS.—The Secretary shall
ensure that each longitudinal data base established under
this paragraph—

G) includes information on the receipt, by chil-
dren and their families in the data base, of particular
child welfare services, including—

“) child protective services;

“AD services designed to strengthen and pre-
serve families;

“(II) foster care and adoption services; and

“IV) other services made available by the
child welfare system;

“(ii) to the extent feasible, includes information on
the receipt of services, or the placement of children,
through the public mental health or juvenile justice
agencies;

“6ii) includes only data that are reliable and de-
veloped using uniform definitions and methodologies
that are consistent over time and, to the extent feasible,
among jurisdictions; and

“@iv) to the extent appropriate, is implemented with
.the State data collection and information retrieval sys-
tems described in section 474(aX3XC).”. )

(b) OTHER RESEARCH AND EVALUATIONS.—

(1) STUDY OF RISKS TO FOSTER CARE WORKERS, NATIONAL
WORKLOAD STUDY; EVALUATION OF FOSTER PARENT RECRUIT-
MENT, TRAINING, AND EDUCATION.—The Secretary may—

(A) conduct a study to assess the prevalence and nature
of risks to the safety of employees of child welfare systems,
under which empirical information shall be obtained on—

(i) the incidence of violence toward, or harassment
of, such employees;

(it) the types of such employees exposed to the
greatest risk; ]

(iti) the types of harm threatened or inflicted;

(iv) the characteristics of perpetrators of such vio-
lence or threats;

(v) the most dangerous child welfare settings; and

(vi) the differences (if any) between urban and
rural areas in the above respects; ‘

(B)(i) enter into a contract with an organization or or-
ganizations with demonstrated experience in the field of
workload measurement for human service agencies—

(D) under which the organization is to conduct a 3-
year study to examine methodologies for measuring the
workloads of providers of child welfare services and
providers of community mental health services; and

D which, at a minimum, requires the organiza-
tion to—
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(aa) examine and document which methodolo-
gies are used to measure caseworker and supervisor
workloads;

(bb) develop general standards for measure-
ment and size of workloads;

(cc) apply and validate standards for measure-
ment and size of workloads; and

(dd) develop software that enables agencies to
use appropriate methodologies to measure work-
loads; and

(ii) consult with an advisory body selected by the Secre-
tary, in planning and carrying out the study described in
clause (i); and

(C) under contract with an independent research orga-
nization, conduct a study that—

(1) is designed to evaluate strategies for the recruit-
ment and retention of foster parents, and the effects of
foster parent training programs on the retention of
foster parents; and

(it) shall identify successful recruitment techniques
and recommend steps which could be taken at the Fed-
eral, State, or local level to improve the recruitment, re-
tention, and training of foster parents.

(2) CHILD SEPARATION GUIDELINES STUDY.—The Secretary
shall conduct a study designed to answer the following ques-
tions: ‘

(A) How do the criteria for removal of children from
the home, and the tools for assessing the risk to the child if
not removed from the home, vary from State to State? In
considering this question, the Secretary should examine—

(i) the decisionmaking process at the caseworker
level in at least 3 States, at least 1 of which has a sig-
nificantly higher than average rate of removing chil-
dren from the home, at least 1 of which has an ap-
proximately average rate of removing children from the
home, and at least 1 of which has a significantly lower
thczin average rate of removing children from the home;
an

(ii) other factors that may affect placement rates
such as State laws and policies, interpretations by the
State child welfare agency of the reasonable efforts re-
quirement of section 471(a)15) of the Social Security
Act, and the tendency to place or not place children as
a result of economic incentives provided by various
State and Federal funding sources.

(B) What guidelines should be used to assess such risk
and determine the need for removal of children from the
home, and what kind of training would ensure the consist-
ent _application of such guidelines? The Secretary should
review and compile all current research relevant to this
question.

(c) AVAILABILITY OF STUDY RESULTS.—The Secretary shall make
the results and recommendations of each study described in subsec-
tion (b) available for dissemination.
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(d) EFFecTivE DATE.—This section and the amendment made
bg_szjfsectlon (a) shall take effect on the date of the enactment of
this Act.

SEC. 1336. CHILD WELFARE DEMONSTRATION PROJECTS.
(a) GENERAL PROVISIONS.—

(1) MINIMUM NUMBER OF PROJECTS OF EACH TYPE.—The
Secretary of Health and Human Services (in this section re-
ferred to as the “Secretary”) shall authorize at least 1 demon-
stration project to be conducted under each paragraph of subsec-
tion (b), and at least 1 demonstration project to be conducted
under each clause of subsection (bX2)(A) during the }-year
period beginning with fiscal year 1994.

(2) LIMITATION ON AUTHORIZATION OF APPROPRIATIONS.—
For demonstration projects approved by the Secretary under
paragraph (1), there are authorized to be appropriated to the
Secretary not to exceed $15,000,000 for each of fiscal years 199,
1995, 1996, and 1997.

(b) SpeciFic TyPES oF PROJECTS.—
(1) EXPEDITIOUS PERMANENT PLACEMENT OF CHILDREN.—
(A) IN GENERAL.—The Secretary may make no more
than 32 grants to States or localities to conduct demonstra-
tion projects, throughout the State or in areas selected by
the State as having the greatest need, designed to—

(1) review statutes, administrative and judicial pro-
cedures, and agency legal representation, in effect in
the State or locality, that govern determinations of
abandonment of children, termination of parental
rights, and permanent placement of children, particu-
larly with respect to children abandoned at or shortly
after birth;

(i1) assess which of such procedures or laws cause
delays in the permanent placement of such children or
the consideration of termination of parental rights;

(iii) assess the extent, or lack, of training of judges
and child protection service workers on the timelines
for determinations involving termination of parental
rights or permanent placement of such children;

(iv) assess the provision of (and the impact of pro-
viding) coordinated comprehensive social services, par-
ticularly in relation to reunification or maintenance of
families;

(v) assess the impact of the designation of entities
or individuals that have or could be granted standing
to initiate placement or termination of parental rights
proceedings with respect to children who have been
placed under protective care or public supervision;

(vi) assess the extent of the current presence of in-
dividuals either employed by a social service agency or
a private entity, who are specifically responsible for ex-
pediting consideration of the termination of parental
rights and permanent placement, particularly with re-
spect to children abandoned at or shortly after birth,
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and the impact of such individuals on the timelines

for such considerations;

(vii) assess the success of programs which concur-
rently provide planning for, and services to, preadop-
tive and natural parents; and

(viii) implement new procedures or make other im-
provements (as determined by the assessments conduct-
ed pursuant to this paragraph) that ensure more timely
hearing of, and final decisions on, cases involving ter-
mination of parental rights and the permanent place-
ment of children, with the goal of substantially reduc-
ing the amount of time that elapses from the time the
child is removed from a home setting and is perma-
nently placed in a stable adoption placement, includ-
ing, at the option of the State or locality, improvements
that include activities that—

(D) provide additional personnel identified as
necessary under any provision of this paragraph to
pursue or process cases involving termination of
parental rights or expeditious permanent place-
ments;

(II) expand the standing of foster parents and
others to bring actions involving the termination
of parental rights and permanent placements; and

(III) require certain children to be placed in
foster care in homes that are likely to become per-
manent adoptive homes of such children.

(B) AppricaTiON.—Each State or locality desiring to
conduct a demonstration project under this paragraph
shall submit to the Secretary an application containing—

(i) an assurance that the State or locality will de-
velop and carry out the project jointly with appropriate
Jjudicial administrators, and with appropriate agencies
of the State or locality that provide services to children
abandoned at or shortly after birth; and

(ii) such other information as the Secretary may re-
quire by regulation.

(C) APPROVAL OF CERTAIN APPLICATIONS.—

(i) IN GENERAL.—The Secretary shall approve not
more than 8 applications to conduct projects which
appear likely to contribute significantly to the achieve-
ment of the purpose of this paragraph, particularly as
they relate to changes in the legislative, judicial, and
administrative practices with respect to permanent
placement and termination of parental rights.

(ii) DISTRIBUTION CRITERION.—In determining
whether to approve applications under this paragraph,
the Secretary shall ensure that grants under this para-
graph are made to applicants whose positions on con-
sideration of parental rights and the termination of
such rights reflect the range of statutory and judicial
positions taken by States on such matters.
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(iii) GRANT PERIOD.—Subject to the availability of
appropriations therefor, the Secretary shall make
grants under this paragraph for a period of 4 years.

(D) EvaLvaTtions; REPORT.—Each State and locality
that conducts a demonstration project under this para-
graph shall develop and carry out a plan for evaluating the
effects of the project, and shall submit to the Secretary a
report on such evaluation.

(E) DiSSEMINATION OF REPORTS.—The Secretary shall
make available to the Congress and the public the reports
submitted pursuant to subparagraph (D).

(F) REVIEW AND EVALUATION BY THE SECRETARY.—The
Secretary shall periodically review and evaluate the con-
duct of each demonstration project conducted under this
paragraph.

(G) AUTHORITY TO SUSPEND OR TERMINATE PROJECTS.—
Notwithstanding subparagraph (C)iii), the Secretary may
suspend for any period or terminate the authority to con-
duct a demonstration project under this paragraph, and
may discontinue the provision of grants under this para-
graph for the project, if the Secretary determines that the
project has not been conducted in a satisfactory manner.

(2) CULTURALLY SENSITIVE AND SPECIAL NEEDS CHILD WEL-
FARE WORKER TRAINING DEMONSTRATION.—

(A) IN GENERAL.—

(i) TRAINING TO DELIVER CHILD WELFARE SERVICES
IN BORDER REGIONS.—The Secretary shall authorize not
more than 3 eligible institutions to conduct demonstra-
tion projects to train eligible individuals to deliver cul-
turally sensitive and bilingual child welfare services in
areas of the United States that border on Mexico.

(it) TRAINING TO DELIVER CHILD WELFARE SERVICES
TO HISTORICALLY UNSERVED OR UNDERSERVED POPULA-
TIONS IN CERTAIN URBAN CENTERS.—In addition, the
Secretary may make no more than 3 grants to eligible
institutions to conduct projects to train eligible indi-
viduals to deliver culturally sensitive and bilingual
welfare services in urban centers which have a high
proportion of historically unserved or underserved pop-
ulations.

(B) APPLICATIONS.—

(i) APPLICATIONS UNDER SUBPARAGRAPH (A)(i).—
The Secretary shall approve an application of an eligi-
ble institution to conduct a demonstration project
under subparagraph (A)i) for a fiscal year if the Secre-
tary has approved not more than 4 other such applica-
tions for the fiscal year and the application meets the
following requirements:

(I) HISTORY OF, OR PLAN FOR, TRAINING STU-

DENTS TO DELIVER CHILD WELFARE SERVICES IN

BORDER AREAS.—The application demonstrates

that the applicant has a history of, or a plan for,

training students to deliver child welfare services
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in an area of the United States that borders on

Mexico.

(D) TRAINING CURRICULUM REQUIREMENTS.—
The application describes the curriculum of the
training program. Such curriculum must be sensi-
tive to the culture of the area that borders on
Mexico and the State in which the applicant is lo-
cated, and must include training for the identifi-
cation of health problems of children and their
families and of child abuse and neglect.

(II) ScOPE AND LENGTH OF TRAINING.—The
application includes an assurance that the train-
ing program meets all requirements established
under subparagraph (C) governing the scope and
length of the training to be provided.

(IV) PLAN FOR PLACING INDIVIDUALS COMPLET-
ING THE TRAINING IN BORDER AREA FAMILY ASSIST-
ANCE AGENCIES.—The application contains a plan
for placing each eligible individual who completes
the training under the project in a family assist-
ance agency that provides services directly to resi-
dents of the border county in which the agency is
located.

(V) COMMITMENT TO CONSULT WITH STATE
CHILD WELFARE AGENCY.—The application contains
a commitment by the applicant to consult with the
child welfare agency of the State in which the ap-
plicant is located to ensure that the project is de-
signed to provide individuals with child welfare
skills that are needed for work with disadvan-
taged individuals in the area of the State that bor-
ders on Mexico.

(ii) APPLICATIONS UNDER SUBPARAGRAPH (AJ)(ii).—
The Secretary shall approve an application of an eligi-
ble institution to conduct a demonstration project
under subparagraph (A)ii) for a period of 4 fiscal years
(subject to the availability of funds and satisfactory
performance) if the Secretary has not approved more
than 4 other applications for such projects and the ap-
plication meets the following requirements:

(@) The applicant demonstrates that it has a
history of, expertise in, and commitment to, provid-
ing training for individuals to deliver child wel-
fare services to historically unserved or under-
served populations in urban centers.

(ID) The applicant describes how the applica-
tion was developed in consultation with State and
local child welfare agencies, community-based or-
ganizations serving the area to be affected, and the
residents of thearea, including public notice and
opportunity to comment on the training program to
be offered, and a plan for a continuing consulta-
tion process with these entities.



107

(III) The curriculum to be offered includes the
broad range of Federal, State, and local programs
available to provide services to historically un-
served or underserved populations in urban cen-
ters, and the identification of health problems in
children and their families which may lead to
child abuse or neglect and the presence of such
conditions.

(IV) The application includes an assurance
that the training program meets all the require-
ments of subparagraph (C) governing the scope and
length of the training to be provided.

(V) The application includes a plan for plac-
ing each eligible individual who completes the
training under the project in a public or private
nonprofit family assistance agency that provides
services directly to unserved or underserved popula-
tions in urban centers with high concentrations of
such populations.

(iii) GRANTS SUBJECT TO APPROPRIATIONS.—The
Secretary shall make grants for projects authorized
under subparagraph (A)ii) subject to the availability of
appropriations therefor.

(iv) REVIEW AND EVALUATION BY THE SECRETARY.—
The Secretary shall periodically review and evaluate
the conduct of each demonstration project authorized
to be conducted under subparagraph (A)Gi).

(v) AUTHORITY TO SUSPEND OR TERMINATE
PROJECTS.—The Secretary may suspend for any period
or terminate the authority to conduct a demonstration
project under subparagraph (A)ii), and may discontin-
ue the provision of grants under subparagraph (AJ)ii)
for the project, if the Secretary determines that the
project has not been conducted in a satisfactory
manner.

(C) TrAINING REQUIREMENTS.—The Secretary, in con-
sultation with the State child welfare agencies of the eligi-
ble States, shall develop criteria regarding the scope and
length of the training program to be provided under any
demonstration project conducted under this paragraph to
ensure that training under the program adequately pre-
pares trainees for the work they will perform after comple-
tion of the training program. The Secretary shall treat par-
ticipation in a program leading to a bachelor’s or a mas-
ter’s degree in social work as providing such adequate prep-
aration.

(D) GRANTS.—

(i) ALLOCATION AMONG STATES WITH APPROVED
proJEcTS.—Each eligible State in which is located an
eligible institution whose application to conduct a dem-
onstration project under subparagraph (A)i) for a
fiscal year has been approved by the Secretary shall be
allocated for the fiscal year that portion of the funds
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available to carry out subparagraph (A)i) for the fiscal
year that is represented by— o

(I) the number of disadvantaged individuals
who, as of the close of the second preceding fiscal
year, resided in the border counties of the State; di-
vided by . o

D) the total number of disadvantaged indi-
viduals who, as of the close of the second preceding
fiscal year, resided in the border counties of all
such eligible States.

(ii) GRANT AUTHORITY.—The Secretary shall make
a grant to each eligible institution that the Secretary
authorizes to conduct a demonstration project under
subparagraph (A)i) for a fiscal year in an amount
equal to— ]

(1) the amount allocated for the fiscal year
under clause (i) to the State in which the institu-
tion is located; divided by

1) the number of eligible institutions in the
State that are so authorized.

(E) Use oF GRANTS.—Each eligible institution that re-
ceives a grant under this paragraph—

(i) shall use the grant to equip eligible individuals
with the knowledge and skills necessary to perform the
range of child welfare work, from case management to
supervisory skills; and -

(it) may use the grant to pay the tuition, room and
board, travel, and other living expenses of eligible indi-
viduals. ‘

(F) DEFINITIONS.—AS used in this paragraph:

(i) BorDER county.—The term ‘‘border county”
means—

(D in the State of Texas, the counties of Cam-
eron, Brooks, Hidalgo, Kenedy, Willacy, Jim Hogg,
Starr, Webb, Zapata, Duval, LaSalle, Maverick,
Dimmit, Zavala, Uvalde, Kinney, Val Verde, Ed-
wards, Crockett, Terrell, Pecos, Brewster, Presidio,
Jeff Davis, Reeves, Culberson, Hudspeth, Bexar,
and El Paso;

(ID) in the State of New Mexico, the counties of
Otero, Sierra, Dona Ana, Luna, Hidalgo, Grant,
Lea, Roosevelt, Chaves, Eddy, and Lincoln,

(IID) in_the State of Arizona, the counties of
Cochise, Graham, Greenlee, Maricopa, Pinal,
Pima, Yuma, La Paz, and Santa Cruz; and

(IV) in the State of California, the counties of
Imperial, San Diego, Riverside, and Orange.

(it) CHILD WELFARE AGENCY.—The term “child wel-
fare agency” means, with respect to a State, the indi-
vidual or agency that administers or supervises the ad-
ministration of the State plan for child welfare services
under part B of title IV of the Social Security Act.

(itt) DISADVANTAGED INDIVIDUAL.—The term ‘‘dis-
advantaged individual” means an individual whose
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income does not exceed 130 percent of the income offi-
cial poverty line (as deﬁnedpzy the Office of Manage-
ment and Budget, and revised annually in accordance
with section 673(2) of the Omnibus Budget Reconcilia-
tion Act of 1981) applicable to a family of the size of
the individual’s family.

(iv) ELIGIBLE INDIVIDUAL.—The term “eligible in-
dividual” means any individual who—

(@) is, or intends to become, an employee of a
family assistance agency in an eligible State; and

(D) enters into an agreement with an eligible
institution in the State under which—

(aa) the institution agrees to train the in-
dividual to deliver culturally sensitive and bi-
lingual child welfare services in the area of
the United States that borders on Mexico; and

(bb) the individual agrees to so deliver
such services at or from a site approved by the
child welfare agency of the State for at least 1
year b;ginning within a reasonable time after
the indwidual completes the training under a
project conducted under subparagraph (A)G),
or for a period of 1 year for each year of assist-
ance or training received beginning upon com-
pletion of the training under a project con-
ducted under subparagraph (A)ii).

(v) ELIGIBLE INSTITUTION.—The term ‘eligible in-
stitution” means any institution of higher education
that is located in an eligible State.

(vi) ELIGIBLE STATE.—The term ‘eligible State”
means Texas, New Mexico, Arizona, and California.

(vii) FAMILY ASSISTANCE AGENCY.—The term
“family assistance agency’” means a child welfare
agency, family planning agency, hospital, clinic, com-
munity mental health facility, or drug and alcohol
treatment program.

(viii) INSTITUTION OF HIGHER EDUCATION.—The
term “institution of higher education” means—

@) an institution of higher education (as de-
fined in section 1201(a) or 481(a) of the Higher
Education Act of 1965); and

(II) an area vocational education school (as de-
fined in subparagraph (C) or (D) of section 521(3) of
the Carl D. Perkins Vocational Education Act).

(ix) The term “urban centers” means an area in a
metropolitan statistical area, as designated by the Di-
rector of the Office of Management and Budget, which
has a high incidence of individuals in historically un-
served or underserved populations who are in need of
social services, as determined by the Secretary using
the most recent and best available information. A list
of such urban centers shall be published by the Secre-
tary in the Federal Register no more than 180 days
after the date of the enactment of this Act.
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(x) The term ‘“historically unserved or underserved
populations” includes—

(D) minority populations; o

(ID persons with limited English proficiency;

(IID) populations residing in urban areas and
exhibiting a high incidence of child abuse, neglect,
or abandonment, as determined by the Secretary;

(V) homeless persons (within the meaning of
section 103 of the Stewart B. McKinney Homeless
Assistance Act);

(V) persons who are, or are in danger of becom-
ing, infected with the human immunodeficiency
virus; and

(VD) persons who abuse alcohol or drugs.

(G) RECOVERY OF ASSISTANCE IN CERTAIN CASES.—Any
individual participating in a project conducted under sub-
paragraph (A) who breaches the agreement referred to in
subparagraph (F)Gv)XID) shall repay to the Secretary an
amount equal to the amount or value of assistance received
by the individual under the project, ratably reduced, if ap-
plicable, by a proportion representing that portion of the
year during which the individual complied with the agree-
ment. The Secretary shall establish guidelines and repay-
ment schedules to carry out this subparagraph.

(3) JOINT TRAINING DEMONSTRATION.—

(A) IN GENERAL.—The Secretary may make grants
under this paragraph, on a competitive basis, to not more
than & State or local government agencies to conduct dem-
onstration projects designed to test the effect of joint train-
ing programs for the staff of child welfare, mental health,
and juvenile justice agencies, and for judicial personnel
and judges.

(B) ErtciBirity.—To be eligible for a grant under this
paragraph, a State or local government agency shall desig-
nate a public agency which provides services to children in
the State and demonstrate that at least 2 such agencies
will participate in the project by contributing financial re-
sources, staff resources, and trainees.

(C) APPROVAL OF CERTAIN APPLICATIONS.—The Secre-
tary shall approve not more than 8 applications to conduct
projects which appear likely to contribute significantly to
the achievement of the purpose of this paragraph.

(D) Use oF GRANT.—Each State or local government
agency that receives a grant under this paragraph shall use
the grant to train staff (including supervisors) of public
and_private agencies who provide services to children or
adolescents at risk of requiring foster care or to the families
of such children or adolescents. Such training shall be de-
signed to—

(i) educate staff about the special needs of, and
service programs for, certain populations of children or
adolescents, such as those who have been sexually
abused, suffer from serious emotional disturbances, are
substance abusers, have acquired immune deficiency
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syndrome, or are infected with a human immunodefi-

ciency virus;

. (i) coordinate the interagency delivery of services
(including family preservation services, family reunifi-
cation services, zndefendent living services, and sup-
portive services) to children at risk of being placed in
foster care; and

(iti) provide training for judges or other adminis-
trative personnel, who are authorized to make final de-
terminations as to termination of parental rights or
placement of children in either temporary or perma-
nent situations, to determine and incorporate into their
decisions factors relating to the physical, mental, and
social interests of the child.

(E) EvALUATIONS; REPORT.—Each State or local govern-
ment agency that conducts a demonstration project under
this paragraph shall develop and carry out a plan for eval-
uating the effects of the training provided under the
project, and shall submit to the Secretary a report on such
evaluation.

(F) DISSEMINATION OF REPORTS.—The Secretary shall
make available to the Congress and the public the reports
submitted pursuant to subparagraph (E).

(c) FOSTER CARE AND ADOPTION ASSISTANCE DEMONSTRATION.—

(1) IN GENERAL.—The Secretary may authorize not more
than 5 States to conduct demonstration projects designed to test,
for not more than 6 years, the feasibility of eliminating the re-
quirements in sections 472 and 473 of the Social Security Act
that relate to the income and resources of the child or of the
family from which a child originated, and allowing States to
receive reimbursement for foster care maintenance payments
and for adoption assistance payments made with respect to chil-
dren without regard to such income and resources.

(2) AppLicaTioN.—Each State desiring to conduct a demon-
stration project under this subsection shall submit to the Secre-
tary an application in such form and containing such informa-
tion as the Secretary may require by regulation.

(3) AGREEMENT ON FEDERAL MATCHING PAYMENTS AND
STRATEGY FOR EVALUATION.—

(A) IN GENErAL.—As a condition precedent to approv-
ing any application to conduct a demonstration project
under this subsection, the Secretary and the State shall
reach agreement on— .

(i) the rates at which the various types of expendi-
tures under the project shall be reimbursed, in lieu of
the rates at which such expenditures would otherwise
be reimbursed under section 474 of the Social Security

Act; and

(ii) a strategy for evaluating the effects of the
project.

(B) Limrtation.—The Secretary may not agree to any
set of reimbursement rates under subparagraph (A)i) of
this paragraph, unless the Secretary determines that the set
of rates is likely to result in an amount of Federal pay-
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ments to the State under section 474 of the Social Security

Act that does not exceed the amount that would have been

so paid to the State if the State were not conducting the

demonstration project.

(4) APPROVAL OF CERTAIN APPLICATIONS.—

(A) In GeNErAaL.—The Secretary shall approve not more
than 5 applications to conduct projects which appear likely
to contribute significantly to the achievement of the pur-
pose of this subsection.

(B) PROJECT LIFETIME.—

(i) 3 YEARS.—Each agreement under paragraph (3)
shall be for a term of 3 years.
(ii) AUTHORITY TO RENEW PROJECT FOR 3 YEARS.—

Upon the request of the State, the Secretary shall

extend for 4 additional years the term of any agree-

ment under paragraph (3).

(5) EvaLuaTioNs; REPORT.—Each State that conducts a
demonstration project under this subsection shall develop and
carry out a plan for evaluating the effects of the project, and
shall submit to the Secretary a report on such evaluation.

(6) DISSEMINATION OF REPORTS.—The Secretary shall make
available to the Congress and the public the reports submitted
pursuant to paragraph (5).

SEC. 1337. DEMONSTRATION OF INDEPENDENT LIVING SERVICES FOR
YOUNG ADULTS.

(a) IN GENERAL.—The Secretary of Health and Human Services
may authorize 1 State to conduct a demonstration project for 3 years
under which—

(1) community-based services are provided to former foster
children who have attained the age of 21 years but have not at-
tained the age of 25 years; and

(2) the State must arrange for an evaluation of the impact
of the demonstration project on the well-being of the individ-
uals who participate in the project.

(b) SErRVICES.—The services referred to in subsection (a) may in-
clude self-help groups, counseling, treatment for survivors of abuse,
mentoring, alumni groups, and coordination of, and referral to,
community services by independent living agency staff.

SEC. 1338. HOME REBUILDERS DEMONSTRATION PROJECT.

(a) IN GENERAL.—Upon written application of the State of New
York (in this section referred to as the “State”), and after the Secre-
tary of Health and Human Services approves the application as
meeting the requirements set forth in subsection (b), the State may
conduct a demonstration project for the purpose of testing how to
enhance the practices and procedures that will expedite the dis-
charge of children from foster care, including the appropriate reuni-
fication of children with their families, or the adoption of children
by suitable adoptive parents.

(b) Prosect REeQUIREMENTS.—In an application submitted
under subsection (a), the State shall provide that the following

terms and conditions shall be in effect under the demonstration
project:
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(1) Services and assistance for reunification of children
with their families or adoption may be provided to not more
than 2,000 eligible children (exclusive of stblings).

(2) Services and assistance shall be provided to explore and
test innovative means to facilitate expedited and appropriate
discharge of children from foster care. Such services and assist-
ance may include social services and other forms of assistance
designed to ameliorate or remedy personal problems, behaviors,
or home conditions.

(3) For the purpose of testing an alternative to the per diem
method of provider reimbursement, payments to participating
agencies for total costs associated with providing foster care
maintenance, services, and assistance on behalf of children will
be disbursed pursuant to an approved per capita reimbursement
methodology. The per capita payment will be based on the total
number of care days the eligible population of children can rea-
sonably be expected to use during the demonstration period.

(4) Eligibility for the demonstration project shall be based
on the age of the child, the length of time in foster care, the
type of placement, and the permanency planning goal.

(9) If an eligible child has siblings in foster care, siblings
may be regarded as eligible project participants for the purpose
of estimating total reimbursements in a manner approved by
the Secretary of Health and Human Services.

(6) The Federal Government shall pay to the State with re-
spect to children eligible for the demonstration project who are
receiving maintenance payments, services, and assistance under
the demonstration project the same amounts as would have
been payable with respect to such children under parts B and E
of title IV of the Soctal Security Act as if the families were re-
ceiving benefits under the State plan in effect during the period
of the demonstration and such amounts shall be in lieu of
amounts otherwise payable under such parts. The State and the
Secretary of Health and Human Services shall agree to a meth-
odology for determining such amounts prior to the beginning of
the demonstration project.

(¢) WAIvErs.—The Secretary of Health and Human Services
may waive compliance with requirements in part E of title IV of the
Social Security Act (other than paragraphs (8), (12), (18), (15), and
(16) of section 471(a) which (if applied) would prevent the State
from carrying out the demonstration project under this section or
prevent the State from effectively achieving the purpose of such a

roject.
d J(d) Date or CoMMENCEMENT.—The demonstration project under
this section shall commence not later than December 31, 1993.

(e) DUuraTION OF DEMONSTRATION.—The demonstration project
under this section shall be conducted for a period not to exceed 3
years after the date such project begins.

(f) EvaLvatioN or REPOrTS.—The State shall collect data and
conduct an appropriate evaluation of the demonstration project so
as to demonstrate the effectiveness of the project. The evaluation
design shall be approved by the Secretary of Health and Human
Services. The State shall provide an interim and final evaluation
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report to the Secretary of Health and Human Services at such times
and in such manner as such Secretary determines appropriate.

(g) PROHIBITION AGAINST IMPAIRMENT OF ENTITLEMENT TO
Foster CARe BENEFITS.—The State may not carry out the demon-
stration project under this section in a manner which impairs the
entitlement of any qualified child to foster care benefits under a
State plan approved under part E of title IV of the Social Security
Act.

SEC. 1339. COMMISSION ON CHILDHOOD DISABILITY.

(a) EstaBLISHMENT oF CommissioN.—The Secretary of Health
and Human Services (in this section referred to as the “Secretary’)
shall appoint a Commission on the Evaluation of Disability in Chil-
dren (in this section referred to as the “Commission”).

(b) APPOINTMENT OF MEMBERS.—(1) The Secretary shall appoint
15 members to the Commission, including—

(A) recognized experts in the field of medicine, whose work
involves—

(i) the evaluation and treatment of disability in chil-
dren,

(ii) the study of congenital, genetic, or perinatal disor-
ders in children, or

(iii) the measurement of developmental milestones and
developmental deficits in children; and
(B) recognized experts in the fields of—

(i) psychology,

(ii) education and rehgbilitation,

(iii) law, or

(iv) the administration of disability programs, and

(v) other fields of expertise that the Secretary deter-
mines to be appropriate.

(2) Members shall be appointed within 90 days after the date of
the enactment of this Act, without regard to the provisions of title 5,
United States Code, governing appointments to competitive service.

(3) Members appointed under this subsection shall serve for a
term equivalent to the duration of the Commission.

(4) The Secretary shall designate a member of the Commission
to serve as Chairman of the Commission for a term equivalent to
the duration of the Commission.

(c) ADMINISTRATIVE PrOVISIONS.—(1) Service as a member of
the Commission by an individual who is not otherwise a Federal
employee shall not be considered service in an appointive or elective
position in the Federal Government for the purposes of any provi-
sion of title 5, United States Code.

(2) Each member of the Commission who is not a full-time Fed-
eral employee shall be paid compensation at a rate equal to the
daily equivalent of the rate of basic pay in effect for Level IV of the
Executive Schedule for each day (including travel time) the member
attends meetings or otherwise performs the duties of the Commis-
sion.

(3) While away from their homes or regular places of business
on the business of the Commission, each member who is not a full-
time Federal employee may be allowed travel expenses, including
per diem in lieu of subsistence, as authorized by section 5703 of title
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9, United States Code, for persons employed intermittently in the
Government service.

(d) ASSISTANCE 10 CommissioN.—The Commission may engage
such technical assistance from individuals skilled in medical and
other aspects of childhood disability as may be necessary to carry
out the functions of the Commission. The Secretary shall make
available to the Commission such secretarial, clerical, and other as-
sistance as the Commission may require to carry out the functions of
the Commission.

(e) StuDY BY THE CoMMISSION.—(1) The Commission shall con-
duct a study, in consultation with the National Academy of Sci-
ences, of the effects of the definition of “disability” under title XVI
of the Social Security Act (42 U.S.C. 1382 et seq.) in effect on the
date of enactment of this Act, as such definition applies to deter-
mining whether a child under the age of 18 is eligible to receive
benefits under such title, the appropriateness of such definition, and
the advantages and disadvantages of using any alternative defini-
tion of disability in determining whether a child under age 18 is
eligible to receive benefits under such title.

(2) The study described in paragraph (1) shall include issues
of—

(A) recommendations for revision of the Childhood Listing
of Impairments under regulations promulgated under Part B of
Appendix 1 to Subpart P, section 404 of title 20, Code of Federal
Regulations;

(B) the validity of a presumption of disability for children
under age 4 with a genetic, congenital, or perinatal disorder;

(C) whether the need by families for assistance in meeting
high costs of medical care for children with serious physical or
mental impairments, whether or not they are eligible for dis-
ability benefits under title XVI of the Social Security Act,
might appropriately be met through expansion of Federal
health assistance programs (including the program of medical
assistance under title XIX of such Act); and

(D) such other issues that the Secretary determines to be ap-
propriate. o
() REPORT.—Not later than September 1, 1994, the Commtsswn

shall prepare a report and submit such report to the Committee on
Ways and Means of the House of Representatives and the Commit-
tee on Finance in the Senate which shall summarize the results of
the study described in subsection (e) and include any recommenda-
tions that the Commission determines to be appropriate.

(8 TerMINATION OF CommissioN.—The Commission shall ter-
minate on September 30, 1994.
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PART II—OTHER INCOME SECURITY AND HUMAN
RESOURCES PROVISIONS

Subpart A—Aid to Families With Dependent Children

SEC. 1341. DISREGARD OF INCOME AND RESOURCES DESIGNATED FOR EDU-
CATION, TRAINING, AND EMPLOYABILITY.
(a) DISREGARD AS RESOURCE.—Section 402aX7)B) (42 U.S.C.
602(a)?)B)) is amended—

(1) by striking “or’’ before “(iv)’; and .

(2) by inserting “ or (v) at the option of the State, in the
case of a family receiving aid under the State plan (and a
family not receiving such aid but which received such aid in at
least 1 of the preceding 4 months or became ineligible for such
aid during the preceding 12 months because of excessive earn-
ings), any amount not to exceed $8,000 in a qualified asset ac-
cozfin”t (as defined in section 406() of such family” before ‘;
and’.

(b) DISREGARD AS INCOME.—
(1) IN GENERAL.—Section 402(a)8)XA) (42 U.S.C. 602(a)8)(A)
is amended—
(A) by striking “and” at the end of clause (vit); and
(B) by inserting after clause (viii) the following new
clause:
“lix) shall disregard any interest or income earned
on a qualified asset account (as defined in section
406(1); and”.

(2) NONRECURRING LUMP SUM EXEMPT FROM LUMP SUM
RULE.—Section 402a)17) (42 U.S.C. 602(a)17)) is amended by
adding at the end the following: ‘; and that this paragraph
shall not apply to earned or unearned income received in a
month on a nonrecurring basis to the extent that such income is
placed in a qualified asset account (as defined in section 406(i)
the total amounts in which, after such placement, does not
exceed $8,000;”.

(3) TREATMENT AS INCOME.—Section 402a)?) (42 U.S.C.
602(a)7)) is amended—

(A) by striking “and” at the end of subparagraph (B);

(B) by striking the semicolon at the end of subpara-
graph (C) and inserting  and’: and

(C) by adding at the end the following new subpara-
graph:

‘D) shall treat as income any distributions from a

qualified asset account (as defined in section 406()(1)

which do not meet the definition of a qualified distribution

under section 406(G)(2):".

(c) QUALIFIED ASSET AccOUNTS.—Section 406 (42 U.S.C. 606) is
amended by adding at the end the following:

“G)1) The term ‘qualified asset account’ means a mechanism
approved by the State (such as individual retirement accounts,
escrow accounts, or savings bonds) that allows savings of a family

receiving aid to families with dependent children to be used for
qualified distributions.
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“(%) The term ‘qualified distributions’ means distributions for
expenses ‘c‘izrectly related to one or more of the following purposes:
_“(A) The attendance of a member of the family at any edu-

cation or training program.

“(B) The improvement of the employability (including self-
employment) of a member of the family (such as through the’
purchase of an automobile).

“C) The purchase of a home for the family.

“D) A change of the family residence.”.

(d) Stupy oF USE OF QUALIFIED ASSET ACCOUNTS; REPORT.—
The Secretary of Health and Human Services shall conduct a study
of the use of qualified asset accounts established pursuant to the
amendments made by this section, and shall report on such study
and any recommendations for modifications of such amendments to
the Committee on Finance of the Senate and the Committee on
Ways and Means of the House of Representatives not later than
January 1, 1996.

(e) ReporT ON AFDC Asser Livit oN AuroMoBILES.—Within 3
months after the date of the enactment of this section, the Secretary
of Health and Human Services shall submit to the Congress a
report on—

(1) the need to revise the limitation, established in regula-
tions pursuant to section 402aX7)B)i) of the Social Security
Act, on the value of a family automobile required to be disre-
garded by a State in determining the eligibility of the family
for aid to families with dependent children under the State
plan approved under part A of title IV of such Act; and

(2) the extent to which such a revision would increase the
employability of recipients of such aid.

() ErrecTIVE DATE.—The amendments made by this section
shall take effect on October 1, 1993, with respect to accounts ap-
proved on or after such date and before October 1, 1996.

SEC. 1342. DISREGARD OF INCOME AND RESOURCES RELATED TO SELF-EM-
PLOYMENT.

(@) STATE PLAN REQUIREMENTS.—Section 402(a) (42 US.C.
602(a)) is amended—

(1) by striking “and” at the end of paragraph (44);

(2) by striking the period at the end of paragraph (45) and
inserting *; and’; and ]

(%) by inserting after paragraph (45) the following:

“(46) at the option of the State, provide that the State
agency— .

“(A)Xi) shall not include as a resource of the family of
which a child referred to in paragraph (7)A) is a member,
for purposes of paragraph (7XB), the first $10,000 of the net
worth (assets reduced by liabilities with respect thereto) of
all microenterprises (as defined in section 406()X1) owned,
in whole or in part, by the child or by a relative or other
individual referred to in paragraph (7XA), for a period not
to exceed 2 years; and

“Gi) shall take into consideration as earned income of
the family of which the child is a member, only the net
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profits (as defined in section 406(G)(2) of such microenter-
prises, for a period not to exceed 2 years; and

“(B) shall ensure that caseworkers are able to properly
advise recipients of aid under the State plan of the option
of microenterprise as a legitimate route towards self-suffi-
ciency, and that caseworkers encourage recipients of such
aid who are interested in starting a microenterprise to par-
ticipate in a program designed to assist them in such
effort.”.

()] DZ«'INITIONS.—Section 406 (42 US.C. 606), as amended by
section 1341(c) of this Act, is amended by adding at the end the fol-
lowing:

‘ﬂ')(l) The term ‘microenterprise’ means a commercial enterprise
which has 5 or fewer employees, 1 or more of whom owns the enter-

rise.
P ‘“2) The term ‘net profits’ means, with respect to a microenter-
prise, the gross receipts of the business, minus— ]
“(A) payments of principal or interest on a loan to the mi-
croenterprise;
“(B) transportation expenses;
“(C) inventory costs;
“UD) expenditures to purchase capital equipment;
“AE) cash retained by the microenterprise for future use by
the business;
“(F) taxes paid by reason of the business;
“(G) if the business is covered under a policy of insurance
against loss—
“(i) the premiums paid for such insurance; and
“(it) the losses incurred by the business that are not re-
imbursed by the insurer solely by reason of the existence of
a deductible with respect to the insurance policy;
“(H) the reasonable costs of obtaining 1 motor vehicle neces-
sary for the conduct of the business; and
“(D the other expenses of the business.”.

(¢) INCLUSION OF MICROENTERPRISE TRAINING AND ACTIVITIES

IN THE JOBS PROGRAM.—
(1) In GENERAL.—Section 482(d)1) (42 U.S.C. 682d)1) is
amended adding at the end the following:
) “C) The services and activities referred to in subparagraph
“G) in_the case that at least & percent of the adult recipi-
ents of aid under the State plan approved under part A (as of
the close of the immediately preceding fiscal year) elect to par-
ticipate in microenterprise activities, shall include programs de-
scribed in paragraph (4): or
i) in the case that not more than 9 percent of the adult
recipients of such aid elect to participate in microenterprise ac-
tivities, may include programs described in paragraph (}).”
(2) MICROENTERPRISE PROGRAMS.—Section 482(d) (42 U.S.C.
€82(d)) is amended by adding at the end the following:

(4) The programs described in this paragraph are programs of
public and private organizations, agencies, and other entities @in-
cluding nonprofit and for-profit entities) to enable such entities to
facilitate economic development by—
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“(A) providing technical assistance, advice, and business
support services (including assistance, advice, and support relat-

ing to business planning, financing, marketing, and other mi-

croenterprise development activities) to owners of microenter-

prises-and persons developing microenterprises; and

“(B) providing general support (such as peer support and
self-esteem programs) to owners of microenterprises and persons
developing microenterprises.”.

(d) EFrecTIVvE DATE.—The amendments made by this section
shall apply to payments under part A of title IV of the Social Secu-
rity Act for calendar quarters beginning on or after October 1, 1993.
SEC. 1343. TREATMENT OF STUDENT EARNINGS.

(a) DISREGARD OF EARNINGS OF STUDENTS AND INCOME oF Dk-
PENDENT CHILD FroM A JTPA ProGcram.—Section 402(aX8XA) (42
U.S.C. 602(aX8XA) is amended— '

(1) in clause (i)—
nd(A) by inserting “applying for or” before ‘‘receiving’:
a

(B) by inserting “ and of each individual who is a
parent and would be a dependent child if the individual
were living with a caretaker relative,” before “who is’; and
(?2) in clause (v)—

(A) by striking “may” and inserting “shall’;

(B) by inserting “, and of each individual who is a
parent and would be a dependent child if the individual
were living with a caretaker relative,” before “which’: and

(C) by striking “time (not to exceed six months with re-
spect to earned income)” and inserting ‘“time,”.

(b) ExemptrioN FroM RESOURCES oF ExeEmpT EARNINGS OF A
CHiLp.—Section 402aX7XB) (42 U.S.C. 602(a)7)XB)), as amended by
section 1841(a) of this Act, is amended—

(1) by striking “or” at the end of clause (iv); and

(9) by inserting “, or (vi) the earned income of any child de-
scribed in clause (i) or (v) of paragraph (8)(A), in such amounts
and under such conditions as are specified in the plan” before
the semicolon.

(c) ExempT EARNINGS OF A CHILD To Be DISREGARDED IN DE-
TERMINING WHETHER FamiLy INcoME ExXCEEDS NEED STANDARD.—
Section 402(aX18) (42 US.C. 602(a)18) is amended by striking
“paragraph (8XA)Xv) or 8(A)viii)” and inserting ‘“clause (i), (v), or
(viii) of paragraph (8XA)”. ]

(d) ErrecTivE DATE.—The amendments made by this section
shall take effect on April 1, 1993.

(e) AUTHORITY OF STATES TO WAIVE RECOVERY OF CERTAIN
OVERPAYMENTS AND COLLECTION OF RELATED PENALTIES.—Effective
upon the date of the enactment of this Act, notwithstanding any
other provision of law, the amount that would otherwise be paid to
a State under section 403 of the Social Security Act shall not be re-
duced, and action under section 404 of such Act shall not be taken,
by reason of that State’s decision to waive, before April 1, 1993, the
recovery of overpayments, or the collection of any related penalty,
arising from the accrual of savings (but not in excess of $6,000) by a
child receiving aid to families with dependent children under the
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State plan approved under part A of title IV of such Act, but only if
the State agency became aware of the excess savings before the date
of the enactment of this Act, and thereafter found that—
(1) the savings were the result of the earnings of such child;
(2) the child was a full-time student throughout the time
that such savings (together with those of all other members of
the child’s family) exceeded $1,000; .
(3) the earnings were saved for the purpose of furthering the
child’s education; and
(4) there was no evidence of fraud or of intent to conceal
the savings, on the part of the caretaker relative of the child.

SEC. 1344. ENCOURAGING USE OF TRANSITIONAL CHILD CARE PROGRAM.

(a) DEvELOPMENT OF METHODOLOGY; REPORT TO THE CoON-
GRESS.—The Comptroller General of the United States shall develop
an appropriate methodelogy for determining the proportion of eligi-
ble children which are receiving child care provided under section
4028 1(A)Gi) of the Social Security Act, and shall submit to the
Congress, within 6 months after the date of the enactment of this
section, a report on the findings of the Comptroller General.

(b) STATE PLAN REQUIREMENTS.—Section 402(a) (42 U.S.C.
602(a)) is amended by inserting after paragraph (28) the following:

“029) provide that the State agency—

“(A) establish procedures by which caseworkers will be
informed of the child care program of the State under sub-
section (g1(A)ii); and

“(B) make a good faith effort to develop information
materials, that are written in a clear and simple manner,
describing the program referred to in subparagraph (A);”.

(c) AurHORITY TO WAIVE FaAMmILY CONTRIBUTION IN CERTAIN
Cases.—Section  402)1(A)vit) (42 US.C. 602gl1XAXvii) is
amended—

(1) by striking “A family” and inserting ‘(I) Except as pro-
vided in subclause (II), a family”; and
(2) by adding at the end the following:

“ID The State agency may waive the requirement of subclause
(D in the case of any family whose income is at or below the poverty
level for a family of the same size.”,

(d) ProvISION oF BENEFITS.—Section 402(gX1XA) (42 US.C.
602@g)1)(A) is amended by adding at the end the following:

“(ix)D A family shall not be eligible for child care provided
under this subparagraph unless the family meets appropriate appli-
cation requirements established by the State.

“ID The State agency may provide child care under this sub-
paragraph to any family which has not requested such care if the
family is eligible for such care and agrees to receive such care.”.

(e) EFFECTIVE DATES.—

(1) DEVELOPMENT OF METHODOLOGY; AUTHORITY TO WAIVE

FAMILY CONTRIBUTION.—Subsection (a) and the amendments

made by subsection (c) shall take effect on the date of the enact-

ment of this Act.

) _STATE PLAN REQUIREMENTS.—The amendment made by
subsection (b) shall take effect on October 1, 1998, and shail
apply to payments under part A of title IV of the Social Securi-
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ty Act for fiscal year 1994 and payments made under such part
for any succeeding fiscal year.

(8) PrROVISION OF BENEFITS.—The amendment made by sub-
section (d) shall take effect at the end of the 6-month period
that begins with the date of the enactment of this Act.

SEC. 1345. INCREASE IN STEPPARENT INCOME DISREGARD.

(a) IN GENERAL.—Section 402aX31) (42 US.C. 602@X3l) is
amended by striking “$75” and inserting “$90”

(b) ErFeCcTIVE DATE.—The amendment made by subsection (a)
shall take effect on October 1, 1992, and shall apply to payments
under part A of title IV of the Social Security Act for fiscal year
1993 and such payments for succeeding fiscal years.

SEC. 1346. STATE OPTION TO USE RETROSPECTIVE BUDGETING WITHOUT
MONTHLY REPORTING.

(@) IN GENERAL.—Section 402(a)X13) (42 US.C. 602a)13) is
amended—

(1) by striking all that precedes subparagraph (A) and in-
serting the following:

“13) provide, at the option of the State and with respect to
such category or categories as the State may select and identify
in the State plan, that—": and

(2) in each of subparagraphs (A) and (B), by striking * in
the case of families who are required to report monthly to the
State agency pursuant to paragraph (14)”.

(b) EFFECTIVE DATE.—The amendment made by subsection (a)
shall take effect on October 1, 1992, and shall apply to payments
under part A of title IV of the Social Security Act for fiscal year
1993 and such payments for succeeding fiscal years.

SEC. 1347. DELAY IN REQUIREMENT THAT OUTLYING AREAS OPERATE AN
AFDC-UP PROGRAM.

Section 401(gX2) of the Family Support Act of 1988 (42 U.S.C.
602 note; 102 Stat. 2396) is amended by striking ‘“‘October 1, 1992”
and inserting “the date of the repeal of the limitations contained in
section 1108(a) of the Social Security Act on payments to such juris-
dictions for purposes of making maintenance payments under parts
A and E of title IV of such Act’.

Subpart B—JOBS Program

SEC. 1351. FUNDING FOR THE JOBS PROGRAM.

(a) ENHANCED MATCH FOR FiScAL YEARs 19393, 199}, AND
1995.—Section 403() (42 U.S.C. 603(1) is amended by adding at the
end the following: y ‘

“5)(A) Subclause (I) of paragraph (1)(A)ii) shall be applied by
substituting— '

“i) ‘65 percent’ for ‘50 percent’, in fiscal year 1993;
“(ii) ‘62 percent’ for ‘50 percent’, in fiscal year 199}, and
“(iii) ‘54 percent’ for ‘50 percent’, in fiscal year 1995.

“B) Subclause (ID of paragraph (1XAXii) shall be applied by
substituting— .

“(1) ‘the sum of 15 percent and the greater of 60 percent or
. the Federal medical assistance percentage’ for ‘the greater of 60
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percent or the Federal medical assistance percentage’ in fiscal

year 1993;

“(ii) ‘the sum of 12 percent and the greater of 60 percent or

the Federal medical assistance percentage’ for ‘the greater of 60

percent or the Federal medical assistance percentage’ in fiscal

year 1994; and
“iii) ‘the sum of 4 percent and the greater of 60 percent or

the Federal medical assistance percentage’ for ‘the greater of 60

percent or the Federal medical assistance percentage’ in fiscal

year 1995. )

“C) This paragraph shall not apply with respect to any State in
any fiscal year in which State or local funds expended for the costs
of operating a program established under part F in such fiscal year
(determined without regard to this paragraph) are not at least at
the level expended for the prior fiscal year.”.

(b) IncrEASE IN FUNDING CAP FOR FiscAL YEARS 1993 AND
1994.—Section 403k)X3) (42 U.S.C. 603(k)3) is amended—

(1) by redesignating subparagraphs (E) and (F) as subpara-
graphs (F) and (G), respectively; and

(2) by striking subparagraphs (C) and (D) and inserting the
following:

“C) $1,000,000,000 in the case of each of the fiscal years

1991 and 1992,

“D) $1,100,000,000 in the case of fiscal year 1993,
“CE) $1,200,000,000 in the case of fiscal year 1994,”.
SEC. 1352. MODIFICATION OF THE 20-HOUR RULE.

(a) IN GENERAL.—Section 403(D(3XD) (42 U.S.C. 603((3XD)) is
amended—

(1) by inserting “()” after “(D)”; and
(2) by adding at the end the following:

“(ii) For purposes of this paragraph, each hour of classroom in-
struction of an individual who is enrolled in a degree program of-
fered by an institution of higher education (as defined in section
1201(a) of the Higher Education Act of 1965), or in such other edu-
cation or training programs that require substantial outside class-
room preparation (which programs shall be designated by the Secre-
tary in regulations), shall be considered 2 hours of participation in
the program under part F.”.

(b) EFFecTIVE DATE.—The amendments made by subsection (a)
shall take effect on the date of the enactment of this Act.

SEC. 1353. ASSIGNMENT OF INDIVIDUALS TO WORK SUPPLEMENTATION
PROGRAM.
_(a) IN GENERAL.—Section 48)(c) (42 U.S.C. 684(c)) is amended by
striking “section 482(e) or ()’ and inserting ‘“‘section 482(f)’".

(b) ASSIGNMENT IN PRIVATE SECTOR.—Section 482(e) (42 U.S.C.
682(e)) is amended—

(1) by striking subparagraph (C) of paragraph (3) and in-
serting the following new subparagraph:

“C) For purposes of this section, a supplemented job is a job
provided to an eligible individual by any nonpublic employer for
which all or part of the wages are paid by the State or local agency
administering the State plan under part A. A State may subsidize
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under the program any job which such State determines to be appro-
priate.”; and
(2) by striking subparagraph (A) of paragraph (5) and in-
serting the following new subparagraph:

“l6XA) Nothing in this subsection shall be construed as requir-
ing the State or local agency administering the State plan to pro-
vide that an eligible individual filling a job position provided by a
nonpublic employer shall be given employee status by such employer
during the first 13 weeks such individual fills such position.”,

(c) EFFECTIVE DATE.—The amendment made by subsection (a)
Zléalll t;fql;fg effect with respect to assignments made on or after Octo-

r 1, .

SEC. 1354. EXPANSION OF COVERAGE FOR INDIAN TRIBES.

(a) IN GENERAL.—Section 482(GX2XA) (42 US.C. 682GX2XA)) is
amended by striking “members of such Indian tribe receiving aid to
families with dependent children” and inserting “Indians receiving
aid to families with dependent children who reside on the reserva-
tion or within the designated service area’.

(b) EFFECTIVE DATE.—The amendment made by subsection (a)
shall take effect on October 1, 1993.

SEC. 1355. Mg’DEI'%CATION OF JOBS PERFORMANCE STANDARDS REQUIRE.-

(@) IN GENERAL.—Section 487(aX2) (42 U.S.C. 687(a)2) is
amended by striking “for” and inserting “with respect to”.

(b) EFFECTIVE DATE.—The amendment made by subsection (a)
shall take effect on the date of the enactment of this Act.

Subpart C—Child Support Enforcement

SEC. 1361. REPORTS TO CREDIT BUREAUS ON PERSONS DELINQUENT IN
CHILD SUPPORT PAYMENTS.
(@) In GENERAL.—Section 466(aX7) (42 U.S.C. 666(a)7) is
amended— _
(1) by striking “‘upon the request of such agency” and in-
serting “, and procedures which require the State to periodically
report to any such agency the name of any parent who owes
overdue support and is at least 2 months delinquent in the pay-
ment of such support and the amount of such delinquency
unless the agency requests not to receive such information’; and
(2) by striking ‘(C) a fee” and all that follows through “by
the State” and inserting *, and (C) such information shall not
be made available to (i) a consumer reporting agency which the
State determines does not have sufficient capability to system-
atically and timely make accurate use of such information, or
(ii) an entity which has not furnished evidence satzsfc,z’ctory to
the State that the entity is a consumer reporting agency’.
(b) EFFECTIVE DATE.— _

, (1) IN GeENERAL.—Except as provided in paragraph (2), the
amendments made by subsection (a) shall take effect on October
1, 1993.

(9) ExceprioN.—If the Secretary of Health and Human
Services determines that a State is unable to comply with the
amendments made by subsection (a), such State shall be exempt
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from compliance with such amendments until the State estab-
lishes an automated data processing and information retrieval
system under section 454(24) of the Social Security Act, or Octo-
ber 1, 1995, whichever occurs earlier.
SEC. 1362. AGREEMENT TO ASSIST IN LOCATING MISSING CHILDREN UNDER
THE PARENT LOCATOR SERVICE.

(a) IN GENERAL.—Section 463 (42 US.C. 663) is amended by
adding at the end the following new subsection:

“tf) The Secretary shall enter into an agreement with the Attor-
ney General of the United States, under which the services of the
Parent Locator Service established under section 453 shall be made
available to the Office of Juvenile Justice and Delinquency Preven-
tion upon its request for the purpose of locating any parent or child
on behalf of the Office of Juvenile Justice and Delinquency Preven-
tion for the purpose of—

“(1) enforcing any State or Federal law with respect to the
unlawful taking or restraint of a child; or
“(2) making or enforcing a child custody determination.
The Parent Locator Service shall charge no fees for services request-
ed pursuant to this subsection.”.

(b) CONFORMING AMENDMENT.—Section 463(c) (42 U.S.C. 663(c)

is ’a,tmended by striking “(a), (b), or ()"’ and inserting ‘(a), (b), (e), or

.(c) ErrecTIVE DATE.—The amendments made by this section
shall become effective on October 1, 1992.

Subpart D—Community Works Progress Demonstrations

SEC. 1371. COMMUNITY WORKS PROGRESS DEMONSTRATION PROJECTS.

Part A of title XI of the Social Security Act (42 U.S.C. 1301
091320 0913) is amended by adding at the end the following new
section:

“SEC. 1144. COMMUNITY WORKS PROGRESS DEMONSTRATION PROJECTS
“la) AUTHORIZATION.—

‘U In GENERAL.—The Secretary of Labor shall, in consul-
tation with the Secretary of Health and Human Services,
award grants to States and units of general local government
located in urban areas for the purpose of carrying out communi-
ty works progress projects under which employment and employ-
ment-related services are provided to—

“(A) noncustodial parents who are not employed and
who are at least 2 months in arrears in the payment of
court-ordered child support; and

“(B) recipients of aid under a State plan approved
under part A of title IV, individuals eligible to receive such
aid, or individuals at risk of becoming eligible to receive
such aid.

. “2) TIME LIMIT AND APPROVAL.—A grant under this subsec-
tion may extend over a period of not more than 36 months. The
provision of payments under such grant shall be subject to
annual approval by the Secretary of Labor. If the Secretary sus-
pends or terminates payments under a grant to a State or unit
of general local government, the Secretary may make a grant to
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another State or unit of general local government, as the case

may be, that meets the requirements of this section.

“tb) AppLicaTION NoticeE.—Not later than January 1, 1993, the
Secretary of Labor shall publish a notice in the Federal Register re-
%ra)rdmg the application requirements for grants under subsection
o).

“lc) SELECTION REQUIREMENTS.—

U In ¢eNERAL.—The Secretary of Labor shall select 6 ap-
plicants in accordance with the following requirements:

“CA) The Secretary shall select 2 States and 4 units of
general local government located in urban areas.

‘‘B) At least 1 State and at least 2 units of general
local government referred to in subparagraph (A) shall pro-
vide assurances in the application submitted under subsec-
tion (d) that the State or unit (or any entity to which the
State or unit will provide amounts from a grant received
under subsection (a)), as the case may be, will provide com-
pensation under the projects to—

“6G) each noncustodial parent who is not employed
and who is at least 2 montfs in arrears in the payment
of court-ordered child support in accordance with sub-
section (eX5XAXii); and

“ii) each recipient of aid under a State plan ap-
proved under part A of title IV, an individual eligible
to receive such aid, or an individual at risk of becom-
ing eligible to receive such aid, in accordance with
paragraphs (3)(DXii) and (5)(DXii) of subsection (e).

“(2) ConSIDERATION.—In selecting States and units of gen-
eral local government under paragraph (1), the Secretary of
Labor shall consider—

“(A) the unemployment rate for the area in such State
or unit in which projects will be conducted;

‘““B) the proportion of the population receiving public
assistance in such area;

“(C) the per capita income for such area;

“D) the degree of involvement and commitment dem-
onstrated by public officials in such area;

“‘E) the contribution that the project is likely to make
toward improving the quality of life of residents in such
area;

“F) in the case of States, the distribution of projects
among urban and rural areas in such States;

“G) the extent to which the projects will emphasize the
development of projects encouraging team approaches to
work on identifiable projects; )

“CH) the extent to which private and community agen-
cies will be involved; ]

“(I) the sufficiency of the size and scope of the projects;
and

“.J) such other criteria as the Secretary of Labor deems
appropriate.

“d) ﬁII’DPfICATION REeQUIREMENTS.—The Secretary of Labor
shall provide a grant under subsection (a) to a State or unit of gen-
eral local government located in an urban area only if such State or
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unit, as the case may be, submits an application at such time and in
such manner as the Secretary requires. Such application shall in-
clude—
“(1) assurances that the State or unit of general local gov-
ernment will conduct a program under which—

“CA) the State or unit will carry out projects to provide
employment and employment-related services to noncusto-
dial parents who are not employed and who are at least 2
months in arrears in the payment of court-ordered child
support and recipients of aid under a State plan approved
under part A of title IV, individuals eligible to receive such
aid, or individuals at risk of becoming eligible to receive
such aid;

“(B) the State or unit will provide grants to other units
of general local government located in urban areas, public
and private nonprofit organizations, or a consortium con-
sisting of such units and organizations, to carry out
projects for the purpose of providing such employment and
employment-related services; or

“(C) the State or unit will carry out projects under sub-
paragraph (A) in addition to providing grants under sub-
paragraph (B) to the entities referred to in such subpara-

grapn;

“2) a description of the type of projects to be carried out,
including a description of the types and duration of training
and work experience to be provided to participants under such
projects;

“3) a comprehensive description of the objectives and per-
formance goals for such projects;

“(4) assurances that the State or local administering agency
described in part D of title IV located within the State or unit
of general local government, as the case may be, will seek court-
ordered enrollment in such projects of a noncustodial parent
who is not employed and who is at least 2 months in arrears in
the payment of court-ordered child support;

“(5) assurances that the a State or unit of general local gov-
ernment has arranged for the referral of recipients of aid under
a State plan approved under part A of title IV to such projects;

“(6) a description of a plan for managing and funding such
projects;

“(7) in the case of a State, unit of general local government,
public or private nonprofit organization, or a consortium con-
sisting of such units and organizations, that will provide com-
pensation under the program to—

“A) each noncustodial parent under such projects in
accor"fiance with subsection (e)5)A)G); or

(B) each recipient of aid under a State plan approved
under part A of title IV, an individual eligible to receive
such_ aid, o’rl' a{zdindividual(i at risk of becoming eligible to

recetve such aid, in accordance with paragraphs (3)(D)i

and (5)(D)Xi) of subsection (e), paragraphs (XDXV
the written concurrence of any local labor organization repre-
senting employees in the area who are engaged in work of the
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same or similar character and nature as that proposed to be
carried out by the projects;

“8) a description of any formal job training or job search
arrangements to be made available to the participants under
such projects, in cooperation with State agencies;

“(9) assurances that such projects will be coordinated with
other Federally assisted education programs, training programs,
social service programs, and other appropriate programs;

“(10) assurances that the State or unit of general local gov-
ernment will participate in cooperative efforts among communi-
ty-based agencies, local educational agencies, and local govern-
ment agencies (as defined in paragraphs (3), (11), and (12), re-
spectively, of section 101 of the National and Community Serv-
ice Act of 1990 (42 U.S.C. 12411)), businesses, and State agen-
cies, to develop and provide supportive services to participants
under such projects;

“l11) assurances from the State in which projects are to be
carried out that such State will maintain its aggregate expendi-
tures relating to the job opportunities and basic skills training
program under part F ¢f title IV;

“(12) a description of fiscal control, accounting, audit, and
debt collection procedures to assure the proper disbursal of, and
accounting for, funds received from a /gra‘ﬁt under subsection
(a); and ~

“U138) a projection of the amount the State or unit of general
local government intends to spend in each fiscal year for such
projects.

“le) PrROJECT REQUIREMENTS.—

“1) IN GENERAL.—

‘lA) DEerFINITION.—For purposes of this section, the
terms ‘community works progress project’ and ‘project’
mean an activity that results in a specific identifiable serv-
ice or product that otherwise would not be carried out with
existing funds and that supplements but does not supplant
existing services.

“B) Purpose.—A community works progress project
shall serve a significant public purpose in such fields as
health, social service, environmental protection, education,
urban and rural development and redevelopment, welfare,
recreation, public safety, and child care.

“9) CoMmMPLETION.—A State, unit of general local govern-
ment located in an urban area, public or private nonprofit orga-
nization, or a consortium consisting of such units and organiza-
tions, carrying out projects under this section shall complete
each project not later than 18 months after the date on which
the 1st individual is enrolled in each such project.

“(3) PARTICIPATION REQUIREMENTS.—

“CA) PriorITY.—A State, unit of general local govern-
ment located in an urban area, public or private nonprofit
organization, or a consortium consisting of such units and
organizations, that is carrying out a project under this sec-
tion shall select participants for such project in accordance
with the following requirements:
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“i) A State, unit, organization, or consortium, as
the case may be, shall first accept individuals de-
scribed in subparagraphs (A) and (B) of subsection
(a)1) who volunteer for such project. o

“Gi) If an insufficient number of individuals de-
scribed in clause (i) volunteer under such clause, the
State, unit, organization, or consortium, as the case
may be, shall, in accordance with subsection (d)(4), seek
court-ordered enrollment of noncustodial parents who
are not employed and who are at least 2 months in ar-
rears in the payment of court-ordered child support.

“Gii) If an insufficient number of individuals de-
scribed in clause (i) volunteer under such clause, and
an insufficient number of noncustodial parents are en-
rolled pursuant to clause (i), the State, unit, organiza-
tion, or consortium, as the case may be, shall, in ac-
cordance with subsection (d)5), enroll individuals ac-
cording to the following priority:

“0I) Recipients of aid under the State plan in
accordance with section 407 (relating to unem-
ployed parents).

“ID) Recipients of such aid who are not unem-
ployed parents.

‘“B) RESTRICTION ON WORK HOURS PER WEEK.—In order
to assure that each participant will have time to seek alter-
native employment or to participate in an alternative em-
ployability enhancement activity, no individual may work
as a participant in a project under this section for more
than 32 hours per week. :

“(C) ADDITIONAL SERVICES.—A State or unit of general
local government located in an urban area, as the case may
be, shall, through a service delivery area (designated under
section 101 of the Job Training Partnership Act (29 U.S.C.
1511)), the job opportunities and basic skills training pro-
gram under section 40%(a)19) and part F of title IV, the
United States Employment Service, State public employ-
ment services, or other appropriate programs, provide edu-
cation, job training, or job search services to participants
under a community works progress projects.

“(D) INDIVIDUALS RECEIVING AFDC.—In addition to the
limitation set forth in subparagraph (A), recipients of aid
under a State plan approved under part A of title IV, indi-
viduals eligible to receive such aid, or individuals at risk
of becoming eligible to receive such aid may not be required
to work as participants under a project on a monthly basis
more than the number of hours determined in accordance
with a calculation under 1 of the following clauses:

“(l) APPLICABLE MINIMUM WAGE CALCULATION.—
The number of hours determined in accordance with
the calculation under this clause is determined by di-
viding—

“D the amount of monthly assistance the
family of such recipient is eligible to receive under
such part; by
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“ID the amount equal to 125 percent of the
applicable Federal or State minimum wage, which-
ever 1s greater.

“(ii) PREVAILING RATE OF PAY CALCULATION.—The
number of hours determined in accordance with the
calculation under this clause is determined by divid-
ing—

“() the amount of monthly assistance the
family of such recipient is eligible to receive under
such part; by

“ID the greater of the amount equal to 125
percent of the applicable Federal or State mini-
mum wage (whichever is greater) or the amount
equal to the prevailing rates of pay for individuals
employed in similar occupations by the same em-
ployer.

‘(E) TESTING AND EDUCATION REQUIREMENTS.—

“6i) TESTING.—Except as provided in clause (iii),
each participant in a project shall be tested for basic
reading and writing competence prior to employment
under such project.

“it) EDUCATION REQUIREMENTS.—

“() FAILURE TO SATISFACTORILY COMPLETE
TEST.—A participant who fails to satisfactorily
complete the basic competency test required in
clause (i) shall be furnished counseling and in-
struction in basic reading and writing competence.

“ll) LiMITED-ENGLISH.—A participant with
limited-English speaking ability may be furnished
instruction to improve such speaking ability as the
State, unit of general local government located in
an urban area, public or private nonprofit organi-
zation, or a consortium consisting of such units
and organizations, as the case may beconducting
the project deems appropriate.

“dI) COUNSELING SERVICES REGARDING ALCO-
HOL AND DRUG ABUSE.—A State or unit shall refer
participants who are in need of counseling services
regarding alcohol and drug abuse to providers of
such services.

“liti) ExceprioN.—Any individual who, within 1
year of enrollment in a project, has been tested by an
employment, education, or training program for basic
reading and writing competence shall not be required
to be tested under clause (i).

‘{F) PARTICIPANTS IN JOBS PROGRAM.—If an individual

is receiving aid to families with dependent children under
part A of title IV and participating in the job opportunities
and basic skills training program under part F of such
title, such individual may be assigned by the State agency
to participate in a community works progress project if—

“6i) such participation does not conflict with the
requirements of such part F: and
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“Gi) such individual is referred to participate in
such project in accordance with the procedures estab-
lished under such part F.

“t) USE OF GRANT.—

‘“{fA) CoMPENSATION AND BENEFITS.—Not less than 70
percent of the amount of a grant under subsection (a) shall
be used by a State, unit of general local government located
in an urban area, public or private nonprofit organization,
or a consortium consisting of such units and organizations,
as the case may be, to provide compensation and supportive
services to participants under a project.

“{B) ADMINISTRATIVE EXPENSES.—Not more than 10
percent of the amount of a grant under subsection (a) may
be used by a State or unit of general local government lo-
cated in an urban area for administrative costs of the pro-
gram carried out by such State or unit, as the case may be.
“(5) COMPENSATION FOR PARTICIPANTS.—

“(A) NONCUSTODIAL PARENTS WHO ARE NOT EMPLOYED
AND IN ARREARS IN THE PAYMENT OF COURT-ORDERED CHILD
suppPORT.—Each participant who is o noncustodial parent
who ts not employed and who is at least 2 months in ar-
rears in the payment of court-ordered child support shall,
notwithstanding any other provision of law, be compensat-
ed for participation under a project carried out under this
section in an amount equal to—

“G) an amount not less than 125 percent of the ap-
plicable Federal or State minimum wage, whichever is
greater, for each hour the participant works on such
project and for each hour the participant receives edu-
cation, job training, or job search services on such
project (not to exceed 8 hours per week for such educa-
tion, job training, or job search services): or

“6i) the greater of—

“) 125 percent of the applicable Federal or

State minimum wage, whichever is greater; or

“ID) the prevailing rates of pay for individuals
employed in similar occupations by the same em-
ployer,

for each hour the participant works under such project

and for each hour the participant receives education,

Job training, or job search services on such project, (not

to exceed 8 hours per week for such education, job

training, or job search services).

“(B) INDIVIDUALS RECEIVING AFDC.—

“t) In GENERAL.—Each participant who is a recip-
tent of aid under a State plan approved under part A
of title IV shall, notwithstanding any other provision
of law, be compensated for participation under a
project on a monthly basis.

“(ii) AMOUNT.—The amount of the compensation
described in clause (i) shall be equal to 25 percent of
the average (as estimated by the State or local agency
administering or supervising the administration of the
State plan) amount of aid to families with dependent
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children under such part A paid to recipients of such

aid in the area served by such project on a monthl

basis. Such amount shall be paid from grant fun
awarded under subsection (a) and shall be in addition
to the aid received by such participant.

“/C) PaYMENTS OF AFDC.—A State agency responsible
for making a payment of benefits under the State plan ap-
proved under part A to a participant in a project may
transfer such payment to the entity conducting such project
and such payment shall be made by such entity to such
participant in conjunction with any payment made under
subparagraph (B).

‘YD) ADDITIONAL WORK HOURS FOR INDIVIDUALS RE-
CEIVING AFDC.—If a recipient of aid under a State plan ap-
proved under part A of title IV accepts an offer to work
hours in addition to the number of hours determined under
paragraph (3XD), such individual shall be paid for each
such additional hour an amount equal to—

“(1) 125 percent of the applicable Federal or State
minimum wage, whichever is greater; or

“Gi) the greater of—

“D 125 percent of the applicable Federal or

State minimum wage, whichever is greater; or

“(ID the prevailing rates of pay for individuals
employed in similar occupations by the same em-
ployer.

“(E) ALTERNATIVE COMPENSATION METHODS.—The Sec-
retary of Labor may approve any application submitted
under subsection (d) which provides for an alternative to
the method of compensation for participants in a project
described in this section if such alternative method—

“Gi) does not reduce the amount received by any
participant on an hourly basis below—

“D 125 percent of the applicable Federal or

State minimum wage, whichever is greater; or

“ID the prevailing rates of pay for individuals
employed in similar occupations by the same em-
ployer,

as the case may be; and

“Gii) results in a monthly payment which would be
greater than the monthly amount the family of the
participant would otherwise receive under this section.
“CF) TREATMENT OF COMPENSATION OR BENEFITS UNDER

OTHER PROGRAMS.—

‘i) HIGHER EDUCATION ACT OF 1965.—In determin-
ing any grant, loan, or other form of assistance for an
individual under any program under the Higher Edu-
cation Act of 1965, the Secretary of Education shall not
take into consideration the compensation and benefits
received by such individual under this subsection for
participation in a community works progress project.

“0i) RELATIONSHIP TO OTHER FEDERAL BENEFITS.— -
Notwithstanding any other provision of law, any com-
pensation or benefits received by an individual in ac-
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cordance with this paragraph for participation in a
community works progress project shall be excluded
from determination of income for the purposes of deter-
mining eligibility for benefits under sections 402, the
supplemental security program under title XVI, title
XIX, or any other Federal or federally assisted pro-
gram based on need. o ‘
“‘G) SuPPORTIVE SERVICES.—Each participant in a
community works progress project shall receive, out of grant
funds awarded under subsection (a), assistance to meet nec-
essary costs of transportation, child care, and uniforms and
other work materials.
“06) NONDUPLICATION AND NONDISPLACEMENT.—
“CA) NONDUPLICATION.—

‘) IN GENERAL.—Amounts from a grant provided
under subsection (a) shall be used only for a project
that does not duplicate, and is in addition to, an activ-
ity otherwise available in the State or unit of general
local government in which the project is carried out.

“(it) PRIVATE NONPROFIT ENTITY.—Amounts from a
grant provided under subsection (a) shall not be provid-
ed to a private nonprofit entity to conduct activities
that are the same or substantially equivalent to activi-
ties provided by a State or local government agency in
which such entity resides, unless the requirements of
subparagraph (B) are met.

“(B) NONDISPLACEMENT.—

“G) IN GENERAL.—A State, unit of general local
government located in an urban area, public or private
nonprofit organization, or a consortium consisting of
such units and organizations, shall not displace an em-
ployee or position, including partial displacement such
as reduction in hours, wages, or employment benefits,
as a result of the use by such State, unit, organization,
or consortium, as the case may be, of a participant in a
project funded by a grant under subsection (a).

“(iv) LIMITATION ON SERVICES.—

“l’ DUPLICATION OF SERVICES.—A participant
in a project funded by a grant under subsection (a)
shall not perform any services or duties or engage
in activities that would otherwise be performed by
an employee as part of the assigned duties of such
employee.

‘I SUPPLANTATION OF HIRING.—A partici-
pant in a project funded by a grant under subsec-
tion (a) shall not perform any services or duties or
engage in activities that will supplant the hiring
of other workers.

“(1lI) DUTIES FORMERLY PERFORMED BY AN-
OTHER EMPLOYEE.—A participant in a project
funded by a grant under subsection (a) shall not
perform services or duties that have been per-
formed by or were assigned to any presently em-
ployed worker, employee who recently resigned or
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was discharged, employee who is subject to a re-

duction in force, employee who is on leave (termi-

nal, temporary, vacation, emergency, or sick), or
employee who is on strike or who is being locked
out.

“(7) LABOR STANDARDS.—

“(A) In GENERAL.—Except as provided in subparagraph
(B), a State, unit of general local government located in an
urban area, public or private nonprofit organization, or a
consortium consisting of such units and organizations, that
receives amounts from a grant under subsection (a) shall
comply with the labor standards described in section
142@X3XC) and section 143 of the Job Training Partnership
Act (29 U.S.C. 1552@)3)C) and 1553) in carrying out a com-
munity works progress project.

“(B) EXCEPTIONS.—

“(i) HEALTH AND MEDICAL BENEFITS FOR CERTAIN
INDIVIDUALS.—An entity described in subparagraph (A)
shall not be required to provide health and medical
benefits to participants under a project who are indi-
viduals enrolled under a State plan for medical assist-
ance under title XIX.

“(1) CERTAIN WAGE RATES.—The requirements of
section 142(a)(3)XC) and section 143(d) of the Job Train-
ing Partnership Act (29 U.S.C.1552(a)3)C) and 1553(d))
(relating to prevailing wage rates) shall not apply with
respect to an entity described in subparagraph (A) that
is making compensation payments to 1 or more—

“aU noncustodial parents in accordance with
paragraph (5)(A)G); or

“(ID recipients of aid under a State plan ap-
proved under part A of title IV, individuals eligi-
ble to receive such aid, or individuals at risk of be-
coming eligible to receive such aid, in accordance

with paragrap:ns (3XD)Xi) and (G)D)G).

“8) GRIEVANCE PROCEDURE.—

“CA) In GeNEraL.—Each a State, unit of general local
government located in an urban area, public or private non-
profit organization, and consortium consisting of such units
and organizations, conducting a community works progress
project under this section shall establish and maintain a
procedure for the filing and adjudication of grievances
from participants in such project, labor organizations, and
other interested individuals concerning such project, in-
cluding grievances regarding proposed placements of such
participants in such project. _

“(B) DEADLINE FOR GRIEVANCES.—Except for a griev-
ance that alleges fraud or criminal activity, a grievance
under this paragraph shall be filed not later than 1 year
after the date of the alleged occurrence of the event that is
the subject of the grievance.

“C) DEADLINE FOR HEARING AND DECISION.—
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“(i) HEARING.—A hearing conducted under this
paragraph on any grievance shall be conducted not
later than 30 days after the filing of such grievance.

“(ii) DEcIsION.—A decision on any grievance shall
be made not later than 60 days after the filing of such
grievance.

“(D) ARBITRATION.— o

“t) IN GENERAL.—In the event of a decision on a
grievance that is adverse to the party who filed such
grievance, or 60 days after the filing of such grievance
if no decision has been reached, such party shall be
permitted to submit such grievance to binding arbitra-
tion before a qualified arbitrator who is jointly selected
and independent of the interested parties. If the parties
cannot agree, the Secretary of Labor shall appoint an
arbitrator from a list of qualified arbitrators within 15
days after receiving a request for such appointment
from one of the parties to the grievance. _ '

“lit) DEADLINE FOR PROCEEDING.—An arbitration
proceeding shall be held not later than 45 days after
the request for such arbitration proceeding, or, if the
arbitrator is appointed by the Secretary in accordance
with the 2nd sentence of clause (i), not later than 30
days after the appointment of such arbitrator.

“(iii) DEADLINE FOR DECISION.—A decision concern-
ing a grievance subject to an arbitration proceeding
shall be made not later than 30 days after the date
such arbitration proceeding begins.

“Gv) Cost.—

“(D) IN GENERAL.—Except as provided in sub-
clause (II), the cost of an arbitration proceeding
shall be divided evenly between the parties to the
arbitration.

“D ExceptioN.—If a participant, labor orga-
nization, or other interested individual described
in subparagraph (A) prevails under a binding arbi-
tration proceeding, the State, unit of general local
government located in an urban area, public or
private nonprofit organization, or a consortium
consisting of such units and organizations, which
is party to such grievance shall pay the total cost
of such proceeding and the attorneys’ fees of such
participant, labor organization, or individual, as
the case may be.

“(E) ProPOSED PLACEMENT.—If a grievance is filed re-
garding a proposed placement of a participant in a commu-
nity works progress project conducted under this section,
such placement shall not be made unless it is consistent
wzthhthe resolution of the grievance pursuant to this para-
graph.
_ “(F) RemeDIES.—Remedies for a grievance filed under
this paragraph include—

(i) prohibition of the placement described in sub-
paragraph (E);
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~ “iY) reinstatement of the participant to the posi-
tion held by such participant prior to displacement;

. “iii) payment of lost wages and benefits of the par-
ticipant;

_ “(iv) reestablishment of other relevant terms, con-
ditions, and privileges of employment of the partici-
pant; and

“lv) such equitable relief as is necessary to correct
ar;ly lviolation of this section or to make the participant
whole.

‘““‘G) ENFORCEMENT.—Suits to enforce arbitration
awards under this section may be brought in any district
court of the United States having jurisdiction of the parties
without regard to the amount in controversy and without
regard to the citizenship of the parties. ,

“4 FaiLure 10 MEET REQUIREMENTS.—The Secretary of Labor
may suspend or terminate payments under this section for a commu-
nity works progress project if the Secretary determines that a State,
unit of general local government located in an urban area, public or
private nonprofit organization, or a consortium consisting of such
units and organizations conducting such project has materially
failed to comply with the requirements of this section (including the
assurances contained in the application submitted under subsection
(d), or any other terms and conditions of a grant under subsection
(a) agreed to by such State, unit, organization, or consortium, as the
case may be, and the Secretary.

‘“tg¢) EVALUATION.—

“1) IN GENERAL.—The Secretary of Labor shall carry out
an evaluation of the activities of not more than 4 projects. If
available, the Secretary shall—

“(A) compare the projects of—

“Gi) 1 State in which participants are compensated
at the prevailing rate of pay for individuals employed
in similar occupations by the same employer; with

“Gi) 1 State in which participants are not compen-
sated at such prevailing rate of pay; and
“(B) compare the projects of—

“(i) 1 unit of general local government located in
an urban area in which participants are compensated
at the prevailing rate of pay for individuals employed
in similar occupations by the same employer; with

“Gi) 1 unit of general local government located in
an urban area in which participants are not compen-
sated at such prevailing rate of pay.

“2) CoNpUCT OF EVALUATION.—The evaluation carried out
under paragraph (1) shall be based on an experimental design
with random assignment between a treatment group and a con-
trol group. The Secretary of Labor shall use the data provided
from each such evaluation to analyze the benefits and costs of
the project, including the value of the goods and services pro-
vided under such project.

“Ch) REPORTS.—

“c1) INTERIM REPORT.—Not later than 2 years after the date
on which the Secretary of Labor approves the Ist application of
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a State or unit of general local government located in an urban
area under subsection (d), the Secretary shall submit an interim
report to the Congress containing—

“CA) the results of the analysis conducted under subsec-
tion (g)(3) with respect to each project completed as of such
date; and

“B) a determination by the Secretary of the effective-
ness of each such project.

“9) FINaL REPORT.—Not later than March 31, 1996, the
Secretary of Labor shall submit a report to the Congress con-
taining—

& “CA) the results each analysis conducted under subsec-
tion (5)(2); and

“4B) a determination by the Secretary of the effective-
ness of all projects.

‘i) ADMINISTRATIVE CoSTS.—The Secretary of Labor may retain
up to 8 percent of amounts authorized to be appropriated under sub-
section (k) in a fiscal year for administrative costs, including the
costs of the evaluation carried out under subsection (g).

“G) PAYMENTS TO ORGANIZATIONS CONDUCTING PROJECTS.—

“(1) IN GENERAL.—Except as provided in paragraph (2), for
each of fiscal years 1993 through 1995, the Secretary of Labor
shall pay as an entitlement to each a State or unit of general
local government located in an urban area conducting a project
under this section an amount equal to the expenditures to carry
out such project for such fiscal year.

“2) LiMITATION ON PAYMENTS.—For any fiscal year, the
amount any State or unit of general local government located in
an urban area is entitled to receive under paragraph (1) shall be
limited to an amount equal to the product of—

“(A) the total amount of funds appropriated under sub-
section (k) for such fiscal year; and

“(B) the amount determined by dividing—

“() the amount projected to be spent for projects
during the fiscal year as set forth in the application
under subsection (d), by

“(ii) the total amount projected to be spent during
such fiscal year for projects under this section as set
/("g;'th in the applications submitted under subsection

“(k) AUTHORIZATION OF APPROPRIATIONS.—There are author-
ized to be appropriated to the Secretary of Labor $60,000,000 for
fiscal year 1993, and $70,000,000 for each of the fiscal years 199}
and 1995, to carry out subsection (a). Any amount made available to
a project for a fiscal year is authorized to remain available to be
expended until March 31, 1997.

“()  TrREATMENT OF QuTLAYS.—Notwithstanding section
257(6X2)A) of the Emergency Deficit Control Act of 1985, the pro-
gram under this section and the entitlement authority of this pro-
gram shall be assumed to expire after fiscal year 1995.

“tm) INTERDEPARTMENTAL TASK FOoRCE.—

“0) In GENERAL.—Not later than 60 days after the date of
the enactment of this section, the Secretary of Labor, in consul-
tation with the Secretary of Health and Human Services, shall
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establish a task force to identify any Federal funds (in addition
to the funds authorized to be appropriated under subsection (k)
that may be directed for use in the community works progress
projects under this section and to identify any modifications to
existing policies or procedures that would facilitate the imple-
mentation of such projects.

“C9) MEMBERSHIP.—The Task Force shall consist of at least
3 members and shall include 1 representative from each of the
following:

“(A) The Department of Labor.
‘{B) The Department of Health and Human Services.

“(3) REPORT.—Not later than January 1, 1993, the task
force shall submit a report to the Secretary of Labor, the Secre-
tary of Health and Human Services, and the Congress that in-
cludes any findings and recommendations of the task force with
;-;}spect to the identification of Federal funds under paragraph

“4) ActioN ON RECOMMENDATIONS.—The Secretary of
Labor and the Secretary of Health and Human Services shall
take such actions as may be necessary to carry out the recom-
mendations of the task force contained in the report submitted
under paragraph (3).”.

Subpart E—Research and Demonstration Provisions

SEC. 1381. MEASUREMENT AND REPORTING OF WELFARE DEPENDENCY.
(a) FINDINGS.—The Congress finds:

(1) In the period since 1960 the average annual caseload of
the aid to families with dependent children (AFDC) program
under title IV of the Social Security Act has quintupled.

(2) In 1990 there were on average almost twice as many
households receiving aid to families with dependent children
payments as the number of households and individuals receiv-
ing unemployment compensation benefits.

(3) Nearly one-quarter of children born in the period 1967
through 1969 were on welfare (AFDC) before reaching age 18.
For minority children this ratio approached three-quarters.

(4) At any given time one-quarter of school children are
from single parent families, or households with neither parent.
The National Assessment of Educational Progress has docu-
mented the educational losses associated with single parent or
no parent households.

(5) Only one-quarter of father-absent families receive full
child support and over one-half receive none.

(6) The average aid to families with dependent children
benefit has declined by more than one-third since 1960.

(7?) The burden of welfare dependency is an issue of neces-
sary concern to women, who in overwhelming proportion are the
heads of single parent families.

(8) The rate of welfare dependency may be rising. However,
the statistical basis on which to assess this national issue is
wholly inadequate, much as the statistical basis for addressing
issues of unemployment was inadequate prior to the Employ-
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ment Act of 1946, which required the creation of the annual

economic report of the President and the development of unem-

ployment rates.

(b)  CoNGRESSIONAL Poricy.—The Congress hereby declares
that—

(1) it is the policy and responsibility of the Federal Govern-
ment to reduce welfare dependency to the lowest possible level,
and to assist families toward self-sufficiency, consistent with
other essential national goals; .

(2) it is the policy of the United States to strengthen fami-
lies, to ensure that children grow up in families that are eco-
nomically self-sufficient and to underscore the responsibility of
parents to support their children; o

(3) the Federal Government should help welfare recipients
as well as individuals at risk of welfare dependency to improve
their education and job skills, to obtain access to necessary sup-
port services, and to take such other steps as may assist them to
meet their responsibilities to become financially independent;
and

(4) it is the purpose of this section to aid in lowering wel-
fare dependency by providing the public with generally accepted
measures of welfare dependency so that it can track dependency
over time and determine whether progress is being made in re-
ducing welfare dependency and enabling families to be self-suf-

icient.
’(rc) DevELOPMENT OF WELFARE DEPENDENCY INDICATORS,
RATES, AND PREDICTORS.—

(1) IN GENERAL.—The Secretary of Health and Human
Services (in this section referred to as the “Secretary’) in con-
sultation with the Secretary of Agriculture shall develop indica-
tors, rates, and predictors of welfare dependency.

(2) DEvELOPMENT.—The Secretary shall—

(A) develop—

(i) indicators and rates related to the level of wel-
fare dependency in the United States; and

(it) predictors that are correlated with welfare de-
pendency;

(B) assess the data needed to report annually on the in-
dicators, rates, and predictors, including the ability of ex-
isting data collection efforts to provide such data and any
additional data collection needs; and

(C) not later than 2 years after the date of the enact-
ment of this section, provide an interim report containing
conclusions resulting from the development and assessment
described in subparagraphs (A) and (B), to—

(i) the Committee on Ways and Means of the House
of Representatives;
(i1) the Committee on Education and Labor of the

House of Representatives;

(iii) the Committee on Agriculture of the House of

Representatives;

(iv) the Committee on Energy and Commerce of the

House of Representatives;

(v) the Committee on Finance of the Senate;
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(vi) the Committee on Labor and Human Resources
of the Senate; and
(vii) the Committee on Agriculture, Nutrition, and

Forestry of the Senate.

(3) CONSIDERATIONS.—In developing the indicators, rates,
and predictors, the Secretary shall consider the complexity of
patterns of welfare dependency and self-sufficiency attainment,
and the external factors, including the economy, that affect wel-
fare dependency.

(d) Abvisory BoarDp oN WELFARE DEPENDENCY.—

(1) ESTABLISHMENT.—There is established an Advisory
‘Biﬁardrdo’{)z Welfare Dependency (in this section referred to as the

oard”).

(2) ComposrTioN.—The Board shall be composed of 12 mem-
bers with equal numbers to be appointed by the House of Repre-
sentatives, the Senate, and the President. The Board shall be
composed of experts in the fields of welfare research and statis-
tical methodology, representatives of State and local welfare
agencies, and organizations concerned with welfare issues.

(8) VacANCIES.—Any vacancy occurring in the membership
of the Board shall be filled in the same manner as the original
appointment for the position being vacated. The vacancy shall
not affect the power of the remaining members to execute the
duties of the Board.

() Duties.—Duties of the Board shall include—

(A) providing advice and recommendations to the Sec-
retary on the development of indicators, rates, and predic-
tors of welfare dependency, and the identification of data
collection needs and existing data collection efforts, de-
scribed in subsection (cX2XB); and

(B) providing advice on the development and presenta-
tion of the annual report on welfare dependency indicators,
rates, and predictors required under subsection (e).

(5) TrRAVEL EXPENSES.—Members of the Board shall not be
compensated, but shall receive travel expenses, including per
diem in lieu of subsistence, at rates authorized for employees of
agencies under subchapter I of chapter 57 of title 5, United
States Code, for each day the member is engaged in the perform-
ance of duties away from the home or regular place of business
of the member.

(6) DETAIL OF FEDERAL EMPLOYEES.—The Secretary shall
detail, without reimbursement, any of the personnel of the De-
partment of Health and Human Services to the Board to assist
the Board in carrying out its duties. Any detail shall not inter-
rupt or otherwise affect the civil service status or privileges of
the Federal employee.

(7?) VOLUNTARY SERVICE.—Notwithstanding section 1342 of
title 81, United States Code, the Board may accept the volun-
tary services provided by a member of the Board.

(8) TERMINATION OF BOARD.—The Board shall be terminat-
ed at such time as the Secretary determines the duties described
in subsection (dX4) have been completed, but in any case prior to
the submission of the first report required under subsection (e).
(e) ANNUAL WELFARE DEPENDENCY REPORT.—
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(1) PrEPARATION.—The Secretary shall prepare an annual
report on welfare dependency in the United States. The report
shall attempt to identify indicators, rates, and predictors of wel-
fare dependency and trends in dependency, and provide infor-
mation and analysis on the causes of dependency. ‘ ‘

(2) CoverAGE.—The report shall include analysis of fami-
lies and individuals recetving assistance under means-tested
benefit programs, including the program of aid to families with
dependent children under part A of title IV of the Social Secu-
rity Act (42 US.C. 601 et seq.), the food stamp program under
the Food Stamp Act of 1977 (7 U.S.C. 2011 et seq.), and the Sup-
plemental Security Income program under title X VI of the
Social Security Act (42 U.S.C. 1381 et seq.), or as general assist-
ance under programs administered by State and local govern-
ments.

(3) ConTENTS.—Each report shall set forth—

(A) for each of the means-tested benefit programs de-
scribed in paragraph (2)—

(i) current trends in the number and rates of recipi-
ents and the characteristics, including age, sex, marital
status, presence of children, labor force participation,
and disability, of the recipients; and

(ii) total expenditures;

(B) the proportion of the total population receiving
each of the programs and patterns of multiple program par-
ticipation and recipiency duration;

(C)i) characteristics of each such program, including
total expenditures broken down by Federal and State
shares, gross income limit, need standards, and maximum
potential benefit by State; and

(it) a description of the interactions among the pro-
grams;

(D) in the case of the second, or a subsequent, report,
changes in the information described in subparagraphs (A)
through (C) from the previous year, and trends in program
participation, . :

(E) annual numerical goals for recipients, and expendi-
tures, within each program and within significant sub-
groups within the population, for the calendar year in
which the report is transmiited and for each of the follow-
ing 4 calendar years, which goals shall, consistent with
other essential national goals, reflect the objectives of—

(i) reducing welfare dependency to the lowest possi-
ble level; and

(ii) increasing family self-sufficiency at or above
the Federal poverty level to the greatest extent possible;
(F)i) the programs and policies as the Secretary, in con-

sultation with the Board, determines are necessary to meet
the goals for each of the 5 years; and

(i) such recommendations for legislation, which shall
not include proposals to reduce eligibility levels or impose
barriers to program access, as the Secretary may determine
to é)e necessary or desirable to reduce welfare dependency;
an
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(G) interim goals for reducing the proportion of chil-
dren, and families with children, who are recipients of aid
to families with dependent children to 10 percent of fami-
lies with children, adjusted for economic conditions.

(4) SuBmissioN.—The Secretary shall submit such a report
not later than 3 years after the date of the enactment of this
section, and annually thereafter, to the committees specified in
subsection (cX2XC). The report shall be transmitted during the
first 60 days of each regular session of Congress.

SEC. 1382. EXITIgg‘,SION OF DEMONSTRATION TO EXPAND JOB OPPORTUNI-

Section 505 of the Family Support Act of 1988 (42 U.S.C. 1315
note; 102 Stat. 2404) is amended—

(1) in subsection (e), by striking “3-year period” and insert-
ing “5-year period”,

(2) in subsection (fX2), by striking ‘“January 1, 1993” and
inserting “January 1, 1994, and

(3) in subsection (g), by striking “1991, and 1992” and in-
serting “1991, 1992, 1993, and 1994

SEC. 1383. EARLY CHILDHOOD DEVELOPMENT PROJECTS.

Section 502(c) of the Family Support Act of 1988 (42 U.S.C. 1315
note; 102 Stat. 2402) is amended by inserting ‘. and not to exceed
$3,000,000 for each of the fiscal years 1993 through 1997 before the
period.

SEC. 1384. EXTENSION OF NATIONAL COMMISSION ON CHILDREN.,

(@) IN GENERAL.—Section 1139(e)1)A) (42 US.C. 1320b
099(e)1XA)) is amended by striking “March 31, 1991’ and inserting
“December 31, 1992”.

(b) Aur”HoriTty.—Notwithstanding any other provision of law,
the National Commission on Children shall terminate on December
31, 1992. The Commission shall retain the authority provided to
such Commission on the date of the enactment of section 1139 of the
Social Security Act (42 U.S.C. 1320b 099) until December 31, 1992.
The Executive Director and staff of such Commission shall have a
reasonable period of time, not to extend beyond March 31, 1295’, to
conduct those activities that have been determined by the Chairman
of the Commission to be required to close down the operations of the
Commission.

DIFFERENCES IN PROGRAM
SEC. 1385 Sﬁ?flzggA(%?)éRRflfg IFC'ZO%NSTZHA?P PROGRAM, AID TO FAMILIES
WITH DEPENDENT CHILDREN, AND MEDICAID PROGRAMS.

(a) IN GENERAL.—No later than 6 months after the date of the
enactment of this section, the Secretary of Hea?ti_z and Humgn Serv-
ices and the Secretary of Agriculture shall jointly submit to the
President and the Congress a report which includes—

(1) the rules which govern the food stamp program operated
under the Food Stamp Act of 1977, the program of aid to fami-
lies with dependent children under part A of title IV of the
Social Security Act, and the program of medical assistance
under title XIX of the Social Security Act;

(2) how the rules differ across such programs;
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(3) which of the rules under such programs require statuto-
ry action in order to achieve complete uniformity with respect to
such programs (including specific statutory citations); and

(4) which of the rules could be made uniform without stat-
utory action.

(b) RULES 7O BE EVALUATED.—

(1) IN GENERAL.—The rules to be evaluated in the report re-
quired by subsection (a) shall include all rules related to ad-
ministrative procedures (described in paragraph (2) of this sub-
section), definitions of countable income, definitions of income
disregards and exemptions, quality control sanctions and incen-
tives, financial and other incentives to combat fraud, work and
training requirements and programs, and the program under
part D of title IV of the Social Security Act. Income eligibility
levels shall be excluded from such report.

(2) ADMINISTRATIVE PROCEDURES DEFINED.—The adminis-
trative procedures to be evaluated in the report required by sub-
section (a) include procedures governing—

(A) quality control error measurements;

(B) the effective dates by which State and local agen-
cies must implement rule changes;

(C) verification of applicant or recipient circumstances;

(D) establishment of claims for overpayment;

(E) recipient reporting requirements;

(F) income budgeting methods for applicants and re-
cipients;

(G) eligibility redeterminations;

(H) hearings for those aggrieved by a State or local
agency decision on eligibility or benefits;

(I) determinations of citizen or alien status;

(J) time limits for processing applications; and

(K) response time and other requirements with respect
to notices to recipients affecting their eligibility or benefits.

(c) CoorDINATION WITH REPORT OF THE ADVISORY COMMITTEE
ON WELFARE SIMPLIFICATION AND COORDINATION.—The Advisory
Committee on Welfare Simplification and Coordination, established
by section 1778 of the Food, Agriculture, Conservation, and Trade
Act of 1990, shall consider the content of the report required under
this section in the preparation of the Committee’s report. This sec-
tion shall not be construed to extend the deadline for submission of
the Committee’s report specified in section 1778(e) of such Act.

SEC. 1386. NEW HOPE DEMONSTRATION PROJECT.

(@) IN GENERAL.—The Secretary of Health and Human Services
(in this section referred to as the “Secretary”) shall provide for a
demonstration project for a qualified program to be conducted in
Milwaukee, Wisconsin, in accordance with this section.

(b) PAYMENTS.—For each calendar quarter in which there is a
qualified program approved under this subsection, the Secretary
shall pay to the operator of the qualified program, for no more than
20 calendar quarters, an amount equal to the aggregate amount
that would otherwise have been payable to the State with respect to
partictpants in the program for such calendar quarter, in the ab-
sence of the program, for cash assistance and child care under part
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A of title IV of the Social Security Act, for medical assistance under
title XIX of such Act, and for administrative expenses related to
such assistance. In calculating the amount of such payment, the ex-
penses of the program incurred in evaluating the effects of the pro-
gram may be treated as amounts necessary for the proper and effi-
cient administration of the program, for purposes of part A of title
IV, and title XIX, of such Act.

(¢c) DEMONSTRATION ProJect DESCRIBED.—For purposes of this
section, the term “qualified program” means a program operated—

(1) by The New Hope Project, Inc., a private, not-for-profit
corporation incorporated under the laws of the State of Wiscon-
sin (in this section referred to as the “operator’), which offers
low-income residents of Milwaukee, Wisconsin, employment,
wage supplements, child care, health care, and counseling and
training for job retention or advancement; and

(2) in accordance with an application submitted by the op-
erator of the program and approved by the Secretary based on
the Secretary’s determination that the application satisfies the
requirements of subsection (d).

(d) CoNTENTS OF APPLICATION.—The operator of the qualified
program shall provide, in its application to conduct a demonstra-
tion project for the program, that the following terms and condi-
tions will be met:

(1) The operator will develop and implement an evaluation
plan designed to provide reliable information on the impact
and tmplementation of the program. The evaluation plan will
include adequately sized groups of project participants and con-
trol groups assigned at random.

(2) The operator will develop and implement a plan ad-
dressing the services and assistance to be provided by the pro-
gram, the timing and determination of payments from the Sec-
retary to the operator of the program, and the roles and respon-
sibilities of the Secretary and the operator with respect to meet-
ing the requirements of this paragraph.

(3) The operator will specify a methodology for determining
expenditures to be paid to the operator by the Secretary, with
assistance from the Secretary in calculating the amount that
would otherwise have been payable to the State in the absence
of the program, pursuant to subsection (b).

(4) The operator will issue an interim and final report on
the results of the evaluation described in paragraph (1) to the
Secretary at such times as required by the Secretary.

(e) EFrecTIVvE DATE.—This section shall take effect on the first
day of the first calendar quarter that begins after the date of enact-
ment of this Act.
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Subpart F—Supplemental Security Income

SEC. 1391. PREVENTION OF ADVERSE EFFECTS ON ELIGIBILITY FOR, AND
AMOUNT OF, SSI BENEFITS WHEN SPOUSE OR PARENT OF
BENEFICIARY IS ABSENT FROM THE HOUSEHOLD DUE TO
ACTIVE MILITARY SERVICE.

(a) ABSENT PERSON GENERALLY DEEMED TO BE .LIVING IN THE
HousesoLp.—Section 1614 (42 U.S.C. 1382c(f) is amended by
adding at the end the following:

“}) For purposes of paragraphs (1) and (2), a spouse or parent
(or spouse of such a parent) who is absent from the household in
which the individual lives due solely to a duty assignment as a
member of the Armed Forces on active duty shall, in the absence of
evidence to the contrary, be deemed to be living in the same house-
hold as the individual.”.

(b) Excrusion From SSI Income oF HazarRDOUS Dury Pay RE-
CEIVED WHILE IN AcTIVE MILITARY SERVICE.—Section 1612(b) (42
US.C. 1382a(b)) is amended—

(1) in paragraph (18), by striking “and” the 2nd place such
term appears;

(2) in paragraph (19), by striking the period and inserting *;
and’: and

(3) by adding at the end the following:

“020) special pay received pursuant to section 310 of title 37,

United States Code.”.

(¢) EFrective DATE.—The amendments made by this section
shall take effect on the Ist day of the 2d month that begins after
the date of the enactment of this Act.

SEC. 1392. ELIGIBILITY FOR CHILDREN OF ARMED FORCES PERSONNEL RE-
SIDING OUTSIDE THE UNITED STATES OTHER THAN IN FOR-
EIGN COUNTRIES.

(@) IN GENERAL.—Section 1614(a)1)B)ii) 42 US.C
1382c(a)(1)(B)ii)) is amended by striking “the District of Columbia”
and all that follows to the period and inserting “and who, for the
month before the parent reported for such assignment, received a
benefit under this title”.

(b) ErrecTIVE DATE.—The amendment made by subsection (a)
shall take effect on October 1, 1992.

SEC. 1393. DEFINITION OF DISABILITY FOR CHILDREN UNDER AGE 18 AP-
PLIED TO ALL INDIVIDUALS UNDER AGE 18.

(o) IN GENERAL.—Section 1614(a)X3)A) (42 U.S.C. 1382c(a)3)(A)
is amended by striking “a child” and inserting “an individual”.

(b) EFrecTivE DATE.—The amendment made by subsection (a)
shall take effect on October 1, 1992.

SEC. 1394, VALUATION OF CERTAIN IN-KIND SUPPORT AND MAINTENANCE
FI‘!;IT{gN THERE IS A COST OF LIVING ADJUSTMENT IN SSI BENE-

y (@) IN GENERAL.—Section 1611(c) (42 U.S.C. 1382(c)) is amend-

e —

(1) in paragraph (1), by striking “and (5)” and inserting
“45), %uz (6’)’§;iand

(2) by redesignating paragraphs (6) and (?) as paragraphs
(?) and (8), respectively; and paragrap

(3) by inserting after paragraph (5) the following:
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“(6) The dollar amount in effect under subsection (b) as a result
of any increase in benefits under this title by reason of section 1617
shall be used to determine the value of any in-kind support and
maintenance required to be taken into account in determining the
benefit payable under this title to an individual (and the eligible
spouse, if any, of the individual) for the 1st 2 months for which the
increase in benefits applies.”.

(b) EFFECTIVE DATE.—The amendments made by subsection (a)
shall apply to benefits paid after the calendar year 1993.

Subpart G—Other Income Security Provisions

SEC. 1401. EFFECT OF FAILURE TO CARRY OUT STATE PLAN.

(a) IN GENERAL.—Part A of title XI of the Social Security Act
(42 U.S.C. 1301 0913206 0913) is amended by inserting after section
1122 the following:

“SEC. 1123. EFFECT OF FAILURE TO CARRY OUT STATE PLAN.

“In an action brought to enforce a provision of the Social Secu-
rity Act, such provision is not to be deemed unenforceable because of
its inclusion in a section of the Act requiring a State plan or speci-
fying the required contents of a State plan. This section is not in-
tended to limit or expand the grounds for determining the availabil-
ity of private actions to enforce State plan requirements other than
by overturning any such grounds applied in Suter v. Artist M., 112
S. Ct. 1360 (1992), but not applied in prior Supreme Court decisions
respecting such enforceability; provided, however, that this section is
not intended to alter the holding in Suter v. Artist M. that section
471(a)15) of the Act is not enforceable in a private right of action.

(b) AppricaBiLiTy.—The amendment made by subsection (a)
shall apply to actions pending on the date of the enactment of this
Act and to actions brought on or after such date of enactment.

SEC. 1402. ADULT IN FAMILY OR HOUSEHOLD ALLOWED TO ATTEST TO CITI-
ZENSHIP STATUS OF FAMILY OR HOUSEHOLD MEMBERS
UNDER AFDC AND MEDICAID. i

(@) IN GENERAL.—Section 1137(d)X1D(A) (42 US.C. 1320b
097(d)X1)(A)) is amended to read as follows:

“C1)¥A) The State shall require, as a condition of an indi-
vidual’s eligibility for benefits under any program listed in sub-
section (b), a declaration in writing, under penalty of perjury—

“G) in the case of an individual who is an adult
member of a family or household applying for or receiving
such benefits, by such individual or another adult member
of such family or household on such individual’s behalf, or

“6ii) in the case of an individual who is a child, by an
adult on the individual’s behalf, or

“6iii) in the case of an individual born into a family or

household receiving such benefits, by an adult member o

such individual’s family or household on the individuals

behalf no later than the next redetermination of eligibility
of such family or household following the birth of such in-

dividual, .
stating whether the individual is a citizen or national of the
United States, and, if that individual is not a citizen or nation-
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al of the United States, that the individual is in a satisfactory

immigration status.”. _

(b) EFFECTIVE DATE.—The amendment made by subsection (a)
shall become effective with respect to benefits provided on or after
October 1, 1992.

SEC. 1403. EXCLUSION FROM INCOME OF $4,000 OF INCOME RECEIVED IN

ANY YEAR BY INDIANS FROM INTERESTS INDIVIDUALLY HELD
IN TRUST OR RESTRICTED LANDS.

(@) IN GENERAL.—Section 8 of the Act of October 19, 1973 (25
US.C. 1408) is amended— .

(1) by striking “lands” and inserting “lands, and income,
including interest up to $4,000 per annum derived from such
income,”; and

(?2) by striking “resource” and inserting ‘resource or
income”.

(b) ErrecTIVE DATE.—The amendments made by this section
shall be effective on Janauary 1, 1993.

SEC. 1404. DISCLOSURE OF INFORMATION TO RAILROAD RETIREMENT
BOARD.

Section 6103()1XC) of the Internal Revenue Code of 1986 is
amended to read as follows:

“C) taxes imposed by chapters 22 and 234, to the Rail-
road Retirement Board for purposes of its administration
of the Railroad Retirement and Railroad Unemployment
Insurance Acts.”.

TITLE II—GROWTH INCENTIVES

Subtitle A—Increased Savings
PART I—RETIREMENT SAVINGS INCENTIVES
Subpart A—IRA Deduction

SEC. 2001. INCREASE IN INCOME LIMITATIONS.
(@) IN GENERAL—Subparagraph (B) of section 219gX3) is
amended—
(1) by striking “$40,000” in clause (i) and inserting
“$100,000”, and
(2) by striking “$25,000” in clause (ii) and inserting
“$75,000’’
(b) Cost-oF-LIvING ADJUSTMENT.—Section 219(gX3) is amended
by adding at the end the following new subparagraph:

“C) CosT-OF-LIVING ADJUSTMENT.—In the case of tax-
able years beginning after 1994, the applicable dollar
amounts under subparagraph (B) shall be adjusted in the
same manner as under subsection (h), except that such sub-
section shall be applied—

“) by substituting ‘$20,000° for ‘$500’ each place it
appears in paragraph (1), and

“Gi) by substituting the appropriate dollar
amounts for the amounts contained in bparagraph (2).”
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(c) IRA ALLOWED FOR SPouses WHo AR Nor Active PLAN
PARTICIPANTS.—Section 219(gX1) is amended by striking “or the in-
dividual’s spouse”.

(d) EFFECTIVE DATES.—

(1) IN GENERAL.—The amendments made by this section

shall apply to taxable years beginning after December 31, 1994.

(2) SPECIAL AccoUNTS.—For purposes of applying section
408A of the Internal Revenue Code of 1986 (as added by section

2011), the amendments made by this section shall apply to tax-

able years beginning after December 31, 1992.

SEC. 2002. INFLATION ADJUSTMENT FOR DEDUCTIBLE AMOUNT.

(a) IN GENERAL.—Section 219 is amended by redesignating sub-
section (h) as subsection (i) and by inserting after subsection (g) the
following new subsection:

“th) Cost-OF-LIVING ADJUSTMENTS.—

“(1) IN GENERAL.—If the cost-of-living amount for any cal-
endar year is equal to or greater than $500, then each applica-
ble dollar amount (as previously adjusted under this subsection)
for any taxable year beginning in any subsequent calendar year
shall be increased by $500.

‘%) Cost-OF-LIVING AMOUNT.—The cost-of-living amount
for any calendar year is the excess (if any) of—

“CA) $2,000, increased by the cost-of-living adjustment
for such calendar year, over

““B) the applicable dollar amount in effect under sub-
section (bX1XA) for taxable years beginning in such calen-
dar year.

“3) CosT-OF-LIVING ADJUSTMENT.—For purposes of this sub-
section—

““A) IN GENERAL.—The cost-of-living adjustment for
any calendar year is the percentage (if any) by which—

“i) the CPI for such calendar year, exceeds
“Gi) the CPI for 1992.

“‘B) CPI FOR ANY CALENDAR YEAR.—The CPI for any
calendar year shall be determined in the same manner as
under section 1(f(}). _
“(4) APPLICABLE DOLLAR AMOUNT.—For purposes of this

subsection, the term ‘applicable dollar amount’ means the

dollar amount in effect under any of the following provisions:

“(A) Subsection (b)1)XA).

“(B) Subsection (cX2)A)G).

“C) The last sentence of subsection (c)(2).”

(b) CONFORMING AMENDMENTS.— ‘

(1) Section 408(a)1) is amended by striking ‘‘in excess of
£2.000 on behalf of any individual” and inserting ‘“on behalf of
any individual in excess of the amount in effect for such tax-
able year under section 219(b)1)(A)". .

(2) Section 408(b)(2X(B) is amended by striking “$2,000” and
inserting ‘the dollar amount in effect under section
219(b)(1)A)". . . )

(3) Section 408(j) is amended by striking “$2,000"

(¢c) ErrecTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 1993.
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SEC. 2003. COORDINATION OF IRA DEDUCTION LIMIT WITH ELECTIVE DE-
FERRAL LIMIT.

(a) IN GENERAL.—Section 219(b) (relating to maximum amount
of deduction) is amended by adding at the end thereof the following
new paragraph:

“4) COORDINATION WITH ELECTIVE DEFERRAL LIMIT.—The

amount determined under paragraph (1) or subsection (c)(2)

with respect to any individual for any taxable year shall not

exceed the excess (if any) of—

“(A) the maximum amount of elective deferrals of the
individual which are excludable from gross income for the
taxable year under section 402(g)1), over

“(B) the amount so excluded.”

(b) CoNFORMING AMENDMENT.—Section 219(c) is amended by
adding at the end thereof the following new paragraph:

“(3) CROSS REFERENCE.—

“For reduction in paragraph (2) amount, see subsection (b)(4).”

(¢c) ErFecTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 1993.

Subpart B—Nondeductible Tax-Free IRAs

SEC. 2011. ESTABLISHMENT OF NONDEDUCTIBLE TAX-FREE INDIVIDUAL
RETIREMENT ACCOUNTS.
(a) IN GENERAL.—Subpart A of part I of subchapter D of chap-
ter 1 (relating to pension, profit-sharing, stock bonus plans, etc.) is
amended by inserting after section 408 the following new section:

“SEC. 408A. SPECIAL INDIVIDUAL RETIREMENT ACCOUNTS.

“(a) GENERAL RULE.—Except as provided in this section, a spe-
cial individual retirement account shall be treated for purposes of
this title in the same manner as an individual retirement plan.

“(b) SpeciaL INDIVIDUAL RETIREMENT AccouNT.—For purposes
of this title, the term ‘special individual retirement account’ means
an individual retirement plan which is designated at the time of es-
tablishment of the plan as a special individual retirement account.

“lc) TREATMENT OF CONTRIBUTIONS.—

“(1) No peEpuctioN ALLOWED.—No deduction shall be al-
lowed under section 219 for a contribution to a special individ-
ual retirement account.

“2) ContrIBUTION LIMIT.—The aggregate amount of contri-
butions for any taxable year to all special individual retirement
accounts maintained for the benefit of an individual shall not
exceed the excess (if any) of—

“(A) the maximum amount allowable as a deduction
under section 219 with respect to such individual for such
taxable year, over

“(B) the amount so allowed.

“(3) SPECIAL RULES FOR QUALIFIED TRANSFERS.—

“CtA) In GENERAL.—No rollover contribution may be
made to a special individual retirement account unless it is
a qualified transfer.
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‘“‘B) Limit Not 1O APPLY.—The limitation under para-
graph (2) shall not apply to a qualified transfer to a special
individual retirement account.

“(d) Tax TREATMENT OF DISTRIBUTIONS.—

“(1) In GENERAL.—Except as provided in this subsection,
any amount paid or distributed out of a special individual re-
tirement account shall not be included in the gross income of
the distributee. i

“(2) EXCEPTION FOR EARNINGS ON CONTRIBUTIONS HELD
LESS THAN 5 YEARS.—

“fA) IN GENERAL.—Any amount distributed out of a
special individual retirement account which consists of
earnings allocable to contributions made to the account
during the 5-year period ending on the day before such dis-
tribution shall be included in the gross income of the dis-
tributee for the taxable year in which the distribution
occurs.

“(B) ORDERING RULE.—

“() FIRST-IN, FIRST-OUT RULE.—Distributions from
a special individual retirement account shall be treat-
ed as having been made—

“Q) first from the earliest contribution (and
earnings allocable thereto) remaining in the ac-
count at the time of the distribution, and

“‘ID then from other contributions (and earn-
ings allocable thereto) in the order in which made.
“6ii) ALLOCATIONS BETWEEN CONTRIBUTIONS AND

EARNINGS.—Any portion of a distribution allocated to

a contribution (and earnings allocable thereto) shall be

treated as allocated first to the earnings and then to

the contribution.

“6iti) ALLOCATION OF EARNINGS.—Earnings shall
be allocated to a contribution in such manner as the
Secretary may by regulations prescribe.

“(iv) CONTRIBUTIONS IN SAME YEAR.—Except as
provided in regulations, all contributions made during
the same taxable year may be treated as 1 contribution
for purposes of this subparagraph.

“(C) CROSS REFERENCE.—

“For additional tax for early withdrawal, see section 72(t).

‘43) QUALIFIED TRANSFER.—

“A) INn GENERAL.—Paragraph (2) shall not apply to
any distribution which is transferred in a qualified trans-
fer to another special individual retirement account.

““B) CoNTRIBUTION PERIOD.—For purposes of para-
graph (2), the special individual retirement account to
which any contributions are transferred shall be treated as
having held such contributions during any period such con-
tributions were held (or are treated as held under this sub-
paragraph) by the special individual retirement account
from which transferred.

“(}) SPECIAL RULES RELATING TO CERTAIN TRANSFERS.—
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“A) In GENERAL.—Notwithstanding any other proui-
sion of law, in the case of a qualified transfer to a special
individual retirement account from an individual retire-
ment plan which is not a special individual retirement ac-
count—

“G) there shall be included in gross income any
amount which, but for the qualified transfer, would be
includible in gross income, but

“ti) section 72(t) shall not apply to such amount.
“‘B) TiME FOR INCLUSION.—In the case of any qualified

transfer which occurs before January 1, 1994, any amount
includible in gross income under subparagraph (A) with re-
spect to such contribution shall be includible ratably over
the 4-taxable year period beginning in the taxable year in
which the amount was paid or distributed out of the indi-
vidual retirement plan.

“(e) QuALIFIED TRANSFER.—For purposes of this section—

“1) IN GENERAL.—The term ‘qualified transfer’ means a
transfer to a special individual retirement account from an-
other such account or from an individual retirement plan but
only if such transfer meets the requirements of section 408(d)(3).

“9) LIMITATION.—A transfer otherwise described in para-
graph (1) shall not be treated as a qualified transfer if the tax-
payer’s adjusted gross income for the taxable year of the trans-
fer exceeds the sum of the applicable dollar amount plus
$10,000. This paragraph shall not apply to a transfer from a
special individual retirement account to another special indi-
vidual retirement account. :

“3) DeriniTioNs.—For purposes of this subsection, the
terms ‘adjusted gross income’ and ‘applicable dollar amount’
have the meanings given such terms by section 219(g)(3), except
subparagraph (AXii) thereof shall be applied without regard to
the phrase ‘or the deduction allowable under this section’.”

(b) EaArLy WrtupRAWAL PENALTY.—Section 72(t), as amended by
section 2021(c), is amended by adding at the end thereof the follow-
ing new paragraph:

“‘8) RULES RELATING TO SPECIAL INDIVIDUAL RETIREMENT
ACCOUNTS.—In the case of a special individual retirement ac-
count under section 408A—

“ClA) this subsection shall only apply to distributions
out of such account which consist of earnings allocable to
contributions made to the account during the 5-year period
ending on the day before such distribution, and

“(B) paragraph (2XA)i) shall not apply to any distribu-
tion described in subparagraph (A).”

(¢) Excess CONTRIBUTIONS.—Section 4973(b) is amended by
adding at the end thereof the following new sentence: “For purposes
of paragraphs (1)(B) and (2)(C), the amount allowable as a deduction
Zggjr”sectlon 219 shall be computed without regard to section

(d) ConrFormMING AMENDMENT.—The table of sections for sub-
part A of part I of subchapter D of chapter 1 is amended by insert-
ing after the item relating to section 408 the following new item:
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“Sec. 408A. Special individual retirement accounts.”

(e) EFFECTIVE DATES.—

(1) IN GENERAL.—Except as provided in paragraph (9), the
amendments made by this section shall apply to taxable years
beginning after December 31, 1993.

(2) QUALIFIED TRANSFERS IN 1993.—The amendments made
by this section shall apply to any qualified transfer during any
taxable year beginning in 1993.

PART II—PENALTY-FREE DISTRIBUTIONS

SEC. 2021. DISTRIBUTIONS FROM CERTAIN PLANS MAY BE USED WITHOUT
PENALTY TO PURCHASE FIRST HOMES, TO PAY HIGHER EDU-
CATION OR FINANCIALLY DEVASTATING MEDICAL EXPENSES,
OR BY THE LONG-TERM UNEMPLOYED.

(a) IN GENERAL.—Paragraph (2) of section 72(t) (relating to ex-
ceptions to 10-percent additional tax on early distributions from
qualified retirement plans) is amended by adding at the end thereof
the following new subparagraph:

‘D) DISTRIBUTIONS FROM CERTAIN PLANS FOR FIRST
HOME PURCHASES OR EDUCATIONAL EXPENSES.—Distribu-
tions to an individual from an individual retirement plan,
or from amounts attributable to employer contributions
made pursuant to elective deferrals described in subpara-
graph (A) or (C) of section 402gA3) or section
501(cX18)D)iii)—

“G) which are qualified first-time homebuyer dis-
tributions (as defined in paragraph (6)); or

“Gi) to the extent such distributions do not exceed
the qualified higher education expenses (as defined in
paragraph (7)) of the taxpayer for the taxable year.

(b) FINANCIALLY DEVASTATING MEDICAL EXPENSES.—

(1) IN GENERAL.—Section 72(t)(3)(A) is amended by striking

l‘m)’ ,7‘

(2) CERTAIN LINEAL DESCENDANTS AND ANCESTORS TREATED
AS DEPENDENTS.—Subparagraph (B) of section 72(t)(2) is amend-
ed by striking “medical care” and all that follows and inserting
“medical care determined—

“() without regard to whether the employee item-
izes deductions for such taxable year, and
“i) by treating such employee’s dependents as in-
cluding—
“I) all children and grandchildren of the em-
ployee or such employee’s spouse, and
“ID) all ancestors of the employee or such em-
ployee’s spouse.” _
(8) CoNFORMING AMENDMENT.—Subparagraph (B) of section

29%t)2) is amended by striking “or (C)” and inserting *, (C) or

@)".

(c) DEFINITIONS.—Section 72(t) is amended by adding at the end
thereof the following new paragraphs:

“(6) QUALIFIED FIRST-TIME HOMEBUYER DISTRIBUTIONS.—

For purposes of paragraph @xD)G)—
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“(A) IN GENERAL.—The term ‘qualified first-time home-
buyer distribution’ means any payment or distribution re-
cetved by an individual to the extent such payment or dis-
tribution is used by the individual before the close of the
60th day after the day on which such payment or distribu-
tion is received to pay qualified acquisition costs with re-
spect to a principal residence of a first-time homebuyer who
is such individual or the spouse, child, or grandchild of
such individual.

“(B) QUALIFIED ACQUISITION cOSTS.—For purposes of
this paragraph, the term ‘qualified acquisition costs’ means
the costs of acquiring, constructing, or reconstructing a resi-
dence. Such term includes any usual or reasonable settle-
ment, financing, or other closing costs.

“C) FIRST-TIME HOMEBUYER; OTHER DEFINITIONS.—For
purposes of this paragraph—

‘i) FIRST-TIME HOMEBUYER.—The term ‘first-time
homebuyer’ means any individual if—

“(D such individual (and if married, such in-
dividual’s spouse) had no present ownership inter-
est in a principal residence during the 3-year
period ending on the date of acquisition of the
principal residence to which this paragraph ap-
plies, and

“(D) subsection (a)6), (h), or (k) of section 103}
did not suspend the running of any period of time
specified in section 1034 with respect to such indi-
vidual on the day before the date the distribution
is applied pursuant to subparagraph (A)Gi).

In the case of an individual described in section

143G)IXC) for any year, an ownership interest shall not

include any interest under a contract of deed described
in such section.

“(i1) PRINCIPAL RESIDENCE.—The term ‘principal
residence’ has the same meaning as when used in sec-
tion 103}.

“Gii) DatE OF AcQuisITION.—The term ‘date of ac-
quisition’ means the date—

“(D on which a binding contract to acquire the
principal residence to which subparagraph (A) ap-
plies 1s entered into, or

“TD on which construction or reconstruction
of such a principal residence is commenced.

“(D) SPECIAL RULE WHERE DELAY IN ACQUISITION.—If
any distribution from any individual retirement plan fails
to meet the requirements of subparagraph (A) solely by
reason of a delay or cancellation of the purchase or con-
struction of the residence, the amount of the distribution
may be contributed to an individual retirement plan as pro-
vided in section 408(d)3)A)G) (determined by substituting
120 days’ for ‘60 days’ in such section), except that—

“(i) section 408(d)3)XB) shall not be applied to such
contribution, and
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‘i) such amount shall not be taken into account
in determining whether section 408(dX3)(A)i) applies to
any other amount.

“(7) QUALIFIED HIGHER EDUCATION EXPENSES.—For purposes
of paragraph (2)XDXii)—

_ “A) IN geNERAL.—The term ‘qualified higher educa-
tion expenses’ means tuition, fees, books, supplies, and
equipment required for the enrollment or attendance of—

“G) the taxpayer,

“iv) the taxpayer’s spouse, or

“(ii) the taxpayer’s child (as defined in section
151(ck3)) or grandchild,

at an eligible educational institution (as defined in section

135(ck3).

“(B) COORDINATION WITH SAVINGS BOND PROVISIONS.—

The amount of qualified higher education expenses for any

taxable year shall be reduced by any amount excludable

from gross income under section 135.” '

(d) PENALTY-FREE DISTRIBUTIONS FOR CERTAIN UNEMPLOYED
INnprvipuars.—Paragraph (2) of section 72(t) is amended by adding
at the end thereof the following new subparagraph:

‘“(E) DISTRIBUTIONS TO UNEMPLOYED INDIVIDUALS.—A dis-
tribution from an individual retirement plan (other than a plan
referred to in subclause (I) or (ID) of paragraph (6)A)iii) to an
individual after separation from employment, if—

“G) such individual has received unemployment com-
pensation for 12 consecutive weeks under any Federal or

State unemployment compensation law by reason of such

separation, and

“i) such distributions are made during any taxable
year during which such unemployment compensation is
paid or the succeeding taxable year.”

(e) SpectaL RuLe For CERTAIN Disaster Victims.—For pur-
poses of section 72(t)(6) of the Internal Revenue Code of 1986, an in-
dividual whose principal residence was destroyed or substantially
damaged by Hurricane Andrew, Hurricane Iniki, or Typhoon Omar
shall be treated as a first-time homebuyer with respect to such resi-
dence if the individual rebuilds it or with respect to any other prin-
cipal residence acquired to replace such residence.

(f) CONFORMING AMENDMENTS.—  °

(1) Section 401(RX2XB)() is amended by striking “or” at the
end of subclause (III), by striking “and’ at the end of subclause
V) and inserting “or”, and by inserting after subclause (IV)
the following new subclause:

“V) the date on which qualified first-time
homebuyer distributions (as defined in section
79t)(6)) or distributions for qualified higher educa-
tion expenses (as defined in section 72(tX7)) are
made, and’”’.

(2) Section 403(b)(11) is amended by striking “or” at the end
of subparagraph (A), by striking the period at the end of sub-
paragraph (B) and inserting “ or”, and by inserting after sub-
paragraph (B) the following new subparagraph:
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“CC) for qualified first-time homebuyer distributions (as

defined in section 72(1)6)) or for the payment of qualified

higher education expenses (as defined in_ section 72(t(7).”

(g¢) EFFeEcTIVE DATE.—The amendments made by this section
shall apply to payments and distributions after December 31, 1992.

SEC. 2022. CONTRIBUTIONS MUST BE HELD AT LEAST 5 YEARS IN CERTAIN
CASES.

(a) IN GENERAL.—Section 72(t), as amended by section 2011(b),
is amended by adding at the end thereof the following new para-
aph:
&b “(9) CERTAIN CONTRIBUTIONS MUST BE HELD 5 YEARS.—

“(A) IN GeNEraL.—Paragraph (2)(A)3) shall not apply
to any amount distributed out of an individual retirement
plan (other than a special individual retirement account)
which is allocable to contributions made to the plan during
the 5-year period ending on the date of such distribution
(and earnings on such contributions).

“(B) OrDERING RULE.—For purposes of this paragraph,
distributions shall be treated as having been made—

“4) first from the earliest contribution (and earn-
ings allocable thereto) remaining in the account at the
time of the distribution, and

“(ii) then from other contributions (and earnings
allocable thereto) in the order in which made.

Earnings shall be allocated to contributions in such
manner as the Secretary may prescribe.

“(C) SPECIAL RULE FOR ROLLOVERS.—

“ti) PEnsionN PLANS.—Subparagraph (A) shall not
apply to distributions out of an individual retirement
plan which are allocable to rollover contributions to
which section 402(c), $03(a)4), or 403(b)(S) applied.

“i) ContrIBUTION PERIOD.—FoOr purposes of sub-
paragraph (A), amounts shall be treated as having
been held by a plan during any period such contribu-
tions were held (or are treated as held under this
clause) by any individual retirement Dplan from which
transferred.

‘D) SpeciaL accounts.—For rules applicable to spe-
cial individual retirement accounts under section 4084, see
paragraph (8).”

(b) EFFecTiVE DATE.—The amendment made by this section
shall apply to contributions (and earnings allocable thereto) which
are made after December 31, 1993.
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Subtitle B—Economic Development Provisions
PART I—INVESTMENT IN REAL ESTATE
Subpart A—Modification of Passive Loss Rules

SEC. 2101. APPLICATION OF PASSIVE L
ESTATE ACTIVITIES E LOSS RULES TO RENTAL REAL
(@) RENTAL REAL ESTATE ACTIVITIES OF PERSONS IN REAL
PrOPERTY BUSINESS NOT AUTOMATICALLY TREATED AS PASSIVE Ac-
TIVITIES.—Subsection (c) of section 469 (defining passive activity) is
amended by adding at the end thereof the following new paragraph:
“(7) SPECIAL RULES FOR TAXPAYERS IN REAL PROPERTY BUSI-

NESS—

“‘A) IN GENERAL.—If this paragraph applies to any
taxpayer for a taxable year—

“G) paragraph (2) shall not apply to any rental
real estate activity of such taxpayer for such taxable
year, and

“(ii) this section shall be applied as if each interest
of the taxpayer in rental real estate were a separate ac-
tivity.

Notwithstanding clause (ii), a taxpayer may elect to treat
all interests in rental real estate as one activity. Nothing in
the preceding provisions of this subparagraph shall be con-
strued as affecting the determination of whether the tax-
payer materially participates with respect to any interest in
a limited partnership as a limited partner.

“(B) TAXPAYERS TO WHOM PARAGRAPH APPLIES.—This
paragraph shall apply to a taxpayer for a taxable year if
more than one-half of the personal services performed in
trades or businesses by the taxpayer during such taxable
year are performed in real property trades or businesses in
which the taxpayer materially participates.

“‘C) REAL PROPERTY TRADE OR BUSINESS.—For purposes
of this paragraph, the term ‘real property trade or business’
means any real property development, redevelopment, con-
struction, reconstruction, acquisition, conversion, rental, op-
eration, management, leasing, or brokerage trade or busi-

S.
“(D) SPECIAL RULES FOR SUBPARAGRAPH (B).—

‘i) CLOSELY HELD C CORPORATIONS.—In the case of
a closely held C corporation, the requirements of sub-
paragraph (B) shall be treated as met for any taxable
year if more than 50 percent of the gross receipts of
such corporation for such taxable year are derived from
real property trades or businesses in which the corpora-
tion materially participates.

‘lit) PERSONAL SERVICES AS AN EMPLOYEE.—For
purposes of subparagraph (B), personal services per-
formed as an employee shall not be treated as per-
formed in real property trades or businesses. The pre-
ceding sentence shall not apply if such employee is a 5-
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percent owner (as defined in section 416G)X1)B)) in the
employer.”
(b) CONFORMING AMENDMENTS.— ) .
(1) Paragraph (2) of section 4639(c) is amended by striking
“The” and inserting “Except as provided in paragraph (7), the’
(2) Clause (iv) of section 469((3)NE) is amended by inserting
“or any loss allowable by reason of subsection (cX7)” after
“loss”.
(¢) ErrrecTivE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 1992.

Subpart B—Provisions Relating to Real Estate
Investments by Pension Funds

SEC. 2111. REAL %STATE PROPERTY ACQUIRED BY A QUALIFIED ORGANI-
ZATION.

(a) MopirrcaTIONS OF EXCEPTIONS.—Paragraph (9) of section
514(c) (relating to real property acquired by a qualified organization)
is amended by adding at the end thereof the following new subpara-
graphs:

‘“G) SPECIAL RULES FOR PURPOSES OF THE EXCEP-
TIONS.—Except as otherwise provided by regulations—

“i) SMALL LEASES DISREGARDED.—For purposes of
clauses (iii) and (iv) of subparagraph (B), a lease to a
person described in such clause (iii) or (iv) shall be dis-
regarded if no more than 25 percent of the leasable
floor space in a building is covered by the lease and if
the lease is on commercially reasonable terms.

“@ii) COMMERCIALLY REASONABLE FINANCING.—
Clause (v) of subparagraph (B) shall not apply if the fi-
nancing is on commercially reasonable terms.

“(H) QUALIFYING SALES BY FINANCIAL INSTITUTIONS.—

“() IN GENERAL.—In the case of a qualifying sale
by a financial institution, except as provided in regula-
tions, clauses (i) and (i) of subparagraph (B) shall not
apply with respect to financing provided by such insti-
tution for such sale.

“Gi) QuALIFYING sALE.—For purposes of this
clause, there is a qualifying sale by a financial institu-
tion where—

“D a qualified organization acquires property
described in clause (iii) from a financial institu-
tion and any gain recognized by the financial in-
stitution with respect to the property is ordinary
income,

“dD) the stated principal amount of the fi-
nancing provided by the financial institution does
not exceed the amount of the outstanding indebt-
edness (including accrued but unpaid interest) of
the financial institution with respect to the proper-
ty described in clause (iii) immediately before the
acquisition referred to in clause (iii) or (v), which-
ever is applicable, and
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“IID the value (determined as of the time of
the sale) of the amount pursuant to the financing
that is determined by reference to the revenue,
income, or profits derived from the property does
not exceed 30 percent of the value of the property
(determined as of such time).

“(iii) PROPERTY TO WHICH SUBPARAGRAPH AP-
PLIES.—Property is described in this clause if such
property is foreclosure property, or is real property
which—

“ was acquired by the qualified organization
from a financial institution which is in conserva-
torship or receivership, or from the conservator or
recetver of such an institution, and

“II) was held by the financial institution at
the time it entered into conservatorship or receiver-
ship.

“(tv) FINANCIAL INSTITUTION.—For purposes of this
subparagraph, the term ‘financial institution’ means—

“ any financial institution described in sec-
tion 581 or 591(a),

“ID any other corporation which is a direct or
indirect subsidiary of an institution referred to in
subclause (I) but only if, by virtue of being affili-
ated with such institution, such other corporation
is subject to supervision and examination by a
Federal or State agency which regulates institu-
tions referred to in subclause (I), and

“IID) any person acting as a conservator or re-
ceiver of an entity referred to in subclause (I) or (II)
(or any government agency or corporation succeed-
ing to the rights or interest of such person).

“(v) FORECLOSURE PROPERTY.—For purposes of this
subparagraph, the term ‘foreclosure property’ means
any real property acquired by the financial institution
as the result of having bid on such property at foreclo-
sure, or by operation of an agreement or process of law,
after there was a default (or a default was imminent)
on indebtedness which such property secured.”

(b) CoNFORMING AMENDMENT.—Paragraph (9) of section 514(c)
is amended—

(1) by adding the following new sentence at the end of sub-
paragraph (A): “For purposes of this paragraph, an Lnf’erest ina
mortgage shall in no event be treated as real property.”, and

(%) by striking the last sentence of subparagraph (B).

(¢) EFrECTIVE DATES.— . .

(1) In GENERAL.—The amendments made by this section
shall apply to acquisitions on or after October 1, 1992. _

(2) SmaLL LEASES.—The prouisions of section SLUINGC)@)
of the Internal Revenue Code of 1986 shall, in addition to any
leases to which the provisions apply by reason of paragraph (1),
apply to leases entered into on or after October 1, 1992.
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SEC. 2112. SPECIAL RULES FOR INVESTMENTS IN PARTNERSHIPS.

(a) MopiFIrcaTION TO ANTI-ABUSE RULES.—Paragraph (9) of sec-
tion 514(c) (as amended by section 2211) is amended by adding at
the end thereof the following new subparagraph:

“4J) PARTNERSHIPS NOT INVOLVING TAX AVOIDANCE.—

“6i) DE MINIMIS RULE FOR CERTAIN LARGE PART-
NERSHIPS.—The provisions of subparagraph (B) shall
not apply to an investment in a partnership having at
least 250 partners if—

“() interests in such partnership were offered
for sale in an offering registered with the Securi-
ties and Exchange Commission,

“aAD at least 50 percent of each class of inter-
ests in such partnership is owned by individuals
who are not disqualified persons, and

“IID) the principal purpose of partnership al-
locations is not tax avoidance.

The Secretary may disregard inadvertent failures to

meet the requirements of subclause (II). For purposes of

subclause (II), interests owned by individual retirement
plans (as defined in section 7701(a)37)) shall not be
taken into account.

“(it) DISQUALIFIED PERSONS.—For purposes of this
subparagraph, the term ‘disqualified person’ means
any person described in clause (iii) or (iv) of subpara-
graph (B) and any person who is not a United States
person.”’

(b) REPEAL OF SPECIAL TREATMENT OF PUBLICLY TRADED PART-
NERSHIPS.—Subsection (c) of section 512 is amended—

(1) by striking paragraph (2),
(2) by redesignating paragraph (3) as paragraph (2), and
(3) by striking “paragraph (1) or (2)” in paragraph (2) (as so

redesignated) and inserting “‘paragraph (1)”.

(¢) EFFecTIVE DATE.—The amendments made by this section
shall apply to partnership years ending after October 1, 1992.

SEC. 2113. TITLE-HOLDING COMPANIES PERMITTED TO RECEIVE SMALL
AMOUNTS OF UNRELATED BUSINESS TAXABLE INCOME.

(a) GENERAL RULE.—Paragraph (25) of section 501(c) is amend-
ed by adding at the end thereof the following new subparagraph.:

“lG)1) An organization shall not be treated as failing
to be described in this paragraph merely by reason of the
receipt of any otherwise disqualifying income which is inci-
dentally derived from the holding of real property.

“Gv) Clause (i) shall not apply if the amount of gross
income described in such clause exceeds 10 percent of the
organization's gross income for the taxable year unless the
organization establishes to the satisfaction of the Secretary
that the receipt of gross income described in clause (i) in
excess of such limitation was inadvertent and reasonable
steps are being taken to correct the circumstances giving
rise to such income.”

(b ConForMING AMENDMENT.—Paragraph (2) of section 501(c)
is amended by adding at the end thereof the following new sentence:



159

“Rules similar to the rules of subparagraph (G) of paragraph (25)
shall apply for purposes of this paragraph.”

(¢) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 1991.

SEC. 2114. EXCLUSION FROM UNRELATED BUSINESS TAX OF GAINS FROM
CERTAIN PROPERTY.

(a) GENERAL RULE.—Subsection (b) of section 512 (relating to
modifications) is amended by adding at the end thereof the follow-
ing new paragraph:

“(16XA) Notwithstanding paragraph (5/(B), there shall be
excluded all gains or losses from the sale, exchange, or other
%‘isposition of any real property described in subparagraph (B)
if—

p “0) such property was acquired by the organization

rom—

“d) a financial institution described in section 581
or 591(a) which is in conservatorship or receivership, or

“(ID the conservator or receiver of such an institu-
tion (or any government agency or corporation succeed-
ing to the rights or interests of the conservator or re-
cetver),

“(it) such property is designated by the organization
within the 9-month period beginning on the date of its ac-
quisition as property held for sale, except that not more
than one-half (by value determined as of such date) of prop-
erty acquired in a single transaction may be so designated,

“(iii) such sale, exchange, or disposition occurs before
the later of—

“) the date which is 30 months after the date of
the acquisition of such property, or

“ID) the date specified by the Secretary in order to
assure an orderly disposition of property held by per-
sons described in subparagraph (A), and

“liv) while such property was held by the organization,
the aggregate expenditures on improvements and develop-
ment activities included in the basis of the property are (or
were not) in excess of 20 percent of the net selling price of
the property with respect to such property.

“(B) Property is described in this subparagraph if it is real
property which—

“G) was held by the financial institution at the time it
entered into conservatorship or receivership, or

“lii) was foreclosure property (as defined in section
514(cX9)H)(v) which secured indebtedness held by the fi-
nancial institution at such time.

For purposes of this subparagraph, real property includes an in-

terest in a mortgage.”

(b) ErrecrivE DATE.—The amendment made by subsection (a)
shall apply to property acquired on or after October 1, 1992.

SEC. 2115. EXCLUSION FROM UNRELATED BUSINESS TAX OF CERTAIN FEES
AND OPTION PREMIUMS.

(a) Loan ComMITMENT FEES.—Paragraph (1) of section 512(b)

(relating to modifications) is amended by inserting “amounts re-
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ceived or accrued as consideration for entering into agreements tlo
make loans,”’ before “and annuities’. '

(b) Oprion PrEMIUMS.—The second sentence of section 512b)5)
is amended by inserting “or real property” before the period. '

(¢c) EFrecTivE DATE.—The amendments made by this section
shall apply to amounts received on or after October 1, 1992.

SEC. 2116. TREATMENT OF PENSION FUND INVESTMENTS IN REAL ESTATE
INVESTMENT TRUSTS.

(a) GENERAL Rure.—Subsection (h) of section 856 (relating to
closely held determinations) is amended by adding at the end there-
of the following new paragraph:

“3) TREATMENT OF TRUSTS DESCRIBED IN SECTION 401(a).—
“(A) LOOK-THRU TREATMENT.—

‘i) IN GENERAL.—Except as provided in clause (i),
in determining whether the stock ownership require-
ment of section 542(a)?) is met for purposes of para-
graph (1)(A), any stock held by a qualified trust shall
be treated as held directly by its beneficiaries in pro-
portion to their actuarial interests in such trust and
shall not be treated as held by such trust.

“6ii) CERTAIN RELATED TRUSTS NOT ELIGIBLE.—
Clause (i) shall not apply to any qualified trust if one
or more disqualified persons (as defined in section
4975(e)(2), without regard to subparagraphs (B) and (I)
thereof) with respect to such qualified trust hold in the
aggregate 5 percent or more in value of the interests in
the real estate investment trust and such real estate in-
vestment trust has accumulated earnings and profits
atiributable to any period for which it did not qualify
as a real estate investment trust.

“(B) COORDINATION WITH PERSONAL HOLDING COMPANY
RULES.—If any entity qualifies as a real estate investment
trust for any taxable year by reason of subparagraph (A),
such entity shall not be treated as a personal holding com-
pany for such taxable year for purposes of part II of sub-
chapter G of this chapter.

“(C) TREATMENT FOR PURPOSES OF UNRELATED BUSI-
NESS TAX.—If any qualified trust holds more than 10 per-
cent (by value) of the interests in any pension-held REIT at
any time during a taxable year, the trust shall be treted as
having for such taxable year gross income from an unrelat-
ed trade or business in an amount which bears the same
ratio to the aggregate dividends paid (or treated as paid) by
the REIT to the trust for the taxable year of the REIT with
or within which the taxable year of the trust ends (the
‘REIT year’) as—

“G) the gross income (less direct expenses related
thereto) of the REIT for the REIT year from unrelated
trades or businesses (determined as if the REIT were a
qualified trust), bears to

“(ii) the gross income (less direct expenses related
thereto) of the REIT for the REIT year.
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This subparagraph shall apply only if the ratio determined
under the preceding sentence is at least 5 percent.

‘D) PEension-HELD REIT.—The purposes of subpara-
graph (C)—

“@t) IN GENERAL.—A real estate investment trust is
a pension-held REIT if such trust would not have
qualified as a real estate investment trust but for the
provisions of this paragraph and if such trust is pre-
dominantly held by qualified trusts.

“it) PREDOMINANTLY HELD.—For purposes of
clause (i), a real estate investment trust is predomi-
nantly held by qualified trusts if—

“D at least 1 qualified trust holds more than

25 percent (by value) of the interests in such real

estate investment trust, or

“aD 1 or more qualified trusts (each of whom
own more than 10 percent by value of the interests
in such real estate investment trust) hold in the
aggregate more than 50 percent (by value) of the in-
terests in such real estate investment trust.

“(E) QuALIFIED TRUST.—For purposes of this para-
graph, the term ‘qualified trust’ means any trust described
in section 401(a) and exempt from tax under section 501(a).”’

(b) EFFecTiVE DATE.—The amendment made by this section
shall apply to taxable years beginning after December 31, 1991.

Subpart C—Discharge of Indebtedness

SEC. 2121. EXCLUSION FROM GROSS INCOME FOR INCOME FROM DIS-
CHARGE OF QUALIFIED REAL PROPERTY BUSINESS INDEBT-
EDNESS.

(@) IN GENERAL.—Paragraph (1) of section 108(a) (relating to
income from discharge of indebtedness) is amended by striking “or”
at the end of subparagraph (B), by striking the period at the end of
subparagraph (C) and inserting “, or”, and by adding at the end the
following new subparagraph:

“4D) in the case of an individual, the indebtedness dis-
charged is qualified real property business indebtedness.”

(b) QUALIFIED REAL PROPERTY BUSINESS INDEBTEDNESS.—Sec-
tion 108 is amended by inserting after subsection (b) the following
new subsection:

“lc) TREATMENT OF DISCHARGE OF QUALIFIED REAL PROPERTY
BUSINESS INDEBTEDNESS.—

‘1) BASIS REDUCTION.—

‘““A) IN GENErAL.—The amount excluded from gross
income under subparagraph (D) of subsection (a)(1) shall be
applied to reduce the basis of the depreciable real property
of the taxpayer.

“(B) Cross REFERENCE.—For provisions making the re-
duction described in subparagraph (A), see section 1017.

““2) LIMITATIONS.—

“(A) INDEBTEDNESS IN EXCESS OF VALUE.—The amount

excluded under subparagraph (D) of subsection (a)(1) with
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respect to any qualified real property business indebtedness

shall not exceed the excess (if any) of—

“G) the outstanding principal amount of such in-
debtedness (immediately before the discharge), over

“Gi) the fair market value of the real property de-
scribed in paragraph (3)(A) (as of such time), reduced
by the outstanding principal amount of any other
qualified real property business indebtedness secured
by such property (as of such time).

‘““B) OVERALL LIMITATION.—The amount excluded
under subparagraph (D) of subsection (a)(1) shall not exceed
the aggregate adjusted bases of depreciable real property
(determined after any reductions under subsections (b) and
() held by the taxpayer immediately before the discharge
(other than depreciable real property acquired in contem-
plation of such discharge).

“43) QUALIFIED REAL PROPERTY BUSINESS INDEBTEDNESS.—
The term ‘qualified real property business indebtedness’ means
indebtedness which—

“CtA) was incurred or assumed by an individual in con-
nection with real property used in a trade or business and
is secured by such real property,

“(B) was incurred or assumed before July 30, 1992, or if
incurred or assumed on or after such date, is qualified ac-
quisition indebtedness, and

“(C) with respect to which such taxpayer makes an elec-
tion to have this paragraph apply.

Such term shall not include qualified farm indebtedness. In-
debtedness under subparagraph (B) shall include indebtedness
resulting from the refinancing of indebtedness under subpara-
graph (B) (or this sentence), but only to the extent it does not
exceed the amount of the indebtedness being refinanced.

“(4) QUALIFIED ACQUISITION INDEBTEDNESS.—For purposes
of paragraph (3)B), the term ‘qualified acquisition indebted-
ness’ means, with respect to any real property described in para-
graph (3XA), indebtedness incurred or assumed to acquire, con-
struct, reconstruct, or substantially improve such property.

“(5) REGULATIONS.—The Secretary shall issue such regula-
tions as are necessary to carry out this subsection, including reg-
ulations preventing the abuse of this subsection through cross-
collateralization or other means.”

(c¢) TECHNICAL AMENDMENTS. —

(1) Subparagraph (A) of section 108(a)2) is amended by
striking “and (C)” and inserting “ (C), and (D)’

(2) Subparagraph (B) of section 108(a)?) is amended to read
as follows:

“(B) INSOLVENCY EXCLUSION TAKES PRECEDENCE OVER
QUALIFIED FARM EXCLUSION AND QUALIFIED REAL PROPERTY
BUSINESS EXCLUSION.—Subparagraphs (C) and (D) of para-
graph (1) shall not apply to a discharge to the extent the
taxpayer is insolvent.”

3 (3) Subsection (d) of section 108 is amended by striking
Subsections (a), (b), and (g)” each Dplace it appears in the head-
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ing thereof and in the text and headings of paragraphs (6) and
(7XA) and inserting “Subsections (a), (b), (c), and (g)”’

(4) Subparagraph (B) of section 108(d)(7) is amended by
adding at the end thereof the following new sentence: “The pre-
ceding sentence shall not apply to any discharge to the extent
that subsection (aX1XD) applies to such discharge.”

(5) Subparagraph (A) of section 108(d)9) is amended by in-
serting “or under paragraph (3)(B) of subsection (c)” after “sub-
section (b)”’.

(6) Paragraph (2) of section 1017(a) is amended by striking
“or (bX5)”’ and inserting “, (b)(5), or (c)1)",

(7) Subparagraph (A) of section 1017(b)3) is amended by in-
serting “or (cX1)” after ‘“‘subsection (b)(5)".

(8) Section 1017(bX3) is amended by adding at the end the
following new subparagraph:

“(F) SPECIAL RULES FOR QUALIFIED REAL PROPERTY
BUSINESS INDEBTEDNESS.—In the case of any amount which
under section 108(c)1) is to be applied to reduce basis—

“(i) depreciable property shall only include depre-

ciable real property for purposes of subparagraphs (A)

and (C),

“(ii) subparagraph (E) shall not apply, and

“liit) in the case of property taken into account
under section 108(c)(2XB), the reduction with respect to
such property shall be made as of the time immediately
before disposition if earlier than the time under subsec-

tion (a@).”

(d) ErrectivE DaTE.—The amendments made by this section
shall apply to discharges after December 31, 1991, in taxable years
ending after such date.

PART II—-EXTENSION OF CERTAIN EXPIRING TAX
PROVISIONS

SEC. 2131. RESEARCH CREDIT.

(a) IN GENERAL.—Subsection (h) of section 41 (relating to credit
for increasing research activities) is amended—

(1) by striking “June 30, 1992” and inserting “June 30,

1993, and :

(2) by striking “July 1, 1992” and inserting “July 1, 1993".

(b) ConForRMING AMENDMENT.—Subparagraph (D) of section
28(b)1) is amended by striking “June 30, 1992” and inserting “June
30, 1993

(¢) ErFecTivEe DATE.—The amendments made by this section
shall apply to taxable years ending after June 30, 1992.

SEC. 2132, EMPLOYER-PROVIDED EDUCATIONAL ASSISTANCE.

(a) IN GENERAL.—Subsection (d) of section 127 (relating to edu-
cational assistance programs) is amended by striking “June 30,
1992 and inserting “June 30, 1993".

(b) CoNFORMING AMENDMENT.—Paragraph (2) of section 103(a)
of the Tax Extension Act of 1991 is amended by striking “1992”-
each place it appears and inserting “1993”.
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(c) ErrecTIvE DATE.—The amendments made by this section
shall apply to taxable years ending after June 30, 1 992.

SEC. 2133. EXCISE TAX ON CERTAIN VACCINES.

(a) Tax.—Paragraphs (2) and (3) of section 4131(c) (relating to
tax on certain vaccines) are each amended by striking “1992” each
place it appears and inserting “1994’. . .

(b) Trust Funp.—Paragraph (1) of section 9510(c) (relating to
expenditures from Vaccine Injury Compensation Trust Fund) is
amended by striking “1992” and inserting “1994”.

(c) Stuny.—The Secretary of the Treasury, in consultation with
the Secretary of Health and Human Services, shall conduct a study
O —

F (1) the estimated amount that will be paid from the Vac-
cine Injury Compensation Trust Fund with respect to vaccines
administered after September 30, 1988, and before October 1,
1994,

(2) the rates of vaccine-related injury or death with respect
to the various types of such vaccines,

(3) new vaccines and immunization practices being devel-
oped or used for which amounts may be paid from such Trust
Fund,

(4) whether additional vaccines should be included in the
vaccine injury compensation program, and

(5) the appropriate treatment of vaccines produced by State
governmental entities.

The report of such study shall be submitted not later than January

1, 1994, to the Committee on Ways and Means of the House of Rep-

resentatives and the Committee on Finance of the Senate.

SEC. 2134. CERTAIN TRANSFERS TO RAILROAD RETIREMENT ACCOUNT.

Subsection (c)IXA) of section 224 of the Railroad Retirement
Solvency Act of 1983 (relating to section 72(r) revenue increase trans-
ferred to certain railroad accounts) is amended by striking “with re-
spect to benefits received before October 1, 1992”,

SEC. 2135. HEALTH INSURANCE COSTS OF SELF-EMPLOYED INDIVIDUALS.
(@) IN GENERAL.—Paragraph (6) of section 162(1) (relating to spe-
cial rules for health insurance costs of self-employed individuals) is
amended by striking “June 30, 1992” and inserting “June 30, 1993
(b) CONFORMING AMENDMENT.—Paragraph (2) of section 110(a)
of the Tax Extension Act of 1991 is amending by striking “1992”
each place it appears and inserting “1993”.
(c) EFFeCTIVE DATE.—The amendments made by this section
shall apply to taxable years ending after June 30, 1992,
SEC. 2136. TAX CREDIT FOR ORPHAN DRUG CLINICAL TESTING EXPENSES.
(a) IN GENERAL.—Subsection (e) of section 28 (relating to clini-
cal testing expenses for certain drugs for rare diseases or conditions)

339 ;?rﬁended by striking “June 30, 1992” and inserting “June 30,

(b) EFFECTIVE DATE.—The amendment made by this section
shall apply to taxable years ending after June 30, 1992.
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SEC. 2137. QUALIFIED SMALL ISSUE BONDS.
Subparagraph (B) of section 144(a)12) (relating to termination

dates) is amended by striking “June 30, 1992 and inserting “Sep-
tember 30, 1993", i cring e

PART III—OTHER INCENTIVES

SEC. 2151. ELIMINATION OF ACE DEPRECIATION ADJUSTMENT,

(a) IN GENERAL.—Clause (i) of section 56(g)(4)(A) (relating to de-
preciation adjustments for computing adjusted current earnings) is
amended by adding at the end the following new sentence: “The pre-
ceding sentence shall not apply to property placed in service in tax-
able years beginning after the date of the enactment of the Revenue
Act of 1992, and the depreciation deduction with respect to such
property shall be determined under the rules of subsection (a)1)(A).”

(b) EFFeECTIVE DATES.—

(1) IN GENERAL.—EXxcept as provided in paragraph (2), the
amendments made by this section shall apply to property placed
in service in taxable years beginning after the date of the enact-
ment of this Act.

(2) COORDINATION WITH TRANSITIONAL RULES.—The amend-
ments made by this section shall not apply to any property to
which paragraph (1) of section 56(a) of the Internal Revenue
Code of 1986 does not apply by reason of subparagraph (CXi) of
such paragraph (1).

Subtitle C—Repeal of Certain Luxury FExcise
Taxes; Imposition of Tax on Diesel Fuel Used
in Noncommerciual Boats

SEC. 2201. REPEAL OF LUXURY EXCISE TAXES OTHER THAN ON PASSENGER
VEHICLES.

(a) IN GENERAL.—Subchapter A of chapter 31 (relating to retail
excise taxes) is amended to read as follows:

“Subchapter A—Luxury Passenger Automobiles

“Sec. 4001. Imposition of tax.
“Sec. 4002. 1st retail sale; uses, etc. treated as sales; determination of
rice.
“Sec. 4003. Specﬁl rules.
“SEC. 4001. IMPOSITION OF TAX.

“@a) ImposiTioN OF Tax.—There is hereby imposed on the Ist
retail sale of any passenger vehicle a tax equal to 10 percent of the
price for which so sold to the extent such price exceeds $30,000.

“4b) PASSENGER VEHICLE.—

“¢1) IN GENERAL.—For purposes of this subchapter, the term

‘passenger vehicle’ means any 4-wheeled vehicle—

“CA) which is manufactured primarily for use on public
streets, roads, and highways, and

“B) which is rated at 6,000 pounds unloaded gross ve-
hicle weight or less.
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“(9) SPECIAL RULES.—

“A) TRUCKS AND VANS.—In the case of a truck or van,
paragraph (1)(B) shall be applied by substituting ‘gross ve-
hicle weight’ for ‘unloaded gross vehicle weight’.

“B) LimMousINES.—In the case of a limousine, para-
graph (1) shall be applied without regard to subparagraph
(B) thereof. )

“¢) ExcepTIONS FOR TaxicaBs, Erc.—The tax imposed by this
section shall not apply to the sale of any passenger vehicle for use by
the purchaser exclusively in the active conduct of a trade or busi-
ness of transporting persons or property for compensation or hire.

“d) ExemPTION FOR Law ENFORCEMENT USES, Erc.—No tax
shall be imposed by this section on the sale of any passenger vehi-
cle—

“1) to the Federal Government, or a State or local govern-
ment, for use exclusively in police, firefighting, search and
rescue, or other law enforcement or public safety activities, or in
public works activities, or

“9) to any person for use exclusively in providing emergen-
cy medical services.

“le) INFLATION ADJUSTMENT.—

“1) In GENERAL.—In the case of any calendar year after
1991, the $30,000 amount in subsection (a) and section 4003(a)
shall be increased by an amount equal to—

“A) $30,000, multiplied by

“(B) the cost-of-living adjustment under section 1(f)3)
for such calendar year, determined by substituting ‘calen-
dar year 1990’ for ‘calendar year 1989’ in subparagraph (B)
thereof-

“2) Rounpine.—If any amount as adjusted under para-
graph (1) is not a multiple of $100, such amount shall be round-
ed to the nearest multiple of $100 (or, if such amount is a mul-
tiple of $50 and not of $100, such amount shall be rounded to
the next highest multiple of $100).

“f) TerMmINATION.—The tax imposed by this section shall not
apply to any sale or use after December 31, 1999.

“SEC. 4002. 1ST RETAIL SALE; USES, ETC. TREATED AS SALES; DETERMINA-
TION OF PRICE.

“la) 1st RETAIL SALE.—For purposes of this subchapter, the
term ‘Ist retail sale’ means the Ist sale, for a purpose other than
resale, after manufacture, production, or importation.

“(b) USE TREATED AS SALE.—

“(1) IN GENERAL.—If any person uses a passenger vehicle
(including any use after importation) before the 1st retail sale
of such vehicle, then such person shall be liable for tax under
this subchapter in the same manner as if such vehicle were sold
at retail by him.

“(?2) EXEMPTION FOR FURTHER MANUFACTURE.—Paragraph
(1) shall not apply to use of a vehicle as material in the manu-
facture or production of, or as a component part of, another ve-

hicle taxable under this subchapter to be manufactured or pro-
duced by him.
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‘(3) EXEMPTION FOR DEMONSTRATION USE.—Paragraph (1)
shall not apply to any use of a passenger vehicle as a demon-
strator for a potential customer.

“‘4) EXCEPTION FOR USE AFTER IMPORTATION OF CERTAIN
VEHICLES.—Paragraph (1) shall not apply to the use of a vehicle
after importation if the user or importer establishes to the satis-
faction of the Secretary that the Ist use of the vehicle occurred
before January 1, 1991, outside the United States.

“(5) CoMPUTATION OF TAX.—In the case of any person made
liable for tax by paragraph (1), the tax shall be computed on the
price at which similar vehicles are sold at retail in the ordinary
course of trade, as determined by the Secretary.

“lc) LEaSES CONSIDERED AS SALES.—For purposes of this sub-
chapter—

‘1) IN GENERAL.—Except as otherwise provided in this sub-
section, the lease of a vehicle (including any renewal or any ex-
tension of a lease or any subsequent lease of such vehicle) by
any person shall be considered a sale of such vehicle at retail.

“C2) SPECIAL RULES FOR LONG-TERM LEASES.—

“fA) TAXx NOT IMPOSED ON SALE FOR LEASING IN A
QUALIFIED LEASE.—The sale of a passenger vehicle to a
person engaged in a passenger vehicle leasing or rental
trade or business for leasing by such person in a long-term
lease shall not be treated as the 1st retail sale of such vehi-
cle.

“‘B) LoNG-TERM LEASE.—For purposes of subparagraph
(A), the term ‘long-term lease’ means any long-term lease (as
defined in section 4052).

“C) SpeciAL RULES.—In the case of a long-term lease of
a vehicle which is treated as the Ist retail sale of such ve-
hicle—

“6i) DETERMINATION OF PRICE.—The tax under this
subchapter shall be computed on the lowest price for
which the vehicle is sold by retailers in the ordinary
course of trade.

“tii) PAYMENT OF TAX.—Rules similar to the rules
of section 4217(e)(2) shall apply.

“(iii) No TAX WHERE EXEMPT USE BY LESSEE.—No
tax shall be imposed on any lease payment under a
long-term lease if the lessee’s use of the vehicle under
such lease is an exempt use (as defined in section
4003(b) of such vehicle.

‘““d) DETERMINATION OF PRICE.—

“1) IN GENERAL.—In determining price for purposes of this
subchapter—

“CA) there shall be included any charge incident to
placing the article in condition ready for use,

“(B) there shall be excluded—

“G) the amount of the tax imposed by this sub-
chapter,

“Gi) if stated as a separate charge, the amount of
any retail sales tax imposed by any State or political
subdivision thereof or the District of Columbia, wheth-
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er the liability for such tax is imposed on the vendor or
vendee, and
“Gii) the value of any component of such article
l —
! “a) such component is furnished by the Ist
user of such article, and
“dI) such component has been used before
such furnishing, and
“C) the price shall be determined without regard to
any trade-in.
“9) OruHEr RULES.—Rules similar to the rules of para-
graphs (2) and (§) of section 4052(b) shall apply for purposes of
this subchapter.

“SEC. 4003. SPECIAL RULES.
“la) SEPARATE PURCHASE OF VEHICLE AND PARTS AND ACCESSO-
R1ES THEREFOR.—Under regulations prescribed by the Secretary—

“(1) In geNErRAL.—Except as provided in paragraph (2), if—

“lA) the owner, lessee, or operator of any passenger ve-
hicle installs (or causes to be installed) any part or accesso-
ry on such vehicle, and

“@B) such installation is not later than the date 6
months after the date the vehicle was Ist placed in service,

then there is hereby imposed on such installation a tax equal to
10 percent of the price of such part or accessory and its installa-
tion.

“(%) LiMrtATION.—The tax imposed by paragraph (1) on the
installation of any part or accessory shall not exceed 10 percent
of the excess (if any) of—

“CA) the sum of—

“(i) the price of such part or accessory and its in-
stallation,
“(ii) the aggregate price of the parts and accessories

(and their installation) installed before such part or ac-

cessory, plus

“(iii) the price for which the passenger vehicle was
sold, over

“(B) $30,000.

“(3) Exceprions.—Paragraph (1) shall not apply if—

“(A) the part or accessory installed is a replacement
part or accessory,

“(B) the part or accessory is installed to enable or assist
an individual with a disability to operate the vehicle, or to
enter or exit the vehicle, by compensating for the effect of
such disability, or

“O) the aggregate price of the parts and accessories
(and their installation) described in paragraph (1) with re-
spect to the vehicle does not exceed $200 (or such other
amount or amounts as the Secretary may by regulation pre-
scribe).

“(4) INSTALLERS SECONDARILY LIABLE FOR TAX.—The owners
of the trade or business installing the parts or accessories shall
be secondarily liable for the tax imposed by this subsection.
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“(b) ImposrTioN oF Tax on SaLes, Erc, WitHIN 2 YEARS OF
VEHICLES PURCHASED Tax-FREE.—

“(1) IN GENERAL.—If—

“lA) no tax was imposed under this subchapter on the

Ist retail sale of any passenger vehicle by reason of its

exempt use, and

“(B) within 2 years after the date of such Ist retail

sale, such vehicle is resold by the purchaser or such pur-

chaser makes a substantial nonexempt use of such vehicle,

then such sale or use of such vehicle by such purchaser shall be

treated as the Ist retail sale of such vehicle for a price equal to
its fair market value at the time of such sale or use.

“C?2) Exempt USE.—For purposes of this subsection, the term
‘exempt use’ means any use of a vehicle if the 1st retail sale of
such vehicle is not taxable under this subchapter by reason of
such use.

“lc) PARTS AND ACCESSORIES SoLD WiTH TAXABLE ARTICLE.—
Parts and accessories sold on, in connection with, or with the sale of
any passenger vehicle shall be treated as part of the vehicle.

“(d) PARTIAL PAYMENTS, ETC.—In the case of a contract, sale, or
arrangement described in paragraph (2), (3), or (}) of section 4216(c),
ruies similar to the rules of section 4217(e)2) shall apply for pur-
poses of this subchapter.”

(b) CONFORMING AMENDMENTS.—

(1) Subsection (c) of section 4221 is amended by striking
“4002(b), 4003(c), 4004(a)”’ and inserting “4001(d)”.

(2) Subsection (d) of section 4222 is amended by striking
“4002(b), 4003(c), 4004(a)” and inserting “4001(d)”".

(3) The table of subchapters for chapter 31 is amended by
striking the item relating to subchapter A and inserting the fol-
lowlng' “Subchapter A. Luxury passenger vehicles.” )

(c) TecunicAL AMENDMENTS.—Paragraph (3) of section 4004(b)
(relating to separate purchase of article and parts and accessories
therefor), as in effect before the date described in subsection (d)1), is
amended—

(1) by striking “or” at the end of subparagraph (A),

(2) by redesignating subparagraph (B) as subparagraph (C),
and ]

(3) by inserting after subparagraph (A) the following new
subparagraph: o

“(B) the part or accessory is installed on a passenger ve-
hicle to enable or assist an individual with a disability to
operate the vehicle, or to enter or exit the vghtcle, by com-
pensating for the effect of such disability, or’.

(d) EFFECTIVE DATES.— _ )

(1) IN GeneraL.—Except as provided in paragraphs (2) and
(3), the amendments made by this section shall take effect on
January 1, 1992. . ‘

(2)’3}NDEXING FOR INFLATION.—Subsection (e) of_sectzqn 4001
of the Internal Revenue Code of 1986 (relating to inflation ad-
Jjustment), as added by this section, shall apply with respect to
passenger vehicles (as defined in such section 4001) purchased
on or after October 1, 1992.
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(3) DEMONSTRATOR VEHICLES.—Subsection (bX3) of section
4002 of the Internal Revenue Code of 1986 (relating to exemp-
tion for demonstration use), as added by th;s section, shall
apply with respect to passenger vehicles (as defined in such sec-
tion 4001) the use of which begins on or after July 1, 1992.

(4) CERTAIN EQUIPMENT FOR USE BY DISABLED INDIVID-
vALs.—The amendments made by subsection (c) shall take effect
as if included in the amendments made by section 11221(a) of
the Omnibus Budget Reconciliation Act of 1990.

SEC. 2202. TAX ON DIESEL FUEL USED IN NONCOMMERCIAL BOATS.

(a) GENERAL RULE.— o . _

(1) Paragraph (2) of section 4092(a) (defining diesel fuel) is
amended by striking “or a diesel-powered train” and inserting
“ a diesel-powered train, or a diesel-powered boat”’,

(2) Paragraph (1) of section 4041(a) is amended—

(A) by striking “diesel-powered highway vehicle’ each
place it appears and inserting ‘“diesel-powered highway ve-
hicle or diesel-powered boat”, and

(B) by striking ‘“such vehicle” and inserting ‘“such vehi-
cle or boat”.

(8) Subparagraph (B) of section 4092(b)1) is amended by
striking “commercial and noncommercial vessels’ each place it
appears and inserting ‘“vessels for use in an off-highway busi-
ness use (as defined in section 6431(e)2XB))".

(b) ExemPTION FOR USE IN FISHERIES OR COMMERCIAL NAVIGA-
r10N.—Subparagraph (B) of section 6421(e)2) is amended to read as
ollows:

F “B) Uses IN BoATS.—The term ‘off-highway business
use’ does not include any use in a motorboat; except that
such term shall include any use in—

“(i) a vessel employed in the fisheries or in the
whaling business, and

“(it) in the case of diesel fuel, a boat employed in
the active conduct of—

“ a trade or business of commercial fishing
or transporting persons or property for compensa-
tion or hire, or

“I) any other trade or business unless the
boat is used predominantly in any activity which
is of a type generally considered to constitute enter-
taitnment, amusement, or recreation.”

(c) RETENTION OF TAXES IN GENERAL FUND. —

(1) TAXES IMPOSED AT HIGHWAY TRUST FUND FINANCING
RATE.—Paragraph (}) of section 9503(b) (relating to transfers to
Highway Trust Fund) is amended—

(A) by striking “and” at the end of subparagraph (A),

(B) by striking the period at the end of subparagraph
(B) and inserting ©, and”, and

(C) by adding at the end thereof the following new sub-
paragraph:

(C) there shall not be taken into account the taxes im-
posed by sections 4041 and 4091 on diesel fuel sold for use
or used as fuel in a diesel-powered boat.”
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(2) TAXES IMPOSED AT LEAKING UNDERGROUND STORAGE
TANK TRUST FUND FINANCING RATE.—Subsection (b) of section
9508 (relating to transfers to Leaking Underground Storage
Tank Trust Fund) is amended by adding at the end thereof the
following flush sentence:
“For purposes of this subsection, there shall not be taken into ac-
count the taxes imposed by sections 4041 and 4091 on diesel fuel
sold for use or used as fuel in a diesel-powered boat.”
(d) EFFecTIVE DATE.—The amendments made by this section
shall apply to fuel sold or used on or after January 1, 1993, and
before October 1, 1997.

Subtitle D—Credit for Portion of Employer
Social Security Taxes Paid With Respect to
Employee Cash Tips

SEC. 2301. CREDIT FOR PORTION OF EMPLOYER SOCIAL SECURITY TAXES
PAID WITH RESPECT TO EMPLOYEE CASH TIPS.

(a) IN GENERAL.—Subpart D of part IV of subchapter A of
chapter 1 (relating to business related credits) is amended by adding
at the end the following new section:

“SEC. 45. CREDIT FOR PORTION OF EMPLOYER SOCIAL SECURITY TAXES
PAID WITH RESPECT TO EMPLOYEE CASH TIPS.

“ta) GENERAL RurLE.—For purposes of section 38, the employer
social security credit determined under this section for the taxable
year is an amount equal to the excess employer social security tax
paid or incurred by the taxpayer during the taxable year.

“b) Excess EmpLoYER SociaL SEcURITY Tax.—For purposes of
this section, the term ‘excess employer social security tax’ means any
tax paid by an employer under section 3111 with respect to tips re-
ceived by an employee during any month, to the extent such tips—

“¢1) are deemed to have been paid by the employer to the
employee pursuant to section 3121(q), and

“(2) exceed the amount by which the wages (excluding tips)
paid by the employer to the employee during such month are
less than the total amount which would be payable (with re-
spect to such employment) at the minimum wage rate applicable
to such individual under section 6(a)1) of the Fair Labor
Standards Act of 1938 (determined without regard to section
3(m) of such Act).

“¢c) DeNiaL oF DouBLE BENEFIT.—No deduction shall be al-
lowed under this chapter for any amount taken into account in de-
termining the credit under this section.”

(b) CreDIT To BE PART OF GENERAL BUSINESS CREDIT.—

(1) IN GENERAL.—Subsection (b) of section 38 (relating to
current year business credit) is amended by striking “plus” at
the end of paragraph (7), by striking the period at the end of
paragraph (8) and inserting *, plus ”"and by adding at the end
the following new paragraph: ' .

“9) the employer social security credit determined under
section 45(a).”
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(2) LIMITATION ON CARRYBACKS.—Subsection (d) of section
39 (relating to transitional rules) is amended by adding at the
end the following new paragraph:

“U) No CARRYBACK OF SECTION 45 CREDIT BEFORE ENACT-
MENT.—No portion of the unused business credit for any taxable
year which is attributable to the employer social security credit
determined under section 45 may be carried back to a taxable
year ending before the date of the enactment of section 45.”

(c) CLERICAL AMENDMENT.—The table of sections for subpart D
of part IV of subchapter A of chapter 1 is amended by adding at the
end the following new item:

“Sec. 45. employer social security credit.”

(d) ErrecTivE DATE.—The amendments made by this section
shall apply with respect to taxes paid after December 31, 1992.

TITLE III—OFFSETTING REVENUE
INCREASES

Subtitle A—General Provisions

SEC. 3001. MARK TO MARKET ACCOUNTING METHOD FOR SECURITIES DEAL-
ERS.

(a) GENERAL RULE.—Subpart D of part II of subchapter E of
chapter 1 (relating to inventories) is amended by adding at the end
thereof the following new section:

“SEC. 475. MAII:II; ITE"% MARKET ACCOUNTING METHOD FOR DEALERS IN SECU-

“la) GENErRAL RuLE.—Notwithstanding any other provision of
this subpart; the following rules shall apply to securities held by a
dealer in securities:

“1) Any security which is inventory in the hands of the
dealer shall be included in inventory at its- fair market value.

“(2) In the case of any security which is not inventory in
the hands of the dealer and which is held at the close of any
taxable year—

“(A) the dealer shall recognize gain or loss as if such
security were sold for its fair market value on the last busi-
ness day of such taxable year, and

“(B) any gain or loss shall be taken into account for
such taxable year.

Proper adjustment shall be made in the amount of any gain or

loss subsequently realized for gain or loss taken into account

under the preceding sentence. The Secretary may provide by reg-
ulations for the application of this paragraph at times other
than the times provided in this paragraph.

“(b) EXCEPTIONS.—

“1) IN geNErAL.—Subsection (a) shall not apply to—

“A) any security held for investment,

“(B)i) any security described in subsection (cX2)(C)
which is acquired (including originated) by the taxpayer in
the ordinary course of a trade or business of the taxpayer
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and which is not held for sale, and (ii) any obligation to

acquire a security described in clause (i) if such obligation

is entered into in the ordinary course of such trade or busi-
ness gnd is not held for sale, and

(C) any security which is a hedge with respect to—

“G) a security to which subsection (a) does not
apply, or
_“GY) a position, right to income, or a liability
which is not a security in the hands of the taxpayer.
To the extent provided in regulations, subparagraph (C) shall
not apply to any security held by a person in its capacity as a
dealer in securities.

“(2) IDENTIFICATION REQUIRED.—A security shall not be
treated as described in subparagraph (A), (B), or (C) of para-
graph (1), as the case may be, unless such security is clearly
udentified in the dealer’s records as being described in such sub-
paragraph before the close of the day on which it was acquired,
originated, or entered into (or such other time as the Secretary
may by regulations prescribe).

“(3) SECURITIES SUBSEQUENTLY NOT EXEMPT.—If a security
ceases to be described in paragraph (1) at any time after it was
identified as such under paragraph (2), subsection (a) shall
apply to any changes in value of the security occurring after the
cessation.

“(4) SPECIAL RULE FOR PROPERTY HELD FOR INVESTMENT.—
To the extent prouvided in regulations, subparagraph (A) of
paragraph (1) shall not apply to any security described in sub-
paragraph (D) or (E) of subsection (cX?2) which is held by a
dealer in such securities.

‘lc) DEFINITIONS.—For purposes of this section—

“1) DEALER IN SECURITIES DEFINED.—The term ‘dealer in
securities’ means a taxpayer who—

“CA) regularly purchases securities from or sells securi-
ties to customers in the ordinary course of a trade or busi-
ness; or

“(B) regularly offers to enter into, assume, offset, assign
or otherwise terminate positions in securities with custom-
ers in the ordinary course of a trade or business.

“2) SEcURITY DEFINED.—The term ‘security’ means any—

“CA) share of stock in a corporation;

“(B) partnership or beneficial ownership interest in a
widelly held or publicly traded partnership or trust;

“C) note, bond, debenture, or other evidence of indebt-
edness; .

“CD) interest rate, currency, or equity notional principal
contract;

“(E) evidence of an interest in, or a derivative financial
instrument in, any security described in subparagraph (A),
(B), (C), or (D), or any currency, including any option, for-
ward contract, short position, and any similar financial in-
strument in such a security or currency; and

“(F) position which—

“G) is not a security described in subparagraph (A),

(B), (C), (D), or (E),
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“6it) is a hedge with respect to such a security, and
“Giit) is clearly identified in the dealer’s records as
being described in this subparagraph before the close of
the day on which it was acquired or entered into (or
such other time as the Secretary may by regulations

Dprescribe). .

Subparagraph (E) shall not include any contract to which sec-
tion 1256(a) applies. » ‘

“3) HEpGE.—The term ‘hedge’ means any position which
reduces the dealer’s risk of interest rate or price changes or cur-
rency fluctuations, including any position which is reasonably
expected to become a hedge within 60 days after the acquisition
of the position. '

“td) SpeciaL RuLes.—For purposes of this section—

“(1) COORDINATION WITH CERTAIN RULES.—The rules of sec-
tions 263(g), 263A, and 1256(a) shall not apply to securities to
which subsection (a) applies, and section 1091 shall not apply
(and section 1092 shall apply) to any loss recognized under sub-
section (a).

“(2) IMPROPER IDENTIFICATION.—-If a taxpayer—

“(A) identifies any security under subsection (b)) as
being described in subsection (b)(1) and such security is not
so described, or

“(B) fails under subsection (c)2XFXiii) to identify any
position which is described in subsection (c)2)F) (without
regard to clause (iii) thereof) at the time such identification
is required,

the provisions of subsection (a) shall apply to such security or
position, except that any loss under this section prior to the dis-
position of the security or position shall be recognized only to
the extent of gain previously recognized under this section (and
not previously taken into account under this paragraph) with
respect to such security or position.

“(3) CHARACTER OF GAIN OR LOSS.—

“(A) IN GENERAL.—Except as provided in subparagraph
(B) or section 1236(b)—

“t) IN GENERAL.—Any gain or loss with respect to

a security under subsection (a)2) shall be treated as or-

dinary income or loss.

“(ii) SPECIAL RULE FOR DISPOSITIONS.—If—
“(D gain or loss is recognized with respect to a
security before the close of the taxable year, and
“(ID) subsection (@)?2) would have applied if
the security were held as of the close of the taxable
year,

;:uch gain or loss shall be treated as ordinary income or

083.

“(B) ExceprioN.—Subparagraph (4) shall not apply to
any gain or loss which is allocable to a period during
which—

“i) the security is described in subsection &d)ANC)

(without regard to subsection (b)(2)),
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“(ii) the security is held by a person other than in
connection with its activities as a dealer in securities,
or

“(iii) the security is improperly identified (within
;g)e)e meaning of subparagraph (A) or (B) of paragraph

‘le) REGULATORY AUTHORITY.—The Secretary shall Dprescribe
such regulations as may be necessary or appropriate to carry out the
purposes of this section, including rules—

“(1) to prevent the use of year-end transfers, related Dbarties,
or ;ther arrangements to avoid the provisions of this section,
an

“2) to provide for the application of this section to any se-
curity which is a hedge which cannot be identified with a spe-
cific security, position, right to income, or liability.”

(b) CONFORMING AMENDMENTS.—

(1) Paragraph (1) of section 988(d) is amended—

(A) by striking “section 1256” and inserting “section

475 or 1256, and

(B) by striking “1092 and 1256 and inserting “475,

1092, and 1256,

(2) The table of sections for subpart D of part II of subchap-
ter E of chapter 1 is amended by adding at the end thereof the
following new item:

“Sec. 475. Mark to market accounting method for dealers in securi-
ties.”
(c) EFFECTIVE DATE.—

(1) IN GENERAL.—The amendments made by this section
shall apply to all taxable years ending on or after December 31,
1992,

(?) CHANGE IN METHOD OF ACCOUNTING.—In the case of any
taxpayer required by this section to change its method of ac-
counting for any taxable year—

(A) such change shall be treated as initiated by the tax-
er,

il (B) such change shall be treated as made with the con-

sent of the Secretary, and

(C) the net amount of the adjustments required to be
taken into account by the taxpayer under section 481 of the

Internal Revenue Code of 1986 shall be taken into account

ratably over the 4-taxable year period beginning with the

first taxable year ending on or after December 31, 1992.

(3) UNDERPAYMENT OF ESTIMATED TAX.—In the case of any
required installment the due date for which occurs before the
date of the enactment of this Act, no addition to tax shall be
made under section 6654 or 6655 of the Internal Revenue Code
of 1986 with respect to any underpayment to the extent such un-
derpayment was created or increased by any amendment made
by, or provision of, this section. All reductions in installments
by reason of the preceding sentence shall be recaptured by in-
creasing the amount of the Ist required installment occurring
on or after the date of the enactment of this Act by the amount
of such reductions.
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SEC. 3002. CLARIFICATION OF TREATMENT OF CERTAIN FSLIC FINANCIAL
ASSISTANCE.,

(a) GENERAL Rure.—For purposes of chapter 1 of the Internal
Revenue Code of 1986— ' o

(1) any FSLIC assistance with respect to any loss of princi-
pal, capital, or similar amount upon the disposition of any
asset shall be taken into account as compensation for such loss
for purposes of section 165 of such Code, and

(2) any FSLIC assistance with respect to any debt shall be
taken into account for purposes of section 166, 585, or 593 of
such Code in determining whether such debt is worthless (or the
extent to which such debt is worthless) and in determining the
amount of any addition to a reserve for bad debts arising from
the worthlessness or partial worthlessness of such debts.

(b) FSLIC Assistance.—For purposes of this section, the term
“FSLIC assistance’”’ means any assistance (or right‘to assistqnce)
with respect to a domestic building and loan assoctation (as defined
in section 7701(@)19) of such Code without regard to subparagraph
(C) thereof) under section 406(f) of the National Housing Act or sec-
tion 21A of the Federal Home Loan Bank Act (or under any similar
provision of law).

(¢c) EFFECTIVE DATE.—

(1) IN GENERAL.—Except as otherwise provided in this sub-
section—

(A) The provisions of this section shall apply to taxable
vears ending after March 4, 1991, but only with respect to

FSLIC assistance not credited before March 4, 1991.

(B) If any FSLIC assistance not credited before March

4, 1991, is with respect to a loss sustained or charge-off in a

taxable year ending before March 4, 1991, for purposes of

determining the amount of any net operating loss carryover

to a taxable year ending after on or after March 4, 1991,

the provisions of this section shall apply to such assistance

for purposes of determining the amount of the net operating
loss for the taxable year in which such loss was sustained
or debt written off. Except as provided in the preceding sen-
tence, this section shall not apply to any FSLIC assistance
with respect to a loss sustained or charge-off in a taxable

year ending before March 4, 1991.

(2) ExceprioNns.—The provisions of this section shall not
apply to any assistance to which the amendments made by sec-
tion 1401(a)3) of the Financial Institution Reform, Recovery,
and Enforcement Act of 1989 apply.

(3) UNDERPAYMENT OF ESTIMATED TAX.—In the case of any
required installment the due date for which occurs before the
date of the enactment of this Act, no addition to tax shall be

. made under section 6654 or 6655 of the Internal Revenue Code
of 1986 with respect to any underpayment to the extent such un-
derpayment was created or increased by the treatment of FSLIC
assistance credited before such date in a manner other than the
manner described in subsection (a). All reductions in install-
ments by reason of the preceding sentence shall be recaptured by
increasing the amount of the Ist required installment occurring
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on or after the date of the enactment of this Act by the amount
of such reductions.
SEC. 3003. SPECIAL RULES FOR
5 PR OLES YgARRENTAL USE OF DWELLING FOR LESS THAN

(@) IN GENERAL.—Section 280A is amended by striking subsec-
tion (g) and inserting:

“(g) SPECIAL RULE FOR CERTAIN RENTAL USE.—Notwithstand-
ing any other provision of this section or section 183, if the principal
residence of the taxpayer is actually rented for less than 15 days
during the taxable year for the purpose of providing accommoda-
tions to visitors to an event for which commercial rental accommo-
dations in the community holding the event are not sufficient to
reasonably provide more than one-half of the accommodations neces-
sary (and the rental income received by the taxpayer for any visitor
is not greater than a reasonable rental rate charged per individual
guest by commercial rental accommodations), then—

‘(1) no deduction otherwise allowable under this chapter
because of the rental use of such dwelling unit shall be al-
lowed, and

“(2) the income derived from such use for the taxable year
shall not be included in the gross income of such taxpayer
under section 61.

“h) REGULATIONS.—The Secretary shall prescribe such regula-
tions as may be appropriate to carry out the purposes of this section,
including regulations providing such de minimis rules as the Secre-
tary may deem appropriate.’.

(b) EFFECTIVE DATE.—The amendment made by subsection (a)
shall apply to taxable years beginning after the date of the enact-
ment of this Act.

SEC. 3004. INCREASE IN RECOVERY PERIOD FOR NONRESIDENTIAL REAL
PROPERTY.

(a) GENERAL RULE.—Paragraph (1) of section 168(c) (relating to
applicable recovery period) is amended by striking the item relating
to nonresidential real property and inserting the following:

“Nonresidential real property ............ccvicneasens 40 years.”.

(b) EFFECTIVE DATE.—

(1) IN GENERAL.—Except as provided in paragraph (2), the
amendment made by subsection (a) shall apply to property
placed in service by the taxpayer on or after July 28, 1992.

(2) ExceptioN.—The amendments made by this section
shall not apply to property placed in service by the taxpayer
before January 1, 1995, if—

(A) the taxpayer or a qualified person entered into a
binding written contract to purchase or construct such
property before July 28, 1992, or

(B) the construction of such property was commenced
by or for the taxpayer or a qualified person before July 26,
1992.

For purposes of this paragraph, the term “qualified person’
means any person who transfers his rights in such a contract or
such property to the taxpayer but only if the property is not

laced in service by such person before such rights are trans-

ferred to the taxpayer.

2
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SEC. 3005. MODIFICATIONS TO DEDUCTIONS FOR CERTAIN MOVING EX-
PENSES.

(a) REPEAL OF DEDUCTION FOR QUALIFIED RESIDENCE SALE,

Erc., EXPENSES.— _ o
(1) IN ceNEraL.—Paragraph (1) of section 217(b) (defining
moving expenses) is amended by inserting “or” at the end of
subparagraph (C), by striking *, or” at the end of subparagraph

(D) and inserting a period, and by striking subparagraph (E).

(2) CONFORMING AMENDMENTS.—

(A) Subsection (b) of section 217 is amended by striking
paragraph (2) and redesignating paragraph (3) as para-
graph (2). oy .

(B) Section 217 is amended by striking subsection (e).

(b) DEDUCTION DISALLOWED FOR MEAL ExpeNnses.—Paragraph
(1) of section 217(b) is amended—

(1) by striking “meals and lodging” in subparagraphs (B),

(C) and (D) and inserting ‘“lodging’, and

(2) by adding at the end thereof the following new sentence:

“Such term shall not include any expenses for meals.”

(c) OVERALL LIMITATION.—

(1) In GENEraL.—Subparagraph (A) of section 217(b)?2) (as
redesignated by subsection (a)) is amended to read as follows:

“A) DoLLar rimrts.—The aggregate amount allowable
as a deduction under subsection (a) in connection with a
commencement of work shall not exceed $10,000. The aggre-
gate amount allowable as a deduction under subsection (a)
in connection with a commencement of work which is at-
tributable to expenses described in subparagraphs (C) or (D)
of paragraph (1) shall not exceed $1,500.”

(2) CONFORMING AMENDMENTS.—

(A) Subparagraph (B) of section 217(b)X?2) (as so redesig-
nated) is amended by striking the second sentence and in-
serting the following: “In the case of a husband and wife
filing separate returns, subparagraph (A) shall be applied
by substituting ‘$750° for ‘$1,500°, and by substituting
‘$5,000° for ‘$10,000.”

(B) Paragraph (1) of section 217(h) is amended by strik-
ing subparagraphs (B) and (C) and inserting the following:

“(B) subsection (b)(2XA) shall be applied by substituting
‘84,500’ for ‘$1,500’, and

“C) appropriate adjustments to the application of the
last sentence of subsection (bX2)(B) shall be made to take
into account the prouvisions of subparagraph (B) of this
paragraph.”

(d) INCREASE IN MILEAGE REQUIREMENTS.—Paragraph (1) of sec-
tion 217(c) is amended by striking “35 miles” each place it appears
and inserting ‘60 miles”.

(e) ErFectivE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 1992.

SEC. 3006. EXTENSION OF TOP ESTATE AND GIFT TAX RATES.

(a) GENERAL RULE.—

(1) Subparagraph (A) of section 2001(c)2) (relating to rate
schedule) is amended by striking “1993” and inserting “1998”.
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@ S‘ybpar;agraph (D) of section 2001(cA?) is amended by
striking “1993” each place it appears (including in the subpara-
graph heading) and inserting “1998"

(3) Paragraph (3) of section 2001(c) is amended by striking
“1992” and inserting “1997"
(b) EFFECTIVE DATE.—The amendments made by subsection (a)
shall apply in the case of decedents dying, and gifts made, after De-
cember 31, 1992.

SEC. 3007. DENIAL OF DEDUCTION RELATING TO TRAVEL EXPENSES.

(@) IN GENERAL.—Section 274(m) (relating to additional limita-
tions on travel expenses) is amended by adding at the end thereof
the following new paragraph:

“‘3) TRAVEL EXPENSES OF SPOUSE, DEPENDENT, OR
OTHERS.—No deduction shall be allowed under this chapter for
travel expenses paid or incurred with respect to a spouse, de-
pendent, or other individual accompanying the taxpayer (or an
officer or employee of the taxpayer) on business travel, unless—

“(A) the spouse, dependent, or other individual is an
employee of the taxpayer,

“(B) the travel of the spouse, dependent, or other indi-
vidual is for a bona fide business purpose, and

“(C) such expenses would otherwise be deductible by
the spouse, dependent, or other individual.”

(b) EFFecTIVE DATE.—The amendment made by this section
shall apply to amounts paid or incurred after December 31, 1992.

SEC. 3008. TREATMENT OF CERTAIN HIGH YIELD DISCOUNT OBLIGATIONS.

(@) IN GENERAL.—Paragraphs (1)A) and (2)(A) of section 163()
(relating to applicable high yield discount obligations) are each
amended by striking ‘5 years’ and inserting ‘“} years”.

(b) EFFEcTIVE DATE.—The amendments made by subsection (a)
shall apply to instruments issued after the date of the enactment of
this Act. )
SEC. 3009. ELIMINATION OF DEDUCTION FOR CLUB MEMBERSHIP FEES.

(a) IN GENERAL.—Subsection (a) of section 27} (relating to disal-
lowance of certain entertainment, etc., expenses) is amended by
adding at the end thereof the following new paragraph:

“3) DENIAL OF DEDUCTION FOR CLUB DUES.—Notwithstand-
ing the preceding provisions of this subsection, no deduction
shall be allowed under this chapter for amounts paid or in-
curred for membership in any club organized for business,
pleasure, recreation, or other social purpose.”

(b) ErFrFecTiVE DATE.—The amendment made by this section
shall apply to amounts paid or incurred after December 31, 1992.

SEC. 3010. INCREASE IN CASUALTY LOSS DEDUCTIBLE.
(@) IN GENERAL.—Paragraph (1) of section 165(h) (relating to
treatment of casualty gains and losses) is amended—
(1) by striking “$100 LiMITATION” in the heading and in-
serting “LIMITATION’, and
(2) by striking “$100” in the text and inserting “$500".
(b) Loss DepuctIBLE INDEXED FOR INFLATION.—Subsection (h)
of section 165 is amended by adding at the end thereof the following

new paragraph:
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“(5) INFLATION ADJUSTMENT OF PER CASUALTY LIMITA-
TION.—In the case of any taxable year beginning after 1993, the
dollar amount contained in paragraph (1) shall be increased by
an amount equal to—

“(A) such dollar amount, multiplied by

““B) the cost-of-living adjustment determined under
section 1(f\3) for the calendar year in which such taxable
year begins, by substituting ‘calendar year 1992’ for ‘calen-
dar year 1989’ in subparagraph (B) thereof.

If any increase determined under the preceding sentence is not a

multiple of $10, such increase shall be rounded to the nearest

multiple of $10.”

(¢) EFFecTiVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 1992.

SEC. 3011. ADDITIONAL SUBSTANTIATION REQUIREMENTS FOR CERTAIN
MEALS AND ENTERTAINMENT EXPENSES.

(a) GENERAL RuLe.—Subsection (d) of section 274 (relating to
substantiation requirements) is amended by adding at the end there-
of the following new sentence: “In the case of an expense for any
meal referred to in paragraph (1) or an item referred to in para-
graph (2), the taxpayer shall not be treated as meeting the substan-
tiation requirements of this subsection with respect to the amount of
such expense or item unless such amount is shown on a receipt
which is prepared by the provider of the meal, entertainment,
amusement, or recreation (as the case may be) and which is provid-
ed at the time of (or within a reasonable period of time after) the
furnishing of the meal, entertainment, amusement, or recreation (as
the case may be).”

(b) EFFecTIVE DATE.—The amendment made by subsection (a)
shall apply to expenses paid or incurred after December 31, 1992.
SEC. 3012. PA;ISéXIE; %CTI VITY LOSSES AND CREDITS REDUCED UNDER SEC-

(a) IN GENERAL.—Section 108(b)(2) is amended by adding after
subparagraph (E) the following new subparagraph.:

“(F) PASSIVE ACTIVITY LOSS AND CREDIT CARRYOVERS.—

Any passive activity loss or credit carryover of the taxpayer

under section 469(b) from the taxable year of the dis-

charge.”

(b) CoNFORMING AMENDMENT.—Subparagraph (B) of section
108(b)(<‘?‘) is amended by adding at the end the following new sen-
tence: “The reduction described in subparagraph (F) in any passive
activity credit carryover shall be 33 ¥, cents for each dollar excluded
by subsection (a).”

(¢) EFFecTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 321, 1992.

SEC. 3013. REPEAL OF STOCK FOR DEBT EXCEPTION IN DETERMI,
INCOME FROM DISCHARGE OF INDEBTEDNESS, NING

(@) IN GENERAL.—Subsection (e) of section 108 of the I
Revenue Code of 1986 is amended— 4 " of the Internal
(1) by striking paragraph (10) and redesignati
(11) as paragraph_ (10), and gnating paragraph
(2) by amending paragraph (8) to read as follows.
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“(8) INDEBTEDNESS SATISFIED BY CORPORATION’S STOCK.—
For purposes of determining income of a debtor from discharge
of indebtedness, if a debtor corporation transfers stock to a cred-
itor in satisfaction of its indebtedness, such corporation shall be
treated as having satisfied the indebtedness with an amount of
money equal to the fair market value of the stock.”

(b) CONFORMING AMENDMENT.—Paragraph (5) of section 382(1)
is amended by striking subparagraph (C) and by redesignating sub;
paragraphs (D) through (H) as subparagraphs (C) through (G), re-
spectively.

(¢) EFFECTIVE DATE.—

(1) IN GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to stock trans-
ferred after July 9, 1992, in satisfaction of any indebtedness.

(2) ExcepTiON.—The amendments made by this section
shall not apply to stock transferred in satisfaction of any in-
debtedness if such transfer is in a title 11 or similar case (as
defined in section 368(a)3XA) of the Internal Revenue Code of
1986) which was filed on or before July 9, 1992.

(3) ExceprioNn.—The amendments made by this section
shall not apply to any stock transferred in satisfaction of any
indebtedness if such transfer occurs on or before December 31,
1998, and—

(A) the taxpayer had filed with the Securities and Ex-
change Commission on or before July 9, 1992, a registration
statement which proposed a stock-for-debt exchange with
respect to such indebtedness, and which discussed the possi-
ble application of the stock-for-debt exception to such ex-
change, or

(B) the transfer is pursuant to a binding contract in
effect on July 9, 1992.

Subtitle B—Estimated Tax Provisions

SEC. 3101. INDIVIDUAL ESTIMATED TAX PROVISIONS.
(a) GENERAL RULE.—Paragraph (1) of section 6654(d) (relating
to amount of required installment) is amended— . '

(1) by striking “100 percent” in subparagraph (B)ii) and in-
serting “120 percent’, and

(9) by striking subparagraphs (C), (D), (E), and (F).

(b) CONFORMING AMENDMENTS.— . .

(1) Subparagraph (C) of section 6654()1) is amended by
striking “‘and without regard to subparagraph (C) of subsection
d)1)”.

(ax (2) Subparagraph (A) of section 6654G)3) is q,mended by
striking “and subsection (A)(1)(CXiii) shall not apply”. .

(3) Paragraph (4) of section 6654(1) is ar_nendeq’ by striking
“paragraphs (L(C)iv) and (2XB)(i) of subsection (d)” and insert-
ing “subsection (d)(2AB)i)". ‘ .
(c) ErrecTIVE DATE.—The amendments made by this subsection

shall apply to taxable years beginning after December 31, 1992.
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SEC. 3102. CORPORATE ESTIMATED TAX PROVISIONS.
(a) INCREASE IN ESTIMATED TAx.—
(1) IN GENERAL.—Subsection (d) of section 6655 (relating to
amount of required installments) is amended— '
(A) by striking “91 percent” each place it appears in
paragraph (1XB)) and inserting ‘100 percent’,
(B) by striking “91 PERCENT” in the heading of para-
graph (2) and inserting ‘100 PERCENT”, and
(C) by striking paragraph (3).
(2) CONFORMING AMENDMENTS.—
(A) Clause (ii) of section 6655(eX2)B) is amended by
striking the table contained therein and inserting the fol-
lowing new table:

“In the case of the following required installments: The applicable percentag; 5is:
Ist.......
2nd. 50
rd. 75
BB ottt sttt s b et a et b as e nens 100.”

(B) Clause (i) of section 6655(eX3)A) is amended by
striking “91 percent” and inserting ‘100 percent”.
(b) MODIFICATION OF PERIODS FOR APPLYING ANNUALIZATION.—
(1) Clause (i) of section 6655(e)(2)XA) is amended—
(A) by striking “or for the first 5 months” in subclause
1)

(B) by striking “or for the first 8 months” in subclause
1D, and
(C) by striking ‘“or for the first 11 months” in subclause
av).
(2) Paragraph (2) of section 6655(e) is amended by adding at
the end thereof the following new subparagraph:
““C) ELECTION FOR DIFFERENT ANNUALIZATION PERI-
OoDS. —
“G) If the taxpayer makes an election under this
clause—
“(D subclause (ID) of subparagraph (A)i) shall
be applied by substituting ‘4 months’ for 3
months’,
‘(D) subclause (II) of subparagraph (A)G)
shall be applied by substituting ‘7 months’ for ‘6
months’, and
“(IID subclause (IV) of subparagraph (A)i)
shall be applied by substituting ‘10 months’ for ‘9
months’.
“Gi) If the taxpayer makes an election under this
clause—
“D subclause (ID) of subparagraph (A)G) shall
be applied by substituting ‘5 months’ for 8
months’,
“ap subclause (II) of subparagraph (A)G)
shall be applied by substituting ‘8 months’ for ‘6
months’ and
“a1D subclause (IV) of subparagraph (A)i)

shall be applied by substituting ‘11 months’ for ‘9
months’.
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“(iii) An election under clause (i) or (ii) shall apply
to the taxable year for which made and such an elec-
tion shall be effective only if made on or before the
date required for the payment of the second required
installment for such taxable year.”

() The last sentence of section 6655(/(3XA) is amended by
striking “and subsection (eX2XA)” and inserting “and, except in
the case of an election under subsection (e)(2)(C), subsection
(eX2)A)".

(¢) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 1992.

Subtitle C—Administrative Provisions

SEC. 3291. DI;ﬁIkLOWANCE OF INTEREST ON CERTAIN OVERPAYMENTS OF

(a) GENERAL RULE.—Subsection (e) of section 6611 is amended
to read as follows:
“(e) DISALLOWANCE OF INTEREST ON CERTAIN OVERPAYMENTS.—

‘(1) REFUNDS WITHIN 45 DAYS AFTER RETURN IS FILED.—If
any overpayment of tax imposed by this title is refunded within
45 days after the last day prescribed for filing the return of
such tax (determined without regard to any extension of time
for filing the return) or, in the case of a return filed after such
last date, is refunded within 45 days after the date the return is
filed, no interest shall be allowed under subsection (a) on such
overpayment.

“(2) REFUNDS AFTER CLAIM FOR CREDIT OR REFUND.—I[f—

“(A) the taxpayer files a claim for a credit or refund
for any overpayment of tax imposed by this title, and
“(B) such overpayment is refunded within 45 days after
such claim is filed,
no interest shall be allowed on such overpayment from the date
the claim is filed until the day the refund is made.

“(3) IRS INITIATED ADJUSTMENTS.—Notwithstanding any
other provision, if an adjustment, initiated by or on behalf of
the Secretary, results in a refund or credit of an overpayment,
interest on such overpayment shall be computed by subtracting
45 days from the number of days interest would otherwise be al-
lowed with respect to such overpayment.”

(b) EFFECTIVE DATES.—

(1) Paragraph (1) of section 6611(e) of the Internal Re_venue
Code of 1986 (as amended by subsection (a)) shall apply in the
case of returns the due date for which (determined without
regard to extensions) is on or after January 1, 1993.

(2) Paragraph (2) of section 6611(e) of such Code (as so
amended) shall apply in the case of claims for credit or refund
of any overpayment filed on or after January 1, 1994, regardless
of the taxable period to which such refund relates.

(3) Paragraph (3) of section 6611(e) of such Code (as so
amended) shall apply in the case of any refund paid on or after
January 1, 1994, regardless of the taxable period to which such
refund relates.
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SEC. 3202. INCREASE IN WITHHOLDING FROM SUPPLEMENTAL WAGE PAY-
MENTS.

If an employer elects under Treasury Regulation 31.3402(g) -1 to
determine the amount to be deducted and withheld from any sup-
plemental wage payment by using a flat percentage rate, the rate to
be used in determining the amount to be so deducted and withheld
shall not be less than 28 percent. The preceding sentence shall apply
to payments made after December 31, 1992.

Subtitle D—Alternative Taxable Years

SEC. 3301. ELECTION OF TAXABLE YEAR OTHER THAN REQUIRED TAXABLE
YEAR.

(a) LiviTATIONS ON TAXABLE YEARS WHIicH May B ELECT-
ED.—Subsection (b) of section 444 (relating to limitations on taxable
years which may be elected) is amended to read as follows:

“b) TaxaBLE YEAR Must BE SAME AS REPORTING PERIOD.—If
an entity has annual reports or statements—

“(1) which ascertain income, profit, or loss of the entity,
and
“(2) which are—

“(A) provided to shareholders, partners, or other propri-
etors, or

“(B) used for credit purposes,

the entity may make an election under subsection (a) only if the tax-
able year elected covers the same period as such reports or state-
ments.”

(b) PERIOD OF ELECTION.—Section }44(d)(2) (relating to period of
election) is amended to read as follows:

“C2) PERIOD OF ELECTION.—

“fA) IN GENERAL.—An election under subsection (a)
shall remain in effect until the partnership, S corporation,
or personal service corporation terminates the election and
adopts the required taxable year.

“(B) CHANGE NOT TREATED AS TERMINATION.—For pur-
poses of subparagraph (A), a change from a taxable year
which is not a required taxable year to another such tax-
able year shall not be treated as a termination ”

(c) ExceprioN FOR TrRUSTS.—Section 444(dX3) (relating to tiered
structures) is amended by adding at the end thereof the following
new subparagraph:

“lC) EXCEPTION FOR CERTAIN STRUCTURES THAT IN-
CLUDE TRUSTS.—An entity shall not be considered to be part
of a tiered structure to which subparagraph (A) applies
solely because a trust owning an interest in such entity is a
trust all of the beneficiaries of which use a calendar year
for their taxable year.”

(d) REGULATIONS.—Subsection (g) of section 444 (relating to reg-
ulations) is amended to read as follows:

“®) Recurations.—The Secretary shall prescribe such regula-

;ions as may be necessary to carry out the provisions of this section,
including regulations—
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Q0 to prevent the avoidance of the provisions of this sec-
tion through a change in entity or form of an entity,

“(2) to prevent the carryback to any preceding taxable year
of a net operating loss (or similar item) arising in any short tax-
able year created pursuant to an election or termination of an
election under this section, and

“(3) to provide for the termination of an election under sub-
section (a) if an entity does not continue to meet the require-
ments of subsection (b).”

SEC. 3302. REQUIRED PAYMENTS FOR ENTITIES ELECTING NOT TO HAVE
REQUIRED TAXABLE YEAR.
(a) ADDITIONAL REQUIRED PAYMENT.—

(1) IN GENERAL.—Section 7519(b) (defining required pay-
ment) is amended to read as follows:

“(b) REQUIRED PAYMENT.—For purposes of this section—

“1) IN GENERAL.—The term ‘required payment’ means,
with respect to any applicable election year of a partnership or
S corporation, an amount equal to the excess (if any) of—

“(A) the adjusted highest section 1 rate, multiplied by
the net base year income of the entity, over

‘“(B) the net required payment balance.

For purposes of paragraph (1)(A), the term ‘adjusted highest sec-
tion 1 rate’ means the highest rate of tax in effect under section
1 as of the close of the first required taxable year ending within
such year, plus 2 percentage points.

“(2) ADDITIONAL PAYMENT FOR NEW APPLICABLE ELECTION

‘“YA) IN GENERAL.—In the case of a new applicable elec-
tion year, the required payment shall include, in addition
to any amount determined under paragraph (1), the amount
determined under subparagraph (C).

“(B) NEwW APPLICABLE ELECTION YEAR.—For purposes of
this section, the term ‘new applicable election year’ means
any applicable election year—

“i) with respect to which the preceding taxable
year was not an applicable election year, or

‘i) which covers a different period than the pre-
ceding taxable year by reason of a change described in
section 444(d)2)B).

If any year described in the preceding sentence is a short

taxable year which does not include the last day of the re-

quired taxable year, the new applicable election year shall
be the taxable year following the short taxable year.

“CC) ADDITIONAL AMOUNT.—For purposes of subpara-
graph (A), the amount determined under this subparagraph
shall be—

“G) in the case of a year described in subparagraph

(B)(i), 75 percent of the required payment for the year,

and

“6it) in the case of a year described in subpara-
graph (B)(ii), 75 percent of the excess (if any) of—
“a) the required payment for the year, over
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“ID) the required payment for the year which
would have been computed if the change described
in subparagraph (B)ii) had not occurred.

“D) REQUIRED PAYMENT.—For purposes of this para-
graph, the term ‘required payment’ means the payment re-
quired by this section (determined without regard to this
paragraph).” . -
(9) Due pATE.—Paragraph (2) of section 7519(f) (defining

due date) is amended te read as follows:
“(2) DUE DATE.— )

““A) IN GENERAL.—Except as provided in subparagraph
(B), the amount of any required payment for any applicable
election year shall be paid on or before May 15 of the calen-
dar year following the calendar year in which the applica-
ble election year begins.

‘‘B) SPECIAL RULE WHERE NEW APPLICABLE ELECTION
YEAR ADOPTED.—In the case of a new applicable election
year, the portion of any required payment determined under
subsection (b)X(2) shall be paid on or before September 15 of
the calendar year in which the applicable election year
begins.”

(3) PENALTIES.—

(A) IN GENERAL.—Section 7519(f(}) (relating to penal-
ties) is amended by adding at the end thereof the following
new subparagraph:

“{D) FAILURE TO PAY ADDITIONAL AMOUNT.—In the case
of any failure by any entity to pay on the date prescribed
therefore the portion of any required payment described in
subsection (b)(2) for any applicable election year—

“(i) subparagraph (A) shall not apply, but
“(ii) the entity shall, for purposes of this title, be
treated as having terminated the election under section

444 f’o,r such year and changed to the required taxable

year.

(B) CONFORMING AMENDMENT.—Section 7519()(4XA) is
amended by striking “In” and inserting “Except as provid-
ed in subparagraph (D), in”.

(4) REFUNDS.—Section 7519(c)2)XA) (relating to refund of
payments) is amended to read as follows:

“lA) an election under section 444 is not in effect for
any year but was in effect for the preceding year, or’.

(5) CONFORMING AMENDMENTS.—

(A) Paragraph (1) of section 7519(c) is amended—

(i) by striking ‘“subsection (B)(2)” and inserting

“subsection (bX1)(B)’’, and

(it) by striking ‘“subsection (b)1)” and inserting
“subsection (bX1)XA)”,
. (B) Subsection (d) of section 7519 is amended by strik-
ing paragraph (4) and redesignating paragraph (5) as para-
graph (4).
(b) OTHER DEFINITIONS AND SPECIAL RULES.—
) REEjUND.—Parqgraph (3) of section 7519(c) (relating to
date on which refund is payable) is amended in the matter pre-
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ceding subparagraph (A) by striking “on the later of” and in-
serting “by the later of”’,

(2) DEFERRAL RATIO.—The last sentence of paragraph (1) of
section 7519(d) is amended to read as follows: “Except as pro-
vided in regulations, the term ‘deferral ratio’ means the ratio
which the number of months in the deferral period of the appli-
cable election year bears to the number of months in the appli-
cable election year.”

(3) NET INcoME.—Paragraph (2) of section 7519d) is
amended by adding at the end the following new subparagraph:

“(D) EXCESS APPLICABLE PAYMENTS FOR BASE YEAR.—In
the case of any new applicable election year, the net income
for the base year shall be increased by the excess (if any)

of—

“) the applicable payments taken into account in
determining net income for the base year, over

“(ii) 120 percent of the average amount of applica-
ble payments made during the first 3 taxable years pre-
ceding the base year.”

(4) DEFERRAL PERIOD.—Paragraph (1) of section 7519(e) (de-
fining deferral period) is amended to read as follows:

‘Y1) DEFERRAL PERIOD.—Except as provided in regulations,
the term ‘deferral period’ means, with respect to any taxable
year of the entity, the months between—

“(A) the beginning of such year, and

“(B) the close of the first required taxable year (as de-
fined in section }44(e)) ending within such year.”

(9) BASE YEAR.—

(A) IN GENERAL.—Paragraph (2XA) of section 7519(e)
(defining base year) is amended to read as follows:

“(A) Base YEAR.—The term ‘base year’ means, with re-
spect to any applicable election year, the first taxable year
of 12 months (or 52 0953 weeks) of the partnership or S cor-
poration preceding such applicable election year.”

(B) CONFORMING AMENDMENT.—Paragraph (2) of sub-
section (g) of section 7519 is amended to read as follows:
“C2) there is no base year described in subsection (eX2XA) or

no preceding taxable year described in section 280H(c)X1XA)i).”
(c) INTEREST.—Section 7519(f)(3) (relating to interest) is amend-
ed to read as follows:

“(3) INTEREST.—For purposes of determining interest, any
payment required by this section shall be treated as a tax,
except that interest shall be allowed with respect to any refund
of a payment under this section only for the period from the
latest date specified in subsection (c)(8) for such refund to the
actual date of payment of such refund.”

SEC. 3303. LIMITATION ON CERTAIN AMOUNTS PAID TO EMPLOYEE-OWNERS
OF PERSONAL SERVICE CORPORATIONS.
(a) CARRYOVER OF NONDEDUCTIBLE AMOUNTS.—Subsection (b) of
section 280H (relating to carryover of nondeductible amounts) is
amended to read as follows:
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“b) CARRYOVER OF NONDEDUCTIBLE AMOUNTS.—Any amount
not allowed as a deduction for a taxable year pursuant to subsection
(a) shall be allowed as a deduction in the succeeding taxable year.”

(b) Minimum DIsTRIBUTION REQUIREMENT.—Paragraph (1) of
section 280H(c) is amended to read as follows:

“1) IN GENERAL.—A personal service corporation meets the
minimum distribution requirements of this subsection if the ap-
plicable amounts paid during the deferral period of the taxable
year equal or exceed the lesser of—

“(A) 110 percent of the product of—

“4) the applicable amounts paid during the first
preceding taxable year of 12 months (or 52 0953 weeks),
divided by 12, and

“Gi) the number of months in the deferral period
of the taxable year, or
‘“B) 110 percent of the amount equal to the applicable

percentage of the adjusted taxable income for the deferral

period of the taxable year.”

(c) DisaLLowance oF NOL CARRYBACKS.—Subsection (e) of sec-
tion 280H (relating to disallowance of net operating loss carrybacks)
is amended by striking “to (or from)” and inserting “from”.

(d) CoNFORMING AMENDMENT.—Subparagraph (A) of section
280H(f)X3) (relating to deferral period) is amended by striking “sec-
tion 444()4)" and inserting “section 7519(e)1)”’.

SEC. 3304. EFFECTIVE DATE.
The amendments made by this subtitle shall apply to taxable
years beginning after December 31, 1992.

TITLE IV—SIMPLIFICATION PROVISIONS

Subtitle A—Provisions Relating to Individuals

PART I—PROVISIONS RELATING TO EARNED
INCOME CREDIT

SEC. 4101. REPEAL OF CERTAIN INTERACTION RULES.

(a) REPEAL OF INTERACTION WITH MEDICAL ExPENSE DEDUC-
TI0N.—Section 213 (relating to medical, dental, etc., expenses) is
amended by striking subsection (f).

(b) REPEAL oF INTERACTION WITH DEDUCTION FOR HEALTH IN-
SURANCE CoSTS OF SELF-EMPLOYED.—Paragraph (3) of section 162(1)
(relating to special rules for health insurance costs of self-employed
individuals) is amended to read as follows:

“3) COORDINATION WITH MEDICAL DEDUCTION.—Any
amount paid by a taxpayer for insurance to which paragraph

(1) applies shall not be taken into account in computing the

amount allowable to the taxpayer as a deduction under section

213(a).”

(c) REPEAL OF INTERACTION WiTH DEPENDENT CARE CREDIT.—
Subparagraph (D) of section 32(b)(1) (relating to supplemental young
child credit) is amended by striking the second sentence.
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(d) EFFeECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 1992.

SEC. 4102. MILITARY PERSONNEL STATIONED OUTSIDE THE UNITED
STATES NO LONGER EXCLUDED FROM EARNED INCOME
CREDIT, ETC.

(a) IN GENERAL.—Subparagraph (E) of section 32(c)3) (defining
qualified child) is amended by adding ut the end thereof the follow-
ing new sentence: “The preceding sentence shall not apply during
any period during which the taxpayer is stationed outside the
United States while serving on extended active duty (as defined in
section 1034(hX3) with the Armed Forces of the United States.”

(b) REPORTING OF MILITARY EARNED INCOME.—Subsection (a) of
section 6051 (relating to receipts for employees) is amended by strik-
ing “and” at the end of paragraph (8), by striking the period at the
end of paragraph (9) and by inserting “, and”, and by inserting after
paragraph (9) the following new paragraph:

“10) in the case of an employee who is a member of the

Armed Forces of the United States, such employee’s earned

income as determined for purposes of section 32 (relating to

earned income credit).”

(c) ADVANCE PAYMENT OF EARNED INcoME CREDIT BASED ON
MiLitary EARNED INcoME.—Paragraph (1) of section 3507(c) (defin-
ing earned income advance amount) is amended by adding at the
end thereof the following new sentence:

“In the case of an employee who is a member of the Armed

Forces of the United States, the earned income advance amount

shall be determined by taking into account such employee’s

earned income as determined for purposes of section 32.”

(d) EFFECTIVE DATES.—

(1) Sussection (a)—The amendment made by subsection

(a) shall apply to taxable years beginning after December 31,

1992.

(2) Sussections (b) AND (c).—The amendments made by
subsections (b) and (c) shall apply to remuneration paid after

December 31, 1992.

PART II—PROVISIONS RELATING TO ROLLOVER
OF GAIN ON SALE OF PRINCIPAL RESIDENCE

SEC. 4111. MULTIPLE SALES WITHIN ROLLOVER PERIOD.

(a) GENERAL RULE.—

(1) Section 103} (relating to rollover of gain on sale of prin-
cipal residence) is amended by striking subsection (d).

(2) Paragraph (}) of section 1084(c) is amended to read as
ollows: .
F “¢4) If the taxpayer, during the period described in subsec-
tion (a), purchases more than 1 residence which is used by him
as his principal residence at some time within 2 years after the
date of the sale of the old residence, only the first of such resi-
dences so used by him after the date of such sale shall consti-

tute the new residence. ”
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(3) Subsections (h)1) and (k) of section 1034 are each
amended by striking ‘“(other than the 2 years referred to in sub-
section (c)4)”. . )
(b) ErrecTivE DaTE.—The amendments made by this section

shall apply to sales of old residences (within the meaning of section
1034 of the Internal Revenue Code of 1986) after the date of the en-
actment of this Act.

SEC. 4112. SPECIAL RULES IN CASE OF DIVORCE. )

(a) IN GENERAL.—Subsection (c) of section 1034 is amended by
adding at the end thereof the following new paragraph:

‘ 5 ) I o

‘ “f(:A) a residence is sold by an individual pursuant to a

divorce or marital separation, and ‘ o

“(B) the taxpayer used such residence as his principal
residence at any time during the 2-year period ending on
the date of such sale, )

for purposes of this section, such residence shall be treated as

the taxpayer’s principal residence at the time of such sale.”

(b) ErreCTIVE DATES.—The amendment made by subsection (a)
shall apply to sales of old residences (within the meaning of section
1034 of the Internal Revenue Code of 1986) after the date of the en-
actment of this Act.

SEC. 4113, EXTENSION OF ROLLOVER PERIOD WHERE TAXPAYER HAS SUB-
STANTIAL FROZEN DEPOSITS.

(a) GENERAL RULE.—Section 1034 (relating to rollover of gain
on sale of principal residence) is amended by redesignating subsec-
tion (1) as subsection (m) and by inserting after subsection (k) the
following new subsection:

“@1) ExTeEnsioON WHERE TAXPAYER Has SUBSTANTIAL FrozENn
DEPOSITS.—

“(1) IN GENERAL.—The running of any period of time speci-
fied in subsection (a) or (c) (other than the 2 years referred to in
subsection (c)4)) shall be suspended during any time that the
taxpayer has substantial frozen deposits after the date of the
sale of the old residence; except that any such period of time as
so suspended shall not extend beyond the date 4 years after the
date of the sale of the old residence.

“(2) SUBSTANTIAL FROZEN DEPOSITS.—For purposes of this
subsection—

“CA) IN GENERAL.—A taxpayer shall be treated as
having substantial frozen deposits for any period during
which the aggregate frozen deposits of the taxpayer exceed
50 percent of the net amount realized from the sale of the
old residence.

“(B) FrozeN DEPOSIT.—The term ‘frozen deposit’ means
deposit in a financial institution if such deposit may not be
withdrawn (during a period of at least 5 days) because of—

_ “(i) the bankruptcy or insolvency of a financial in-
stitution, or
‘(i) any requirement imposed by the State in
which such institution is located by reason of the bank-
ruptcy or insolvency (or threat thereof) of 1 or more fi-
nancial institutions in such State.



191

“lC) NET AMOUNT REALIZED.—The net amount realized
from the sale of the old residence is the amount realized
from the sale of the old residence reduced—

“(1) as provided in subsection (b)1), and
“@it) by the amount of any indebtedness of the tax-
payer which was secured by the old residence.

3) TREATMENT OF MARRIED INDIVIDUALS.—If the old resi-
dence and the new residence are each used by the taxpayer and
the spouse of the taxpayer as their principal residence, such in-
dividuals shall be treated as one faxpayer for purposes of this
subsection.”

(b) EFFECTIVE DATE.—The amendment made by subsection (a)
shall apply to—

J (1) any residence sold or exchanged after December 31, 1990,
an

(2) any residence sold or exchanged on or before such date if

the period specified in section 1034(a) of the Internal Revenue

Code of 1986 (without regard to the amendment made by subsec-

tion (a)) has not expired before January 1, 1991.

PART III—OTHER PROVISIONS

SEC. 4121. DE MINIMIS EXCEPTION TO PASSIVE LOSS RULES.
(a) GENERAL RULE.—Section 469 (relating to passive activity
losses and credits limited) is amended—

(1) by striking subsection (m),

(9) by redesignating subsection (1) as subsection (m), and

(3) by inserting after subsection (k) the following new sub-
section:

‘4 DE MINIMIS EXCEPTION.—

“C1) INn GENERAL.—In the case of a natural person, subsec-
tion (a) shall not apply to the passive activity loss for any tax-
able year if the amount of such loss does not exceed $200.

““2) EXCEPTION FOR ITEMS ATTRIBUTABLE TO PUBLICLY
TRADED PARTNERSHIPS.—This subsection shall not apply to
items treated separately under subsection (k) (and such items
shall not be taken into account in determining whether para-
graph (1) applies to the taxpayer for the taxable year with re-
spect to other items).

‘3) EstaTES ELIGIBLE.—For purposes of this subsection, an
estate shall be treated as a natural person with respect to any
taxable year ending less than 2 years after the death of the de-
cedent.

“4) MARRIED INDIVIDUALS FILING SEPARATELY.—

““A) IN GENERAL.—This subsection shall not apply to a
taxpayer who—
‘i) is a married individual filing a separate
return for the taxable year, and
“(ii) does not live apart from his souse at all times
during such taxable year.
“B) Limviration.—Paragraph (1) shall be applied by
substituting ‘$100° for ‘$200’ in the case of a married indi-
vidual who files a separate return for the taxable year and

&,
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to whom this subsection applies after the application of
subparagraph (A).”
(b) CONFORMING AMENDMENTS.— . .
(1) Subparagraph (C) of section 56(b)(1) is amended by strik-
ing clause (ii) and redesignating the following clauses accord-
ingly.
gjé?) Subsection (b) of section 58 is amended by inserting
“and” at the end of paragraph (1), by striking paragraph (2),
and by redesignating paragraph (3) as paragraph (2). o
(3) Paragraph (4) of section 163(d) is amended by striking
subparagraph (E). .
(4) Subsection (d) of section 163 is amended by striking
paragraph (6).
(5) Subsection (h) of section 163 is amended by striking
paragraph (5).
(¢) EFrEcTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 1991.

SEC. 4122. PAYMENT OF TAX BY CREDIT CARD.
(a) GENERAL RULE.—Section 6311 is amended to read as fol-
lows:

“SEC. 6311. PAYMENT BY CHECK, MONEY ORDER, OR OTHER MEANS.

“la) AurHORITY TOo RECEIVE.—It shall be lawful for the Secre-
tary to receive for internal revenue taxes (or in payment for internal
revenue stamps) checks, money orders, or any other commercially ac-
ceptable means that the Secretary deems appropriate, including pay-
ment by use of credit cards or debit cards, to the extent and under
the conditions provided in regulations prescribed by the Secretary.

“b) ULtIMATE LiaBIiLity.—If a check, money order, or other
method of payment, including payment by credit card or debit card,
so received is not duly paid, or is paid and subsequently charged
back to the Secretary, the person by whom such check, or money
order, or other method of payment has been tendered shall remain
liable for the payment of the tax or for the stamps, and for all legal
penalties and additions, to the same extent as if such check, money
order, or other method of payment had not been tendered.

“(c) LiaBILITY OF BANKS AND OTHERS.—If any certified, treasur-
er’s, or cashier’s check (or other guaranteed draft), or any money
order, or any other means of payment that has been guaranteed by a
financial institution (such as a credit card or debit card transaction
which has been guaranteed expressly by a financial institution) so
received is not duly paid, the United States shall in addition to its
right to exact payment from the party originally indebted therefor,
have a lien for—

“(1) the amount of such check (or draft) upon all assets of
the financial institution on which drawn,
“(2) the amount of such money order upon all the assets of
the issuer thereof, or
“3) the guaranteed amount of any other transaction upon
all the assets of the institution making such guarantee,
and such amount shall be paid out of such assets in preference to
any other claims whatsoever against such financial institution,
issuer, or guaranteeing institution, except the necessary costs and ex-
penses of administration and the reimbursement of the United
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States for the amount expended in the redemption of the circulating
notes of such financial institution.

“(d) PAYMENT BY OTHER MEANS.—

‘(1) AUTHORITY TO PRESCRIBE REGULATIONS.—The Secretary
shall prescribe such regulations as the Secretary deems neces-
sary to recetve payment by commercially acceptable means, in-
cluding regulations that—

“(A) specify which methods of payment by commercial-
ly acceptable means will be acceptable,

_ “(B) specify when payment by such means will be con-
sidered received,

“(C) identify types of nontax matters related to pay-
ment by such means that are to be resolved by persons ulti-
mately liable for payment and financial intermediaries,
without the involvement of the Secretary, and

‘(D) ensure that tax matters will be resolved by the
Secretary, without the involvement of financial interme-
diaries.

“(2) AUTHORITY TO ENTER INTO CONTRACTS.—Notwithstand-
ing section 3718(f) of title 31, United States Code, the Secretary
is authorized to enter into contracts to obtain services related to
receiving payment by other means where cost beneficial to the
government and is further authorized to pay any fees required
by such contracts.

“(3) SPECIAL PROVISIONS FOR USE OF CREDIT CARDS.—If use
of credit cards is accepted as a method of payment of taxes pur-
suant to subsection (a)—

= ‘“CA) a payment of internal revenue tazes (or a payment

for internal revenue stamps) by a person by use of a credit
card shall not be subject to section 161 of the Truth-in-
Lending Act (15 US.C. 1666), or to any simtlar provisions
of State law, if the error alleged by the person is an error
relating to the underlying tax liability, rather than an
error relating to the credit card account such as a computa-
tional error or numerical transposition in the credit card
transaction or an issue as to whether the person authorized
payment by use of the credit card,

“‘B) a payment of internal revenue taxes (or a payment
for internal revenue stamps) shall not be subject to section
170 of the Truth-in-Lending Act (15 U.S.C. 1666i), or to any
similar provisions of State law,

“4C) a payment of internal revenue taxes (or a payment
for internal revenue stamps) by a person by use of a debit
card shall not be subject to section 908 of the Electronic
Fund Transfer Act (15 U.S.C. 1693f), or to any similar pro-
visions of State law, if the error alleged by the person is an
error relating to the underlying tax liability, rather than
an error relating to the debit card account such as a com-
putational error or numerical transposition in the debit
card transaction or an issue as to whether the person au-
thorized payment by use of the debit card,

“D) the term ‘creditor’ under section 103(f) of the
Truth-in-Lending Act (15 U.S.C. 1602(f) shall not include
the Secretary with respect to credit card transactions in



194

payment of internal revenue taxes (or payment for internal

revenue stamps), and .

“(E) notwithstanding any other prouision of law to the
contrary, in the case of payment made by credit card or
debit card transaction of an amount owed to a person as
the result of the correction of an error under section 161 of
the Truth-in-Lending Act (15 U.S.C. 1666) or section 908 of
the Electronic Fund Transfer Act (15 U.S.C. 1693f), the Sec-
retary is authorized to provide such amount to such person
as a credit to that person’s credit card or debit card ac-
count through the applicable credit card or debit card
system.

“e) CONFIDENTIALITY OF INFORMATION.—

“1) In GENERAL.—Except as otherwise authorized by this
subsection, no person may use or disclose any information relat-
ing to credit or debit card transactions obtained pursuant to
seotion 6103(k)(8) other than for purposes directly related to the
processing of such transactions, or the billing or collection of
amounts charged or debited pursuant thereto.

“(2) EXCEPTIONS.—

“CA) Debit or credit card issuers or others acting on
behalf of such issuers may also use and disclose such infor-
mation for purposes directly related to servicing an issuer’s
accounts.

““B) Debit or credit card issuers or others directly in-
volved in the processing of credit or debit card transactions
or the billing or collection of amounts charged or debited
thereto may also use and disclose such information for pur-
poses directly related to—

“ti) statistical risk and profitability assessment;

“(ii) transferring receivables, accounts, or interest
therein,;

“lii) auditing the account information;

4 “tiv) complying with Federal, State, or local law;

an

“(v) properly authorized civil, criminal, or regula-
tory investigation by Federal, State, or local authori-
ties.

“3) Procepures.—Use and disclosure of information
under this paragraph shall be made only to the extent author-
ized by written procedures promulgated by the Secretary.

“(4) CROSS REFERENCE.—

“For provision providing for civil damages for violation of paragraph (1),

see section 7431.”
(b) CLErRICAL AMENDMENT.—The table of sections for subchapter
B of chapter 64 is amended by striking the item relating to section
6311 and inserting the following:

“Sec. 6311. Payment by check, money order, or other means.”
(c) AMENDMENTS TO SECTIONS 6103 AND 7481 WiTH RESPECT TO
DIscLOSURE AUTHORIZATION.—

(1) Subsection (k) of section 6103 and (relating to confiden-
tiality and disclosure of returns and return information) is
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amer’zlded by adding at the end thereof the following new para-

“(8) DISCLOSURE OF INFORMATION TO ADMINISTER SECTION
6311.—The Secretary may disclose returns or return information
to financial institutions and others to the extent the Secretary
deems necessary for the administration of section 6311. Disclo-
sures of information for purposes other than to accept payments
by checks or money orders shall be made only to the extent au-
thorized by written procedures promulgated by the Secretary.”

(2) Section 7431 (relating to civil damages for unauthorized
disclosure of returns and return information) is amended by
adding at the end thereof the following new subsection:

“(8) SPecIAL RULE FOR INFORMATION OBTAINED UNDER SECTION
6103(kX8).—For purposes of this section, any reference to section
6103 shall be treated as including a reference to section 6311(e).”

(3) Section 6103(pX3XA) is amended by striking “or (6)” and
inserting in lieu thereof ‘“(6), or (8),”.

(d) EFFecTiVE DATE.—The amendments made by this section
shall take effect on the day 9 months after the date of the enact-
ment of this Act.

SEC. 4123. MODIFICATIONS TO ELECTION TO INCLUDE CHILD'S INCOME ON
PARENT’S RETURN.

(a) EvtciBiLity For ELecTION.—Clause (ii) of section 1(gX\7XA)
(relating to election to include certain unearned income of child on
parent’s return) is amended to read as follows:

“6i) such gross income is more than the amount de-
scribed in paragraph (4XA)GXD and less than 10 times
the amount so described,”’.

(b) CompuraTioNn oF TAax.—Subparagraph (B) of section 1(gX7)
(relating to income included on parent’s return) is amended—

(1) by striking “$1,000” in clause (i) and inserting “twice
the amount described in paragraph (4JXAXii)X1)’, and

(2) by amending subclause (II) of clause (ii) to read as fol-

lows:
“I) for each such child, 15 percent of the
lesser of the amount described in paragraph
UXAXiiXD) or the excess of the gross income of such
child over the amount so described, and”. )
(¢) MiniMum TAx.—Subparagraph (B of section 59GX1) is
amended by striking “$1,000” and inserting “twice the amount in
effect for the taxable year under section 63(cX5XA)’. ) )
(d) ErrectivE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 1991.

SEC. 4124. SIMPLIFIED FOREIGN TAX CREDIT LIMITATION FOR INDIVID-
UALS.

(a) GENERAL RULE.—Section 904 (relating to limitations on for-
eign tax credit) is amended by redesignating subsection (j) as subsec-
tion (k) and by inserting after subsection (i) the following new sub-
section:

“(G) SIMPLIFIED LIMITATION FOR CERTAIN INDIVIDUALS.—

“1) IN GENERAL.—In the case of an individual to whom
this subsection applies for any taxable year, the limitation of
subsection (a) shall be the lesser of—



196

“(A) 25 percent of such individual’s gross income for
the taxable year from sources without the United States, or
“‘B) the amount of the creditable foreign taxes paid or
accrued by the individual during the taxable year (deter-

mined without regard to subsection (c).

No taxes paid or accrued by the individual during such taxable
year may be deemed paid or accrued in any other taxable year
under subsection (c). . .

“9) INDIVIDUALS TO WHOM SUBSECTION APPLIES.—This sub-
section shall apply to an individual for any taxable year if—

“CA) the entire amount of such individual’s gross
income for the taxable year from sources without the
United States consists of qualified passive income, ]

‘““B) the amount of the creditable foreign taxes paid or
accrued by the individual during the taxable year does not
exceed $200 ($400 in the case of a joint return), and

“C) such individual elects to have this subsection
apply for the taxable year.

“(3) DeFINITIONS.—For purposes of this subsection—

“(A) QUALIFIED PASSIVE INCOME.—The term ‘qualified
passive income’ means any item of gross income if—

“) such item of income is passive income (as de-
fined in subsection (d)2XA) without regard to clause

(iit) thereof), and

“(ii) such item of income is shown on a payee state-
ment furnished to the individual.

“(B) CREDITABLE FOREIGN TAXES.—The term ‘creditable
foreign taxes’ means any taxes for which a credit is allow-
“able under section 901; except that such term shall not in-
clude any tax unless such tax is shown on a payee state-
ment furnished to such individual.

“(C) PAYEE STATEMENT.—The term ‘payee statement’
has the meaning given to such term by section 6724(d)(2).

‘D) ESTATES AND TRUSTS NOT ELIGIBLE.—This subsec-
tion shall not apply to any estate or trust.”

(b) EFrective DATE.—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1991.
SEC. 4125. TREATMENT OF PERSONAL TRANSACTIONS BY INDIVIDUALS
UNDER FOREIGN CURRENCY RULES.
(a) GENERAL RuLE.—Subsection (e) of section 988 (relating to
application to individuals) is amended to read as follows:
" “le) APPLICATION TO INDIVIDUALS.—

“(1) In geNErRaL.—The preceding provisions of this section
shall not apply to any section 988 transaction entered into by an
individual which is a personal transaction.

I ‘2) EXCLUSION FOR CERTAIN PERSONAL TRANSACTIONS.—
__ “(A) nonfunctional currency is disposed of by an indi-
vidual in any transaction, and
 “{B) such transaction is a personal transaction,
no gain shall be recognized for purposes of this subtitle by
reason of changes in exchange rates after such currency was ac-
quired by such individual and before such disposition. The pre-
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cegiing sentence shall not apply if the gain which would other-
wise be recognized exceeds $200.

_ “®) PERSONAL TRANSACTIONS.—For purposes of this subsec-
tion, the term ‘personal transaction’ means any transaction en-
tered into by an individual, except that such term shall not in-
clude any transaction to the extent that expenses properly allo-
cable to such transaction meet the requirements of section 162
or 212 (other than that part of section 212 dealing with ex-
penses incurred in connection with taxes).”

(b) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 1991.
SEC. 4126. TAX TREATMENT OF CERTAIN COMBAT PAY.

(@) MONTHLY EXCLUSION OF COMMISSIONED OFFICERS. —

(1) IN GENERAL.—Section 112(b) is amended by striking
“$500” and inserting “the applicable amount”,

(?) APPLICABLE AMOUNT.—Section 119(c) is amended by
adding at the end the following new paragraph:

“(5) APPLICABLE AMOUNT.—

““A) IN GENERAL.—The term ‘applicable amount’
means $2,000.

“(B) CosT-OF-LIVING ADJUSTMENT.—In the case of tax-
able years beginning after December 31, 1994, the $2,000
amount under subparagraph (A) shall be increased by an
amount equal to—

“i) $2,000, multiplied by

“Gi) the cost-of-living adjustment determined
under section 1(f)X3) for the calendar year in which the
taxable year begins, except that section 1(fX3)B) shall
be applied for purposes of this clause by substituting

‘calendar year 1993’ for ‘calendar year 1989’

(3) EFFECTIVE DATE.—The amendments made by this sub-
section shall apply to service in a combat zone after December
31, 1993.

(b) EXTENSION OF SPECIAL Tax TREATMENT FOR PRISONERS OF
War AND MisSING IN AcTION OF PERSIAN GULF CONFLICT.—

(1) IN GENERAL.—Paragraph (1) of section 112(d), as amend-
ed by subsection (c2)B), is amended by inserting “or the Per-
stan Gulf conflict” after “Vietnam conflict”. _

(2) CONFORMING AMENDMENT.—Paragraph (3) of section
112(d) is amended by adding at the end the following new sen-
tence: “For purposes of this subsection, an individual is in miss-
ing status as a result of the Persian Gulf conflict if, immediate-
ly before such status began, the individual was performing serv-
ice in the combat zone designated by Executive Order 12744
during the period of combatant activities, or the individual was
performing service in Southwest Asia and was entitled to spe-
cial pay for hostile fire or imminent danger under section 310 of
title 37, of the United States Code by reason of being in direct
support of military operations in such combat zone during such

riod.”’
pe (3) EFFeCTIVE DATE.—The amendments made by this sub-
section shall take effect on January 1, 1991.
(c) CLASSIFICATION OF VIETNAM SERVICE.—
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(1) IN GENERAL.—Section 112(c)(3) is amended by inserting
“ and May 7, 1975 shall be considered the date of termination
of combatant activities in the combat zone designated in Execu-
tive Order 11216 after “Executive Order 10195

(2) CONFORMING AMENDMENTS.— )

(A) The first sentence of section 112(d)3) is amended by
striking * and ends on the date designated by the Presi-
dent by Executive order as the date of the termination of
combatant activities in Vietnam’.

(B) Paragraphs (1) and (2) of section 112(d) are each
amended by striking ‘“during the Vietnam conflict as a
result of such conflict” and inserting “as a result of the
Vietnam conflict”.

(3) EFFecTIVE DATE.—The amendments made by this sub-
section shall take effect on the date of the enactment of this
Act, except that in the case of the Persian Gulf conflict, the
amendment made by paragraph (2XB) shall apply on and after
January 1, 1991.

(d) ExcrLusion oF COMBAT Pay FromM WITHHOLDING LIMITED TO
AmMoUNT ExcLupABLE FroM GROSS INCOME.—

(1) IN GeENERAL.—Paragraph (1) of section 3401(a) (defining
wages) is amended by inserting before the semicolon the follow-
ing: “to the extent remuneration for such service is excludable
from gross income under such section”.

(2) EFFECTIVE DATE.—The amendment made by subsection
(a) shall apply to remuneration paid after December 31, 1992.

SEC. 4127. EXPANDED ACCESS TO SIMPLIFIED INCOME TAX RETURNS.

(a) GENERAL RuLE.—The Secretary of the Treasury or his dele-
gate shall take such actions as may be appropriate to expand access
to simplified individual income tax returns and to otherwise simpli-
[y the individual income tax returns, including—

(1) (if appropriate) allowing taxpayers who itemize deduc-
tions to file their return on Form 1040A, and

(2) removing or raising the taxable income limitations on
taxpayers who may file Form 1040A.

(b) REPORT.—Not later than the date 1 year after the date of
the enactment of this Act, the Secretary of the Treasury or his dele-
gate shall submit a report to the Committee on Ways and Means of
the House of Representatives and the Committee on Finance of the
Senate, a report on his actions under subsection (a), together with
such recommendations as he may deem advisable.

SEC. 4128. TREATMENT OF CERTAIN REIMBURSED EXPENSE
MAIL CARRIERS. SES OF RURAL

(@) IN GENERAL.—Section 162 (relating to trade or business ex-
penses) is amended by redesignating subsection (m) as subsection (n)
and by inserting after subsection (1) the following new subsection.:

“{m) TREATMENT OF CERTAIN REIMBURSED EXPENSES OF RURAL
Mair CARRIERS.—

_“(1) GENERAL RULE.—In the case of any employee of the

United States Postal Service who performs services involving

the collection and delivery of mail on a rural route and who

receives qualified reimbursements for the expenses incurred by
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such employee for the use of a vehicle in performing such serv-
tces—

“(A) the amount allowable as a deduction under this
chapter for the use of a vehicle in performing such services
shall be equal to the amount of such qualified reimburse-
ments; and

“(B) such qualified reimbursements shall be treated as
paid under a reimbursement or other expense allowance ar-
rangement for purposes of section 62(a)X2XA) (and section
62(c) shall not apply to such qualified reimbursements).

‘“(2) DEFINITION OF QUALIFIED REIMBURSEMENTS.—For pur-
poses of this subsection, the term ‘qualified reimbursements’
means the amounts paid by the United States Postal Service to
employees as an equipment maintenance allowance under the
1991 collective bargaining agreement between the United States
Postal Service and the National Rural Letter Carriers’ Associa-
tion. Amounts paid as an equipment maintenance allowance by
such Postal Service under later collective bargaining agreements
that supersede the 1991 agreement shall be considered qualified
reimbursements if such amounts do not exceed the amounts
that would have been paid under the 1991 agreement, adjusted
for changes in the Consumer Price Index (as defined in section
I(fX5) since 1991.”

(b) TEcHNICAL AMENDMENT.—Section 6008 of the Technical and
Miscellaneous Revenue Act of 1988 is hereby repealed.

(¢c) EFFecTIiVE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 1991.

Subtitle B—Pension Simplification
PART I—SIMPLIFIED DISTRIBUTION RULES

SEC. 4201. REPEAL OF 5-YEAR INCOME AVERAGING FOR LUMP-SUM DISTRI-
BUTIONS.

(a) IN GENERAL.—Subsection (d) of section 402 (relating to tax-
ability of beneficiary of employees’ trust) is amended to read as fol-
lows:

‘“d) TAXABILITY OF BENEFICIARY OF CERTAIN FOREIGN SITUS
Trusts.—For purposes of subsections (a), (b), and (c), a stock bonus,
pension, or profit-sharing trust which would qualify for exemption
from tax under section 501(a) except for the fact that it is a trust
created or organized outside the United States shall be treated as if
it were a trust exempt from tax under section 501(a).”

(b) CONFORMING AMENDMENTS.— _

(1) Subparagraph (D) of section 40%(e)4}) (relating to other
rules applicable to exempt trusts) is amended to read as follows:
“(D) Lump sum DISTRIBUTION.—For purposes of this
paragraph— ‘
‘i) IN GENERAL.—The term ‘lump sum distribu-
tion’ means the distribution or payment within one
taxable year of the recipient of the balance to the credit
of an employee which becomes payable to the recipi-
ent—
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“) on account of the employee’s death,

“(ID) after the employee attains age 59%,

“(IID) on account of the employee's separation
from service, or _

“aV) after the employee has become disabled
(within the meaning of section 72(mX7)),

from a trust which forms a part of a plan described in
section 401(a) and which is exempt from tax under sec-
tion 501 or from a plan described in section 403(a).
Subclause (IID) of this clause shall be applied only with
respect to an individual who is an employee without
regard to section 401(cX1), and subclause (I V)_ shall be
applied only with respect to an employee within the
meaning of section 40I(c)1). For purposes of this
clause, a distribution to two or more trusts shall be
treated as a distribution to one recipient. For purposes
of this paragraph, the balance to the credit of the em-
ployee does not include the accumulated deductible em-
ployee contributions under the plan (within the mean-
ing of section 72(0)(%)).

‘i) AGGREGATION OF CERTAIN TRUSTS AND
PLANS.—For purposes of determining the balance to the
credit of an employee under clause (1)—

“ all trusts which are part of a plan shall
be treated as a single trust, all pension plans
maintained by the employer shall be treated as a
single plan, all profit-sharing plans maintained by
the employer shall be treated as a single plan, and
all stock bonus plans maintained by the employer
shall be treated as a single plan, and

“‘ID) trusts which are not qualified trusts
under section 40I(a) and annuity contracts which
do not satisfy the requirements of section 404(a)?)
shall not be taken into account.

“(iii) CoMMUNITY PROPERTY LAWS.—The provisions
of this paragraph shall be applied without regard to
community property laws.

“iv) AMOUNTS SUBJECT TO PENALTY.—This para-
graph shall not apply to amounts described in subpara-
graph (A) of section 72(m)5) to the extent that section
72(m)(5) applies to such amounts.

“(v) BALANCE TO CREDIT OF EMPLOYEE NOT TO IN-
CLUDE AMOUNTS PAYABLE UNDER QUALIFIED DOMESTIC
RELATIONS ORDER.—For purposes of this paragraph, the
balance to the credit of an employee shall not include
any amount payable to an alternate payee under a
qualified domestic relations order (within the meaning
of section 414(p).

“(vi) TRANSFERS TO COST-OF-LIVING ARRANGEMENT
NOT TREATED AS DISTRIBUTION.—For purposes of this
paragraph, the balance to the credit of an employee
under a defined contribution plan shall not include
any amount transferred from such defined contribution
plan to a qualified cost-of-living arrangement (within
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the meaning of section 415(kX2)) under a defined bene-

fit plan.

“tvii) LuMP-SUM DISTRIBUTIONS OF ALTERNATE

PAYEES.—If any distribution or payment of the balance
to the credit of an employee would be treated as a
lump-sum distribution, then, for purposes of this para-
graph, the payment under a qualified domestic rela-
tions order (within the meaning of section 414(p)) of the
balance to the credit of an alternate payee who is the
spouse or former spouse of the employee shall be treat-
ed as a lump-sum distribution. For purposes of this
clause, the balance to the credit of the alternate payee
shq,ll not include any amount payable to the employ-
ee.

(2) Section 402(c) (relating to rules applicable to rollovers
from exempt trusts) is amended by striking paragraph (10).

(8) Paragraph (1) of section 55(c) (defining regular tax) is
amended by striking “shall not include any tax imposed by sec-
tion 402(d) and’’.

(4) Paragraph (8) of section 62(a) (relating to certain portion
of lump-sum distributions from pension plans taxed under sec-
tion 402(d)) is hereby repealed.

(5) Section 401(a)(28)(B) (relating to coordination with dis-
tribution rules) is amended by striking clause (v).

(6) Subparagraph (BJ(ii) of section 401(k)10) (relating to dis-
tributions that must be lump-sum distributions) is amended to
read as follows:

“Gi) Lump sum DISTRIBUTION.—For purposes of this
subparagraph, the term ‘lump sum distribution’ means any
distribution of the balance to the credit of an employee im-
mediately before the distribution.”

(7) Section 406(c) (relating to termination of status as
deemed employee not to be treated as separation from service for
purposes of limitation of tax) is hereby repealed.

(8) Section 407(c) (relating to termination of status as
deemed employee not to be treated as separation from service for
purposes of limitation of tax) is hereby repealed.

(9) Section 691(c) (relating to deduction for estate tax) is
amended by striking paragraph (5).

(10) Paragraph (1) of section 871(b) (relating to imposition
of tax) is amended by striking “section I, 55, or 402(d)1)” and
inserting “section 1 or 557 _

(11) Subsection (b) of section 877 (relating to alternative tax)
is amended by striking “section 1, 55, or 402(d)1 ” and insert-
ing “section 1 or 55”.

(12) Section 4980A(c)4) is amended—

(A) by striking “to which an election under section
402(eX4)XB) applies” and inserting ‘(as defined in section
402(e)4)(D)) with respect to which the individual elects to
have this paragraph apply’,

(B) by adding at the end the following new flush sen-
tence:

“An individual may elect to have this paragraph apply to only
one lump-sum distribution.”, and
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(C) by striking the heading and”inserting:

“(4) SPECIAL ONE-TIME ELECTION.—".

(13) Section 402(e) is amended by striking paragraph (5).
(c) EFFECTIVE DATES.— _ .

(1) In GENErRaL—The amendments made by this section
shall apply to taxable years beginning after December 31, 1992.

(2) RETENTION OF CERTAIN TRANSITION RULES.—Notwith-
standing any other provision of this section, the amendments
made by this section shall not apply to any distribution for
which the taxpayer elects the benefits of section 1122 (h)3) or

(h)(5) of the Tax Reform Act of 1986. For purposes of the preced-

ing sentence, the rules of sections 402(cX10) and 402(d) (as in

effect after the amendments made by the Unemployment Com-
pensation Amendments of 1992 and before the amendments
made by this Act) shall apply.

SEC. 4202. REPEAL OF $5,000 EXCLUSION OF EMPLOYEES’ DEATH BENEFITS.

(o) IN GENERAL.—Subsection (b) of section 101 is hereby re-

ealed.
d (b) EFrecTivE DATE.—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1992.
SEC. 4203. SIMPLIFIED METHOD FOR TAXING ANNUITY DISTRIBUTIONS
UNDER CERTAIN EMPLOYER PLANS.

(a) GENERAL RULE.—Subsection (d) of section 72 (relating to an-
nuities; certain proceeds of endowment and life insurance contracts)
is amended to read as follows:

“d) SpeciAL RULES FORrR QUALIFIED EMPLOYER RETIREMENT
PrLANS.—

“(1) SIMPLIFIED METHOD OF TAXING ANNUITY PAYMENTS.—

“CfA) IN GeNERAL.—In the case of any amount received
as an annuity under a qualified employer retirement
plan—

“Ui) subsection (b) shall not apply, and

“(ii) the investment in the contract shall be recov-
ered as provided in this paragraph.

“‘B) METHOD OF RECOVERING INVESTMENT IN CON-
TRACT.—

“G) IN GENERAL.—Gross income shall not include
so much of any monthly annuity payment under a
qualified employer retirement plan as does not exceed
the amount obtained by dividing—

“(D the investment in the contract (as of the
annuity starting date), by
“ID the number of anticipated payments de-

termined under the table contained in clause (iii)

(or, in the case of a contract to which subsection

(cX3XB) applies, the number of monthly annuity

payments under such contract).

‘1)) CERTAIN RULES MADE APPLICABLE.—Rules
similar to the rules of paragraphs (2) and () of subsec-
tion (b) shall apply for purposes of this paragraph.

“(iii)) NUMBER OF ANTICIPATED PAYMENTS.—
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“If the age of the

primary annuitant on The number of

the annuity starting anticipated

date is: payment is:
INOL THOTE LRATL 58 ...osreeeeerseseseeiresisessesasissstsassssssasosssosesone 300
More than 55 but not more than 60...............rvvovvenncecs 260
More than 60 but not more than 65 240
More than 65 but not more than 70............cccveeecnvinennnnne 170
More than 70. 120

“(C) ADJUSTMENT FOR REFUND FEATURE NOT APPLICA-
BLE.—For purposes of this paragraph, investment in the
contract shall be determined under subsection (cX1) without
regard to subsection (cX2).

““D) SPECIAL RULE WHERE LUMP SUM PAID IN CONNEC-
TION WITH COMMENCEMENT OF ANNUITY PAYMENTS.—If, in
connection with the commencement of annuity payments
under any qualified employer retirement plan, the taxpayer
receives a lump sum payment—

“G) such payment shall be taxable under subsec-
tiocr; (e} as if received before the annuity starting date,
an

“Gii) the investment in the contract for purposes of
this paragraph shall be determined as if such payment
had been so received.

““E) ExceptioN.—This paragraph shall not apply in
any case where the primary annuitant has attained age 75
on the annuity starting date unless there are fewer than 5
years of guaranteed payments under the annuity.

“F) ADJUSTMENT WHERE ANNUITY PAYMENTS NOT ON
MONTHLY BASIS.—In any case where the annuity payments
are not made on a monthly basis, appropriate adjustments
in the application of this paragraph shall be made to take
into account the period on the basis of which such pay-
ments are made.

“G) QUALIFIED EMPLOYER RETIREMENT PLAN.—For
purposes of this paragraph, the term ‘qualified employer re-
tirement plan’ means any plan or contract described in
paragraph (1), (2), or (3) of section 4974(c).

“9) TREATMENT OF EMPLOYEE CONTRIBUTIONS UNDER DE-
FINED CONTRIBUTION PLANS.—For purposes of this section, em-
ployee contributions (and any income allocable thereto) under a
defined contribution plan may be treated as a separate con-
tract.”

(b) EFrecTIVE DATE.—The amendment made by this section
shall apply in cases where the annuity starting date is after Decem-
ber 31, 1992.

SEC. 4204. REQUIRED DISTRIBUTIONS.

(a) In GENERAL.—Section 401(a)9)(C) (defining required begin-
ning date) is amended to read as follows:

“(C) REQUIRED BEGINNING DATE.—For purposes of this

ragraph—

pe p“(i) IN GENERAL.—The term ‘required beginning

date’ means April 1 of the calendar year following the

later of—
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“I) the calendar year in which the employee
attains age 70%,

“(II) the calendar year in which the employee
retires.

“ti) Exceprion.—Subclause (II) of clause (i) shall
not apply— )

“(I) except as provided in section 409(d), in the
case of an employee who is a 5-percent owner (as
defined in section 416) with respect to the plan
year ending in the calendar year in which the em-
ployee attains age 70%, or

“II) for purposes of section 408(a)(6) or (b)3).
“iii) ACTUARIAL ADJUSTMENT.—In the case of an

employee to whom clause (iXII) applies who retires in a
calendar year after the calendar year in which the em-
ployee attains age 70%, the employee’s accrued benefit
shall be actuarially increased to take into account the
period after age 70% in which the employee was not re-
ceiving any benefits under the plan.

“Gv) EXCEPTION FOR GOVERNMENTAL AND CHURCH
PLANS.—Clauses (ii) and (iii) shall not apply in the
case of a governmental plan or church plan. For pur-
poses of this clause, the term ‘church plan’ means a
plan maintained by a church for church employees,
and the term ‘church’ means any church (as defined in
section 3121(wX3)A)) or qualified church-controlled or-
ganization (as defined in section 3121(w)3)(B)).”

(b) ErrecTIVE DATE.—The amendment made by subsection (a)
shall apply to years beginning after December 31, 1993.

PART II—INCREASED ACCESS TO PENSION PLANS

SEC. 4211. MODIFICATIONS OF SIMPLIFIED EMPLOYEE PENSIONS.

(@) INCREASE IN NUMBER OF ALLOWABLE PARTICIPANTS FOR
SALARY REDUCTION ARRANGEMENTS.—Section 408(k)X6)B) is amend-
ed by striking ‘25" each place it appears in the text and heading
thereof and inserting “100".

(b) REPEAL OF PARTICIPATION REQUIREMENT.—Section
408(k)X6)A) is amended by striking clause (it) and by redesignating
clauses (iii) and (iv) as clauses (ii) and (iii), respectively.

(c) ConrorMING AMENDMENTS.—Clause (ii) of section
408kR)E)C) and clause (ii) of section 408(k)X6)F) are each amended
%){ggr’z’kmg “subparagraph (A)iii)” and inserting ‘“subparagraph

)",

(d) EFFecTivE DATE.—The amendments made by this section
shall apply to years beginning after December 31, 1993.

SEC. 4212. TAX EXEMPT ORGANIZATIONS ELIGIBLE UNDER SECTION 401(k).

(a) GENERAL RULE.—Subparagraph (B) of section 401(k)}) is
amended to read as follows:

“(B) STATE AND LOCAL GOVERNMENTS NOT ELIGIBLE.—A
cash or deferred arrangement shall not be treated as a
qualified cash or deferred arrangement if it is part of a
plan maintained by a State or local government or political
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subdivision thereof, or any agency or instrumentality there-

of. This subparagraph shall not apply to a rural coopera-

tive plan.”

(b) EFFECTIVE DATE.—The amendment made by this section
shall apply to plan years beginning on or after December 31, 1993,
but shall not apply to any cash or deferred arrangement to which
cllquse (V) of section 1116(fX2XB) of the Tax Reform Act of 1986 ap-
plies.

SEC. 4213. DUTIES OF SPONSORS OF CERTAIN PROTOTYPE PLANS.

(a) IN GENERAL.—The Secretary of the Treasury may, as a con-
dition of sponsorship, prescribe rules defining the duties and respon-
sibilities of sponsors of master and prototype plans, regional proto-
type plans, and other Internal Revenue Service preapproved plans.

(b) DuriEs RELATING TO PLAN AMENDMENT, NOTIFICATION OF
ADOPTERS, AND PLAN ADMINISTRATION.—The duties and responsi-
bilities referred to in subsection (a) may include—

(1) the maintenance of lists of persons adopting the spon-
sor’s plans, including the updating of such lists not less fre-
quently than annually,

(2) the furnishing of notices at least annually to such per-
sons and to the Secretary or his delegate, in such form and at
such time as the Secretary shall prescribe,

(3) duties relating to administrative services to such persons
in the operation of their plans, and

(4) other duties that the Secretary considers necessary to
ensure that—

(A) the master and prototype, regional prototype, and
other preapproved plans of adopting employers are timely
amended to meet the requirements of the Internal Revenue
Code of 1986 or of any rule or regulation of the Secretary,
and

(B) adopting employers receive timely notification of
amendments and other actions taken by sponsors with re-
spect to their plans.

PART ITI—-NONDISCRIMINATION PROVISIONS

SEC. 4221. DEFINITION OF HIGHLY COMPENSATED EMPLOYEES.
(a) IN GENEraL.—Paragraph (1) of section 414(q) (defining
highly compensated employee) is amended to read as follows:
“7) In GENERAL.—The term ‘highly compensated employee’
means any employee who— _ ‘
“CA) was a 5-percent owner at any time during the year
or the preceding year, or .
““B) had compensation for the preceding year from the
employer in excess of $50,000.
The Secretary shall adjust the $50,000 amount under subpara-
aph (B) at the same time and in the same manner as under

section 415(d).”
(b) SpeciaL RurLe WHERE No EmpLOYEES TREATED AS HIGHLY

CoMPENSATED.—Paragraph (2) of section 414(g) is amended to read
as follows:
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“9) SPECIAL RULE IF NO EMPLOYEE DESCRIBED IN PARA-
GrapH (1).—If no employee is treated as a highly compensated
employee under paragraph (1), the highest paid officer for the
year shall be treated as a highly compensated employee. '
(c) TREATMENT OF FamiLy MEMBERS.—Paragraph (6) of section

414(q) is hereby repealed. -
" (d) CONFORMING AMENDMENTS.— ) '

(1) Paragraphs (4), (5), (8), and (12) of section 414(@q) are
hereby repealed. ]

(2)(A) Section 414(r) is amended by adding at the end there-
of the following new paragraph: )

“9) EXCLUDED EMPLOYEES.—For purposes of this subsec-
tion, the following employees shall be excluded:

“(A) Employees who have not completed 6 months of
service.

“B) Employees who normally work less than 17%
hours per week.

“(C) Employees who normally work not more than 6
months during any year.

“D) Employees who have not attained the age of 21.

‘“UE) Except to the extent provided in regulations, em-
ployees who are included in a unit of employees covered by

an agreement which the Secretary of Labor finds to be a

collective bargaining agreement between employee represent-

atives and the employer.
Except as provided by the Secretary, the employer may elect to
apply subparagraph (A), (B), (C), or (D) by substituting a shorter
period of service, smaller number of hours or months, or lower
age for the period of service, number of hours or months, or age
(as the case may be) specified in such subparagraph.”

(B) Subparagraph (A) of section 414(rX2) is amended by
striking “subsection (q)(8)” and inserting “paragraph (9)’.

(3) Paragraph (17) of section 401(a) is amended by striking
the last sentence.

(4) Subsection (1) of section 404 is amended by striking the
last sentence.

(5) Section 1114(c)}) of the Tax Reform Act of 1986 is
amended by adding at the end the following new sentence:
“Any reference in this paragraph to section 414(q) shall be treat-
ed as a reference to such section as in effect before the Revenue
Act of 1992.”

(e) EFFECTIVE DATE.—The amendments made by this section
shall apply to years beginning after December 31, 1993.
SEC. 4222. MODIFICATION OF ADDITIONAL PARTICIPATION REQUIREMENTS.
(a)'GENE:RAL RuLE.—Section 401(a)(26)(A) (relating to addition-
al participation requirements) is amended to read as follows:

“(A) IN GENERAL.—In the case of a trust which is a part of
a defined benefit plan, such trust shall not constitute a quali-
fied trust under this subsection unless on each day of the plan
year such trust benefits at least the lesser of—

“G) 50 employees of the employer, or
“(ii) the greater of—
“(I 40 percent of all employees of the employer, or
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“dD) 2 employees (or if there is only 1 employee,
such employee).”

_(b) SEPARATE LINE oF BUsINEss TEst.—Section 401(a)(26)XG) (re-
lating to separate line of business) is amended by striking “para-
graph (7)” and inserting ‘paragraph (2XA) or (7)”’.

(¢) EFFecTivE DATES.—The amendment made by this section
shall apply to years beginning after December 31, 1991.
SEC. 4223. NONDISCRIMINATION RULES FOR QUALIFIED CASH OR DE-

FERRED ARRANGEMENTS AND MATCHING CONTRIBUTIONS.

(a) ALTERNATIVE METHODS OF SATISFYING SECTION 401(k) NoN-
DISCRIMINATION TESTS.—Section 401(k) (relating to cash or deferred
arrangements) is amended by adding at the end thereof the follow-
ing new paragraph:

“411) ALTERNATIVE METHODS OF MEETING NONDISCRIMINA-

TION REQUIREMENTS.—

“YfA) IN GENERAL.—A cash or deferred arrangement
shall be treated as meeting the requirements of paragraph
(BXAXii) if such arrangement—

“Gi) meets the contribution requirements of sub-
paragraph (B) or (C), and
(D) “(ii) meets the notice requirements of subparagraph
‘{B) MATCHING CONTRIBUTIONS.—

“G) IN GENERAL.—The requirements of this sub-
paragraph are met if, under the arrangement, the em-
ployer makes matching contributions on behalf of each
employee who is not a highly compensated employee in
an amount equal to—

“I) 100 percent of the elective contributions of
the employee to the extent such elective contribu-
tions do not exceed 3 percent of the employee’s com-
pensation, and

“(ID) 50 percent of the elective contributions of
the employee to the extent that such elective contri-
butions exceed 8 percent but do not exceed 5 per-
cent of the employee’s compensation.

“(i) RATE FOR HIGHLY COMPENSATED EMPLOY-
EES.—The requirements of this subparagraph are not
met if, under the arrangement, the matching contribu-
tion with respect to any elective contribution of a
highly compensated employee at any level of compensa-
tion is greater than that with respect to an employee
who is not a highly compensated employee.

“Gij) ALTERNATIVE PLAN DESIGNS.—If the match-
ing contribution with respect to any elective contribu-
tion at any specific level of compensation is not equal
to the percentage required under clause (i), an arrange-
ment shall not be treated as failing to meet the require-
ments of clause (i) if—

“) the level of an employer’s matching contri-
bution does not increase as an employee’s elective
contributions increase, and
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“II) the aggregate amount of matching contri-
butions with respect to elective contributions not in
excess of such level of compensation is at least
equal to the amount of matching contributions
which would be made if matching contributions
were made on the basis of the percentages de-
scribed in clause (i). ‘

“) NONELECTIVE CONTRIBUTIONS.—The requirements
of this subparagraph are met if, under the arrangement,
the employer is required, without regard to whether the em-
ployee makes an elective contribution or employee contribu-
tion, to make a contribution to a defined contribution plan
on behalf of each employee who is not a highly compensat-
ed employee and who is eligible to participate in the ar-
rangement in an amount equal to at least & percent of the
employee’s compensation.

“D) NOTICE REQUIREMENT.—An arrangement meets the
requirements of this paragraph if, under the arrangement,
each employee eligible to participate is, within a reasonable
period before any year, given written notice of the employ-
ee’s rights and obligations under the arrangement which—

“6) is sufficiently accurate and comprehensive to
appraise the employee of such rights and obligations,
and

“0ii) is written in a manner calculated to be under-
stood by the average employee eligible to participate.
““E) OTHER REQUIREMENTS.—

“i) WITHDRAWAL AND VESTING RESTRICTIONS.—An
arrangement shall not be treated as meeting the re-
quirements of subparagraph (B) or (C) unless the re-
quirements of subparagraphs (B) and (C) of paragraph
(2) are met with respect to all employer contributions
(including matching contributions).

“0i1) SOCIAL SECURITY AND SIMILAR CONTRIBUTIONS
NOT TAKEN INTO ACCOUNT.—An arrangement shall not
be treated as meeting the requirements of subparagraph
(B) or (C) unless such requirements are met without
regard to subsection (1), and, for purposes of subsection
(1), employer contributions under subparagraph (B) or
(C) shall not be taken into account.

“(F) OTHER PLANS.—An arrangement shall be treated
as meeting the requirements under subparagraph (A)i) if
any other plan maintained by the employer meets such re-
quirements with respect to employees eligible under the ar-
rangement.”

(b) ALTERNATIVE METHODS OF SATISFYING SECTION 401(m) NON-
DISCRIMINATION TESTS.—Section 401(m) (relating to nondiscrimina-
tion test for matching contributions and employee contributions) is
amended by redesignating paragraph (10) as paragraph (11) and by
adding after paragraph (9) the following new paragraph:

“10) ALTERNATIVE METHOD OF SATISFYING TESTS.—

“lA) IN GENERAL.—A defined contribution plan shall
be treated as meeting the requirements of paragraph (2)
with respect to matching contributions if the plan—



209

“t) meets the contribution requirements of sub-
paragrg;:h (B) or (C) of subsection (k)11),

ii) meets the notice requirements of subsection
RX11)D), and

“Gii) meets the requirements of subparagraph (B).
“{B) LIMITATION ON MATCHING CONTRIBUTIONS.— The

requirements of this subparagraph are met Zf—

“t) matching contributions on behalf of any em-
ployee may not be made with respect to an employee’s
contributions or elective deferrals in excess of 6 percent
of the employee’s compensation,

“@i1) the level of an employer’s matching contribu-
tion does not increase as an employee’s contributions or
elective deferrals increase, and

“(iii) the matching contribution with respect to any
highly compensated employee at a specific level of com-
pensation is not greater than that with respect to an
employee who is not a highly compensated employee.”

(c) YEAR FOR CoMPUTING NONHIGHLY COMPENSATED EMPLOYEE
PERCENTAGE.—
(1) CASH OR DEFERRED ARRANGEMENTS.—Clause (ii) of sec-
tion 401(RX3XA) is amended— ‘
(A) by striking “such year” and inserting ‘“the plan

year”, and
(B) by striking ‘for such plan year” and inserting “the
preceding plan year’.
(?) MATCHING AND EMPLOYEE CONTRIBUTIONS.—Section
401(mX2)A) is amended—

(A) by inserting “for such plan year” after “highly com-
pensated employee’, and

(B) by inserting “for the preceding plan year” after “eli-
gible employees” each place it appears in clause (i) and
clause (iv). .

(d) SpeciaL RULE FOR DETERMINING AVERAGE DEFERRAL PER-
CENTAGE FOR FIRST PLAN YEAR, ETC.—

(1) Paragraph (3) of section 401(k) is amended by adding at
the end thereof the following new subparagraph:

‘“CE) For purposes of this paragraph, in the case of the
first plan year of any plan, the amount taken into account
as the actual deferral percentage of nonhighly compensated
employees for the preceding plan year shall be—

“G) 3 percent, or . ‘

“Gi) if the employer makes an election under this
subclause, the actual deferral percentage of nonhighly
compensated employees determined for such first plan
ear.”

@) P%ragraph (3) of section 401(m) is amended by adding at
the end thereof the following: “Rules similar to the rules qf
subsection (RX3)E) shall apply for purposes of this subsection.”.
(¢) DIsTRIBUTION OF EXCESS CONTRIBUTIONS.— .

(1) Subparagraph (C) of section 401(k)(8) (relating to ar-
rangement not disqualified if excess contributions distributed)
is amended by striking “on the basis of the respective portions
of the excess contributions attributable to each of such employ-
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ees” and inserting ‘“on the basis of the amount of contributions
by, or on behalf of, each of such employees”. .

(2) Subparagraph (C) of section 401(m)(6) (relating to
method of distributing excess aggregate contributions) is amend-
ed by striking “on the basis of the respective portions of such
amounts attributable to each of such employees” and inserting
“on the basis of the amount of contributions on behalf of, or by,
each such employee”. ) '
() Errective Date.—The amendments made by this section

shall apply to years beginning after December 31, 1993.

PART IV—-MISCELLANEOUS SIMPLIFICATION

SEC. 4231. TREATMENT OF LEASED EMPLOYEES.
(a) GENERAL RULE.—Subparagraph (C) of section 414(n)2) (de-
fining leased employee) is amended to read as follows:

“(C) such services are performed under significant di-
rection or control by the recipient.” :

(b) ErrEcTIVE DATE.—The amendment made by subsection (a
shall apply to years beginning after December 31, 1992, but shall not
apply to any relationship determined under an Internal Revenue
Service ruling issued before the date of the enactment of this Act
pursuant to section 414(n)X2)(C) of the Internal Revenue Code of 1986
(as in effect on the day before such date) not to involve a leased em-
ployee.

SEC. 4232. MODIFICATIONS OF COST-OF-LIVING ADJUSTMENTS.

(a) IN GENERAL.—Section 415(d) (relating to cost-of-living ad-
Justments) is amended to read as follows:

“d) CosT-OF-LIvING ADJUSTMENTS.—

‘(1) IN GeNERAL.—The Secretary shall adjust annually—

“(A) the $90,000 amount in subsection (b)1XA), and

“‘B) in the case of a participant who separated from
service, the amount taken into account under subsection
BI1B),

for increases in the cost-of-living in accordance with regulations

prescribed by the Secretary.
‘) METHOD.—

“tA) IN GENERAL.—The regulations prescribed under
paragraph (1) shall provide for adjustment procedures
which are similar to the procedures used to adjust benefit
;zlmounts under section 215(i)2XA) of the Social Security

ct.

“(B) PERIODS FOR ADJUSTMENT OF DOLLAR AMOUNT.—
For purposes of paragraph (1(A)—

“0) IN GENERAL.—The adjustment with respect to
any calendar year shall be based on the increase in the
applicable index as of the close of the calendar quarter
ending September 30 of the preceding calendar year
over such index as of the close of the base period.

“(it) Base PErIOD.—For purposes of clause (i), the

?a‘;izg §)6griod is the calendar quarter beginning October
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“(C) Base PERIOD FOR SEPARATIONS.—For purposes of
paragraph (1XB), the base period is the last calendar quar-
ter of the calendar year preceding the calendar year in
which the participant separated from service.

“3) RounpING.—Any amount determined under paragraph
(1) (or by reference to this subsection) shall be rounded to the
nearest $1,000, except that the amounts under sections 402(2)1)
and 408(kX2XC) shall be rounded to the nearest $100.”
(b) EFFECTIVE DATE.—The amendments made by this section
apply to adjustments with respect to calendar years beginning after
December 31, 1992.

SEC. 4233. PLANS COVERING SELF-EMPLOYED INDIVIDUALS.

(a) AGGREGATION RULES.—Section 401(d) (relating to additional
requirements for qualification of trusts and plans benefiting owner-
employees) is amended to read as follows:

“d) ContriBuTriION LIMIT ON OWNER-EMPLOYEES.—A trust
forming part of a pension or profit-sharing plan which provides con-
tributions or benefits for employees some or all of whom are owner-
employees shall constitute a qualified trust under this section only
if, in addition to meeting tlze requirements of subsection (a), the
plan provides that contributions on behalf of any owner-employee
may be made only with respect to the earned income of such owner-
employee which is derived from the trade or business with respect to
which such plan is established.”

(b) ErrFecTivE DATE.—The amendments made by this section
shall apply to years beginning after December 31, 1992.

SEC. 4234. ELIMINATION OF SPECIAL VESTING RULE FOR MULTIEMPLOYER
PLANS.

(a) IN GENERAL.—Paragraph (2) of section 411(a) (relating to
minimum vesting standards) is amended—
(1) by striking ‘“subparagraph (A), (B), or (C)” and inserting
“subparagraph (A) or (B)”; and
(2) by striking subparagraph (C).
(b) Errecrive DATE.—The amendments made by this section
shall apply to plan years beginning on or after the earlier of—
(1) the later of—
(A) January 1, 1994, or
(B) the date on which the last of the collective bargain-
ing agreements pursuant to which the plan is maintained
terminates (determined without regard to any extension
thereof after the date of the enactment of this Act), or
(2) January 1, 1996. i
Such amendments shall not apply to any individual who does not
have more than 1 hour of service under the plan on or after the Ist
day of the 1st plan year to which such amendments apply.

SEC. 4235. FULL-FUNDING LIMITATION OF MULTIEMPLOYER PLANS. .
(a) FuLL-FunpInG Limitation.—Section 412(cX7)C) (relating to
full-funding limitation) is amended— _ ,
(1) by inserting “or in the case of a multiemployer plan,
after “paragraph (6XB),”, and . B
(2) by inserting “AND MULTIEMPLOYER PLANS’ after “PARA-
GRAPH (6)(B)” in the heading thereof.
(b) VaLvaTioN.—Section 412(cX9) is amended—
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(1) by inserting ‘(3 years in the case of a multiemployer
plan)” after “year’, and .. ‘ .
(2) by striking “ANNUAL VALUATION” in the heading and in-
serting “VALUATION". ‘ .
(¢) Errecrive DATE.—The amendments made by this section
shall apply to years beginning after December 31, 1992.

SEC. 4236. ALTERNATIVE FULL-FUNDING LIMITATION.

(a) IN GENERAL.—Subsection (c) of section 412 (relating to mini-
mum funding standards) is amended by redesignating paragraphs
(8) through (11) as paragraphs (9) through (12), respectively, and by
adding after paragraph (7) the following new paragraph:

“(8) ALTERNATIVE FULL-FUNDING LIMITATION.—

“(A) GENERAL RULE.—An employer may elect the full-
funding limitation under this paragraph with respect to
any defined benefit plan of the employer in lieu of the full-
funding limitation determined under paragraph (7) if the
requirements of subparagraphs (C) and (D) are met.

‘B) ALTERNATIVE FULL-FUNDING LIMITATION.—The
full-funding limitation under this paragraph is the full-
funding limitation determined under paragraph (7) without
regard to subparagraph (A)G)X1) thereof.

“(C) REQUIREMENTS RELATING TO PLAN ELIGIBILITY.—

“G) IN GENERAL.—The requirements of this sub-
paragraph are met with respect to a defined benefit
lan if—

P ! “(I) as of the 1st day of the election period, the
average accrued liability of participants accruing
benefits under the plan for the 5 immediately pre-
ceding plan years is at least 80 percent of the
plan’s total accrued liability,

“(ID the plan is not a top-heavy plan (as de-
fined in section 416(g)) for the Ist plan year of the
election period or either of the 2 preceding plan
years, and

“ID each defined benefit plan of the employ-
er (and each defined benefit plan of each employer
who is a member of any controlled group which in-
cludes such_employer) meets the requirements of
subclauses (I) and (1D).

“t) FAILURE TO CONTINUE TO MEET REQUIRE-

MENTS.—

“@ If any plan fails to meet the requirement
of clause (i)(I) for any plan year during an election
period, the benefits of the election under this para-
graph shall be phased out under regulations pre-
scribed by the Secretary.

“ap If any plan fails to meet the requirement
of clause (iXII) for any plan year during an elec-
tion period, such plan shall be treated as not meet-
ing the requirements of clause (i) for the remainder
of the election period.

If there is a failure described in subclause @ or AD

with respect to any plan, such plan (and each Dplan de-
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scribed in clause (GXIII) with respect to such plan) shall
be treated as not meeting the requirements of clause (i)
for any of the 10 plan years beginning after the election
period.

“(D) REQUIREMENTS RELATING TO ELECTION.—

“G) IN GENERAL.—The requirements of this sub-
paragraph are met with respect to an election if—

“@) FILING DATE.—Notice of such election is
filed with the Secretary (in such form and manner
and containing such information as the Secretary
may provide) by January 1 of any calendar year,
and 1s effective as of the 1st day of the election
period beginning on or after January 1 of the fol-
lowing calendar. '

“dD) ConsiSTENT ELECTION.—Such an election
ts made for all defined benefit plans maintained
by the employer or by any member of a controlled
group which includes the employer.

‘i) TRANSITION PERIOD.—In the case of any elec-
tion period beginning on or after January 1, 1993, and
before January 1, 1994, the requirements of clause (i)
shall not apply and the requirements of this subpara-
graph are met with respect to such election period if—

: “D FILING DATE.—Notice of election is filed

with the Secretary by April 1, 1993.

“I) INFORMATION.—The notice sets forth the
name and tax identification number of the plan
sponsor, the names and tax identification numbers
of the plans to which the election applies, the limi-
tation under paragraph (7) (determined with and
without regard to this paragraph), and a signed
certification by an officer of the employer stating
that the requirements of this paragraph have been
met.

“(iii) REVENUE OFFSET PROCEDURES.—The Secre-
tary shall, by July 1, 1993, notify defined benefit plans
that have not made an election under this paragraph
for the transition period described in clause (ii) of the
adjustment required by subparagraph (H). The revenue
offset for the transition period shall apply to plan
years beginning on or after January 1, 1993, and before
January 1, 1994.

“(iv) EXCESS CONTRIBUTIONS MADE BY NON-ELECT-
ING PLANS.—To the extent a defined benefit plan spon-
sor makes a contribution to a defined benefit plan with
respect to the transition period described in clause (i)
which exceeds the limitation of paragraph (7), as ad-
Jjusted by the Secretary for the transition period, the
sponsor shall offset the excess contribution against al-
lowable contributions to the plan in subsequent quar-
ters in the taxable year of the sponsor. If no subsequent
contributions may be made for the taxable year, the
trustee of the defined benefit plan shall return the
excess contribution to the sponsor in that taxable year
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or the following taxable year. Notwithstanding any
other provision of this title, no deduction shall be al-
lowed for any contribution made in excess of the limi-
tation of paragraph (7), as adjusted by the Secretary for
the transition period, and no penalty shall apply with
respect to contributions made in excess of such limita-
tion to the extent such excess contributions are either
used to offset subsequent contributions, or returned to
the plan sponsor, as provided in this clause. _

‘“(E) TERM OF ELECTION.—Any election made under this

paragraph shall apply for the election period.

“F) OTHER CONSEQUENCES OF ELECTION.—

“(i) No FUNDING WAIVERS.—In the case of a plan
with respect to which an election is made under this
paragraph, no waiver may be granted under subsection
(d) for any plan year beginning after the date the elec-
tion was made and ending at the close of the election
period with respect thereto.

“6ii) FAILURE TO MAKE SUCCESSIVE ELECTIONS.—If
an election is made under this paragraph with respect
to any plan and such an election does not apply for
each successive plan year of such plan, such plan shall
be treated as not meeting the requirements of subpara-
graph (C) for the period of 10 plan years beginning
after the close of the last election period for such plan.
“CG) DeFinITIONS.—FOr purposes of this paragraph—

‘i) ELEcTION PERIOD.—The term ‘election period’
means the period of 5 consecutive plan years beginning
with the Ist plan year for which the election is made.

“Gi) CoNTrROLLED GROUP.—The term ‘controlled
group’ means all persons who are treated as a single
employer under subsection (b), (c), (m), or (o) of section
414.

“(H) PROCEDURES IF ALTERNATIVE FUNDING LIMITATION
REDUCES NET FEDERAL REVENUES.—

“t) IN GENERAL.—ALt least once with respect to
each fiscal year, the Secretary shall estimate whether
the application of this paragraph will result in a net
reduction in Federal revenues for such fiscal year.

“(ii) ADJUSTMENT OF FULL-FUNDING LIMITATION IF
REVENUE SHORTFALL.—If the Secretary estimates that
the application of this paragraph will result in a more
than insubstantial net reduction in Federal revenues
for any fiscal year, the Secretary—

“D shall make the adjustment described in
clause (iii), and

“(D) to the extent such adjustment is not suffi-
cient to reduce such reduction to an insubstantial
amount, shall make the adjustment described in

clause (iv).

Such adjustments shall apply only to defined benefit
plans with respect to which an election under this
paragraph is not in effect.
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“(iii) REDUCTION IN LIMITATION BASED ON 150 PER-

CENT OF CURRENT LIABILITY.—The adjustment de-

- scribed in this clause is an adjustment which substi-

tutes a percentage (not lower than 140 percent) for the

percentage described in paragraph (7XA)GXD) deter-

mined by reducing the percentage of current liability

taken into account with respect to participants who are
not accruing benefits under the plan.

“(iv) REDUCTION IN LIMITATION BASED ON ACCRUED
LIABILITY.—The adjustment described in this clause is
an adjustment which reduces the percentage of accrued
liability taken into account under paragraph
(7XAXiXII). In no event may the amount of accrued li-
ability taken into account under such paragraph after
the adjustment be less than 140 percent of current li-
ability.”

(b) ALTERATION OF DISCRETIONARY REGULATORY AUTHORITY.—
Subparagraph (D) of section 412(cX7) is amended by striking “pro-
v%;” and all that follows through ‘(iii) for” and inserting “pro-
v or”’.

(¢c) EFFECTIVE DATE.—The amendments made by this section
shall take effect on January 1, 1993.

SEC. 4237. DISTRIBUTIONS UNDER RURAL COOPERATIVE PLANS.
(a) DIsTRIBUTIONS AFTER CERTAIN AGE.—Section 401(k)7) is
amended by adding at the end thereof the following new subpara-

graph:

“(C) SPECIAL RULE FOR CERTAIN DISTRIBUTIONS.—A rural
cooperative plan which includes a qualified cash or deferred ar-
rangement shall not be treated as violating the requirements of
section 401(a) merely by reason of a distribution to a participant
after attainment of age 59%.”

(b) ErrecTivE DATE.—The amendments made by this section
shall apply to distributions after the date of the enactment of this
Act.

SEC. 4238. TREATMENT OF GOVERNMENTAL PLANS UNDER SECTION 415.

(a) DEFINITION OF COMPENSATION.—Subsection (k) of section 415
(regarding limitations on benefits and contributions under qualified
plans) is amended by adding immediately after paragraph (2) there-
of the following new paragraph:

“(3) DEFINITION OF COMPENSATION FOR GOVERNMENTAL
PLANS.—For purposes of this section, in the case of a govern-
mental plan (as defined in section 414(d)), the term ‘compensa-
tion’ includes, in addition to the amounts described in subsec-
tion (c)3)— ] ) .

““A) any elective deferral (as defined in section

402(g)3)), and ) )

52(3) any amount which is contributed by the employer
at the election of the employee and which is not includible
in the gross income of an employee under section 125 or
457.” | | .

() CoMPENSATION Limir.—Subsection (b) of section 415 is
amended by adding immediately after paragraph (10) the following
new paragraph:
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“11) SPECIAL LIMITATION RULE FOR GOVERNMENTAL
pLANS.—In the case of a governmental plan (as defined in sec-
tion 414(d), subparagraph (B) of paragraph (1) shall not apply.”
(c) TREATMENT OF CERTAIN EXCESS BENEFIT Prans.—

(1) IN GENERAL.—Section 415 is amended by adding at the
end thereof the following new subsection:

“m,) TREATMENT OF QUALIFIED GOVERNMENTAL ExcEss BENE-
FIT ARRANGEMENTS.— o

“(1) GOVERNMENTAL PLAN NOT AFFECTED._—In determining
whether a governmental plan (as defined in section 414@)
meets the requirements of this section, benefits provided under
a qualified governmental excess benefit arrangement shall not
be taken into account. Income accruing to a governmental plan
(or to a trust that is maintained solely for the purpose of pro-
viding benefits under a qualified governmental excess benefit
arrangement) in respect of a qualified governmental excess bene-
fit arrangement shall constitute income derived from the exer-
cise of an essential governmental function upon which such
governmental plan (or trust) shall be exempt from tax under
section 115.

“9) TAXATION OF PARTICIPANT.—For purposes of this chap-
ter—

“(A) the taxable year or years for which amounts in re-
spect of a qualified governmental excess benefit arrange-
ment are includible in gross income by a participant, and

“‘B) the treatment of such amounts when so includible
by the participant,

shall be determined as if such qualified governmental excess
benefit arrangement were treated as a plan for the deferral of
compensation which is maintained by a corporation not exempt
from tax under this chapter and which does not meet the re-
quirements for qualification under section 401.

““3) QUALIFIED GOVERNMENTAL EXCESS BENEFIT ARRANGE-
MENT.—For purposes of this subsection, the term ‘qualified gov-
ernmental excess benefit arrangement’ means a portion of a gov-
ernmental plan if—

“(A) such portion is maintained solely for the purpose
of providing to participants in the plan that part of the
participant’s annual benefit otherwise payable under the
terms of the plan that exceeds the limitations on benefits
imposed by this section,

“(B) under such portion no election is provided at any
time to the participant (directly or indirectly) to defer com-
pensation, and

_ “(C) benefits described in subparagraph (A) are not
paid from a trust forming a part of such governmental
plan unless such trust is maintained solely for the purpose
of providing such benefits.”

 (2) COORDINATION WITH SECTION 457.—Subsection (e) of sec-
tion 457 is amended by adding at the end thereof the following
new paragraph:

(15) TREATMENT OF QUALIFIED GOVERNMENTAL EXCESS
BENEFIT ARRANGEMENTS.—Subsections (b)(2) and (c)1) shall not
apply to any qualified governmental excess benefit arrangement
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(as defined in section 415(mX3)), and benefits provided under

such an arrangement shall not be taken into account in deter-

mining whether any other plan is an eligible deferred compen-
satzo(ré)plgn. ”
ONFORMING AMENDMENT.—Paragraph (2) of section

457(f) is amended by striking the word “and”p at the en/:i of sub-

paragraph (C), by strikin%gr the Period after subparagraph (D)

and inserting the words “, and’, and by inserting immediately

thereafter the following new subparagraph:
“B) a qualified governmental excess benefit arrange-

ment described in section 415(m).”

(d) EXEMPTION FOR SURVIVOR AND DISABILITY BENEFITS.—
Paragraph (2) of section 415(b) is amended by adding at the end
thereof the following new subparagraph:

“(T) EXEMPTION FOR SURVIVOR AND DISABILITY BENE-

FITS PROVIDED UNDER GOVERNMENTAL PLANS.—Subpara-

graph (B) of paragraph (1), subparagraph (C) of this para-

graph, and paragraph (5) shall not apply to—

“G) income received from a governmental plan (as
defined in section 414(d) as a pension, annuity, or
similar allowance as the result of the recipient becom-
ing disabled by reason of personal injuries or sickness,
or

“(it) amounts received from a governmental plan
by the beneficiaries, survivors, or the estate of an em-
ployee as the result of the death of the employee.”

(e) REVOCATION OF GRANDFATHER ELECTION.—Subparagraph
(C) of section 415(b)(10) is amended by adding at the end thereof the
following new sentence: “An election made pursuant to the preced-
ing sentence to have the provisions of this paragraph applied to the
plan may be revoked not later than the last day of the 3rd plan year
beginning after the date of enactment with respect to all plan years
as to which such election has been applicable and all subsequent
plan years; provided that any amount paid by the plan in a taxable
year ending after revocation of such election in respect of benefits
attributable to a taxable year during which such election was in
effect shall be includible in income by the recipient in accordance
with the rules of this chapter in the taxable year in which such
amount is received (except that such amount shall be treated as re-
ceived for purposes of the limitations imposed by this section in the
earlier taxable year or years to which such amount is attributable).”

() EFFeCTIVE DATE.—

(1) In GENERAL.—The-amendments made by subsections (a),
), (¢), and (d) shall apply to taxable years. beginning on or
after the date of the enactment of this Act. The amendments
made by subsection (e) shall apply with respect to election revo-
cations adopted after the date of the enactment of this Act.

(2) TREATMENT FOR YEARS BEGINNING BEFORE DATE OF EN-
ACTMENT.—In the case of a governmental plan (as defined in
section 414(d) of the Internal Revenue Code of 1986), such plan
shall be treated as satisfying the requirements of section 415 of
such Code for all taxable years beginning before the date of the
enactment of this Act.
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SEC. 4239. UNIFORM RETIREMENT AGE. )

(a) DiscriMINATION TESTING.—Paragraph (5) of section 401(a)
(relating to special rules relating to nondiscrimination require-
ments) is amended by adding at the end thereof the following new
subparagraph:

“(F) SocIAL SECURITY RETIREMENT AGE.—For purposes
of testing for discrimination under paragraph (})— _
“i) the social security retirement age (as defined in
section 415(b)8)) shall be treated as a uniform retire-
ment age, and i o
“(i1) subsidized early retirement benefits and joint
and survivor annuities shall not be treated as being
unavailable to employees on the same terms merely be-
cause such benefits or annuities are based in whole or
in part on an employee’s social security retirement age
(as so defined).”’

(b) Errective DATE.—The amendments made by.this section
shall apply to years beginning after December 31, 1992.

SEC. 4240. UNIFORM PENALTY PROVISIONS TO APPLY TO CERTAIN PENSION
REPORTING REQUIREMENTS.

(o) IN GENERAL.— _

(1) Paragraph (1) of section 6724(d) is amended by striking

“and” at the end of subparagraph (A), by striking the period at

the end of subparagraph (B) and inserting “, and’, and by in-

serting after subparagraph (B) the following new subparagraph:
“(C) any statement of the amount of payments to an-
other person required to be made to the Secretary under—
“) section 408(i) (relating to reports with respect to

individual retirement accounts or annuities), or
“(i0) section 6047(d) (relating to reports by employ-

ers, plan administrators, etc.).”

(2) Paragraph (2) of section 6724(d) is amended by striking

“or” at the end of subparagraph (R), by striking the period at

the end of subparagraph (S) and inserting a comma, and by in-

serting after subparagraph (S) the following new subpara-
graphs:
“(T) section 408(i) (relating to reports with respect to in-
dividual retirement plans) to any person other than the Sec-
retary with respect to the amount of payments made to such
person, or

“(U) section 6047(d) (relating to reports by plan admin-
istrators) to any person other than the Secretary with re-

spect to the amount of payments made to such person.”

(b) MODIFICATION OF REPORTABLE DESIGNATED DISTRIBU-
TIONS.—

(1) SECTION 408.—Subsection (i) of section 408 (relating to
individual retirement account reports) is amended by inserting

“aggregating $10 or more in any calendar year” after “distribu-

tions”.

(2) SECTION 6047.—Paragraph (1) of section 6047(d) (relating
to reports by employers, plan administrators, etc.) is amended by
adding at the end thereof the following new sentence: “No
return or report may be required under the preceding sentence



219

with respect to distributions to any person during any year
unless such distributions aggregate $10 or more.”
(¢c) QUALIFYING ROLLOVER DISTRIBUTIONS.—Section 6652() is
amended—

(1) by striking “the $10” and inserting “$100”, and

(2) by striking “$5,000” and inserting “$50,000”,
(d) CONFORMING AMENDMENTS.—
foll (1) Paragraph (1) of section 6047() is amended to read as
ollows:

(1) For provisions relating to penalties for failures to file returns and re-
ports required under this section, see sections 6652(e), 6721, and 6722.”

(2) Subsection (e) of section 6652 is amended by adding at
the end thereof the following new sentence: “This subsection
shall not apply to any return or statement which is an informa-
tion return described in section 6724(d)X1)XC)ii) or a payee state-
ment described in section 6724(d)2)U).”

() Subsection (a) of section 6693 is amended by adding at
the end thereof the following new sentence: “This subsection
shall not apply to any report which is an information return de-
scribed in section 6724(dXIXC)i) or a payee statement described
in section 6724(d)OXT).”

(e) EFFecTIVE DATE.—The amendments made by this section
shall apply to returns, reports, and other statements the due date for
whichygdetermined without regard to extensions) is after December
31, 1992.

SEC. 4241. CONTRIBUTIONS ON BEHALF OF DISABLED EMPLOYEES.

(a) ALL DI1SABLED PARTICIPANTS RECEIVING CONTRIBUTIONS.—
Section 415(cX3XC) is amended by adding at the end thereof the fol-
lowing: “If a defined contribution plan provides for the continu-
ation of contributions on behalf of all participants described in
clause (i) for a fixed or determinable period, this subparagraph
shall be applied without regard to clauses (ii) and (iii).”

(b) Errective DATE.—The amendments made by this section
shall apply to years beginning after December 31, 1992.

SEC. 4242. AFFILIATED EMPLOYERS.

(a) IN GENERAL.—For purposes of Treasury Regulations section
1.501(cX9) 092(a)1), a group of employers shall be deemed to be af-
filiated if they are substantially all section 501(c)12) organizations
which perform services (or with respect to which their members per-
form services) which are the same or are directly related to each
other.

() Sectron 501(cX12) OrRGANIZATION.—For purposes of this sec-
tion, the term “section 501(cX12) organization’’ means—

(1) any organization described in section 501(c)12) of the In-
ternal Revenue Code of 1986, ) o

(2) any organization providing a service which is the same
as a service which is ’iorl)could be) provided by an organization
described in paragraph (1),

3) any ogganization described in paragraph (}) or (6) of sec-
tion 501(c) of such Code, but only if at least 80 percent of the
members of the organization are organizations described in
paragraph (1) or (2), and
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(4) any organization which is a national association of or-
ganizations described in paragraph (1), (%), or (3).

An organization described in paragraph (2) (but not in paragraph
(1) shall not be treated as a section 501(c)12) organization with re-
spect to a voluntary employees’ beneficiary association unless a sub-
stantial number of employers maintaining such association are de-
scribed in paragraph (1). ) _

(c) EFrecTIVE DATE.—The amendments made by this section
shall apply to years beginning after December 31, 1992.

SEC. 4243. SPECIAL RULES FOR PLANS COVERING PILOTS.

(a) GENERAL RULE.— )

(1) Subparagraph (B) of section 410(b)X3) is amended to read
as follows: o

“(B) in the case of a plan established or maintained by
one or more employers to provide contributions or benefits
for air pilots employed by one or more common. carriers en-
gaged in interstate or foreign commerce or air pilots em-
ployed by carriers transporting mail for or under contract
with the United States Government, all employees who are
not air pilots.”

(2) Paragraph (3) of section 410(b) is amended by striking
the last sentence and inserting the following new sentence:
“Subparagraph (B) shall not apply in the case of a plan which
prouvides contributions or benefits for employees who are not air
pilots or for air pilots whose principal duties are not customari-
ly performed aboard aircraft in flight.”

(b) EFrFecTIVE DATE.—The amendments made by subsection (a)
shall apply to years beginning after December 31, 1992.

SEC. 4244. NATIONAL COMMISSION ON PRIVATE PENSION PLANS.

(a) EsTABLISHMENT.—There is hereby established a commission
to be known as the National Commission on Private Pension Plans
(in this section referred to as the “Commission”).

(b) MEMBERSHIP.—

(1) The Commission shall consist of—

(A) 6 members to be appointed by the President;

(B) 6 members to be appointed by the Speaker of the

House of Representatives; and

(C) 6 members to be appointed by the President pro tem-
pore of the Senate.

(2) The appointments made pursuant to subparagraphs (B)
and (C) of paragraph (1) shall be made in consultation with the
chairmen of the committees of the House of Representatives and
the Senate, respectively, having jurisdiction over relevant pri-
vate pension programs.

(¢) Duries AND Functions oF Commission; PuBrLic HEARINGS
IN DIFFERENT GEOGRAPHICAL AREAS; Broap SprecTrRUM oF Wit
NESSES AND TESTIMONY.—

(1XA) 1t shall be the duty and function of the Commission
to conduct a full and complete review and study of retirement
income policy, including—

(i) trends in retirement savings in the United States;

(ii) existing Federal incentives and programs that are
established to encourage and protect such savings; and
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(iit) new Federal incentives and programs that are
needed to encourage and protect such savings.

(B) In fulfilling its duties under paragraph (1), the Com-
mission shall address—

(i) the amount and sources of Federal and private
funds, including tax expenditures (as defined in section 3
of the Co ssional Budget Act of 1974 (2 US.C. 629),
needed to %nce the incentives and programs referred to
in subparagraph (A)Xii) and any new Fegerral incentive or
program that the Commission recommends be established;

(ii) the most efficient and effective manner, considering
the needs of retirement plan sponsors for simplicity, reason-
able cost, and agpropriate incentives, of ensuring that indi-
viduals in the United States will have adequate retirement
savings;

(1ii) the work force and demographic trends that affect
the pensions of future retirees, including specific problems
of the contingent work force;

(1v) the role of retirement savings in the economy of the
United States;

“(v) sources of retirement income other than private
gensions that are available to individuals in the United

tates;

(vi) the shift away from insured and qualified pension
benefits in the United States; and

(vii) the adequacy of procedures to resolve disputes in-
volving such benefits.

(2) The Commission (and any committees that it may form)

may conduct public hearings in order to receive the views of a

broad spectrum of the public on the status of the Nation’s pri-

vate retirement system.

(d) REPORT 10 THE PRESIDENT AND CONGRESS; RECOMMENDA-
TIONS.—The Commission shall submit to the President, to the Ma-
Jority Leader and the Minority Leader of the Senate, and to the Ma-
Jority Leader and the Minority Leader of the House of Representa-
tives a report no later than September 1, 1994, setting forth the re-
sults of the study under subsection (d)1). The final report shall also
set forth recommendations where appropriate for increasing the
level and security of private retirement savings. The recommenda-
tions shall include measures that address the needs of future retir-
ees for—

F (1) appropriate pension plan coverage and other mecha-
nisms for saving for retirement;
(2) an adequate retirement income; _
(3) preservation and portability of benefits accumulated by
participating in private pension plans; and '
(4) information concerning pension plan benefits. .
A recommendation of the Commission for a new Federal incentive
or program that would result in an increase in the Federal budget
deficit shall not appear in the report unless it is accompanied by a
recommendation for offsetting the increase.

(e) TiME OF APPOINTMENT OF MEMBERS; VACANCIES; ELECTION
oF CHAIRMAN; QUORUM; CALLING OoF MEETINGS; NUMBER OF MEET-
INGS; Voring; COMPENSATION AND EXPENSES.—
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(1)(A) Members of the Commission shall be appointed
during the period beginning February 1, 1993, and ending
March 1, 1993, for terms ending on September 1, 1994.

(B) A vacancy in the Commission shall not affect its
powers, but shall be filled in the same manner as the vacant
position was first filled.

(2) The Commission shall elect 1 of its members to serve as
Chairman of the Commission.

(3) A majority of the members of the Commission shall con-
stitute a quorum for the transaction of business.

(4) The Commission shall meet at the call of the Chairman.

(5) Decisions of the Commission shall be according to the
vote of a simple majority of those present and voting at a prop-
erly called meeting.

(6) Members of the Commission shall serve without compen-
sation, but shall be reimbursed for travel, subsistence, and other
necessary expenses incurred in the performance of their duties
as members of the Commission.

(f) Execurive DIRECTOR AND ADDITIONAL PERSONNEL; APPOINT-
MENT AND COMPENSATION; CONSULTANTS.—

(1) The Commission shall appoint an Executive Director of
the Commission. In addition to the Executive Director, the Com-
mission may appoint and fix the compensation of such person-
nel as it deems advisable. Such appointments and compensation
may be made without regard to the provisions of title 5, United
States Code, that govern appointments in the competitive serv-
ice, and the provisions of chapter 51 and subchapter III of chap-
ter 53 of such title that relate to classifications and the General
Schedule pay rates.

(2) The Commission may procure such temporary and inter-
mittent services of consultants under section 3109(b) of title 5,
United States Code, as the Commission determines to be neces-
sary to carry out the duties of the Commission.

(8) TIME AND PLACE OoF HEARINGS AND NATURE OF TESTIMONY
AUTHORIZED.—In carrying out its duties, the Commission, or any
duly organized committee thereof, is authorized to hold such hear-
ings, sit and act at such times and places, and take such testimony,
with respect to matters for which it has a responsibility under this
section, as the Commission or committee may deem advisable.

(h) DATA AND INFORMATION FrOM OTHER AGENCIES AND DE-
PARTMENTS.—

(1) The Commission may secure directly from any depart-
ment or agency of the United States such data and information
as may be necessary to carry out its responsibilities.

(2) Upon request of the Commission, any such department
or agency shall furnish any such data or information.

(i) SuPPORT SERVICES BY GENERAL SERVICES ADMINISTRA-
1I0N.—The General Services Administration shall provide to the
Commission, on a reimbursable basis, such administrative support
services as the Commission may request.

() AUTHORIZATION OF APPROPRIATIONS.—There are authorized
to be appropriated for each of fiscal years 1993 and 1 994, such sums
as may be necessary to carry out this section.
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(k) DONATIONS ACCEPTED AND DEPOSITED IN TREASURY IN SEPA-
RATE FUunD; EXPENDITURES.,—

(1) The Commission is authorized to accept donations of
money, property, or personal services. Funds received from dona-
tions shall be deposited in the Treasury in a separate fund cre-
ated for this purpose. Funds appropriated for the Commission
and donated funds may be expended for such purposes as offi-
cial reception and representation expenses, public surveys,
public service announcements, preparation of special papers,
analyses, and documentaries, and for such other purposes as de-
termined by the Commission to be in furtherance of its mission
to review national issues affecting private pension plans.

(2) Expenditures of appropriated and donated funds shall
be subject to such rules and regulations as may be adopted by
the Commission and shall not be subject to Federal Dprocure-
ment requirements.

(1) PusLic SUurRVEYS.—The Commission is authorized to conduct
such public surveys as it deems necessary in support of its review of
national issues affecting private pension plans and, in conducting
such surveys, the Commission shall not be deemed to be an “agency”
for the purpose of section 3502 of title 44, United States Code.

SEC. 4245. CHURCH PLANS.

(a) VESTING REQUIREMENTS.—

(1) IN GENERAL.—Section 411(e) is amended by adding at
the end the following new paragraph:

“(3) SPECIAL RULE FOR CHURCH PLANS.—A plan described in
paragraph (1XB) shall be treated as meeting the requirements of
this section for purposes of section 401(a) if the plan satisfies
the requirements of subparagraph (A) and either of the require-
ments of subparagraph (B) or (C):

“fA) EMPLOYEE CONTRIBUTIONS ARE NONFORFEIT-

ABLE.—An employee’s rights in the employee’s accrued bene-

fit derived from the employee’s own contributions are non-

forfeitable.
“B) 10-vyEAR VESTING.—A plan satisfies the require-

ments of this paragraph if an employee who has at least 10

years of service has a nonforfeitable right to 100 percent of

his accrued benefit derived from employer contributions.

“0C) 5- TO 15-YEAR VESTING.—A plan satisfies the re-
quirements of this paragraph if an employee who has com-
pleted at least 5 years of service has a nonforfeitable right
to a percentage of his accrued benefit derived from employ-
er contributions which percentage is not less than the per-
centage determined under the following table:

Nonforfeitable
“Years of Service per%%ntaye
..................... %
g 35
8 40
Gt e et s st et anena e s erannerenen 45
10. 50
11 60
12 70
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15 OF TNOT@..ueeeeertrreretnree st 100.

‘D) YEARs oF SERVICE.—For purposes of this para-
graph, an employee’s years of service shall be determined in
accordance with any reasonable method selected by the

lan.”

?2) CONFORMING AMENDMENTS.— )

(A) The last sentence of section 401(a) is amended by
striking “subsection (e)X2)” and inserting “subsection (e) (2)
or(3)”.

(B) Section 411(e) is amended— )

d(i) by inserting “or (3)” after ‘(2)” in paragraph (1),
an
(ii) by inserting ‘(other than paragraph (1)B))”

after “paragraph (1)” in paragraph (9).

(3) ErreCcTIVE DATE.—The amendments made by this sub-
section shall apply to years beginning after December 31, 1993.
(b) RULES GENERALLY APPLICABLE TO CHURCH PLANS.—

(1) IN GENERAL.—Section 414(e) is amended by adding at
the end the following new paragraph:

‘“5) SPECIAL RULES APPLICABLE TO CHURCH PLANS.—For
purposes of sections 401 and 403, the following rules shall

apply:

‘“CA) FAILURE OF ONE ORGANIZATION MAINTAINING PLAN
NOT TO DISQUALIFY PLAN.—If one or more organizations
maintaining a church plan fail to satisfy the requirements
of section 401 (or in the case of a contract described in sec-
tion 403), such plan shall not be treated as failing to satisfy
the requirements of section 401 or 403, whichever is appli-
cclzble, with respect to other organizations maintaining such
plan.

“(B) CERTAIN EMPLOYEES NOT CONSIDERED HIGHLY COM-
PENSATED AND EXCLUDED EMPLOYEES.—No employee shall
be considered an officer, person whose principal duties con-
sist in supervising the work of other employees, or highly
compensated employee with respect to a church plan if—

“t) such employee during the year or the preceding
year received compensation from the employer of less
than $50,000, or

“(it) such employee is an employee described in sec-
tion 410(b)3)A). ’

The Secretary shall adjust the $50,000 amount under this

paragraph at the same time and in the same manner as

under section 415(d).

(2) EFFECTIVE DATE.—The amendment made by this section
shall be effective for years beginning before, on, or after Decem-
ber 31, 1991.

(c) PARTICIPATION BY MINISTERS.—

(1) ANNUITY CONTRACTS.—Section 403(b) is amended by
adding at the end the following new paragraph.:

“(13) PARTICIPATION BY MINISTERS.—

“A) IN GeNERAL.—For purposes of this subsection, the
term ‘employee’ shall include a duly ordained, commis-
sioned, or licensed minister of a church in the exercise of
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his ministry who is a self-employed individual (within the

meaning of section 401(cX1XB)) or any duly ordained, com-

missioned, or licensed minister of a church in the exercise
of his ministry who is employed by an organization other
than an organization described in section 501(cX3).

“B) TREATMENT OF EMPLOYEE.—For purposes of this
subsection, an individual treated as an employee under sub-
paragraph (A) shall be treated as an employee of an organi-
2ation described in section 501(cX3) and which is exempt
from tax under section 501(a).

“(C) COMPENSATION AND YEARS OF SERVICE.—

“t) ComMPENSATION.—In determining the compensa-
tion of a minister to whom subparagraph (A) applies
who is a self-employed minister, such minister’s earned
income (within the meaning of section 401(c)2) shall
be substituted for compensation received from an em-
ployer under paragraph (3).

“(ii)) YEARS OF SERVICE.—In determining the years
of service of a minister to whom subparagraph (A) ap-
plies who is a self-employed minister, the years (and
portions of years) in which such minister was a self-em-
ployed individual (within the meaning of section
401(cX1XB)) shall be included for purposes of para-
graph (4).” _

(2) MINISTERS EXCLUDED FOR CERTAIN PURPOSES.—Section
414(e) is amended by adding at the end the following new para-
graph: _ _
“(6) ExcLUSION OF MINISTERS.—Notwithstanding any other
provision of this title, if a duly ordained, commissioned, or li-
censed minister of a church in the exercise of his ministry par-
ticipates in a church plan (within the meaning of section
414(e)), then such minister shall be excluded from consideration
for purposes of applying sections 401(a)3), 401(a)}), and
401(aX5), as such sections in effect on September 1, 1974, and
sections 401(aX}), 401@X5), 401(a)26), 401(RX3), 401(m),
403(bXIXD) (including section 403(b)12)), and 410,.to any stock
bonus, pension, profit-sharing, or annuity plan (including an
annuity described in section 403(b) or a retirement income ac-
count described in section 403(b)9) described in this part. For
purposes of this part, the church plan in which such minister
participates shall be treated as a plan or contract meeting the
requirements of section 401(a), or 403(b) .(l_ncllfdm’g section
403(b)9) with respect to such minister’s participation. ]

(3) DepucTiBILITY.—Section 404(a) is amended by adding at
the end the following new paragraph:

“10) CoNTRIBUTIONS BY CERTAIN MINISTERS TO RETIRE-
MENT INCOME ACCOUNTS.—If contributions are made by a minis-
ter described in section 403(bX13XA) to a retirement income ac-
count described in section 403(bX9) and not by a person other
than such minister, such contributions shall be treated as made
to a trust which is exempt from tax under section 501(a) which
is a part of a plan which is described in section 401(a) and
shall be deductible under this subsection to the extent such con-
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tributions do not exceed the exclusion allowance of such minis-
ter determined under section 403(b)2).”" )

(4) EFrecTivE DATE.—The amendments made by this sub-
section shall be effective for years beginning before, on, or after
December 31, 1991, except that the amendment made by para-
graph (3) shall be effective for years beginning after December
31, 1991.

(d) DisTRIBUTION REQUIREMENT.— _ )

(1) IN GENERAL.—Subparagraph (A) of section 403(b)11) is
amended by inserting “or, in the case of a retirement income ac-
count described in paragraph (9), within the meaning of section
401(k)(2)” after “section 72(m)7)". ]

(2) EFFECTIVE DATE.—The amendment made by this subsec-
tion shall apply to years beginning after December 31, 1958.

(e) BEGINNING DATE FOR DISTRIBUTIONS.—

(1) In GeENERAL.—Clause (iv) of section 401@)9)C), as
amended by section 4204, is amended by striking the last sen-
tence and inserting the following new sentence: ‘“For purposes of
this clause, the term ‘church plan’ has the meaning given such
term by section 414(e).”

(2) ErFecTIVE DATE.—In the case of years beginning before
January 1, 1994, to which the amendments made by section
1121(b) of the Tax Reform Act of 1986 apply, the required begin-
ning date under section 401(a)9)XC) of the Internal Revenue
Code of 1986 for any employee of a church plan (as defined in
section 414(e) of such Code) shall not begin before April 1 of the
calendar year following the calendar year in which the employ-
ee retires (or, if later, the date determined without regard to
this paragraph).

(f) CHURCH PLAN MODIFICATION TO SEPARATE ACCOUNT RE-
QUIREMENT OF SECTION 401(h).—

(1) EXCEPTION TO SEPARATE ACCOUNT REQUIREMENT.—Sec-
tion 401(h) is amended by adding the following new sentence at
the end thereof: “Notwithstanding the preceding sentence, in
the case of a pension or annuity plan that is a church plan
(within the meaning of section 41j(e)) which is maintained by
more than one employer, paragraph (6). shall not apply to an
employee who is a key employee for purposes of section 416
solely because such employee is described in section
416GXINAXG) (relating to officers having an annual compensa-
tion greater than 150 percent of the amount in effect under sec-
tion 415(c)X1)(A)).".

(%) APPLICATION OF SECTION 415(1).—Section 415()(1) is
amended to read as follows:

_ “(1) In GENERAL.—For purposes of this section, the follow-
ing shall be treated as an annual addition to a defined contri-
bution plan for purposes of subsection (c):
“(A) contributions allocated to any individual medical
account which is part of a pension or annuity plan; and
“(B) the actuarially determined amount of prefunding
for the insurance value of benefits which are—
“(Q desqribed in section 401(h);
“ii) paid under a pension or annuity plan that is
a church plan (within the meaning of section 414(e)):
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“(iti) paid under a plan maintained by more than
one employer; and

“liv) payable solely to an employee who is a key
employee for purposes of section 415 solely because such
employee is described in section 416GXIXA)G) (relating
to officers having an annual compensation greater
than 150 percent of the amount in effect under section
415(cX1XA)), his spouse, or his dependents.

Subparagraph (B) of section (cX1) shall not apply to any

amount treated as an annual addition under the preceding

sentence.”

(3) EFFECTIVE DATE.—The amendment made by this subsec-
tion shall apply to years beginning after March 31, 198}.

(8) REPEAL oF ELECTIVE DEFERRAL CATCH-UP LIMITATION FOR
RETIREMENT INCOME ACCOUNTS—

(1) INn GENERAL.—Clause (iii) of section 402(g/8XA) is
amended to read as follows:

“(iii) except in the case of elective deferrals under a
retirement income account described in section
403(bX9), the excess of $5,000 multiplied by the number
of years of service of the employee with the qualified
organization over the employer contributions described
in paragraph (3) made by the organization on behalf of
such employee for prior taxable years (determined in
the manner prescribed by the Secretary).”.

(%) EFFECTIVE DATE.—The amendment made by this subsec-
tion shall be effective as if included in the provision of the Tax
Reform Act of 1986 to which such amendment relates.

(h) CHURCH PLANS MAY INCREASE BENEFIT PAYMENTS. —

(1) IN GENERAL.—A retirement income account described in
section 403(bX9) of the Internal Revenue Code of 1986, or a
church plan (within the meaning of section 414(e) of such Code)
that is a plan described in section 401(a) of such Code, shall not
fail to be described in such sections merely because it provides
additional benefit payments to participants (and their benefici-
aries)—

(A) on an annual basis, to take into account the invest-
ment performance of the underlying assets or favorable in-
terest or mortality experience in a year, or

(B) in an amount not in excess of 5 percent per year.
(2) EFrecTIVE DATE.—This subsection shall be effective for

years beginning before, on, or after December 31, 1991.

ED COMPENSATION PLANS OF STATE
SEC. 4246. Tlfi%lDT»iE(’)%TALO FGgf’g%I;IENTS AND TAX-EXEMPT ORGANIZA-
TIONS.

(a) SPECIAL RULES FOR PLAN DISTRIBUTIONS. —Parqgraph 'C)] qf
section 457(e) (relating to other definitions and special rules) is
amended to read as follows:

“(9) BENEFITS NOT TREATED AS MADE AVAILABLE BY REASON
OF CERTAIN ELECTIONS, ETC.—

“(A) TOTAL AMOUNT PAYABLE IS $3,500 OR LESS.—The
total amount payable to a participant under the plan shall
not be treated as made available merely because the partici-
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pant may elect to receive such amount (or the plan may dis-

tribute such amount without the participant’s consent) if—

“ti) such amount does not exceed $3,500, and

“li) such amount may be distributed only if—

‘0D no amount has been deferred under the

plan with respect to such participant during the 2-

year period ending on the date of the distribution,

and

“dI) there has been no prior distribution
under the plan to such participant to which this
subparagraph applied.

A plan shall not be treated as failing to meet the distribu-

tion requirements of subsection (d) by reason of a distribu-

tion to which this subparagraph applies. )

“B) ELECTION TO DEFER COMMENCEMENT OF DISTRIBU-
TIoNS.—The total amount payable to a participant under
the plan shall not be treated as made available merely be-
cause the participant may elect to defer commencement of
distributions under the plan if—

“@) such election is made after amounts may be
available under the plan in accordance with subsection
(dXIXA) and before commencement of such distribu-
tions, and

‘,"(ii) the participant may make only 1 such elec-
tion.

(b) Cosr-oF-LIVING ADJUSTMENT OF MAxiMuM DEFERRAL
AMOUNT.—Subsection (e) of section 457 is amended by adding at the
end thereof the following new paragraph:

“(14) CoST-OF-LIVING ADJUSTMENT OF MAXIMUM DEFERRAL
AMOUNT.—The Secretary shall adjust the $7,500 amount speci-
fied in subsections (b)(2) and (c)1) at the same time and in the
same manner as under section 415(d), except that the base year
;r'; egagpglying such section for purposes of this paragraph shall be
(c) EFFeECTIVE DATE.—The amendments made by this section

shall apply to taxable years beginning after the date of the enact-
ment of this Act.

SEC. 4247. TREATMENT OF EMPLOYER REVERSIONS REQUI. .

TRACT TO BE PAID TO THE UNITED STATES. QUIRED BY CON
. (@) IN GENERAL.—Subparagraph (B) of section 4980(cX2) (defin-
ing employer reversion) is amended by striking “or” at the end of
clause (i), by striking the period at the end of clause (ii) and insert-

111

irlzg , or’, and by adding at the end thereof the following new
clause:

“Gii) any distribution to the employer to the extent
tha_t the distribution is paid within o reasonable
period to the United States in satisfaction of a Federal
claim for an equitable share of the plan’s surplus
assets, as determined pursuant to Federal contracting
regulations.”

(b) EFFeCTIVE DATE.—The amendment made by subsection (a)

shall apply to reversions on or after the date of the enactment of
this Act. ' "
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SEC. 4248. CONTINUATION HEALTH COVERAGE FOR EMPLOYEES OF FAILED
FINANCIAL INSTITUTIONS.

(a) ENFORCEMENT OF CONTINUATION OF HEALTH PLAN REQUIRE-
MENTS OF ACQUIRERS OF FaAILED DEPOSITORY INSTITUTIONS.—SUb-
section (f) of section 4980B (relating to continuation of coverage re-
quirements of group health plans) is amended by adding at the end
thereof the following new paragraph:

‘09) SPECIAL RULES FOR ACQUIRERS OF FAILED DEPOSITORY

INSTITUTIONS.—

‘““A) IN GENERAL.—EXxcept as provided in subparagraph
(B), any acquirer of a failed depository institution—

“a) shall have the same obligation to provide a
group health plan meeting the requirements of this
subsection with respect to qualified individuals of such
institution as the failed depository institution would
have had but for its failure, and

“Gi) shall be treated as the employer of such quali-
fied individuals for purposes of this section.

““B) TAX NOT TO APPLY IF FDIC OR RTC PROVIDE CON-
TINUATION COVERAGE.—No person shall be subject to any li-
ability under this section by reason of being an acquirer of
a failed depository institution if the Federal Deposit Insur-
ance Corporation or the Resolution Trust Corporation elects
to relieve such acquirer from its obligations under subpara-

ph (A). In any such case, the requirements of subpara-
graph (A) shall apply to the Federal Deposit Insurance Cor-
poration or the Resolution Trust Corporation, as the case
may be.

y“(C) AcQuirer.—For purposes of this paragraph, an
entity is an acquirer of a failed depository institution
during any period if—

“0i) such entity holds substantially all of the assets
or liabilities of such institution, and

“tii)D) such entity is a bridge bank, or

“II) such entity acquired such assets or liabilities
from the Federal Deposit Insurance Corporation, the
Resolution Trust Corporation, or a bridge bank.

“D) FAILED DEPOSITORY INSTITUTION.—For purposes of
this section, the term ‘failed depository institution’ means
any depository institution (as defined in section 3(c) of the
Federal Deposit Insurance Act) for which a receiver or con-
servator has been appointed. '

“E) QUALIFIED INDIVIDUAL.—For purposes of this sec-
tion, the term ‘qualified individual’ means—

“%) any individual who was, on the day before the
date.of the appointment of the receiver or conservator,
provided coverage under a group health plan of the
failed depository institution by reason of the perform-
ance of services for such institution, and

“ii) any individual who was, on such day, a bene-
ficiary under such plan as the spouse or dependent
child of the individual described in clause (i). ”

(b) TREATMENT OF DEPOSITORY INSTITUTION FAILURES AS
QuALIFYING EVENTS FOR RETIREES OF SuvcH INSTITUTIONS.—
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(1) In GENERAL.—Subparagraph (B) of section 4980B(f(3) is
amended— ] ]

(A) by striking “The termination” and inserting ‘()

The termination”,

(B) by striking the period at the end and inserting
or”, and

(C) by inserting after clause (i) the following new
clause:

“ii) the appointment of a receiver or conservator
for a failed depository institution from whose employ-
ment the covered employee retired at any time.”

(2) CONFORMING AMENDMENT.—Subclause (I) of section
4980B(A(2XB)(i) is amended by striking “AND REDUCED HOURS”
and inserting “, REDUCED HOURS, AND FAILURES OF DEPOSITORY
INSTITUTIONS .

(c) EFFECTIVE DATES.—

(1) IN GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply as if included in
section 451 of the Federal Deposit Insurance Corporation Im-
provement Act of 1991 as of the date of the enactment of such
Act.

(2) LiaBiLity oF FpIC.—In the case of the Federal Deposit
Insurance Corporation or any acquirer from such Corporation,
the amendments made by this section shall apply only to failed
depository institutions for which the receiver or conservator is
appointed after the date of the enactment of this Act.

(3) SPECIAL RULE FOR COVERAGE UNDER FDIC PLAN.—Effec-
tive as of the date of the enactment of the Federal Deposit In-
surance Corporation Improvement Act of 1991, coverage under
the health care continuation plan maintained by the Federal
Deposit Insurance Corporation on June 25, 1992, and any other
substantially similar plan maintained by such Corporation,
shall be deemed to satisfy the obligations of the Federal Deposit
Insurance Corporation (and any acquirer from such Corpora-
tion) under section 4980B(f) of the Internal Revenue Code of
1986 and section 451 of the Federal Deposit Insurance Corpora-
tion Improvement Act of 1991 with respect to qualified individ-
uals of failed depository institutions.

SEC. 4249. DATE FOR ADOPTION OF PLAN AMENDMENTS.

If any amendment made by this Act requires an amendment to

any plan, such plan amendment shall not be required to be made

before the first day of the first plan year beginning on or after Janu-
ary 1, 1995, if—

(1) during the period after such amendment takes effect
and before such fu_'st plan year, the plan is operated in accord-
ance with the requirements of such amendment, and

(2) such plan amendment applies retroactively to such
period.
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Subtitle C—Treatment of Large Partnerships
PART I—GENERAL PROVISIONS

SEC. 4301. SIMPLIFIED FLOW-THROUGH FOR LARGE PARTNERSHIPS.
(@) GENERAL RuLE.—Subchapter K (relating to partners and

partnerships) is amended by adding at the end thereof the following
new part:

“PART IV—SPECIAL RULES FOR LARGE
PARTNERSHIPS

“Sec. 771. Application of subchapter to large partnerships.
“Sec. 772. Simplified flow-through.
“Sec. 773. Computations at partnership level.
“Sec. 774. Other modifications.
“Sec. 775. Large partnership defined.
“Sec. 776. Speci(tz.l rules for partnerships holding oil and gas proper-
les.
“Sec. 777. Regulations.
“SEC. 771. APPLICATION OF SUBCHAPTER TO LARGE PARTNERSHIPS.

“The preceding provisions of this subchapter to the extent in-
consistent with the provisions of this part shall not apply to a large
partnership and its partners.

“SEC. 772. SIMPLIFIED FLOW-THROUGH.

“la) GENERAL RurLe.—In determining the income tax of a part-
ner of a large partnership, such partner shall take into account sep-
arately such partner’s distributive share of the partnership’s—

“(1) taxable income or loss from passive loss limitation ac-
tivities,
“2) taxable income or loss from other activities,
“63) net capital gain (or net capital loss)—
“CA) to the extent allocable to passive loss limitation
activities, and
“B) to the extent allocable to other activities,
“C4) tax-exempt interest,
“(5) applicable net AMT adjustment separately computed
or—
F “CA) passive loss limitation activities, and
“UB) other activities,
“(6) general credits,
“?) low-income housing credit determined under section 42,
“48) rehabilitation credit determined under section 47,
“9) foreign income taxes, and
“(10) the credit allowable under section 29.

“b) SEPARATE COMPUTATIONS.—In determining the amounts re-
quired under subsection (a) to be separately taken into account by
any partner, this section and section 7. 73'shall be applied separatel’y
with respect to such partner by taking into account such partner’s
distributive share of the items of income, gain, loss, deduction, or
credit of the partnership.

“(c) TREATMENT AT PARTNER LEVEL.—
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“1) IN GENERAL.—Except as provided in this subsection,
rules similar to the rules of section 702(b) shall apply to any
partner’s distributive share of the amounts referred to in subsec-
tion (a).

“02) INCOME OR LOSS FROM PASSIVE LOSS LIMITATION ACTIVI-
T1ES.—For purposes of this chapter, any partner’s distributive
share of any income or loss described in subsection (a)(1) shall
be treated as an item of income or loss (as the case may be) from
the conduct of a trade or business which is a single passive ac-
tivity (as defined in section 469). A similar rule shall apply to a
partner’s distributive share of amounts referred to in para-
graphs (3)(A) and (5)(A) of subsection (a).

“(3) INCOME OR LOSS FROM OTHER ACTIVITIES.—

“(A) IN GENERAL.—For purposes of this chapter, any
partner’s distributive share of any income or loss described
in subsection (a)(2) shall be treated as an item of income or
expense (as the case may be) with respect to property held
for investment.

“(B) DEDUCTIONS FOR LOSS NOT SUBJECT TO SECTION
67.—The deduction under section 212 for any loss described
in subparagraph (A) shall not be treated as a miscellaneous
itemized deduction for purposes of section 67.

“(4) TREATMENT OF NET CAPITAL GAIN OR LoSSs.—For pur-
poses of this chapter, any partner's distributive share of any
gain or loss described in subsection (a)3) shall be treated as a
long-term capital gain or loss, as the case may be.

“(5) MINIMUM TAX TREATMENT.—In determining the alter-
native minimum taxable income of any partner, such partner’s
distributive share of any applicable net AMT adjustment shall
be taken into account in lieu of making the separate adjust-
ments provided in sections 56, 57, and 58 with respect to the
items of the partnership. Except as provided in regulations, the
applicable net AMT adjustment shall be treated, for purposes of
section 53, as an adjustment or item of tax preference not speci-
fied in section 53(d)X1)(B)ii).

“(6) GENERAL CREDITS.—A partner’s distributive share of
the amount referred to in paragraph (6) of subsection (a) shall
be taken into account as a current year business credit.

“d) OPERATING RULES.—For purposes of this section—

‘(1) PASSIVE LOSS LIMITATION AcTivITY.—The term ‘passive
loss limitation activity’ means—

“(A) any activity which involves the conduct of a trade
or business, and

“(B) any rental activity.

For purposes of the preceding sentence, the term ‘trade or busi-
ness’ includes any activity treated as a trade or business under
paragraph (5) or (6) of section 469(c).

“(2) TAX-EXEMPT INTEREST.—The term ‘tax-exempt interest’
means interest excludable from gross income under section 103,

‘“(3) APPLICABLE NET AMT ADJUSTMENT.,—

“CA) In GENERAL—The applicable net AMT adjust-
ment 1s—
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‘9 with respect to taxpayers other than corpora-
tions, the net adjustment determined by using the ad-

Justments applicable to individuals, and

“Gii) with respect to corporations, the net adjust-
ment determined by using the adjustments applicable
to corporations.

“YB) NET ADJUSTMENT.—The term ‘net adjustment’
means the net adjustment in the items attributable to pas-
sive loss activities or other activities (as the case may be)
which would result if such items were determined with the
adjustments of sections 56, 57, and 58.

“(4) TREATMENT OF CAPITAL GAINS AND LOSSES. —

‘{A) EXCLUSION FOR CERTAIN PURPOSES.—In determin-
ing the amounts referred to in paragraphs (1) and (2) of
subsection (a), any net capital gain or net capital loss (as
the case may be) shall be excluded.

“B) ALLocaTION RULES.—The net capital gain shall be
treated—

“i) as allocable to passive loss limitation activities
to the extent the net capital gain does not exceed the
net capital gain determined by only taking into ac-
count gains and losses from sales and exchanges of
Dproperty used in connection with such activities, and

“G1) as allocable to other activities to the extent
such gain exceeds the amount allocated under clause
().

A similar rule shall apply for purposes of allocating any

net capital loss.

“C) NEer caprrarL ross.—The term ‘net capital loss’
means the excess of the losses from sales or exchanges of
capital assets over the gains from sales or exchange of cap-
ital assets.

“5) GENERAL CrREDITS.—The term ‘general credits’ means
any credit other than the low-income housing credit, the reha-
bilitation credit, the foreign tax credit, and the credit allowable
under section 29.

“(6) ForeieN INCOME TAXES.—The term ‘foreign income
taxes’ means taxes described in section 901 which are paid or
accrued to foreign countries and to possessions of the United
States.

“(e) SpeciaL RULE FOR UNRELATED BUSINESS TAx.—In the case
of a partner which is an organization subject to tax under section
511, such partner’s distributive share of any items shall be taken
into account separately to the extent necessary to comply with the
provisions of section 512(cX1).

“Y? Spec1AL RuLES FOR APPLYING PAsSSIVE L0SS LIMITATIONS.—
If any person holds an interest in a large partnership other than as
a limited partner— '

“(1) paragraph (2) of subsection (c) shall not apply to such
partner, and o )

“(?) such partner’s distributive share of the partnership
items allocable to passive loss limitation activities shall be
taken into account separately to the extent necessary to comply
with the provisions of section 469.



234

The preceding sentence shall rnot apply to any items allocable to an
interest held as a limited partner.
“SEC. 773. COMPUTATIONS AT PARTNERSHIP LEVEL.

“(a) GENERAL RULE.—

“U1) TaxABLE INCOME.—The taxable income of a large part-
nership shall be computed in the same manner as in the case of
an individual except that—

“CA) the items described in section 772(a) shall be sepa-
rately stated, and

“(B) the modifications of subsection (b) shall apply.

“(2) ELECTIONS.—ALll elections affecting the computation of
the taxable income of a large partnership or the computation of
any credit of a large partnership shall be made by the partner-
ship; except that the election under section 901 shall be made by
each partner separately.

“¢3) LIMITATIONS, ETC.—

“(A) IN GENERAL.—Except as provided in subparagraph
(B), all limitations and other provisions affecting the com-
putation of the taxable income of a large partnership or the
computation of any credit of a large partnership shall be
applied at the partnership level (and not at the partner
level).

“(B) CERTAIN LIMITATIONS APPLIED AT PARTNER
LEVEL.—The following provisions shall be applied at the
partner level (and not at the partnership level):

“(i) Section 68 (relating to overall limitation on
itemized deductions).

;(ii) Sections 49 and 465 (relating to at risk limita-
tions).

“Gii) Section 469 (relating to limitation on passive
activity losses and credits).

“(iv) Any other provision specified in regulations.

“44) COORDINATION WITH OTHER PROVISIONS.—Paragraphs
(?) and (3) shall apply notwithstanding any other provision of
this chapter other than this part.

“(b) MoDIFICATIONS TO DETERMINATION OF TAXABLE INCOME.—
In determining the taxable income of a large partnership—

“(1) CERTAIN DEDUCTIONS NOT ALLOWED.—The following de-
ductions shall not be allowed:

“(A) The deduction for personal exemptions provided in
section 151.

“(B) The net operating loss deduction provided in sec-
tion 172.

“CC) The additional itemized deductions for individ-
uals provided in part VII of subchapter B (other than sec-
tion 212 thereof).

“02) CHARITABLE DEDUCTIONS.—In determining the amount
allowable under section 170, the limitation of section 170(b)(2)
shal{ (ia?gpéy.

- OORDINATION WITH SECTION 67.—In lieu of applyin
section 67, 70 percent of the amount of the miscellan’:»;ouli:spi%'em‘g-r
ized deductions shall be disallowed.



235

“(c) SPECcIAL RULES FOR INcoME FroM DISCHARGE OF INDEBTED-
NESS.—If a large partnership has income from the discharge of any
indebtedness—

“(1) such income shall be excluded in determining the
amounts referred to in section 772(a), and

“(%) in determining the income tax of any partner of such
partnership—

“(A) such income shall be treated as an item required
t(;td be separately taken into account under section ?7%a),
a

“(B) the provisions of section 108 shall be applied with-
out regard to this part.

“SEC. 774. OTHER MODIFICATIONS.

“la) TREATMENT OF CERTAIN OPTIONAL ADJUSTMENTS, ETCc.—In
the case of a large partnership—

“(1) computations under section 773 shall be made without
regard to any adjustment under section 743(b) or 108(b), but

‘(%) a partner’s distributive share of any amount referred to
in section 772(a) shall be appropriately adjusted to take into ac-
count any adjustment under section 743(b) or 108(b) with respect
to such partner.

“b) DEFERRED SALE TREATMENT OF CONTRIBUTED PROPERTY.—

‘Y1) TREATMENT OF PARTNERSHIP.—In the case of any con-
tribution of property to which this subsection applies—

“CA) the basis of such property to the partnership shall
be its fair market value as of the time of such contribution,

“(B) section 704(c) shall not apply to such property, and

“C) section 737 shall not apply.

“02) TREATMENT OF CONTRIBUTING PARTNER.—

‘““A) IN GENERAL.—In the case of any partner who
makes a contribution of property to which this subsection
applies—

“G) such partner shall recognize the precontribu-
tion gain or loss from such property as provided in this
paragraph, and )

‘i) appropriate adjustments to the basis of such
partner’s interest in the partnership shall be made for
the amounts recognized under this paragraph.

“B) CrHArRACTER.—The character of any gain or loss
recognized under this paragraph shall be determined by ref-
erence to the character which would have resulted if the
property had been sold to the partnership at the time of the
contributions; except that any gain or loss recognized under
subparagraph (CXi) shall be treated as ordinary income or
loss, as the case may be.

“(C) TRANSACTIONS AT PARTNERSHIP LEVEL.—

“(i) DEPRECIATION, ETC.—If any partnership deduc-
tion for depreciation, depletion, or amortization s in-
creased by reason of an increase in the basis of any
property under paragraph (1), the contributing partner
shall recognize so much of the precontribution gain
with respect to such property as does not exceed the in-
crease in such deduction. If there is a precontribution
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loss, a similar rule shall apply to any decrease in such
a deduction.
“(ii) DISPOSITIONS.—

“I) IN GENERAL.—Except as otherwise provid-
ed in this clause, any precontribution gain or loss
with respect to any property (to the extent not pre-
viously taken into account under this paragraph)
shall be recognized by the contributing partner if
the partnership makes any disposition of the prop-

ty.

Y “I) DISTRIBUTIONS TO CONTRIBUTING PART-
NER.—No gain or loss shall be recognized under
subclause (I) by reason of any distribution of the
contributed property to the contributing partner
(and subparagraph (D)Gi) shall not apply to any
such distribution). In any such case, no adjustment
shall be made under section 734 on account of
such distribution and the adjusted basis of such
property in the hands of the contributing partner
shall be its adjusted basis immediately before the
contribution properly adjusted for gain or loss pre-
viously recognized under this paragraph. If the
property distributed consists of an interest in an
entity, this subclause shall not apply to the extent
that the value of such interest is attributable to
property contributed to such entity after such inter-
est had been contributed to the partnership.

“Uiii) YEAR FOR WHICH AMOUNT TAKEN INTO AC-
COUNT.—Any amount recognized under this subpara-
graph shall be taken into account for the partner’s tax-
able year in which or with which ends the partnership
taxable year of the deduction or disposition.

‘D) TRANSACTIONS AT PARTNER LEVEL.—

“G) IN GENERAL.—If the contributing partner
makes a disposition of any portion of his interest in the
partnership, a corresponding portion of any precontri-
bution gain or loss which was not previously taken into
account under this paragraph shall be recognized for
the partner’s taxable year in which the disposition
occurs. The preceding sentence shall not apply to a dis-
position at death.

“(ii) TREATMENT OF CERTAIN DISTRIBUTIONS.—If—

“) the amount of cash and the fair market
value of property distributed to a partner, exceeds
“(II) the adjusted basis of such partner’s inter-
est in the partnership immediately before the dis-
tribution (determined without regard to any ad-

Justment under subparagraph (A)(i) resulting from

such distribution),
the contributing partner shall recognize so much of any
precontribution gain as does not exceed such excess.

‘(i) SpeciaL ruLE.—Except as provided in clause
@)II), any basis adjustment under subparograph
(A)ii) resulting from any gain or loss recognized under
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this subparagraph shall be treated as occurring imme-

diately before the disposition or distribution involved.

“(E) SECTION 267 AND 707(b) PRINCIPLES TO APPLY.—No
loss shall be recognized under subparagraph (CXii) or (D) by
reason of any disposition (directly or indirectly) to a person
related (within the meaning of section 267(b) or 707(b)X1) to
the contributing partner.

“(F) TREATMENT OF CERTAIN NONTAXABLE EX-
CHANGES.—

“(i) SECTION 1081 AND 1033 TRANSACTIONS.—If the
disposition referred to in subclause (I) of subparagraph
(CXii) is an exchange described in section 1031 or a
compulsory or involuntary conversion within the mean-
ing of section 1035—

“) the amount of gain or loss recognized by

the contributing partner under such subclause (I)

shall not exceed the gain or loss recognized by the

partnership on the disposition, and

“D the replacement property shall be treated

as the contributed property for purposes of this

paragraph.
For purposes of the preceding sentence, the term ‘re-
Dplacement property’ means the property the basis of
which is determined under section 1031(d) or 1033(b),
whichever is applicable.

“lit) CONTRIBUTIONS TO CONTROLLED PARTNER-
sHrp.—If the disposition referred to in subclause (I) of
subparagraph (C)ii) is a contribution of the property to
another partnership which is a controlled partner-
ship—

P “D the rules of subclause (I) of clause (i) shall
apply, and
“dl) the partnership shall be treated as con-
tinuing to hold the contributed property so long as
the other partnership continues to be a controlled
partnership and continues to hold such property.
For purposes.of the preceding sentence, the term ‘con-
trolled partnership’ means any partnership in which
the partnership making the disposition owns more
than 50 percent of the capital interest or profits inter-
est.
“(3) PRECONTRIBUTION GAIN OR LOSS.—For purposes of this
subsection— ) i
“(A) PRECONTRIBUTION GAIN.—The term ‘precontribu-
tion gain’ means the excess (if any) of— .

“() the fair market value of the contributed prop-
erty as of the time of the contribution, over .

“(ii) the adjusted basis of such property immediate-
ly before such contribution. ) ‘
“4B) PrRECONTRIBUTION LOSS.—The term ‘precontribu-

tion loss’ means the excess (if any) of the amount referred
to in clause (ii) of subparagraph (A) over the amount re-
ferred to in clause (i) of subparagraph (A).
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“(4) CONTRIBUTIONS TO WHICH SUBSECTION APPLIES.—This
subsection shall apply to any contribution of property (other
than cash) which is made by any partner to a partnership if—

“(A) as of the time of such contribution, such partner-
ship is a large partnership, or ]

“B) such contribution is to a partnership reasonably
expected to become a large partnership.

This subsection shall not apply to any contribution made before

the date of the enactment of this part.

“(c) CREDIT RECAPTURE DETERMINED AT PARTNERSHIP LEVEL.—

“(1) IN GENERAL.—In the case of a large partnership—

“CA) any credit recapture shall be taken into account by
the partnership, and

“(B) the amount of such recapture shall be determined
as if the credit with respect to which the recapture is made
had been fully utilized to reduce tax.

“‘9) METHOD OF TAKING RECAPTURE INTO ACCOUNT.—A
large partnership shall take into account a credit recapture by
reducing the amount of the appropriate current year credit to
the extent thereof, and if such recapture exceeds the amount of
such current year credit, the partnership shall be liable to pay
such excess.

“(3) DISPOSITIONS NOT TO TRIGGER RECAPTURE.—No credit
recapture shall be required by reason of any transfer of an in-
terest in a large partnership.

“(4) CrEDIT RECAPTURE.—For purposes of this subsection,
the term ‘credit recapture’ means any increase in tax under sec-
tion 42@) or 50(a).

“(d) PARTNERSHIP NOT TERMINATED BY REASON OF CHANGE IN
OwNERsHIP.—Subparagraph (B) of section 708(b)(1) shall not apply
to a large partnership. '

“(e) PARTNERSHIP ENTITLED TO CERTAIN CREDITS.—The follow-
ing shall be allowed to a large partnership and shall not be taken
into account by the partners of such partnership:

“(1) The credit provided by section 34.

“(2) Any credit or refund under section 852(b)X3)(D).

“(f) TrEATMENT OF REMIC RESIDUALS.—For purposes of apply-
ing section 860E(e)(6) to any large partnership—

“(1) all interests in such partnership shall be treated as
held %)disquclzliﬁed organizations,

“ in lieu of applying subparagraph (C) of section
860E(e)(6), the amount subject to tax u%eg section §€0E(e)(6')
shcczlll be excluded from the gross income of such partnership,
an .

“(3) subparagraph (D) of section 860E(e)(6) shall not apply.
“@® SpEcIAL RULES FOR APPLYING CERTAIN INSTALLMENT SALE

RuLgs.—In the case of a large partnership—

‘1) the provisions of sections 453(1)(3) and 453A shall be
applied at the partnership level, and

“2) in determining the amount of interest payable under
such sections, such partnership shall be treated as subject to tax

under this chapter at the highest rate of tax in effect under sec-
tion 1 or 11.
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“SEC. 775. LARGE PARTNERSHIP.

“la) GENERAL RULE.—For purposes of this part—

‘(1) INn GENERAL.—Except as otherwise provided in this sec-
tion or section 776, the term ‘large partnership’ means, with re-
spect to any partnership taxable year, any partnership if the
number of persons who were partners in such partnership in
such taxable year or any preceding parinership taxable year
ending on or after December 31, 1993, equaled or exceeded 250.
To the extent provided in regulations, a partnership shall cease
to be treated as a large partnership for any partnership taxable
year if in such taxable year fewer than 100 persons were part-
ners in such partnership.

“02) ELECTION FOR PARTNERSHIPS WITH AT LEAST 100 PART-
Ners.—If a partnershz;{: makes an election under this para-
graph, paragraph (1) shall be applied by substituting ‘100’ for
'250°. Such an election shall apply to the taxable year for which
made and all subsequent taxable years unless revoked with the
consent of the Secretary.

“(b) SpEcIAL RULES FOR CERTAIN SERVICE PARTNERSHIPS.—

‘1) CERTAIN PARTNERS NOT COUNTED.—For purposes of this
section, the term ‘partner’ does not include any inc{z)'vidual per-
forming substantial services in connection with the activities of
the partnership and holding an interest in such partnership, or
an individual who formerly performed substantial services in
connection with such activities and who held an interest in
such partnership at the time the individual performed such
services.

“2) ExcLusioN.—For purposes of this part, the term ‘large
partnership’ does not include any partnership if substantially
all the partners of such partnership—

“CA) are individuals performing substantial services in
connection with the activities of such partnership or are
personal service corporations (as defined in section 269A(b))
the owner-employees (as defined in section 269A()) of
which perform such substantial services,

“(B) are retired partners who had performed such sub-
stantial services, or _

“C) are spouses of partners who are performing (or had
previously performed) such substantial services.

“(3) SPECIAL RULE FOR LOWER TIER PARTNERSHIPS.—For
purposes of this subsection, the activities of a partnership shall
incgtde the activities of any other partnership in which the

partnership owns directly an interest in the capital and profits

of at least 80 percent. _

“c) ExcLusioNn or CommopIry Poors.—For purposes of this
part, the term ‘large partnership’ does not include any partnership
the principal activity of which is the buying and selling of commod-
ities (not described in section 1221(1)), or options, futures, or for-
wards with respect to such commodities.

“d) SECRETARY MaY RELY ON TREATMENT ON RETURN.—If, on
the partnership return of any partnership, such partnership is treat-
ed as a large partnership, such treatment shall be binding on such
partnership and all partners of such partnership but not on the Sec-

retary.
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“SEC. 776. SPECIAL RULES FOR PARTNERSHIPS HOLDING OIL AND GAS
PROPERTIES.

“ta) ExcePTION FOR PARTNERSHIPS HOLDING SIGNIFICANT OIL
AND GAS PROPERTIES.—

“(1) IN GENERAL.—For purposes of this part, the term ‘large
partnership’ shall not include any partnership if the average
percentage of assets (by value) held by such partnership during
the taxable year which are oil or gas properties is at least 25
percent. For purposes of the preceding sentence, any interest
held by a partnership in another partnership shall be disre-
garded, except that the partnership shall be treated as holding
its proportionate share of the assets of such other partnership.

“(2) ELECTION TO WAIVE EXCEPTION.—Any partnership may
elect to have paragraph (1) not apply. Such an election shall
apply to the partnership taxable year for which made and all
subsequent partnership taxable years unless revoked with the
consent of the Secretary.

“(b) SpeciaL Rures WHERE PART APPLIES.—

“(1) COMPUTATION OF PERCENTAGE DEPLETION.—In the case
of a large partnership, except as provided in paragraph (2)—

‘{A4) the allowance for depletion under section 611 with
respect to any partnership oil or gas property shall be com-
puted at the partnership level without regard to any provi-
sion of section 613A requiring such allowance to be comput-
ed separately by each partner,

“B) such allowance shall be determined without
regard to the provisions of section 613A(c) limiting the
amount of production for which percentage depletion is al-
lowable and without respect to paragraph (1) of section
613A(d), and

“(C) paragraph (3) of section 705(a) shall not apply.

‘02) TREATMENT OF CERTAIN PARTNERS.—

“lA) IN GENERAL.—In the case of a disqualified person,
the treatment under this chapter of such person’s distribu-
tive share of any item of income, gain, loss, deduction, or
credit atiributable to any partnership oil or gas property
shall be determined without regard to this part. Such per-
son’s distributive share of any such items shall be excluded
for purposes of making determinations under sections 772
and 778.

“B) D1suaLIFIED PERSON.—For purposes of subpara-
graph (A), the term ‘disqualified person’ means, with re-
spect to any partnership taxable year—

) any person referred to in paragraph (2) or (4) of
section 613A(d) for such person’s taxable year in which
such partnership taxable year ends, and

“t1) any other person if such person’s average daily
production of domestic crude oil and natural gas for
such _person’s taxable year in which such partnership
taxable year ends exceeds 500 barrels.

“C) AVERAGE paILY PRODUCTION.—For purposes of
subparagraph (B), a person’s average daily production of
domestic crude oil and natural gas for any taxable year
shall be computed as provided in section 613A(c)2)—
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_ “0) by taking into account all production of domes-
tic crude oil and natural gas (including such person’s
pqu;artwnate share of any production of a partner-
ship), '

“7i) by treating 6,000 cubic feet of natural gas as a
barrel of crude oil, and

“Gtir) by treating as 1 person all persons treated as
1 taxpayer under section 613A(c)X8) or among whom al-
locations are required under such section.

“SEC. 777. REGULATIONS.

“The Secretary shall prescribe such regulations as may be ap-
propriate to carry out the purposes of this part.”

(b) CLErICAL AMENDMENT.—The table of parts for subchapter K
of chapter 1 is amended by adding at the end thereof the following
new item:

“Part I'V. Special rules for large partnerships.”

SEC. 4302. SIMPLIFIED AUDIT PROCEDURES FOR LARGE PARTNERSHIPS.
(a) GENERAL RuLe.—Chapter 63 is amended by adding at the
end thereof the following new subchapter:

“SUBCHAPTER D—TREATMENT OF LARGE
PARTNERSHIPS

“Part I. Treatment of partnership items and adjustments.
“Part II. Partnership level adjustments.
“Part III. Definitions and special rules.

“PART I—TREATMENT OF PARTNERSHIP ITEMS
AND ADJUSTMENTS

“Sec. 6240. Application of subchapter.
“Sec. 6241. Partner’s return must be consistent with partnership

return.
“Sec. 6242. Procedures for taking partnership adjustments into ac-
’ count.

“SEC. 6240. APPLICATION OF SUBCHAPTER.
‘“4a) GENERAL RULE.—This subchapter shall only apply to large
partnerships and partners in such partnerships.
“®) CoorDINATION WiTH OTHER PARTNERSHIP AUDIT PROCE-
DURES.—
“1) In GENERAL.—Subchapter C of this chapter shall not
apply to any large partnership other than in its capacity as a
partner in another partnership which is not a large partner-
ship.
‘ p“(2) TREATMENT WHERE PARTNER IN OTHER PARTNERSHIP.—
If a large partnership is a partner in another partnership which
is not a large partnership— ) _
“CA) subchapter C of this chapter shall apply to items
of such large partnership which are partnership items with
respect to such other partnership, but
“B) any adjustment under such subchapter C shall be
. taken into account in the manner provided by section 6242.
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“SEC. 6241. PARTNER’S RETURN MUST BE CONSISTENT WITH PARTNERSHIP
RETURN.

“(a) GENERAL RULE.—A partner of any large partnership shall,
on the partner’s return, treat each partnership item attributable to
such partnership in a manner which is consistent with the treat-
ment of such partnership item on the partnership return.

“b) UNDERPAYMENT DUE TO INCONSISTENT TREATMENT As-
SESSED AS MATH ERROR.—Any underpayment of tax by a partner by
reason of failing to comply with the requirements of subsection (a)
shall be assessed and collected in the same manner as if such un-
derpayment were on account of a mathematical or clerical error ap-
pearing on the partner’s return. Paragraph (2) of section 6213(b)
shall not apply to any assessment of an underpayment referred to in
the preceding sentence.

“(c) ApgusTMENTS NOT TO AFFECT PRIOR YEAR OF PARTNERS.—

“(1) In GENERAL.—Except as provided in paragraph (2), sub-
sections (a) and (b) shall apply without regard to any adjust-
ment to the partnership item under part I1.

“02) CERTAIN CHANGES IN DISTRIBUTIVE SHARE TAKEN INTO

ACCOUNT BY PARTNER.—

“tA) IN GENERAL.—To the extent that any adjustment
under part II involves a change under section 704 in a part-
ner’s distributive share of the amount of any partnership
item shown on the partnership return, such adjustment
shall be taken into account in applying this title to such
partner for the partner’s taxable year for which such item
was required to be taken into account.

“(B) CCORDINATION WITH DEFICIENCY PROCEDURES.—

“t) In GENERAL.—Subchapter B shall not apply to
the assessment or collection of any underpayment of
tax attributable to an adjustment referred to in sub-

paragraph (A).

(ii) ADJUSTMENT NOT PRECLUDED.—Notwithstand-
ing any other law or rule of law, nothing in subchapter

B (or in any proceeding under subchapter B) shall pre-

clude the assessment or collection of any underpayment

of tax (or the allowance of any credit or refund of any
overpayment of tax) attributable to an adjustment re-
ferred to in subparagraph (A) and such assessment or
collection or allowance (or any notice thereof) shall not
preclude any notice, proceeding, or determination under
subchapter B.
“(C) PerioD OF LIMITATIONS.—The period for—
“(i) assessing any underpayment of tax, or
“Gi) filing a claim for credit or refund of any over-
payment of tax,

attributable to an adjustment referred to in subparagraph

(A) shall not expire before the close of the Dperiod prescribed

by section 6248 for making adjustments with respect to the
partnership taxable year involved.

“D) TierED STRUCTURES.—If the partner referred to in
subparagraph (A) is another partnership or an S corpora-
tion, the rules of this paragraph shall also apply to persons
holding interests in such partnership or S corporation (as
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the case may be); except that, if such partner is a large
partnership, the adjustment referred to in subparagraph (4)
shall be taken into account in the manner provided fy sec-
tion 6242.
“d) ApprrioN 10 Tax ror Farvre to CompLy Wit Skc-
TION.,—

“For addition to tax in case of partner’s disregard of requirements of this
section, see part II of subchapter A of chapter 68.

“SEC. 6242. PfggggggES FOR TAKING PARTNERSHIP ADJUSTMENTS INTO

“(a) ADJUSTMENTS FLow THROUGH TO PARTNERS FOR YEAR IN
WHicH ADJUSTMENT TAKES EFFECT. —

“1) IN GENERAL.—If any partnership adjustment with re-
spect to any partnership item takes effect (within the meaning
of subsection (d)2)) during any partnership taxable year and if
an election under paragraph (2) does not apply to such adjust-
ment, such adjustment shall be taken into account in determin-
ing the amount of such item for the partnership taxable year in
which such adjustment takes effect. In applying this title to any
person who is (directly or indirectly) a partner in such partner-
ship during such partnership taxable year, such adjustment
shall be treated as an item actually arising during such taxable
year.

“(2) PARTNERSHIP LIABLE IN CERTAIN CASES.—If—

“CtA) a partnership elects under this paragraph to not
take an adjustment into account under paragraph (1),

“(B) a partnership does not make such an election but
in filing its return for any partnership taxable year fails to
take fully into account any partnership adjustment as re-
quired under paragraph (1), or

“‘C) any partnership adjustment involves a reduction
in a credit which exceeds the amount of such credit deter-
mined for the partnership taxable year in which the adjust-
ment takes effect,
the partnership shall pay to the Secretary an amount deter-
mined by applying the rules of subsection (b)}) to the adjust-
ments not so taken into account and any excess referred to in
subparagraph (C).

“(3) OFFSETTING ADJUSTMENTS TAKEN INTO ACCOUNT.—If a
partnership adjustment requires another adjustment in a tax-
able year after the adjusted year and before the partnership tax-
able year in which such parinership adjustment takes effect,
such other adjustment shall be taken into account under this
subsection for the partnership taxable year in which such part-
nership adjustment takes effect. .

“t4) COORDINATION WITH PART IL—Amounts taken into ac-
count under this subsection for any partnership taxable year
shall continue to be treated as adjustments for the adjusted
year for purposes of determining whether such amounts may be
readjusted under part II.

“(b) PARTNERSHIP LIABLE FOR INTEREST AND PENALTIES. —

“1) In GENERAL.—If a partnership adjustment takes effect

during any partnership taxable year and such adjustment re-
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sults in an imputed underpayment for the adjusted year, the
partnership— )
““A) shall pay to the Secretary interest computed under

paragraph (2), and .

“B) shall be liable for any penalty, addition to tax, or

additional amount as provided in paragraph (3).

“(2) DETERMINATION OF AMOUNT OF INTEREST.—The inter-
est computed under this paragraph with respect to any partner-
ship adjustment is the interest which would be determined
under chapter 67— )

“CA) on the imputed underpayment determined under
paragraph (4) with respect to such adjustment, or
“B) for the period beginning on the day after the
return due date for the adjusted year and ending on the
return due date for the partnership taxable year in which
such adjustment takes effect (or, if earlier, in the case of
any adjustment to which subsection (a)X?2) applies, the date
on which the payment under subsection (a)(2) is made).
Proper adjustments in the amount determined under the preced-
ing sentence shall be made for adjustments required for part-
nership taxable years after the adjusted year and before the
year in which the partnership adjustment takes effect by reason
of such partnership adjustment.

“(3) PENALTIES.—A partnership shall be liable for any pen-
alty, addition to.tax, or additional amount for which it would
have been liable if such partnership had been an individual
subject to tax under chapter 1 for the adjusted year and the im-
puted underpayment determined under paragraph (4) were an
actual underpayment (or understatement) for such year.

“‘4) IMPUTED UNDERPAYMENT.—For purposes of this subsec-
tion, the imputed underpayment determined under this para-
graph with respect to any partnership adjustment is the under-
payment (if any) which would result—

“CA) by netting all adjustments to items of income,
gain, loss, or deduction and—

“G) if such netting results in a net increase in
income, by treating such net increase as an underpay-
ment equal to the amount of such net increase multi-
plied by the highest rate of tax in effect under section 1
or 11 for the adjusted year, or

“(i) if such netting results in a net decrease in
income, by treating such net decrease as an overpay-
ment equal to such net decrease multiplied by such
highest rate, and

~ “(B) by taking adjustments to credits into account as

increases or decreases (whichever is appropriate) in the

amount of tax.
For purposes of the preceding sentence, any net decrease in a
loss shall be treated as an increase in income and a similar
rule shall apply to a net increase in a loss.
“lc) ADMINISTRATIVE PROVISIONS.—

““1) IN GENERAL.—Any payment required b bsecti
(@X2) or (BX1XA)— Y pay quired Oy subsection
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“CA) shall be assessed and collected in the same
manner as if it were a tax imposed by subtitle C, and

“(B) shall be paid on or before the return due date for
the partnership taxable year in which the partnership ad-
Justment takes effect.

“(?) INTEREST.—For purposes of determining interest, any
payment required by subsection (a)(2) or (bX1)XA) shall be treated
as an underpayment of tax.

“(3) PENALTIES.—

“A) IN GENERAL.—In the case of any failure by any
partnership to pay on the date prescribed therefor any
amount required by subsection (@X2) or (BY1)A), there is
hereby imposed on such partnership a penalty of 10 percent
of the underpayment. For purposes of the preceding sen-
tence, the term ‘underpayment’ means the excess of any pay-
ment required under this section over the amount (if any)
paid on or before the date prescribed therefor.

“(B) ACCURACY-RELATED AND FRAUD PENALTIES MADE
APPLICABLE.—For purposes of part II of subchapter A of
chapter 68, any payment required by subsection (a)?) shall
be treated as an underpayment of tax.

“(d) DEFINITIONS AND SPECIAL RULES.—For purposes of this sec-
tion—

“(1) PARTNERSHIP ADJUSTMENT.—The term ‘partnership ad-
Justment’ means any adjustment in the amount of any partner-
ship item of a large partnership.

“2) WHEN ADJUSTMENT TAKES EFFECT.—A partnership ad-
Jjustment takes effect—

“ltA) in the case of an adjustment pursuant to the deci-
sion of a court in a proceeding brought under part II, when
such decision becomes final,

“(B) in the case of an adjustment pursuant to any ad-
ministrative adjustment request under section 6251, when
such adjustment is allowed by the Secretary, or

“lC) in any other case, when such adjustment is made.
“3) ApsusTtEDp YEAR.—The term ‘adjusted year’ means the

partnership taxable year to which the item being adjusted re-
lates.

“}) RETURN DUE DATE.—The term ‘return due date’ means,
with respect to any taxable year, the date prescribed for filing
the partnership return for such taxable year (determined with-
out regard to extensions).

“(5) ADJUSTMENTS INVOLVING CHANGES IN CHARACTER.—
Under regulations, appropriate adjustments in the application
of this section shall be made for purposes of taking into account
partnership adjustments which involve a change in the charac-
ter of any item of income, gain, loss, or deductzgn.

“le) PayMENTS NONDEDUCTIBLE.—No deduction shall be al-
lowed under subtitle A for any payment required to be made by a
large partnership under this section.
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“PART II—PARTNERSHIP LEVEL ADJUSTMENTS

“Subpart A. Adjustments by Secretary. ]
“Subpart B. Claims for adjustments by partnership.

“Subpart A—Adjustments by Secretary

“Sec. 6245. Secretarial authority. )

“Sec. 6246. Restrictions on partnership adjustments.

“Sec. 6247, Judicial review of partnership adjustment.
“Sec. 6248. Period of limitations for making adjustments.

“SEC. 6245. SECRETARIAL AUTHORITY.

“ta) GENERAL RULE.—The Secretary is authorized and directed
to make adjustments at the partnership level in any partnership
item to the extent necessary to have such item be treated in the
manner required.

“b) NoTICE OF PARTNERSHIP ADJUSTMENT.—

“1) IN GENERAL.—If the Secretary determines that a part-
nership adjustment is required, the Secretary is authorized to
send notice of such adjustment to the partnership by certified
mail or registered mail. Such notice shall be sufficient if
mailed to the partnership at its last known address even if the
partnership has terminated its existence.

“2) FURTHER NOTICES RESTRICTED.—If the Secretary mails
a notice of a partnership adjustment to any partnership for any
partnership taxable year and the partnership files a petition
under section 6247 with respect to such notice, in the absence of
a showing of fraud, malfeasance, or misrepresentation of a ma-
terial fact, the Secretary shall not mail another such notice to
such partnership with respect to such taxable year.

“(3) AUTHORITY TO RESCIND NOTICE WITH PARTNERSHIP CON-
SENT.—The Secretary may, with the consent of the partnership,
rescind any notice of a partnership adjustment mailed to such
partnership. Any notice so rescinded shall not be treated as a
notice of a partnership adjustment, for purposes of this section,
section 6246, and section 6247, and the taxpayer shall have no
right to bring a proceeding under section 6247 with respect to
such notice. Nothing in this subsection shall affect any suspen-
sion of the running of any period of limitations during any
period during which the rescinded notice was outstanding.

“SEC. 6246. RESTRICTIONS ON PARTNERSHIP ADJUSTMENTS.

“la) GENERAL RuULE.—Except as otherwise provided in this
chapter, no adjustment to any partnership item may be made (and
no levy or proceeding in any court for the collection of any amount
ze.;‘cultmg from such adjustment may be made, begun or prosecuted)

efore—

1) the close of the J0th day after the day on which a
notice of a partnership adjustment was mailed to the partner-
ship, and_ o

“@Qifa petition is filed under section 6247 with respect to
s‘,‘uch notice, the decision of the court has become final.

' (b) PREMATURE AcTION May BE ENJOINED. —Notwithstanding
section 7421(a), any action which violates subsection (a) may be en-



247

Jjoined in the proper court, including the Tax Court. The Tax Court
shall have no jurisdiction to enjoin any action under this subsection
unless a timely petition has been filed under section 6247 and then
only in respect of the adjustments that are the subject of such peti-
tion.

‘c) EXCEPTIONS TO RESTRICTIONS ON ADJUSTMENTS.—

‘1) ADJUSTMENTS ARISING OUT OF MATH OR CLERICAL
ERRORS.— :

‘“A) IN GENERAL.—If the partnership is notified that,
on account of a mathematical or clerical error appearing on
the partnership return, an adjustment to a partnership
item is required, rules similar to the rules of paragraphs (1)
and (2) of section 6213(b) shall apply to such adjustment.

“B) SpEcIAL RULE.—If a large partnership is a partner
in another large partnership, any adjustment on account of
such partnership’s failure to comply with the requirements
of section 6241(a) with respect to its interest in such other
partnership shall be treated as an adjustment referred to in
subparagraph (A), except that paragraph (2) of section
6213(b) shall not apply to such adjustment.

“(2) PARTNERSHIP MAY WAIVE RESTRICTIONS.—The partner-
ship shall at any time (whether or not a notice of partnership
adjustment has been issued) have the right, by a signed notice
in writing filed with the Secretary, to waive the restrictions pro-
vided in subsection (a) on the making of any partnership ad-
Jjustment.

“d) Limir WHERE No PROCEEDING BEGUN.—If no proceeding
under section 6247 is begun with respect to any notice of a partner-
ship adjustment during the 90-day period described in subsection
(a), the amount for which the partnership is liable under section
6242 (and any increase in any partner’s liability for tax under chap-
ter 1 by reason of any adjustment under section 6242(a)) shall not
exceed the amount determined in accordance with such notice.

“SEC. 6247, JUDICIAL REVIEW OF PARTNERSHIP ADJUSTMENT.

“a) GENERAL RuLE.—Within 90 days after the date on which a
notice of a partnership adjustment is mailed to the partnership
with respect to any partnership taxable year, the partnership may
file a petition for a readjustment of the partnership items for such
taxable year with—

“1) the Tax Court, .
“9) the district court of the United States for the district in
which the partnership’s principal place of business is located,

“(3) the Claims Court.

“®b) JURISDICTIONAL REQUIREMENT FOR BRINGING ACTION IN
District Court or Craims COURT.— o _

“T1) IN GENERAL.—A readjustment petition under this sec-
tion may be filed in a district court of the United States or the
Claims Court only if the partnership filing the petition deposits
with the Secretary, on or before the date the petition is filed,
the amount for which the partnership would be liable under
section 6242(b) (as of the date of the filing of the petition) if the
partnership items were adjusted as provided by the notice of
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partnership adjustment. The court may by order provide that

the jurisdictional requirements of this paragraph are satisfied

where there has been a good faith attempt to satisfy such re-
quirement and any shortfall of the amount required to be de-
posited is timely corrected. '

“9) INTEREST PAYABLE.—Any amount deposited under
paragraph (1), while deposited, shall not be treated as a pay-
ment of tax for purposes of this title (other than chapter 67).

“lc) ScoPE oF JupiciaL REVIEW.—A court with which a petition
is filed in accordance with this section shall have jurisdiction to de-
termine all partnership items of the partnership for the partnership
taxable year to which the notice of partnership adjustment relates
and the proper allocation of such items among the partners (and the
applicability of any penalty, addition to tax, or additional amount
for which the partnership may be liable under section 6242(b)).

“ld) DETERMINATION OF COURT REVIEWABLE.—Any determina-
tion by a court under this section shall have the force and effect of
a decision of the Tax Court or a final judgment or decree of the dis-
trict court or the Claims Court, as the case may be, and shall be
reviewable as such. The date of any such determination shall be
treated as being the date of the court’s order entering the decision.

“le) ErrFEcT OF DECISION DisMISSING AcTION.—If an action
brought under this section is dismissed other than by reason of a
rescission under section 6245(b)3), the decision of the court dismiss-
ing the action shall be considered as its decision that the notice of
partnership adjustment is correct, and an appropriate order shall be
entered in the records of the court.

“SEC. 6248. PERIOD OF LIMITATIONS FOR MAKING ADJUSTMENTS.

“(a) GENERAL RULE.—Except as otherwise provided in this sec-
tion, no adjustment under this subpart to any partnership item for
any partnership taxable year may be made after the date which is 8
years after the later of—

“(1) the date on which the partnership return for such tax-
able year was filed, or

“(2) the last day for filing such return for such year (deter-
mined without regard to extensions).

“(b) EXTENSION BY AGREEMENT.—The period described in sub-
section (a) (including an extension period under this subsection,) may
be extended by an agreement entered into by the Secretary and the
partnership before the expiration of such period.

“lc) SPECIAL RULE IN CASE OF FrauD, ETC.—

“(1) Farse RETURN.—In the case of a false or fraudulent
partnership return with intent to evade tax, the adjustment
may be made at any time.

“(2) SUBSTANTIAL OMISSION OF INCOME.—If any partnership
omits from gross income an amount properly includible therein
which is in excess of 25 percent of the amount of gross income
stated in its return, subsection (a) shall be applied by substitut-
ing ‘6 years’ for ‘3 years’,

“(3) No RETURN.—In the case of a failure by a partnership

to file a return for any taxable year, the adjustment may be
made at any time.
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_ “(44) RETURN FILED BY SECRETARY.—For purposes of this sec-
tion, a return executed by the Secretary under subsection (b) of
section 6020 on behalf of the partnership shall not be treated as
a return of the partnership.

“(d) SusPENSION WHEN SECRETARY MAILs NOTICE OF ADJUST-
MENT.—If notice of a partnership adjustment with respect to any
taxable year is mailed to the partnership, the running of the period
specified in subsection (a) (as modified by the other provisions of
this section) shall be suspended—

“(1) for the period during which an action may be brought

under section 6247 (and, if a petition is filed under section 6247

with respect to such notice, until the decision of the court be-

comes final), and
“42) for 1 year thereafter.

“Subpart B—Claims for Adjustments by Partnership

‘“Sec. 6251. Administrative adjustment requests.
“Sec. 6252. Judicial review where administrative adjustment request
. is not allowed in full.

“SEC. 6251. ADMINISTRATIVE ADJUSTMENT REQUESTS.

‘la) GENERAL RULE.—A partnership may file a request for an
administrative adjustment of partnership items for any partnership
taxable year at any time which is—

“(1) within 8 years after the later of—
‘CA) the date on which the partnership return for such
year ts filed, or ,
““B) the last day for filing the partnership return for
such year (determined without regard to extensions), and
“(2) before the mailing to the partnership of a notice of a
partnership adjustment with respect to such taxable year.

“b) SECRETARIAL AcTION.—If a partnership files an adminis-
trative adjustment request under subsection (a), the Secretary may
allow any part of the requested adjustments.

“c) SpeciaL RuLE IN CASE oF ExTENsioN UNDER SECTION
6248.—If the period described in section 62}8(a) is extended pursu-
ant to an agreement under section 6248(b), the period prescribed by
subsection (aX1) shall not expire before the date 6 months after the
expiration of the extension under section 6248(b).

“SEC. 6252. JUDICIAL REVIEW WHERE ADMINISTRATIVE ADJUSTMENT RE-

) QUEST IS NOT ALLOWED IN FULL.

“a) IN GENERAL.—If any part of an administrative adjustment
request filed under section 6251 is not allowed by the Secretary, the
partnership may file a petition for an adjustment with respect to
the partnership items to which such part of the request relates
with—

“(1) the Tax Court, o

“9) the district court of the United States for the district in
which the principal place of business of the partnership is lo-
cated, or -

“3) the Claims Court.
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“b) PerioDp FOR FILING PETITION.—A petition may be filed
under subsection (a) with respect to partnership items for a partner-
ship taxable year only— »

“(1) after the expiration of 6 months from the date of filing
of the request under section 6251, and
“(2) before the date which is 2 years after the date of such
request.
The 2-(_1year period set forth in paragraph (2) shall be extended for
such period as may be agreed upon in writing by the partnership
and the Secretary.

‘tc) CoorDINATION WITH SUBPART A.—

‘1) NOTICE OF PARTNERSHIP ADJUSTMENT BEFORE FILING

OF PETITION.—No petition may be filed under this section after

the Secretary mails to the partnership a notice of a partnership

adjustment for the partnership taxable year to which the re-
quest under section 6251 relates.
‘?2) NOTICE OF PARTNERSHIP ADJUSTMENT AFTER FILING

BUT BEFORE HEARING OF PETITION.—If the Secretary mails to

the partnership a notice of a partnership adjustment for the

partnership taxable year to which the request under section

6251 relates after the filing of a petition under this subsection

but before the hearing of such petition, such petition shall be

treated as an action brought under section 6247 with respect to
suci; notice, except that subsection (b) of section 6247 shall not
apply.
“3) NoTICE MUST BE BEFORE EXPIRATION OF STATUTE OF

LIMITATIONS.—A notice of a partnership adjustment for the

partnership taxable year shall be taken into account under

paragraphs (1) and (2) only if such notice is mailed before the
expiration of the period prescribed by section 6248 for making
adjustments to partnership items for such taxable year.

“(d) Scope oF JuprciaL REVIEW.—Except in the case described
in paragraph (2) of subsection (c), a court with which a petition is
filed in accordance with this section shall have jurisdiction to de-
termine only those partnership items to which the part of the re-
quest under section 6251 not allowed by the Secretary relates and
those items with respect to which the Secretary asserts adjustments
as offsets to the adjustments requested by the partnership.

“le) DETERMINATION OF COURT REVIEWABLE.—Any determina-
tion by a court under this subsection shall have the force and effect
of a decision of the Tax Court or a final judgment or decree of the
district court or the Claims Court, as the case may be, and shall be
reviewable as such. The date of any such determination shall be
treated as being the date of the court’s order entering the decision.

“PART III—DEFINITIONS AND SPECIAL RULES

“Sec. 6255. Definitions and special rules.

“SEC. 6255. DEFINITIONS AND SPECIAL RULES.
“(a) DeFINITIONS.—For purposes of this subchapter—
“l1) LARGE PART. —Th ‘ ip’
(. RTNERSHIP. e term ‘large partnership’ has

the meaning given to such term by section 775 without d &
section 776(a). Y ut regard to
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“?) PARTNERSHIP ITEM.—The term ‘partnership item’ has
f!ze meaning given to such term by section 6231(a)3).

(b) PARTNERS BOUND BY ACTIONS OF PARTNERSHIP, ETc.—

‘(1) DESIGNATION OF PARTNER.—Each large partnership
shall designate (in the manner prescribed by the Secretary) a
partner (or other person) who shall have the sole authority to
act on behalf of such partnership under this subchapter. In any
case in which such a designation is not in effect, the Secretary
may select any partner as the partner with such authority.

“(2) BINDING EFFECT.—A large partnership and all partners
of such partnership shall be bound—

“CtA) by actions taken under this subchapter by the
partnership, and

“(B) by any decision in a proceeding brought under this
subchapter.

“lc) PARTNERSHIPS HAVING PRINCIPAL PLACE OF Business Our-
SIDE THE UNITED STATES.—For purposes cz[ sections 6247 and 6259,
a principal place of business located outside the United States shall
be treated as located in the District of Columbia.

“(d) TREATMENT WHERE PARTNERSHIP CEASES To Exist.—If a
partnership ceases to exist before a partnership adjustment under
this subchapter takes effect, such adjustment shall be taken into ac-
count by the former partners of such partnership under regulations
prescribed by the Secretary.

“le) Date DEcision Becomes Finar.—For purposes of this sub-
chapter, the principles of section 7481(a) shall be applied in deter-
mining the date on which a decision of a district court or the
Claims Court becomes final.

“4O ParTNERSHIPS IN CASES UNDER TITLE 11 OF THE UNITED
StATES CoDE.—The running of any period of limitations provided
in this subchapter on making a partnership adjustment (or provided
by section 6501 or 6502 on the assessment or collection of any
amount required to be paid under section 6242) shall, in a case
under title 11 of the United States Code, be suspended during the
period during which the Secretary is prohibited by reason of such
case from making the adjustment (or assessment or collection) and—

“(1) for adjustment or assessment, 60 days thereafter, and

“9) for collection, 6 months thereafter.

“@ ReGuLATIONS.—The Secretary shall prescribe such regula-
tions as may be necessary to carry out the provisions of this sub-
chapter, including regulations— )

“l1) to prevent abuse through manipulation of the provi-
sions of this subchapter, and’

“09) providing that this subchapter shall not apply to any
case described in section 6231(cX1) (or the regulations prescribed
thereunder) where the application of this subchapter to such a
case would interfere with the effective and efficient enforcement
of this title.

In any case to which this subchapter does not apply by reason of
paragraph (2), rules similar to the rules of sections 6229(f) and
6255(f) shall apply.”

(b) CLerIicAL AMENDMENT.—The table of subchapters for chap-

ter 63 is amended by adding at the end thereof the following new

item:



252

“SucHAPTER D. Treatment of large partnerships.”
SEC. 4303. DUE DATE FOR FURNISHING INFORMATION TO PARTNERS OF
LARGE PARTNERSHIPS.

(a) GENERAL RULE.—Subsection (b) of section 6031 (relating to
copies to partners) is amended by adding at the end thereof the fol-
lowing new sentence: “In the case of a large partnership (as defined
in sections 775 and 776(a), such information shall be furnished on
or before the first March 15 following the close of such taxable

ear.” '
Y (b) TREATMENT AS INFORMATION RETURN.—Section 672} is
amended by adding at the end thereof the following new subsection:

“le) SpECIAL RULE FOR CERTAIN PARTNERSHIP RETURNS.—If
any partnership return under section 6031(a) is required under sec-
tion 6011(e) to be filed on magnetic media or in other machine-read-
able form, for purposes of this part, each schedule required to be in-
cluded with such return with respect to each partner shall be treat-
ed as a separate information return.”

SEC. 4304, RETURNS MAY BE REQUIRED ON MAGNETIC MEDIA.

Paragraph (2) of section 6011(e) (relating to returns on magnetic
media) is amended by adding at the end thereof the following new
sentence:

“The preceding sentence shall not apply in the case of the part-

nership return of a large partnership (as defined in sections 775

and ’776’(a)) or any other partnership with 250 or more part-

ners.”
SEC. 4305. TREATMENT OF PARTNERSHIP ITEMS OF INDIVIDUAL RETIRE-
MENT ACCOUNTS.

Subsection (b) of section 6012 is amended by adding at the end
thereof the following new paragraph:

‘“(6) IRA SHARE OF PARTNERSHIP INCOME.—In the case of a
trust which is exempt from taxation under section 408(e), for
purposes of this section, the trust’s distributive share of items of
gross income and gain of any partnership to which subchapter
C or D of chapter 63 applies shall be treated as equal to the
tr"lustz.? distributive share of the taxable income of such partner-
ship.

SEC. 4306. EFFECTIVE DATE.

(@) GENERAL RULE.—Except as otherwise provided in this sec-
tion, the amendments made by this part shall apply to partnership
taxable years ending on or after December 31, 1993.

() SPECIAL RULE FOR SECTION 4304.—In the case of a partner-
ship which is not a large partnership (as defined in sections 775
and 776(a) of the Internal Revenue Code of 1986, as added by this
part), the amendment made by section 4304 shall only apply to part-
nership taxable years ending on or after December 31, 1998.

(¢) SPECIAL RULE FOR SECTION 4305.—The amendment made by

';ecjt;?q% 4305 shall apply to taxable years ending on or after October
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PART II—PROVISIONS RELATED TO TEFRA
PARTNERSHIP PROCEEDINGS

SEC. 4311. TR%GIL;'MENT OF PARTNERSHIP ITEMS IN DEFICIENCY PROCEED-

(@) IN GENERAL.—Subchapter C of chapter 63 is amended by
adding at the end thereof the following new section:

“SEC. 6234. DECLARATORY JUDGMENT RELATING TO TREATMENT OF ITEMS
OTHER THAN PARTNERSHIP ITEMS WITH RESPECT TO AN
OVERSHELTERED RETURN.

“(a) GENERAL RULE.—If—

“(1) a taxpayer files an oversheltered return for a taxable
year,

“Q2) the Secretary makes a determination with respect to
the treatment of items (other than partnership items) of such
taxpayer for such taxable year, and

“(3) the adjustments resulting from such determination do
not give rise to a deficiency (as defined in section 6211) but
would give rise to a deficiency if there were no net loss from
partnership items,

the Secretary is authorized to send a notice of adjustment reflecting

such determination to the taxpayer by certified or registered mail.
“(t) OVERSHELTERED RETURN.—For purposes of this section, the

term ‘oversheltered return’ means an income tax return which—

“(1) shows no taxable income for the taxable year, and

“2) shows a net loss from partnership items.

“(c) JupiciaL ReviEw IN THE Tax CourT.—Within 90 days, or

150 days if the notice is addressed to a person outside the United

States, after the day on which the notice of adjustment authorized

in subsection (a) is mailed to the taxpayer, the taxpayer may file a

petition with the Tax Court for redetermination of the adjustments.

Upon the filing of such a petition, the Tax Court shall have juris-

diction to make a declaration with respect to all items (other than

partnership items and affected items which require partner level de-
terminations as described in section 6230(a)2)(A)i) for the taxable
year to which the notice of adjustment relates, in accordance with
the principles of section 6214(a). Any such declaration shall have
the force and effect of a decision of the Tax Court and shall be re-
viewable as such.

“d) FaiLure To FiLe PETITION.—

“‘1) In GENERAL.—Except as provided in paragraph (2), if
the taxpayer does not file a petition with the Tax Court within
the time prescribed in subsection (c), the determination of the
Secretary set forth in the notice of adjustment that was mailed
to the taxpayer shall be deemed to be correct.

“9) ExceprioN.—Paragraph (1) shall not apply after the
date that the taxpayer—

“(A) files a petition with the Tax Court within the time
prescribed in subsection (c) with respect to a subsequent
notice of adjustment relating to the same taxable year, or

“(B) files a claim for refund of an overpayment of tax
under section 6511 for the taxable year involved.
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If a claim for refund is filed by the taxpayer, then solely for
purposes of determining (for the taxable year involved) the
amount of any computational adjustment in connection with a
partnership proceeding under this subchapter (other than under
this section) or the amount of any deficiency atiributable to af-
fected items in a proceeding under section 6230(a)(?), the items
that are the subject of the notice of adjustment shall be pre-
sumed to have been correctly reported on the taxpayer's return
during the pendency of the refund claim (and, if within the
time prescribed by section 6532 the taxpayer commences a civil
action for refund under section 7422, until the decision in the
refund action becomes final).

“e) LiMITATIONS PERIOD.—

“(1) IN GENERAL.—Any notice to a taxpayer under subsec-
tion (a) shall be mailed before the expiration of the period pre-
scribed by section 6501 (relating to the period of limitations on
assessment).

“(2) SUSPENSION WHEN SECRETARY MAILS NOTICE OF ADJUST-
MENT.—If the Secretary mails a notice of adjustment to the tax-
payer for a taxable year, the period of limitations on the
making of assessments shall be suspended for the period during
which the Secretary is prohibited from making the assessment
(and, in any event, if a proceeding in respect of the notice of ad-
Justment is placed on the docket of the Tax Court, until the de-
cision of the Tax Court becomes final), and for 60 days thereaf-
ter.

“(3) RESTRICTIONS ON ASSESSMENT.—Except as otherwise
provided in section 6851, 6859, or 6861, no assessment of a defi-
ciency with respect to any tax imposed by subtitle A attributa-
ble to any item (other than a partnership item or any item af-
fected by a partnership item) shall be made—

“fA) until the expiration of the applicable 90-day or
150-day period set forth in subsection (c) for filing a peti-
tion with the Tax Court, or

“(B) if a petition has been filed with the Tax Court,
until the decision of the Tax Court has become final.

“(f) FurTHER NoTICES OF ADJUSTMENT RESTRICTED.—If the Sec-
retary mails a notice of adjustment to the taxpayer for a taxable
year and the taxpayer files a petition with the Tax Court within the
time prescribed in subsection (c), the Secretary may not mail another
such notice to the taxpayer with respect to the same taxable year in
the absence of a showing of fraud, malfeasance, or misrepresenta-
tion of a material fact.

“@ Coorpination WitH OTHER PROCEEDINGS UNDER THIS
SUBCHAPTER.—

‘(1) I GENERAL.—The treatment of any item that has been
determined pursuant to subsection (c) or (d) shall be taken into
account in_determining the amount of any computational ad-
Justment that is made in connection with a bartnership pro-
ceeding under this subchapter (other than under this section),
or the amount of any deficiency attributable to affected items in
a proceeding under section 6230(a)X?), for the taxable year in-
volved. Notwithstanding any other law or rule of law pertain-
tng to the period of limitations on the making of assessments,
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for purposes of the preceding sentence, any adjustment made in
accordance with this section shall be taken into account regard-
less of whether any assessment has been made with respect to
such adjustment.

‘9) SPECIAL RULE IN CASE OF COMPUTATIONAL ADJUST-
MENT.—In the case of a computational adjustment that is made
in connection with a partnership proceeding under this sub-
chapter (other than under this section), the provisions of para-
graph (1) shall apply only if the computational adjustment is
made within the period prescribed by section 6229 for assessing
any tax under subtitle A which is attributable to any partner-
ship item or affected item for the taxable year involved.

‘43) CONVERSION TO DEFICIENCY PROCEEDING.—If—

“CA) after the notice referred to in subsection (a) is
matiled to a taxpayer for a taxable year but before the expi-
ration of the period for filing a petition with the Tax Court
under subsection (c) (or, if a petition is filed with the Tax
Court, before the Tax Court makes a declaration for that
taxable year), the treatment of any partnership item for the
taxable year is finally determined, or any such item ceases
to be a partnership item pursuant to section 6231(b), and

““B) as a result of that final determination or cessa-
tion, a deficiency can be determined with respect to the
items that are the subject of the notice of adjustment,

the notice of adjustment shall be treated as a notice of deficien-
¢y under section 6212 and any petition filed in respect of the
notice shall be treated as an action brought under section 6213.

“(4) FINALLY DETERMINED.—For purposes of this subsection,
the treatment of partnership items shall be treated as finally
determined if—

“C(A) the Secretary enters into a settlement agreement
(within the meaning of section 6224) with the taxpayer re-
garding such items, o .

“B) a notice of final partnership administrative ad-
Jjustment has been issued and— .

“Gi) no petition has been filed under section 6226
and the time for doing so has expired, or

“(i) a petition has been filed under section 6226
and the decision of the court has become final, or

“C) the period within which any tax attributable to
such items may be assessed against the taxpayer has ex-

ired.
“th)” SpeciaL RULES IF SECRETARY INcorrECTLY DETERMINES
APPLICABLE PROCEDURE.—

“1) SPECIAL RULE IF SECRETARY ERRONEOUSLY MAILS
NOTICE OF ADJUSTMENT.—If the Secretary erroneously deter-
mines that subchapter B does not apply to a taxable year of a
taxpayer and consistent with that determination timely mails a
notice of adjustment to the taxpayer pursuant to subsection (a)
of this section, the notice of adjustment shall be treated as a
notice of deficiency under section 6212 and any petition that is
filed in respect of the notice shall be treated as an action
brought under section 6213.
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“9) SPECIAL RULE IF SECRETARY ERRONEOUSLY MAILS

NOTICE OF DEFICIENCY.—If the Secretary erroneously determines

that subchapter B applies to a taxable year of a taxpayer and

consistent with that determination timely mails a notice of defi-
ciency to the taxpayer pursuant to section 6212, the notice of de-
ficiency shall be treated as a notice of adjustment under subsec-
tion (@) and any petition that is filed in respect of the notice

shall be treated as an action brought under subsection (c).”

(b) TREATMENT OF PARTNERSHIP ITEMS IN DEFICIENCY PROCEED-
INGS.—Section 6211 (defining deficiency) is amended by adding at
the end thereof the following new subsection:

“lc) CoorpiNnaTiON WITH SUBCHAPTER C.—In determining the
amount of any deficiency for purposes of this subchapter, adjust-
ments to partnership items shall be made only as provided in sub-
chapter C.”

(c) CLERIcAL AMENDMENT.—The table of sections for subchapter
C of chapter 63 is amended by adding at the end thereof the follow-
ing new item:

“Sec. 6234. Declaratory judgment relating to treatment of items other

than partnership items with respect to an overshel-
tered return.”,

(d) EFFecTIVE DATE.—The amendments made by this section
shall apply to partnership taxable years ending after the date of the
enactment of this Act.

SEC. 4312. PARTNERSHIP RETURN TO BE DETERMINATIVE OF AUDIT PRO-
CEDURES TO BE FOLLOWED.

(@) IN GENERAL.—Section 6231 (relating to definitions and spe-
cial rules) is amended by adding at the end thereof the following
new subsection:

“(g¢) PARTNERSHIP RETURN To BE DETERMINATIVE OF WHETHER
SUBCHAPTER APPLIES.—

“(1) DETERMINATION THAT SUBCHAPTER APPLIES.—If, on the
basis of a partnership return for a taxable year, the Secretary
reasonably determines that this subchapter applies to such part-
nership for such year but such determination is erroneous, then
the provisions of this subchapter are hereby extended to such
partnership (and its items) for such taxable year and to part-
ners of such partnership.

“(?2) DETERMINATION THAT SUBCHAPTER DOES NOT APPLY.—
If, on the basis of a partnership return for a taxable year, the
Secretary reasonably determines that this subchapter does not
apply to such partnership for such year but such determination
is erroneous, then the provisions of this subchapter shall not
apply to such partnership (and its items) for such taxable year
or to partners of such partnership.”

(b) ErrecTIVE DATE.—The amendment made by this section

shall apply to partnership taxable years ending after the date of the
enactment of this Act.

SEC. 4313. PROVISIONS RELATING TO STATUTE OF LIMITATIONS.

(a) SUSPENSION OF STATUTE WHERE UNTIMELY PETITION
FiLep.—Paragraph (1) of section 6229(d) (relating to suspension
where Secretary makes administrative adjustment) is amended by
striking all that follows “section 6226” and inserting the following:
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“land, if a petition is filed under section 6226 with respect to such
administrative adjustment, until the decision of the court becomes
final), and’’.

(b) SUSPENSION OF STATUTE DURING BANKRUPTCY PROCEED-
ING.—Section 6229 is amended by adding at the end thereof the fol-
lowing new subsection:

“(h) SusPENSION DURING PENDENCY OF BANKRUPTCY PROCEED-
ING.—If a petition is filed naming a partner as a debtor in a bank-
ruptcy proceeding under title 11 of the United States Code, the run-
ning of the period of limitations provided in this section with re-
spect to such partner shall be suspended—

“(1) for the period during which the Secretary is prohibited
by reason of such bankruptcy proceeding from making an as-
sessment, and

“02) for 60 days thereafter.”

(¢) TAx MATTERS PARTNER IN BANKRUPTCY.—Section 6229(b) is
amended by redesignating paragraph (2) as paragraph (3) and by in-
serting after paragraph (1) the following new paragraph:

“(2) SPECIAL RULE WITH RESPECT TO DEBTORS IN TITLE 11
cAses.—Notwithstanding any other law or rule of law, if an
agreement is entered into under paragraph (1X(B) and the agree-
ment is signed by a person who would be the tax matters part-
ner but for the fact that, at the time that the agreement is exe-
cuted, the person is a debtor in a bankruptcy proceeding under
title 11 of the United States Code, such agreement shall be
binding on all partners in the partnership unless the Secretary
has been notified of the bankruptcy proceeding in accordance
with regulations prescribed by the Secretary.”

(d) EFFECTIVE DATES.—

(1) SuBsections (a) AND (b).—The amendments made by
subsections (a) and (b) shall apply to partnership taxable years
with respect to which the period under section 6229 of the Inter-
nal Revenue Code of 1986 for assessing tax has not expired on
or before the date of the enactment of this Act.

(2) SuBsectiON (c).—The amendment made by subsection (c)
shall apply to agreements entered into after the date of the en-
actment of this Act.

SEC. 4314. EXPANSION OF SMALL PARTNERSHIP EXCEPTION.

(a) In GENERAL.—Clause (i) of section 6231(aX1)(B) (relating to
exception for small partnerships) is amended to read as follows:

“t1) IN GENERAL.—The term ‘partnership’ shall not
include any partnership having 10 or fewer partners
each of whom is an individual (other than a nonresi-
dent alien), a C corporation, or an estate of a deceased
partner. For purposes of the preceding sentence, a hus-
band and wife (and their estates) shall be treated as 1
partner.” i )

(b) ErrecTivE DATE.—The amendment made by this section
shall apply to partnership taxable years ending after the date of the
enactment of this Act.



258

SEC. 4315. EXCLUSION OF PARTIAL SETTLEMENTS FROM 1 YEAR LIMITA-
TION ON ASSESSMENT.

(@) IN GENERAL.—Subsection (f) of section 6229 (relating to
items becoming nonpartnership items) is amended—

(1) by striking ‘() ItEMS BECOMING NONPARTNERSHIP
Items.—If"” and inserting the following:

“UP SpEcIAL RULES.—

“(1) ITEMS BECOMING NONPARTNERSHIP ITEMS.—If”,

(2) by moving the text of such subsection 2 ems to the right,
and

(3) by adding at the end thereof the following new para-
aph.:
& p“(Z) SPECIAL RULE FOR PARTIAL SETTLEMENT AGREE-

MENTS.—If a partner enters into a settlement agreement with
the Secretary with respect to the treatment of some of the part-
nership items in dispute for a partnership taxable year but
other partnership items for such year remain in dispute, the
period of limitations for assessing any tax attributable to the
settled items shall be determined as if such agreement had not
been entered into.”

(b) ErrecTiVE DATE.—The amendment made by this section
shall apply to settlements entered into after the date of the enact-
ment of this Act.

SEC. 4316. EXTENSION OF TIME FOR FILING A REQUEST FOR ADMINISTRA-
TIVE ADJUSTMENT.

(a) IN GENERAL.—Section 6227 (relating to administrative ad-
Justment requests) is amended by redesignating subsections (b) and
(c) as subsections (c) and (d), respectively, and by inserting after sub-
section (a) the following new subsection:

“(b) SpeciaL RULE IN CASE oF EXTENSION oF PERIOD OF Limi-
TATIONS UNDER SECTION 6229.—The period prescribed by subsection
(a)1) for filing of a request for an administrative adjustment shall
be extended—

“(U) for the period within which an assessment may be
made pursuant to an agreement (or any extension thereof) under
section 6229(b), and

“(2) for 6 months thereafter.”

(b) ErFecTIVE DATE.—The amendment made by this section
shall take effect as if included in the amendments made by section
402 of the Tax Equity and Fiscal Responsibility Act of 1982,

SEC. 4317. AVAILABILITY OF INNOCE
PARTNERIBIE PROCEEDIIX’TC‘J Aé?'POUSE RELIEF IN CONTEXT OF

(@) IN GENERAL.—Subsection (a) of section 6230 is amended by
adding at the end thereof the following new paragraph:

“39) SPECIAL RULE IN CASE OF ASSERTION BY PARTNER'S
SPOUSE OF INNOCENT SPOUSE RELIEF.—

“(A) Notwithstanding section 6404(b), if the spouse of a

partner asserts that section 6013(e) applies with respect to a

liability that is attributable to any adjustment to a part-

nership item, then such spouse may file with the Secretary
within 60 days after the notice of computational adjust-
ment is mailed to the spouse a request for abatement of the
assessment specified in such notice. Upon receipt of such re-
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quest, the Secretary shall abate the assessment. Any reas-
sessment of the tax with respect to which an abatement is
made under this subparagraph shall be subject to the defi-
ciency procedures prescribed by subchapter B. The period
for making any such reassessment shall not expire before
the expiration of 60 days after the date of such abatement.

“(B) If the spouse files a petition with the Tax Court
pursuant to section 6213 with respect to the request for
abatement described in subparagraph (A), the Tax Court
shall only have jurisdiction pursuant to this section to de-
termine whether the requirements of section 6013(e) have
been satisfied. For purposes of such determination, the
treatment of partnership items under the settlement, the
final partnership administrative adjustment, or the deci-
sion of the court (whichever is appropriate) that gave rise to
the liability in question shall be conclusive.

““C) Rules similar to the rules contained in subpara-
graphs (B) and (C) of paragraph (2) shall apply for purposes
of this paragraph.”

() Craims rFor REFUND.—Subsection (c) of section 6230 is
amended by adding at the end thereof the following new paragraph:
“(5) RULES FOR SEEKING INNOCENT SPOUSE RELIEF.—

“(A) IN GENERAL.—The spouse of a partner may file a
claim for refund on the ground that the Secretary failed to
relieve the spouse under section 6013(e) from a liability that
is attributable to an adjustment to a partnership item.

““B) TIME FOR FILING CLAIM.—Any claim under sub-
paragraph (A) shall be filed within 6 months after the day
on which the Secretary mails to the spouse the notice of
computational adjustment referred to in subsection
@X3XA). .

“C) Surr 1r cLaiM NOT ALLOWED.—If the claim under
subparagraph (B) is not allowed, the spouse may bring suit
with respect to the claim within the period specified in
paragraph (3).

“D) PRIOR DETERMINATIONS ARE BINDING.—For pur-
poses of any claim or suit under this paragraph, the treat-
ment of partnership items under the seitlement, the final
partnership administrative adjustment, or the decision of
the court (whichever is appropriate) that gave rise to the li-
ability in question shall be conclusive.”

(c) TECHNICAL AMENDMENTS.— ) .
a Paragraph (1) of section 6230(a) is amendec,i’ by striking
“paragraph (2)” and inserting “paragraph (2) or (3)". .
(%) Subsection (a) of section 6503 is amended by striking
“section 6230(a)2XA)” and inserting ‘paragraph (2XA) or (3) of
section 6230(a)”" ) _
(d) ErrectivE DATE.—The amendments made by this section
shall take effect as if included in_the amendments made by section
402 of the Tax Equity and Fiscal Responsibility Act of 1982.
SEC. 4318. DETERMINATION OF PENALTIES AT PARTNERSHIP LEVEL.

(a) IN GENERAL.—Section 6221 (relating to_tax treatment deter-
mined at partnership level) is amended by striking “item” and in-
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serting “item (and the applicability of any penalty, addition to tax,
or additional amount which relates to an adjustment to a partner-
ship item)”.

(b) CONFORMING AMENDMENTS.—

(1) Subsection (f) of section 6226 is amended—

(A) by striking ‘relates and” and inserting ‘“relates,”,
and

(B) by inserting before the period “, and the applicabil-
ity of any penalty, addition to tax, or additional amount
which relates to an adjustment to a partnership item”.

(9) Clause (i) of section 6230(a)X2)XA) is amended to read as

ollows:

r ‘(i) affected items which require partner level de-
terminations (other than penalties, additions to tax,
and additional amounts that relate to adjustments to
partnership items), or”.

B)A) Subparagraph (A) of section 6230(a)(3), as added by
section 4317, 1s amended by inserting ‘(including any liability
for any penalty, addition to tax, or additional amount relating
to such adjustment)” after ‘partnership item”.

(B) Subparagraph (B) of such section is amended by insert-
ing ‘“(and the applicability of any penalties, additions to tax, or
additional amounts)” after “partnership items’’.

(C) Subparagraph (A) of section 6230(c)5), as added by sec-
tion 4317, is amended by inserting before the period “(including
any liability for any penalties, additions to tax, or additional
amounts relating to such adjustment)”.

(D) Subparagraph (D) of section 6230(c)X5), as added by sec-
tion 4317, is amended by inserting ‘(and the applicability of
any penalties, additions to tax, or additional amounts)” after
“partnership items”.

(4) Paragraph (1) of section 6230(c) is amended by striking
“or” at the end of subparagraph (A), by striking the period at
the end of subparagraph (B) and inserting “, or”, and by adding
at the end thereof the following new subparagraph:

“(C) the Secretary erroneously imposed any penalty, ad-
dition to tax, or additional amount which relates to an ad-
Jjustment to a partnership item.” ’

(5) So much of subparagraph (A) of section 6230(c)2) as pre-
cedes “shall be filed” is amended to read as follows:

“fA) UNDER PARAGRAPH (1) (a4) OR (c).—Any claim
under subparagraph (A) or (C) of paragraph (1)”,

(6) Paragraph (}) of section 6230(c) is amended by adding at
the end thereof the following: “In addition, the determination
under the final partnership administrative adjustment or under
the decision of the court (whichever is appropriate) concerning
the applicability of any penalty, addition to tax, or additional

amount which relates to an adjustment to a partnership item
shall also be conclusive.

Notwithstanding the preceding sentence, the partner shall be al-
lowed to assert any partner level defenses that may apply or to
challenge the amount of the computational adjustment.”
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(¢) EFFecTivE DATE.—The amendments made by this section

shall apply to partnership taxable years ending after the date of the
enactment of this Act.

SEC. 4319. PROVISIONS RELATING TO COURT JURISDICTION, ETC,

(@) Tax Courr JURISDICTION To ENJOIN PREMATURE ASSESS-
MENTS OF DEFICIENCIES ATTRIBUTABLE TO PARTNERSHIP ITEMS.—
Subsection (b) of section 6225 is amended by striking “the proper
court.” and inserting ‘the proper court, including the Tax Court.
The Tax Court shall have no jurisdiction to enjoin any action or
proceeding under this subsection unless a timely petition for a read-
Justment of the partnership items for the taxable year has been filed
and then only in respect of the adjustments that are the subject of
such petition.”

(b) Jurispiction To CONSIDER STATUTE oF Limitations WirH
Respect 10 PARTNERS.—Paragraph (1) of section 6226(d) is amend-
ed by adding at the end thereof the following new sentence:

“Notwithstanding subparagraph (B), any person treated under
subsection (c) as a party to an action shall be permitted to par-
ticipate in such action (or file a readjustment petition under
subsection (b) or paragraph (2) of this subsection) solely for the
purpose of asserting that the period of limitations for assessing
any tax attributable to partnership items has expired with re-
spect to such person, and the court having jurisdiction of such
action shall have jurisdiction to consider such assertion.”

(¢) TAx Court JURISDICTION TO DETERMINE OVERPAYMENTS AT-
TRIBUTABLE TO AFFECTED ITEMS.—

(1) Paragraph (6) of section 6230(d) is amended by striking

“lor an affected item)”’.

(2) Paragraph (3) of section 6512(b) is amended by adding at
the end thereof the following new sentence:

“In the case of a credit or refund relating to an affected item

(within the meaning of section 6231(a)(5), the preceding sen-

tence shall be applied by substituting the periods under sections

6229 and 6230(d) for the periods under section 6511(b)2), (c),

and (d).”

(d) VENUE ON APPEAL.—

(1) Paragraph (1) of section 7482(b) is amended by striking

“or” at the end of subparagraph (D), by striking the period at

the end of subparagraph (E) and inserting *, or’, and by insert-

ing after subparagraph (E) the following new subparagraph:
“YF) in the case of a petition under section 6234(c)—
“(i) the legal residence of the petitioner if the peti-
tioner is not a corporation, and
“Gi) the place or office applicable under subpara-
graph-(B) if the petitioner is a corporation.” '
(2) The last sentence of section 7482(b) is amended by strik-

ing “or 6228(a)” and inserting “, 6228(a), or 6234(c)”.

(e) OTHER PROVISIONS.— -

(1) Subsection (c) of section 7459 is amended by striking “or

section 6228(a)” and inserting * 6228(a), or 6234(c)”’.

(2) Subsection (o) of section 6501 is amended by adding at
the end thereof the following new paragraph:
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“3) For declaratory judgment relating to treatment of items
other than partnership items with respect to an oversheltered
return, see section 6234.” ' .
(f) EFFECTIVE Date.—The amendments made by this section

shall apply to partnership taxable years ending after the date of the

enactment of this Act.

SEC. 4320. TREATMENT OF PREMATURE PETITIONS FILED BY NOTICE PART-
NERS OR 5-PERCENT GROUPS.

(a) IN GENERAL.—Subsection (b) of section 6226 (relating to ju-
dicial review of final partnership administrative adjustments) is
amended by redesignating paragraph (9) as paragraph (6) and by in-
serting after paragraph (}) the following new paragraph:

“(5) TREATMENT OF PREMATURE PETITIONS.—If—

“CA) a petition for a readjustment of partnership items
for the taxable year involved is filed by a notice partner (or

a 5-percent group) during the 90-day period described in

subsection (a), and

“B) no action is brought under paragraph (1) during
the 60-day period described therein with respect to such
taxable year which is not dismissed,

such petition shall be treated for purposes of paragraph (1) as

filed on the last day of such 60-day period.”

(b) EFrFECTIVE DATE.—The amendment made by this section
shall apply to petitions filed after the date of the enactment of this
Act.

SEC. 4321. BONDS IN CASE OF APPEALS FROM TEFRA PROCEEDING.

(@) IN GENERAL.—Subsection (b) of section 7485 (relating to
bonds to stay assessment of collection) is amended—
(1) by inserting “penalties,” after “any interest,”, and
(9) by striking “aggregate of such deficiencies” and insert-
ing “aggregate liability of the parties to the action”.

(b) ErrFectivE DATE.—The amendment made by this section
shall take effect as if included in the amendments made by section
402 of the Tax Equity and Fiscal Responsibility Act of 1982.

SEC. 4322. SUSPENSION OF INTEREST WHERE DELAY IN COMPUTATIONAL
ADJUSTMENT RESULTING FROM TEFRA SETTLEMENTS.

(a) INn GENERAL.—Subsection (¢) of section 6601 (relating to in-
terest on underpayment, nonpayment, or extension of time for pay-
ment, of tax) is amended by adding at the end thereof the following
new sentence: “In the case of a settlement under section 6224(c)
which results in the conversion of partnership items to nonpartner-
ship items pursuant to section 6231(b)1)(C), the preceding sentence
shall apply to a computational adjustment resulting from such set-
tlement in the same manner as if such adjustment were a deficiency
and such settlement were a waiver referred to in the preceding sen-
tence.”

(b) EFFecTIVE DATE.—The amendment made by this section

shall apply to settlements entered into after the date of the enact-
ment of this Act.
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SEC. 4323. SPECIAL RULES FOR ADMINISTRATIVE ADJUSTMENT REQUESTS
WITH RESPECT TO BAD DEBTS OR WORTHLESS SECURITIES.

(@) GENERAL RuULE.—Section 6227 (relating to administrative
adjustment requests) is amended by adding at the end thereof the
following new subsection:

“(d) REQUEsTs WitH RESPECT TO BAD DEB7S OR WORTHLESS SE-
CURITIES.—In the case of that portion of any request for an adminis-
trative adjustment which relates to the deductibility by the partner-
ship under section 166 of a debt as a debt which became worthless,
or under section 165(g) of a loss from worthlessness of a security, the
period prescribed in subsection (aX1) shall be 7 years from the last
day for filing the partnership return for the year with respect to
which ”such request is made (determined without regard to exten-
sions).

(b) EFFECTIVE DATE.—

(1) IN GENERAL.—The amendment made by subsection (a)
shall take effect as if included in the amendments made by sec-
5?872 402 of the Tax Equity and Fiscal Responsibility Act of

(2) TRANSITION RULE.—In the case of that portion of any re-
quest (filed before the date of the enactment of this Act) for an
administrative adjustment which relates to the deductibility of
a debt as a debt which became worthless or the deductibility of
a loss from the worthlessness of a security—

(A) paragraph (2) of section 6227(a) of the Internal Rev-
enue Cofe of 1986 shall not apply,

(B) the period for filing a petition under section 6228 of
the Internal Revenue Code of 1986 with respect to such re-
quest shall not expire before June 1, 1993, and

(C) such a petition may be filed without regard to
whether there was a notice of the beginning of an adminis-
trative proceeding or a final partnership administrative ad-
Justmendt.

Subtitle D—Foreign Provisions

PART I—SIMPLIFICATION OF TREATMENT OF
PASSIVE FOREIGN CORPORATIONS

SEC. 4401. REPEAL OF FOREIGN PERSONAL HOLDING COMPANY RULES AND
FOREIGN INVESTMENT COMPANY RULES.
(a) GENERAL RuULE.—The following provisions are hereby re-
ealed:
P (1) Part III of subchapter G of chapter 1 (relating to foreign
personal holding companies). ] o
(2) Section 1246 (relating to gain on foreign investment com-
pany stock). _ o
(3) Section 1247 (relating to election by foreign investment
companies to distribute income currently).
(b) ExemprioNn oF FOrREIGN CORPORATIONS FROM ACCUMULATED
EArNINGS Tax AND PErSONAL HoLDING COMPANY RULES.— )
(1) ACCUMULATED EARNINGS TAX.—Subsection (b) of section
532 (relating to exceptions) is amended—
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(A) by striking paragraph (2) and inserting the follow-
ing:

“(9) a foreign corporation, or”,

(B) by striking “, or” at the end of paragraph (3) and
inserting a period, and

(C) by striking paragraph (4).

(2) PERSONAL HOLDING COMPANY RULES.—Subsection (c) of
section 542 (relating to exceptions) is amended—

(A) by striking paragraph (5) and inserting the follow-
ing:

“(5) a foreign corporation,”, .

(B) by striking paragraphs (7) and (10) and by redesig-
nating paragraphs (8) and (9) as paragraphs (7) and (8), re-
spectively,

(C) by inserting “and’” at the end of paragraph (7) (as
so redesignated), and

(D) by striking ‘s and” at the end of paragraph (8) (as
so redesignated) and inserting a period.

(¢) TREATMENT OF CERTAIN SERVICE CoNTRACTS UNDER SUB-
PART F.—

(1) Paragraph (1) of section 954(c) (defining foreign personal
holding company income) is amended by adding at the end
thereof the following new subparagraph:

“(F) PERSONAL SERVICE CONTRACTS.—

“G) Amounts received under a contract under
which the corporation is to furnish personal services, if
some person other than the corporation has the right to
designate (by name or by description) the individual
who is to perform the services, or if the individual who
is to perform the services is designated (by name or by
description) in the contract.

“ii) Amounts received from the sale or other dispo-
sition of such contract.

This subparagraph shall apply with respect to amounts re-
ceived for services under a_ particular contract only if at
some time during the taxable year 25 percent or more in
value of the outstanding stock of the corporation is owned,
directly or indirectly, by or for the individual who has per-
formed, is to perform, or may be designated (by name or by
description) as the one to perform, such services. For pur-
poses of the preceding sentence, the attribution rules of sec-
tion 544 shall apply, determined as if any reference to sec-
tion 543(a)(7) were a reference to this subparagraph.”

(2) Clause (iii) of section 904(d)(2)(A) is amended by striking
“and” at the end of subclause (III), by striking the period at the
end of subclause (IV) and inserting “, and”, and by adding at
the end thereof the following new subclause:

) “4V) any income described in section I54(c)I)F) (relat-
ing to personal service contracts).”
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SEC. 4402. REPLACEMENT FOR PASSIVE FOREIGN INVESTMENT COMPANY

RULES.

_(a) GENERAL RuLe.—Part VI of subchapter P of chapter 1 (re-
lating to treatment of certain passive foreign investment companies)

is amended to read as follows:

“PART VI-TREATMENT OF PASSIVE FOREIGN
CORPORATIONS

“Subpart A. Current taxation rules.
“Subpart B. Interest on holdings to which subpart A does not apply.
“Subpart C. General provisions.

“Subpart A—Current Taxation Rules

“Sec. 1291. Stock in certain passive foreign corporations marked to market.
“Sec. 1292. Inclusion of income of certain passive foreign corporations.

“SEC. 1291. STOCK IN CERTAIN PASSIVE FOREIGN CORPORATIONS MARKED

TO MARKET.
“(a) GENERAL RULE.—In the case of marketable stock in a pas-

sive foreign corporation which is owned (or treated under subsection
(&) as owned) by a United States person at the close of any taxable
year of such person—

“(1) If the fair market value of such stock as of the close of
such taxable year exceeds its adjusted basis, such United States
person shall include in gross income for such taxable year an
amount equal to the amount of such excess.

“(2) If the adjusted basis of such stock exceeds the fair
market value of such stock as of the close of such taxable year,
such United States person shall be allowed a deduction for
such taxable year equal to the lesser of—

“CA) the amount of such excess, or

“(B) the unreversed inclusions with respect to such
stock.

“(b) Basis ADJUSTMENTS.—

‘(1) In GeNERAL.—The adjusted basis of stock in a passive
foreign corporation—

“CA) shall be increased by the amount included in the
gross income of the United States person under subsection
(a)X1) with respect to such stock, and

““B) shall be decreased by the amount allowed as a de-
duction to the United States person under subsection (a)2)
with respect to such stock.

“(2) SPECIAL RULE FOR STOCK CONSTRUCTIVELY OWNED.—In
the case of stock in a passive foreign corporation which the
United States person is treated as owning under subsection (g)—

“CA) the adjustments under paragraph (1) shall apply
to such stock in the hands of the person actually holding
such stock but only for purposes of determining the subse-
quent treatment under this chapter of the United States
person with respect to such stock, and

“(B) similar adjustments shall be made to the adjusted
basis of the property by reason of which the United States
person is treated as owning such stock.
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“(c) CHARACTER AND SOURCE RULES.—

‘1) ORDINARY TREATMENT.—

“YA) GAIN.—Any amount included in gross income
under subsection (a)1), and any gain on the sale or other
disposition of marketable stock in a passive foreign corpora-
tion, shall be treated as ordinary income.

“(B) Loss.—Any—

“ti) amount allowed as a deduction under subsec-
tion (a)(2), and

“(ii) loss on the sale or other disposition of market-
able stock in a passive foreign corporation to the extent
that the amount of such loss does not exceed the unre-
versed inclusions with respect to such stock,

shall be treated as an ordinary loss. The amount so treated

shall be treated as a deduction allowable in computing ad-

Justed gross income.

“2) Source.—The source of any amount included in gross
income under subsection (a)(1) (or allowed as a deduction under
subsection (a)(2) shall be determined in the same manner as if
such amount were gain or loss (as the case may be) from the
sale of stock in the passive foreign corporation.

“d) UNREVERSED INcLUsIONS.—For purposes of this section, the
term ‘unreversed inclusions’ means, with respect to any stock in a
passive foreign corporation, the excess (if any) of—

“(1) the amount included in gross income of the taxpayer
under subsection (a)(1) with respect to such stock for prior tax-
able years, over

“2) the amount allowed as a deduction under subsection
(@)(2) with respect to such stock for prior taxable years.

The amount referred to in paragraph (1) shall include any amount
which would have been included in gross income under subsection
(a)1) with respect to such stock for amy prior taxable year but for
section 1293.

“le) CoorpINnaTION WITH SECTION 1292.—This section shall not
apply with respect to any stock in a passive foreign corporation—

“(1) which is U.S. controlled,

_“Q2) which is a qualified electing fund with respect to the

United States person for the taxable year, or

“49) in which the United States person is a 25-percent
shareholder.

“’ TrEATMENT OF CONTROLLED FOREIGN CORPORATIONS
WHICH ARE SHAREHOLDERS IN PASSIVE FOREIGN CORPORATIONS.—In
the case of a foreign corporation which is a controlled foreign corpo-
ration (or is treated as a controlled foreign corporation under sec-
tion 1292) and which owns (or is treated under subsection @ as
owning) stock in a passive foreign corporation—

“(1) this section (other than subsection (cA?) thereof) shall
apply to such foreign corporation in the same manner as if such
corporation were a United States person, and

“@) }“‘f)r purposes of subpart F of part III of subchapter N—

. (A) any amount included in gross income under sub-
section (a)(1) shall be treated as foreign personal holding
company income described in section 954(cX1)(A), and



267

_ “(B) any amount allowed as a deduction under subsec-
tion (aX?) shall be treated as a deduction allocable to for-
eign personal holding company income so described.

“®) Stock OwWNED THROUGH CERTAIN FOREIGN ENTITIES.—
Except as provided in regulations—

“() IN GENERAL.—For purposes of this section, stock owned,
directly or indirectly, by or for a foreign partnership or foreign
trust or foreign estate shall be considered as being owned pro-
portionately by its partners or beneficiaries. Stock considered to
be owned by a person by reason of the application of the preced-
ing sentence shall, for purposes of applying such sentence, be
treated as actually owned by such person.

“(2) TREATMENT OF CERTAIN DISPOSITIONS.—In any case in
which a United States person is treated as owning stock in a
passive foreign corporation by reason of paragraph (1)—

“(A) any disposition by the United States person or by
any other person which results in the United States person
being treated as no longer owning such stock, and

“(B) any disposition by the person owning such stock,

shall be treated as a disposition by the United States person of
the stock in the passive foreign corporation.
“h) CoorpinaTtioON WitH SEcTiON 851(b).—For purposes of
paragraphs (2) and (3) of section 851(b), any amount included in
income under subsection (a) shall be treated as a dividend.
“6) TraNSITION RULES.—

‘1) INDIVIDUALS BECOMING SUBJECT 10 U.S. TAX.—If any
individual becomes a United States person in a taxable year be-
ginning after December 31, 1992, solely for purposes of this sec-
tion, the adjusted basis (before adjustments under subsection
(b)) of any marketable stock in a passive foreign corporation
owned (or treated as owned under subsection (g)) by such indi-
vidual on the first day of such taxable year shall be treated as
being the greater of its fair market value on such first day or its
adjusted basis on such first day.

“02) MARKETABLE STOCK HELD BEFORE EFFECTIVE DATE.—

““A) INn GENERAL.—If any marketable stock in a passive
foreign corporation is owned (or treated under subsection (g)
as owned) by a United States person on the first day of
such person’s first taxable year, beginning after December
31, 1992—

“ti) paragraph (2) of section 1294(a) shall apply to
such stock as if it became marketable during such first
taxable year; except that—

“I) section 12938 shall not apply to the amount
included in gross income under subsection (a) to
the extent such amount is attributable to increases
in fair market value during such first taxable
year, and

“D) the taxpayer's holding period shall be
treated as having ended on the last day of the pre-
ceding taxable year for purposes of allocating
amounts under section 1293(aX1XA), and



268

“(ii) such person may elect to extend the time for
the payment of the applicable section 1293 deferred tax
as provided in subparagraph (B).

“(B) ELECTION TO EXTEND TIME FOR PAYMENT.—

“i) IN GENERAL.—AL the election of the taxpayer,
the time for the payment of the applicable section 1293
deferred tax shall be extended to the extent and subject
to the limitations provided in this subparagraph.

“(ii) TERMINATION OF EXTENSION.—

“D DistriBUTIONS.—If any distribution is re-
ceived with respect to any stock to which an exten-
sion under clause (i) relates and such distribution
would be an excess distribution within the mean-
ing of section 1293 if such section applied to such
stock, then the extension under clause (i) for the
appropriate portion (as determined under regula-
tions) of the applicable section 1293 deferred tax
shall expire on the last day prescribed by law (de-
termined without regard to extensions) for filing
the return of tax for the taxable year in which the
distribution is received.

“dl) REVERSAL OF INCLUSION.—If an amount
is allowable as a deduction under subsection (a)2)
with respect to any stock to which an extension
under clause (i) relates and. the amount so allow-
able is allocable to the amount which gave rise to
the applicable section 1293 deferred tax, then the
extension under clause (i) for the appropriate por-
tion (as determined under regulations) of the appli-
cable section 1293 deferred tax shall expire on the
last day prescribed by law (determined without
regard to extensions) for filing the return of the
tax for the taxable year for which such deduction
is allowed. :

“(1D) Disposrrions, Erc.—If stock in a passive
foreign corporation is disposed of during the tax-
able year, all extensions under clause (i) for pay-
ment of the applicable section 1293 deferred tax at-
tributable to such stock which have not expired
before the date of such disposition shall expire on
the last date prescribed by law (determined with-
out regard to extensions) for filing the return of
tax for the taxable year in which such disposition
occurs. To the extent provided in regulations, the
preceding sentence shall not apply in the case of a
disposition in a transaction with respect to which
gain or loss is not recognized (in whole or in part),
and the person acquiring such stock in such trans.
action shall succeed to the treatment under this
section of the person making such disposition.

“(ivi) OTHER RULES.—

‘D ELEcTION.—The election under clause @)
shall be made not later than the time prescribed by
law (including extensions) for filing the return of
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tax imposed by this chapter for the first taxable

year referred to in subparagraph (A).

“ll) TREATMENT OF LOANS TO SHAREHOLD-

ER.—For purposes of this subparagraph, any loan

by a passive foreign corporation (directly or indi-

rectly) to a shareholder of such corporation shall
be treated as a distribution to such shareholder.

“(C) CROSS REFERENCE.—

“For provisions providing for interest for the period of the extension under
this paragraph, see section 6601.

“‘D) APPLICABLE SECTION 1298 DEFERRED TAX.—For
purposes of this paragraph, the term ‘applicable section
1293 deferred tax’ means the deferred tax amount deter-
mined under section 1293 with respect to the amount
which, but for section 1293, would have been included in
gross income for the first taxable year referred to in sub-
paragraph (A). Such term also includes the tax imposed by
this chapter for such first taxable year to the extent attrib-
utable to the amounts allocated under section 1293(a)1)XA)
to a period described in section 1293(a)1XB)ii).

“‘3) SPECIAL RULES FOR REGULATED INVESTMENT COMPA-
NIES.—

“CA) IN GENERAL.—If any marketable stock in a passive
foreign corporation is owned (or treated under subsection (g)
as owned) by a regulated investment company on the first
day of such company’s first taxable year beginning after
December 31, 1992—

“Gi) section 1293 shall not apply to such stock with
respect to any distribution or disposition during, or
amount included in gross income under this section
for, such first taxable year, but

“ii) such company’s tax under this chapter for
such first taxable year shall be increased by the aggre-
gate amount of interest which would have been deter-
mined under section 1293(c)3) if section 1293 were ap-
plied without regard to this subparagraph.

“B) DISALLOWANCE OF DEDUCTION.—No deduction
shall be allowed to any regulated investment company for
the increase in tax under subparagraph (A)ii).

“SEC. 1292. CURRENT INCLUSION OF INCOME OF CERTAIN PASSIVE FOR-
EIGN CORPORATIONS.
“) Passive Foreicn CorporaTIONS WHicH Are U.S. Con-
TROLLED.—
“(1) TREATMENT UNDER SUBPART F.—

“CA). IN GENERAL.—If a passive foreign corporation is
United States controlled, then for purposes of subpart F of
part III of subchapter N—

“G)-such corporation, if not otherwise a controlled
foreign corporation, shall be treated as a controlled for-
eign corporation,

“Gi) the term ‘United States shareholder’ means,
with respect to such corporation, any United States
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person who owns (within the meaning of section 958(a))

any stock in such corporation,

“Giii) the entire gross income of such corporation
shall, after being reduced under the principles of para-
graph (5) of section 954(b), be treated as foreign base
company income, and

“tiv) sections 970 and 971 shall not apply.

Except as provided in regulations, the preceding sentence

shall also apply for purposes of section 904(d).

““B) SprciaL RULES.—If any taxpayer is treated as
being a United States shareholder in a controlled foreign
corporation solely by reason of this section—

“t) section 954(b)}) (relating to exception for cer-
tain income subject to high foreign taxes) shall not
apply for purposes of determining the amount included
in the gross income of such taxpayer under section 951
by reason gf being so treated with respect to such corpo-
ration, an

“(ii) the amount so included in the gross income of
such taxpayer under section 951 with respect to such
corporation shall be treated as long-term capital gain
to the extent attributable to the net capital gain of
such corporation.

“2) U.S. controLLED.—For purposes of this subpart, a pas-
sive foreign corporation is United States controlled if—

(A) such corporation is a controlled foreign corpora-
tion determined without regard to this subsection, or

‘‘B) at any time during the taxable year more than 50
percent of—

‘) the total combined voting power of all classes
of stock of such corporation entitled to vote, or

‘v the total value of the stock of such corpora-
tion,

is owned directly or indirectly by 5 or fewer United States

persons.

“(3) CONSTRUCTIVE OWNERSHIP RULES FOR PURPOSES OF
PARAGRAPH (2)(B).—For purposes of paragraph (2)(B), the attri-
bution rules provided in section 544 shall apply, determined as
if any reference to a personal holding company were a reference
to a corporation described in paragraph (2)XB) (and any refer-
ence to the stock ownership requirement provided in section
542(a)(?) were a reference to the requirement of paragraph
(2)(B)); except that—

“(A) subsection (@)(4) of such section shall be applied by
sulzisrf(zélftzng ‘Paragraphs (1), (2), and (3)’ for ‘Paragraphs (9)
an )

“(B) stock owned by a nonresident alien individual
shall not be considered by reason of attribution through
family membership as owned by a citizen or resident alien
individual who is not the spouse of the nonresident alien
individual and who does not otherwise own stock in the
foreign corporation (determined after the application of
such attribution rules other than attribution through
family membership), and



271

“(C) stock of a corporation owned by any foreign person
shall not be considered by reason of attribution through
partners as owned by a citizen or resident of the United
States who does not otherwise own stock in the foreign cor-
poration (determined after the application of such attribu-
tion rules and subparagraph (A), other than attribution
through partners).

“(b) TaAxPAYERS ELECTING CURRENT INCLUSION AND 25-PERCENT
SHAREHOLDERS.—

“(1) INn GENERAL.—If a passive foreign corporation which is
not United States controlled is a qualified electing fund with
respect to any taxpayer or the taxpayer is a 25-percent share-
holder in such corporation, then for purposes of subpart F of
part IIT of subchapter N—

“CA) such passive foreign corporation shall be treated
as a controlled foreign corporation with respect to such tax-
Dpayer,

“(B) such taxpayer shall be treated as a United States
shareholder in such corporation, and

“C) the modifications of clauses (iii) and (iv) of subsec-
tion (aX1XA) and of subparagraph (B) of subsection (a)1)
shall apply in determining the amount included under
such subpart F in the gross income of such taxpayer (and
the character of the amount so included).

For purposes of section 904(d), any amount included in the gross
income of the taxpayer under the preceding sentence shall be
treated as a dividend from a foreign corporation which is not a
controlled foreign corporation.

“(9) QUALIFIED ELECTING FUND.—For purposes of this sub-
part, the term ‘qualified electing fund’ means any passive for-
eign corporation if—

“A) an election by the taxpayer under paragraph (3)
applies to such corporation for the taxable year of the tax-
payer, and , i

“B) such corporation complies with such requirements
as the Secretary may prescribe for purposes of carrying out
the purposes of this subpart.

“(3) ELECTION.— '

“CA) IN GENERAL.—A taxpayer may make an election
under this paragraph with respect to any passive foreign
corporation for any taxable year of the taxpayer. Such an
election, once made with respect to any corporation, shqll
apply to all subsequent taxable years of the taxpayer with
respect to such corporation unless revoked by the taxpayer
with the consent of the Secretary. _

““B) WHEN MADE.—An election under this subsection
may be made for any taxable year of the taxpayer at any
time on or before the due date (determined with regard to
extensions) for filing the return of the tax imposed by this
chapter for such taxable year. To the extent provided in reg-
ulations, such an election may be made later than as re-
"quired in the preceding sentence where the taxpayer fails to
make a timely election because the taxpayer reasonably be-



272

lieves that the corporation was not a passive foreign corpo-

ration. '

“¢4) 25-PERCENT SHAREHOLDER.—For purposes of this sub-
part, the term ‘25-percent shareholder’ means, with respect to
any passive foreign corporation, any United States person who
owns (within the meaning of section 958(a), or is considered as
owning by applying the rules of section 958(b), 25 percent or
more (by vote or value) of the stock of such corporation.

“SuBPART B—INTEREST ON HoLpinGs To WHICH SUBPART A DOES
Nor ArPLY

“Sec. 1293. Interest on tax deferral.
“Sec. 1294. Definitions and special rules.

“SEC. 1293. INTEREST ON TAX DEFERRAL.
“la) TREATMENT OF DISTRIBUTIONS AND STOCK DISPOSITIONS.—

‘1) DistriButioNs.—If a United States person receives an
excess distribution in respect of stock to which this section ap-
plies, then—

“lA) the amount of the excess distribution shall be allo-
cated ratably to each day in the taxpayer’s holding period
for the stock,

“(B) with respect to such excess distribution, the tax-
payer’s gross income for the current year shall include (as
ordinary income) only the amounts allocated under sub-
paragraph (A) to—

“(i) the current year, or

“ii) any period in the taxpayer’s holding period
before the first day of the first taxable year of the cor-
poration which begins after December 31, 1986, and for
which it was a passive foreign corporation, and
“(C) the tax imposed by this chapter for the current

year shall be increased by the deferred tax amount (deter-

mined under subsection (c)).

“(2) Dispositions.—If the taxpayer disposes of stock to
which this section applies, then the rules of paragraph (1) shall
apply to any gain recognized on such disposition in the same
manner as if such gain were an excess distribution.

“(3) DeFInITIONS.—For purposes of this subpart—

‘(A) HoLpInG pERIOD.—The taxpayer’s holding period
shall be determined under section 1223; except that—

“G) for purposes of applying this section to an
excess distribution, such holding period shall be treat-
ed as ending on the date of such distribution, and

“Gi) if section 1291 applied to such stock with re-
spect to the taxpayer for any prior taxable year, such
holding period shall be treated as beginning on the
first day of the first taxable year beginning after the
last taxable year for which section 1291 so applied.

“(B) CURRENT YEAR.—The term ‘current year’ means

the taxable year in which the excess distribution or disposi-
tion occurs.

“(b) Excess DISTRIBUTION.—
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‘) IN GENERAL.—For purposes of this section, the term
‘excess distribution’ means any distribution in respect of stock
received during any taxable year to the extent such distribution
does not exceed its ratable portion of the total excess distribu-
tion (if any) for such taxable year.

“(2) TotaL EXCESS DISTRIBUTION.—For purposes of this sub-
section—

“(A) INn GENERAL.—The term ‘total excess distribution’
means the excess (if any) of—

“t) the amount of the distributions in respect of
the stock received by the taxpayer during the taxable
year, over

“(ii) 125 percent of the average amount received in
respect of such stock by the taxpayer during the 3 pre-
ceding taxable years (or, if shorter, the portion of the
taxpayer’s holding period before the taxable year).

For purposes of clause (ii), any excess distribution received

during such 3-year period shall be taken into account only

to the extent it was included in gross income under subsec-
tion (aX1XB).

“(B) No EXCESS FOR FIRST YEAR.—The total excess dis-
tributions with respect to any stock shall be zero for the
taxable year in which the taxpayer’s holding period in such
stock begins.

‘43 ApsustmMENTS.—Under regulations prescribed by the
Secretary— ‘

“lA) determinations under this subsection shall be
made on a share-by-share basis, except that shares with the
same holding period may be aggregated,

“(B) proper adjustments shall be made for stock splits
and stock dividends, : '

“C0C) if the taxpayer does not hold the stock during the
entire taxable year, distributions received during such year
shall be annualized, ) )

“(D) if the taxpayer’s holding period includes periods
during which the stock was held by another person, distri-
butions received by such other person shall be taken into
account as if received by the taxpayer, _ ‘

“(E) if the distributions are received in a foreign cur-
rency, determinations under this subsection shall be made
in such currency and the amount of any excess distribution
determined in such currency shall be translated into dol-
lars, .

“(F) proper adjustment shall be made for amounts not
includible in gross income by reason of section 959(a) or for
which a deduction is allowable under section 245(c), and

“@G) if a charitable deduction was allowable under sec-
tion 642(c) to a trust for any distribution of its income,
proper adjustments shall be made for the deduction so al-
lowable to the extent allocable to distributions or gain in
respect of stock in a passive foreign corporation. . _

For purposes of subparagraph (F), any amount not includible in
gross income by reason of section 551(d) (as in effect on January
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1, 1992) or 1293(c) (as so in effect) shall be treated as an amount
not includible in gross income by reason of section 959(a).
“¢c) DEFERRED Tax AMOUNT.—For purposes of this section—
‘“41) IN GENERAL.—The term ‘deferred tax amount’ means,
with respect to any distribution or disposition to which subsec-
tion (a) applies, an amount equal to the sum of— .
“(A) the aggregate increases in taxes described in para-
aph (2), plus
& p“(g) tll)ze aggregate amount of interest (determined in
the manner provided under paragraph (3) on such in-
creases in tax. )
Any increase in the tax imposed by this chapter for the current
year under subsection (a) to the extent attributable to the
amount referred to in subparagraph (B) shall be treated as in-
terest paid under section 6601 on the due date for the current
ear.
g “(9) AGGREGATE INCREASES IN TAXES.—For purposes of
_paragraph (1XA), the aggregate increases in taxes shall be deter-
mined by multiplying each amount allocated under subsection
(@X1)A) to any taxable year (other than any taxable year re-
ferred to in subsection (aXI)XB)) by the highest rate of tax in
effect for such taxable year under section 1 or 11, whichever ap-
lies.
i “(3) CoMPUTATION OF INTEREST.—

“CfA) IN GENERAL.—The amount of interest referred to
in paragraph (1)(B) on any increase determined under para-
graph (2) for any taxable year shall be determined for the

ertod—

P “i) beginning on the due date for such taxable

year, and

“Gi) ending on the due date for the taxable year
with or within which the distribution or disposition
oceurs,

by using the rates and method applicable under section

6621 for underpayments of tax for such period.

“‘B) Due pATE.—For purposes of this subsection, the
term ‘due date’ means the date prescribed by law (deter-
mined without regard to extensions) for filing the return of
the tax imposed by this chapter for the taxable year.

“(C) SpeciaL RULE.—For purposes of determining the
amount of interest referred to in paragraph (IXB), the
amount of any increase in tax determined under paragraph
(2) shall be determined without regard to any reduction
under section 1294(d) for a tax described in paragraph
(2)(A)Gi) thereof.

“SEC. 1294. DEFINITIONS AND SPECIAL RULES.
“ta) Strock To WaicH SEction 1293 APPLIES.—

“(1) IN GENERAL.—Except as otherwise provided in this sub-
section, section 1293 shall apply to any stock in a Dpassive for-
eign corporation unless—

“(A) such stock is marketable stock as of the time of
the distribution or disposition involved, or
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“BXi) with res’{)ect to each of such corporation’s tax-
able years for which such corporation was a passive foreign
corporation and which began after December 31, 1992, and
included any portion of the taxpayer’s holding period in
such stock—

“@) such corporation was U.S. controlled (within
the meaning of section 1292(aX2)), or

““ID such corporation was treated as a controlled
foreign corporation under section 1292(b) with respect
to the taxpayer, and
“Gi) with respect to each of such corporation’s taxable

years for which such corporation was a passive foreign cor-
ggration and which begin after December 31, 1986, and
fore January 1, 1993, and included any portion of the
taxpayer’s holding period in such stock, such corporation
was treated as a qualified electing fund under this part (as
in effect on January 1, 1992) with respect to the taxpayer.
“t2) TREATMENT WHERE STOCK BECOMES MARKETABLE.—If
any stock in a passive foreign corporation becomes marketable
stock after the beginning of the taxpayer’s holding period in
such stock, and if the requirements of paragraph (I)B) are not
satisfied, section 1293 shall apply to—

“(A) any distributions with respect to, or disposition of,
such stock in the taxable year of the taxpayer in which it
becomes so marketable, and

“B) any amount which, but for section 1293, would
have been included in gross income under section 1291(a)
with respect to such stock for such taxable year in the same
manner as if such amount were gain on the disposition of
such stock.

“3) ELECTION TO RECOGNIZE GAIN WHERE COMPANY BE-

COMES SUBJECT TO CURRENT INCLUSIONS.—

“(A) IN GENERAL.—If—

“4) a passive foreign corporation first meets the re-
quirements of clause (i) of paragraph (1)B) with respect
to the taxpayer for a taxable year of such taxpayer
which begins after December 31, 1992,

“(ii) the taxpayer holds stock in such company on
the first day of such taxable year, and

“ii) the taxpayer establishes to the satisfaction of
the Secretary the fair market value of such stock on
such first day, ) ) )

the taxpayer may elect to recognize gain as if he sold such
stock on such first day for such fair market value.

““B) ADDITIONAL ELECTION FOR SHAREHOLDER OF CON-
TROLLED FOREIGN CORPORATIONS.—

“(i) IN GENERAL.—If— ' i

“I) a passive foreign corporation first meets
the requirements of subclause (I) of paragraph

(1XB)G) with respect to the taxpayer for a taxable

year of such taxpayer which begins after December

31, 1992,

“ID) the taxpayer holds stock in such corpora-
tion on the first day of such taxable year, and
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‘“lIID) such corporation is a controlled foreign

corporation without regard to this part, o

the taxpayer may elect to be treated as receiving a dividend

on such first day in an amount equal to the portion of the

post-1986 earnings and profits of such corporation attribut-
able (under regulations prescribed by the Secretary) to the
stock in such corporation held by the taxpayer on such first
day. The amount treated as a dividend under the preceding
sentence shall be treated as an excess distribution and
shall be allocated under section 1293(a)1)XA) only to days
during periods taken into account in determining the post-

1986 earnings and profits so attributable.

“Gi1) PoST-1986 EARNINGS AND PROFITS.—For pur-
poses of clause (i), the term ‘post-1986 earnings and
profits’ means earnings and profits which were accu-
mulated in taxable years of the corporation beginning
after December 31, 1986, and during the period or peri-
ods the stock was held by the taxpayer while.the corpo-
ration was a passive foreign corporation.

“(iii) COORDINATION WITH SECTION 959(e).—For
purposes of section 959(e), any amount treated as a div-
idend under this subparagraph shall be treated as in-
cluded in gross income under section 1248(a).

“C) ApsusTMENTS.—In the case of any stock to which
subparagraph (A) or (B) applies—

“() the adjusted basis of such stock shall be in-
creased by the gain recognized under subparagraph (A)
or the amount treated as a dividend under subpara-
graph (B), as the case may be, and '

“ii) the taxpayer’s holding period in such stock
shall be treated as beginning on the first day referred
to in such subparagraph.

“(b) RuLES RELATING TO STOCK ACQUIRED FroM A DECEDENT.—

“(1) Basis.—In the case of stock of a passive foreign corpo-
ration acquired by bequest, devise, or inheritance (or by the de-
cedent’s estate), notwithstanding section 1 014, the basis of such
stock in the hands of the person so acquiring it shall be the ad-
Justed basis of such stock in the hands of the decedent immedi-
ately before his death (or, if lesser, the basis which would have
been determined under section 1014 without regard to this para-
graph).

“(?) DEDUCTION FOR ESTATE TAX.—If stock in a passive for-
eign _corporation is acquired from a decedent, the taxpayer
shall, under regulations prescribed by the Secretary, be allowed
(for the taxable year of the sale or exchange) a deduction from
gross income equal to that portion of the decedent’s estate tax
deemed paid which is attributable to the excess of (A) the value
at which such stock was taken into account for purposes of de-
termining the value of the decedent’s gross estate, over (B) the
basis determined under paragraph (1).

“(3) ExcepTIoNs.—This subsection shall not apply to any
stock in a passive foreign corporation if—
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~ "A) section 1293 would not have applied to a disposi-
tion of such stock by the decedent immediately before his
death, or
“(B) the decedent was a nonresident alien at all times
during his holding period in such stock.

“c) RECOGNITION OF GAIN.—Except as otherwise provided in
regulations, in the case of any transfer of stock in a passive foreign
company to which section 1293 applies, where (but for this subsec-
tion) there is not full recognition of gain, the excess (if any) of—

“(1) the fair market value of such stock, over

“02) its adjusted basis,

shall be treated as gain from the sale or exchange of such stock and
shall be recognized notwithstanding any provision of law. Proper
adjustment shall be made to the basis of property for gain recog-
nized under the preceding sentence.

“d) CoorpINATION WITH FOREIGN TAx CREDIT RULES.—

“(1) IN GENERAL.—If there are creditable foreign taxes with
respect to any distribution in respect of stock in a passive for-
eign corporation—

“CA) the amount of such distribution shall be deter-
mined for purposes of section 1293 with regard to section

“UB) the excess distribution taxes shall be allocated rat-
ably to each day in the taxpayer’s holding period for the
stock, and

“CC) to the extent—

“6i) that such excess distribution taxes are allocat-
ed to a taxable year referred to in section 1293(a)(1)(B),
such taxes shall be taken into account under section
901 for the current year, and

“(ii) that such excess distribution taxes are allocat-
ed to any other taxable year, such taxes shall reduce
(subject to the principles of section 904 and not below
zero) the increase in tax determined under section
1293(cX?2) for such taxable year by reason of such distri-
bution (but such taxes shall not be taken into account
under section 901).

“9) DEFINITIONS.—FOr purposes of this subsection—

‘“(A) CREDITABLE FOREIGN TAXES.—The term ‘creditable
foreign taxes’ means, with respect to any distribution—

“ti) any foreign taxes deemed paid under section
902 with respect to such distribution, and

“ii) any withholding tax imposed with respect to
such distribution,

but only if the taxpayer chooses the benefits of section 901
and such taxes are creditable under section 901 (determined
without regard to paragraph (1XC)ii)).

‘““B) ExcCESs DISTRIBUTION TAXES.—The term ‘excess
distribution taxes’ means, with respect to any distribution,
the portion of the creditable foreign taxes with respect to
such distribution which is attributable (on a pro rata basis)
to the portion of such distribution which is an excess distri-
bution.
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“C) SectioN 1248 GAIN.—The rules of this subsection
also shall apply in the case of any gain which but for this
section would be includible in gross income as a dividend
under section 1248. '

“e) ATTRIBUTION OF OWNERSHIP.—For purposes of this sub-
art—
P “(1) ATTRIBUTION TO UNITED STATES PERSONS.—This subsec-
tion—

“CA) shall apply to the extent that the effect is to treat
stock of a passive foreign corporation as owned by a United
States person, and

‘“B) except as provided in paragraph (3) or in regula-
tions, shall not apply to treat stock owned (or treated as
owned under this subsection) by a United States person as
owned by any other person.

“(2) CORPORATIONS.—

“CA) IN GeNERAL.—If 50 percent or more in value of the
stock of a corporation (other than an S corporation) is
owned, directly or indirectly, by or for any person, such
person shall be considered as owning the stock owned di-
rectly or indirectly by or for such corporation in that pro-
portion which the value of the stock which such person so
owns bears to the value of all stock in the corporation.

“(B) 50-PERCENT LIMITATION NOT TO APPLY IN CERTAIN
cASES.—For purposes of determining whether a shareholder
of a passive foreign corporation (or whether a United States
shareholder of a controlled foreign corporation which is not
a passive foreign corporation) is treated as owning stock
owned directly or indirectly by or for such corporation, sub-
paragraph (A) shall be applied without regard to the 50-
percent limitation contained therein.

“(C) FAMILY AND PARTNER ATTRIBUTION FOR 50-PER-
CENT LIMITATION.—For purposes of determining whether
the 50-percent limitation of subparagraph (A) is met, the
constructive ownership rules of section 544(a)2) shall apply
in addition to the other rules of this subsection.

“43) PARTNERSHIPS, ETC.—Except as provided in regula-
tions, stock owned, directly or indirectly, by or for a partner-
ship, S corporation, estate, or trust shall be considered as being
owned proportionately by its partners, shareholders, or benefici-
aries (as the case may be).

“4) OprioNs.—To the extent provided in regulations, if any
person _has an option to acquire stock, such stock shall be con-
sidered as owned by such person. For purposes of this para-
graph, an option to acquire such an option, and each one of a
series of such options, shall be considered as an option to ac-
quire such stock.

“(5) SUCCESSIVE APPLICATION.—Stock considered to be
owned by a person by reason of the application of paragraph (%),
(3), or (4) shall, for purposes of applying such paragraphs, be
considered as actually owned by such person.

‘P OrHER SPECIAL RULES.—For purposes of this subpart—

‘(1) TIME FOR DETERMINATION.—Stock held by a taxpayer

shall be treated as stock in a passive foreign corporation if, at
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any time during the holding period of the taxpayer with respect
to such stock, such corporation (or any predecessor) was a pas-
sive foreign corporation. The preceding sentence shall not apply
if the taxpayer elects to recognize gain (as of the last day of the
last taxable year for which the company was a passive foreign
corporation) under rules similar to the rules of subsection
(@X3XA).

“C2) APPLICATION OF SUBPART WHERE STOCK HELD BY OTHER
ENTITY.—Under regulations—

“(A) IN GENERAL—In any case in which a United
States person is treated as owning stock in a passive foreign
corporation by reason of subsection (e)—

“6i) any transaction which results in the United

Stat’gs person being treated as no longer owning such

StocR,

“tii) any disposition of such stock by the person
owning such stock, and

“Gii) any distribution of property in respect of such
stock to the person holding such stock,

shall be treated as a disposition by, or distribution to, the

United States person with respect to the stock in the passive

foreign corporation.

“B) AMOUNT TREATED IN SAME MANNER AS PREVIOUSLY
TAXED INCOME.—Rules similar to the rules of section 959(b)
shall apply to any amount described in subparagraph (A)
in respect of stock which the taxpayer is treated as owning
under subsection (e).

“C) COORDINATION WITH SECTION 951.—If, but for this
subparagraph, an amount would be taken into account
under section 1293 by reason of subparagraph (A) and such
amount would also be included in the gross income of the
taxpayer under section 951, such amount shall only be
taken into account under section 1293.

“9) DisposITIONS.—Except as provided in regulations, if a
taxpayer uses any stock in a passive foreign corporation as secu-
rity for a loan, the taxpayer shall be treated as having disposed
of such stock.

“SueparRT C—GENERAL PROVISIONS

“Sec, 1296. Passive foreign corporation.
“Sec. 1297. Special rules.

“SEC. 1296. PASSIVE FOREIGN CORPORATION.

“(a) In GENERAL.—For purposes of this part, except as otherugisey
provided in this subpart, the term ‘passive foreign corporation
means any foreign corporation if— '

“1) 60 percent or more of the gross income of such corpora-
tion for the taxable year is passive income,

£(2) the averageypercentage of assets (by value) held by such
corporgtion during the taxable year which produce passive
income or which are held for the production of passive income
is at least 50 percent, or
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“(8) such corporation is registered under the Investment
Company Act of 1940, as amended (15 U.S.C. 80a-1 to 80b-2),
either as a management company or as a unit investment trust.
A foreign corporation may elect to have the determination under
paragraph (2) based on the adjusted bases of its assets in lieu of
their value. Such an election, once made, may be revoked only with
the consent of the Secretary. ) '

“b) Passive IncoME.—For purposes of this section—

“(1) In GENERAL.—Except as otherwise provided in this sub-
section, the term ‘passive income’ means any income which is of
a kind which would be foreign personal holding company
income as defined in section 954(c) without regard to paragraph
(3) thereof.

‘9) ExcepTiONS.—Except as provided in regulations, the
term ‘passive income’ does not include any income—

“(A) derived in the active conduct of a banking busi-
ness by an institution licensed to do business as a bank in
the United States (or, to the extent provided in regulations,
by any other corporation),

“(B) derived in the active conduct of an insurance busi-
ness by a corporation which is predominantly engaged in
an insurance business and which would be subject to tax
under subchapter L if it were a domestic corporation,

“CC) which is interest, a dividend, or a rent or royalty,
which is received or accrued from a related person (within
the meaning of section 954(dX3) to the extent such amount
is properly allocable (under regulations prescribed by the
Secretary) to income of such related person which is not
passive income, or

“(D) any foreign trade income of a FSC.

For purposes of subparagraph (C), the term ‘related person’ has
the meaning given such term by section 954(d)(3) determined by
substituting ‘foreign corporation’ for ‘controlled foreign corpora-
tion’ each place it appears in section 954(d)(3).

“(3) TREATMENT OF INCOME FROM CERTAIN ASSETS.—To the
extent that any asset is properly treated as not held for the pro-
duction of passive income for purposes of subsection (a)X2), all
income from such asset shall be treated as income which is not
passive income.

“(4) TREATMENT OF CERTAIN MATCHED REPURCHASE TRANS-
ACTIONS.—

“(A) IN GENErAL.—In the case of any foreign corpora-
tion engaged in the active conduct of a trade or business as
a dealer in securities—

“G) an amount properly treated as interest income
by reason of a qualified matched transaction shall be
netted with the amount properly treated as interest ex-
pense by reason of such transaction, and any net
income resulting from such netting shall be treated as
an item of gross interest income, and

“(ii) the offsetting positions which are part of such
transaction shall be netted and the net position shall
be treated as a single asset.
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“(B) QUALIFIED MATCHED TRANSACTION.—For purposes
of sz’tbparagraph (A) the term ‘qualified matched transac-
tion’ means a sale and repurchase agreement with respect
to a security and an offsetting reverse agreement with re-
spect to the same security, entered into by the foreign corpo-
ration in the active conduct of its trade or business of being
a dealer in securities, and properly treated as offsetting
agreements in a matched book.

“C) Securrry.—For purposes of this paragraph, the
term ‘security’ has the meaning given such term by section
1236(c).

“c) Look-THROUGH IN CASE OF 25-PERCENT OWNED CORPORA-
TI0N.—If a foreign corporation owns (directly or indirectly) at least
25 percent (by value) of the stock of another corporation, for pur-
poses of determining whether such foreign corporation is a passive
foreign corporation, such foreign corporation shall be treated as if
i—

“(1) held its proportionate share of the assets of such other
corporation, and

“(2) received directly its proportionate share of the income
of such other corporation.

“SEC. 1297. SPECIAL RULES.

“la) Unrrep StATES PERSON.—For purposes of this part, the
term ‘United States person’ has the meaning given to such term by
section 7701(a)30).

“(b) ConTrOLLED FOREIGN CORPORATION.—For purposes of this
part, the term ‘controlled foreign corporation’ has the meaning
given such term by section 957(a).

“lc) MARKETABLE STOCK.—For purposes of this part—

“(1) IN GENERAL.—The term ‘marketable stock’ means—

“lA) any stock which is regularly traded on—

“li) a national securities exchange which is regis-
tered with the Securities and Exchange Commission or
the national market system established pursuant to sec-
tion 11A of the Securities and Exchange Act of 193}, or

‘i) any exchange or other market which the Sec-
retary determines has rules adequate to carry out the
purposes of this part, and
“4B) to the extent provided in regulations, stock in any

foreign corporation which is comparable to a regulated in-

vestment company and which offers for sale or has out-
standing any stock of which it is the issuer and which is
redeemable at its net asset value.

“9) SPECIAL RULE FOR REGULATED INVESTMENT COMPA-
NIES.—In the case of any regulated investment company which
is offering for sale or has outstanding any stock of which it is
the issuer and which is redeemable at its net asset value, all
stock in a passive foreign corporation which it owns (or is treat-
ed under section 1291(g) as owning) shall be treated as market-
able stock for purposes of this part. Except as provided in regu-
lations, a similar rule shall apply in the case of any other regu-
lated investment company. .

“(d) OTHER SPECIAL RULES.—For purposes of this part—



282

“(1) CERTAIN CORPORATIONS NOT TREATED AS PASSIVE.—A
corporation shall not be treated as a passive foreign corporation
for the Ist taxable year such corporation has gross income (here-
inafter in this paragraph referred to as the ‘start-up year’) if—

“CA) no predecessor of such corporation was a passive

oreign corporation,

r é?B) i;‘pis established to the satisfaction of the Secretary

that such corporation will not be a passive foreign corpora-

tion for either of the Ist 2 taxable years following the start-
up year, and ) )

“(C) such corporation is not a passive foreign corpora-
tion for either of the 1st 2 taxable years following the start-
up year.

“2) CERTAIN CORPORATIONS CHANGING BUSINESSES.—A cor-
poration shall not be treated as a passive foreign corporation
for any taxable year if—

“CA) neither such corporation (nor any predecessor) was
a passive foreign corporation for any prior taxable year,

“YB) it is established to the satisfaction of the Secretary
that—

“G) substantially all of the passive income of the
corporation for the taxable year is attributable to pro-
ceeds from the disposition of 1 or more active trades or
businesses, and

“(ii) such corporation will not be a passive foreign
corporation for either of the Ist 2 taxable years follow-
ing the taxable year, and
“C) such corporation is not a passive foreign corpora-

tion for either of such 2 taxable years.

For purposes of section 1296(c), any passive income referred to in
subparagraph (B)i) shall be treated as income which is not pas-
sive income and any assets which produce income so described
shall be treated as assets producing income other than passive
income.

“(3) TREATMENT OF CERTAIN FOREIGN CORPORATIONS
OWNING STOCK IN 25-PERCENT OWNED DOMESTIC CORPORATION.—

“tA) INn GENERAL.—If a foreign corporation owns at
least 25 percent (by value) of the stock of a domestic corpo-
ration, for purposes of determining whether such foreign
corporation is a passive foreign corporation, any qualified
stock held by such domestic corporation shall be treated as
an asset which does not produce passive income (and is not
held for the production of passive income) and any amount
included in gross income with respect to such stock shall
not be( Bf;‘ecéted as passive income.

“ UALIFIED STOCK.—For purposes of subpara h
(A), the term ‘qualified stock’ means any stofk in}:z C fzgﬁo
ration which is a domestic corporation and which is not a
:egutlated investment company or real estate investment
rust.

“(4) TREATMENT OF CORPORATION WHICH WAS A PFIC.—A
corporation shall be treated as a passive foreign corporation for
any taxable year beginning before January 1, 1993, if and only
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if such corporation was a passive foreign investment compan
under this part as in effect for such taxable year. pany

“(5) SEPARATE INTERESTS TREATED AS SEPARATE CORPORA-
TIONS.—Under regulations prescribed by the Secretary, where
necessary to carry out the purposes of this part, separate classes
-of stock (or other interests) in a corporation shall be treated as
interests in separate corporations.

“e) TREATMENT OF CERTAIN LEASED PROPERTY.—For purposes
of section 1296(aX2)—

“(1) IN GENERAL.—Any tangible personal property with re-
spect to which the foreign corporation is the lessee under a lease
with a term of at least 12 months shall be treated as an asset
actually held by such corporation.

“(%) DETERMINATION OF VALUE.—

“A) In GENERAL.—The value of any asset to which
paragraph (1) applies shall be the lesser of—

“(i) the fair market value of such property, or

‘(i) the unamortized portion (as determined under
regulations prescribed by the Secretary) of the present
value of the payments under the lease for the use of
such property.

““B) PRESENT vALUE.—For purposes o[ subparagraph
(A), the present value of payments described in subpara-
graph (AXii) shall be determined in the manner provided in
regulations prescribed by the Secretary—

“() as of the beginning of the lease term, and
“Gii) except as provided in such regulations, by
using a discount rate equal to the applicable Federal

rate determined under section 1274(d)—

“) by substituting the lease term for the term
of the debt instrument, and

“dD without regard to paragraph (%) or (3)
thereof.

“43) Exceprions.—This subsection shall not apply in any
case where—

“CA) the lessor is a related person (as defined in the
last sentence of section 1296(bX2)) with respect to the for-
eign corporation, or

“B) a principal purpose of leasing the property was to
avoid the prouvisions of this part.

‘4O ELEcTION BY CERTAIN PASSIVE FOREIGN CORPORATIONS TO
Bg TREATED AS A DOMESTIC CORPORATION.—

“(1) IN GENERAL.—For purposes of this title, if—

“‘A) a passive foreign corporation would qualify as a
regulated investment company under part I of subchapter
M if such passive foreign corporation were a domestic cor-
poration, )

“(B) such passive foreign corporation meets such re-
quirements as the Secretary shall prescribe to ensure that
the taxes imposed by this title on such passive foreign cor-

- poration are paid, and ) '

“C) such passive foreign corporation makes an election
to have this paragraph apply and waives all benefits which
are granted by the United States under any treaty and to



284

which such corporation would otherwise be entitled by

reason of being a resident of another country, ]

such corporation shall be treated as a domestic corporation.

“9) CERTAIN RULES MADE APPLICABLE.—Rules similar to
the rules of paragraphs (2), (3), (4)(A), and (5) of section 955(d)
shall apply with respect to any corporation making an election
under paragraph (1).

“(g) SpeciaL RULES FOR CERTAIN TAXPAYERS.—

1) Tax-EXEMPT ORGANIZATIONS.—In the case of any orga-
nization exempt from tax under section 501— _

“(A) this part shall apply to any stock in a passive for-
eign corporation owned (or treated as owned under section
1294(e)) by such organization only to the extent that a divi-
dend on such stock would be taken into account in deter-
mining the unrelated business taxable income of such orga-
nization, and )

““B) to the extent that this part applies to any such
stock, this part shall be applied in the same manner as if
such organization were not exempt from tax under section
501(a).

“9) TREATMENT OF STOCK HELD BY POOLED INCOME FUND.—
If stock in a passive foreign corporation is owned (or treated as
owned under section 1294(e) by a pooled income fund (as de-
fined in section 642(c)(5)) and no portion of any gain from a dis-
position of such stock may be allocated to income under the
terms of the governing instrument of such fund—

“CA) section 1293 shall not apply to any gain on a dis-
position of such stock by such fund if (without regard to
section 1293) a deduction would be allowable with respect
to such gain under section 642(c)3),

“B) subpart A shall not apply with respect to such
stock, and

“C) in determining whether section 1293 applies to any
distribution in respect of such stock, such stock shall be
treated as failing to qualify for the exceptions under section
1294(a)1).

“h) INFORMATION FrOM SHAREHOLDERS.—Every United States
person who owns stock in any passive foreign corporation shall fur-
nish with respect to such corporation such information as the Secre-
tary may prescribe.

“i) REGuLATIONS.—The Secretary shall prescribe such regula-
tions as may be necessary or appropriate to carry out the purposes of
this part, including regulations—

“(1) providing that gross income shall be determined with-
out regard to section 1293 for such purposes as may be specified
in such regulations, and

“2) to prevent avoidance of the provisions of this part
through changes in citizenship or residence status.”

(b) INSTALLMENT SALES TREATMENT NOT AVAILABLE.—Para-
graph (2) of section 453(k) is amended by striking “or” at the end of
subparagraph (A), by inserting “or” at the end of subparagraph (B),
and by addlng at the end thereof the following new subparagraph:

‘(0 stock in a passive foreign corporation (as defined

in section 1296) if section 1293 applies to such sale,”.
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4982(6) TREATMENT OF MARK-TO-MARKET GAIN UNDER SECTION

(1) Subsection (e) of section 4982 is amended by adding at
the end thereof the following new paragraph:

“(6) TREATMENT OF GAIN RECOGNIZED UNDER SECTION
1291.—For purposes of determining a regulated investment com-
pany’s ordinary income—

‘“fA) notwithstanding paragraph (1)(C), section 1291
shall be applied as if such company’s taxable year ended on
October 31, and

“(B) any ordinary gain or loss from an actual disposi-
tion of stock in a passive foreign corporation during the
portion of the calendar year after October 31 shall be taken
into account in determining such company’s ordinary
income for the following calendar year.

In the case of a company making an election under paragraph
(4), the preceding sentence shall be applied by substituting the
last day of the company’s taxable year for October 31.”

(2) Subsection (b) of section 852 is amended by adding at
the end thereof the following new paragraph: )

“l10) SPECIAL RULE FOR CERTAIN LOSSES ON STOCK IN PAS-
SIVE FOREIGN CORPORATIONS.—To the extent provided in regula-
tions, the taxable income of a regulated investment company
(other than a company to which an election under section
4982(eX}) applies) shall be computed without regard to any net
reduction in the value of any stock of a passive foreign corpora-
tion to which section 1291 applies occurring after October 31 of
the taxable year, and any such reduction shall be treated as oc-
curring on the first day of the following taxable year.”

(3) Subsection (c) of section 852 is amended by inserting
after “October 31 of such year” the following: “, without regard
to any net reduction in the value of any stock of a passive for-
eign corporation to which section 1291 applies occurring after
October 31 of such year,”.

(d) TREATMENT OF CERTAIN PREVIOUSLY TAXED AMOUNTS.—
Subsection (e) of section 959 is amended— )

(1) by adding at the end thereof the following new sentence:
“A similar rule shall apply in the case of amounts included in
gross income under section 1293 (as in effect on January I,
1992).”, and

(2) by striking “AMOUNTS PREVIOUSLY TAXED- UNDER SEc-
TION 1248” in the subsection heading and inserting “CERTAIN
PreviousLy TAXED AMOUNTS”.

SEC. 4403. TECHNICAL AND CONFORMING AMENDMENTS.
(a) GENERAL RULE.— .

(1) Paragraph (2) of section 171(c) is amended— )

(A) by striking , or by a foreign personal holding com-
pany, as defined in section 552", and '

(B) by striking “ or a foreign personal holding compa-

ny”.
(2‘3 Section 312 is amended by striking subsection (j).
(3) Subsection (m) of section 312 is amended by striking *, a
foreign investment company (within the meaning of section
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1246®), or a foreign personal holding company (within the
meaning of section 552)” and inserting “or a passive foreign cor-
poration (as defined in section 1296)”. o

(4) Subsection (e) of section 443 is amended by striking
paragraph (3) and by redesignaiing paragraphs (4) and () as
paragraphs (3) and (4), respectively. ‘

(5) Clause (ii) of section 465(cX7)XB) is amended to read as
follows: ] . i

“4i) a passive foreign corporation with respect to
which the stock ownership requirements of section
1292(a)2)(B) are met, or’. . -

(6) Subsection (b) of section 535 is amended by striking
paragraph (9). )

(7) Subsection (d) of section 535 is hereby repealed. ‘

(8) Paragraph (1) of section 543(b) is amended by inserting
“gnd” at the end of subparagraph (A), by striking *, and” at
the end of subparagraph (B) and inserting a period, and by
striking subparagraph (C). ) .

(9) Paragraph (1) of section 562(b) is amended by striking

.“or a foreign personal holding company described in section
552",

(10) Section 568 is amended—

(A) by striking subsection (c),

(B) by redesignating subsection (d) as subsection (c),
and

(C) by striking ‘“subsection (a), (b), or (¢)” in subsection
(¢c) (as so redesignated) and inserting ‘‘subsection (a) or (b)".
(11) Paragraph (2) of section 751(d) is amended by striking

“subsection (a) of section 1246 (relating to gain on foreign in-
vestment company stock)” and inserting “section 1291 (relating
to stock in certain passive foreign corporations marked to
market)”,

(12) Subsection (b) of section 851 is amended by striking the
sentence following paragraph (4)(B) which contains a reference
to section 1293(a).

(13) Clause (ii) of section 864(bX2)A) is amended by striking
“(other than” and all that follows down through “holding com-
pany)”’ and inserting ‘(other than a corporation which would be
a personal holding company but for section 542(c)(5) and which
is not United States controlled (as defined in section
1292(a)2))’.

(14) Subsection (d) of section 904 is amended by striking
paragraphs (2)A)GY), (2NE)Gii), and (3)D).

(15)(A) Subparagraph (A) of section 904(g)1) is amended to
read as follows:

“(A) Any amount included in gross income under sec-
tion 951(a) (relating to amounts included in gross income of
United States shareholders).”

(B) The paragraph heading of paragraph (2) of section
904(g) is amended by striking “AND FOREIGN PERSONAL HOLDING
OR PASSIVE FOREIGN INVESTMENT COMPANY "

(16) Section 951 is amended by striking subsections (c), (d),
and (f), and by redesignating subsection (e) as subsection (c).
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(17) Paragraph (1) of section 986(c) is amended by striking
“or 1293(c)’’.

(18) Paragraph (3) of section 989(b) is amended by striking
“ 851(a), or 1293(a)”’.

(19) Paragraph (5) of section 1014(b) is hereby repealed.

(20) Subsection (a) of section 1016 is amended by striking
paragraph (13) and by redesignating the following paragraphs
accordingly.

(21) Paragraph (3) of section 1212(a) is amended—

(A) by striking subparagraph (A),

(B) by redesignating subparagraphs (B) and (C) as sub-
paragraphs (A) and (B), respectively, and

(C) by amending subparagraph (D) to read as follows:

“(C) for which it is a passive foreign corporation.”

(22) Section 1223 is amended by striking paragraph (10) and
by redesignating the following paragraphs accordingly.

(23) Subsection (d) of section 1248 is amended by striking
paragraphs (5) and (7).

(24XA) Subsection (a) of section 6035 is amended by strikin,
“foreign personal holding company (as defined in section 553)”
and inserting “passive foreign corporation with respect to which
the stock ownership requirements of section 1292(a)(2)(B) are
met”.

(B) The section heading for section 6035 is amended by
striking “FOREIGN PERSONAL HOLDING COMPANIES” and insert-
ing “CLOSELY HELD PASSIVE FOREIGN CORPORATIONS”,.

(C) The table of sections for subpart A of part III of sub-
chapter A of chapter 61 is amended by striking “foreign person-
al holding companies” in the item relating to section 6035 and
inserting ‘closely-held passive foreign corporations”.

(25) Subparagraph (D) of section 6103(e)1) is amended by
striking clause (iv) and redesignating clauses (v) and (vi) as
clauses (iv) and (v), respectively.

(26) Subparagraph (B) of section 6501(e)1) is amended to
read as follows:

““B) CONSTRUCTIVE DIVIDENDS.—If the taxpayer omits
from gross income an amount properly includible therein
under section 951(a), the tax may be assessed, or a proceed-
ing in court for the collection of such tax may be done
without assessing, at any time within 6 years after the
return was filed.”

(27) Section 4947 and section 4948(c)}) are each amended
by striking “556(bX2),” each place it appears.

(b) CLERICAL AMENDMENTS.—

(1) The table of parts for subchapter G of chapter I is
amended by striking the item relating to part II1

(2) The table of sections for part IV of subchapter P of
chapter 1 is amended by striking the items relating to sections
1246 and 1247. )

(3) The table of parts for subchapter P of chapter I is
amended by striking the item relating to part VI and inserting
the following:

“Part VI. Treatment of passive foreign corporations.”
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SEC. 4404. EFFECTIVE DATE.

(a) GENERAL RULE.—Except as otherwise provided in this sec-
tion, the amendments made by this part shall apply to—

(1) taxable years of United States persons beginning after
December 31, 1992, and

(2) taxable years of foreign corporations ending with or
within such taxable years of United States persons.

(b) DENIAL OF INSTALLMENT SALES TREATMENT.—The amend-
ment made by section 3402(b) shall apply to dispositions after De-
cember 31, 1992.

(c) Basis RuLe.—The amendments made by this part shall not
affect the determination of the basis of any stock acquired from a
decedent in a taxable year beginning before January 1, 1993.

(d) Stupy.—

(1) IN GENERAL.—The Secretary of the Treasury shall con-
duct a study of the tax treatment for purposes of the rules ap-
plicable to passive foreign corporations (as amended by this
part) of securities sale and repurchase transactions and securi-
ties lending and borrowing transactions.

(2) REPORT.—Not later than the day I year after the date of
the enactment of this Act, the Secretary of the Treasury shall
submit to the Committee on Ways and Means of the House of
Representatives and the Committee on Finance a report on the
study conducted under this subsection, together with such rec-
ommendations as he may deem aduvisable.

PART II-TREATMENT OF CONTROLLED FOREIGN
CORPORATIONS

SEC. 4411. GAIN ON CERTAIN STOCK SALES BY CONTROLLED FOREIGN COR-
PORATIONS TREATED AS DIVIDENDS.

(a) GENERAL RULE.—Section 96} (relating to miscellaneous pro-
visions) is amended by adding at the end thereof the following new
subsection:

“) GaiN oN CERTAIN STOCK SALES By CONTROLLED FOREIGN
CorPORATIONS TREATED AS DIVIDENDS.—

“1) In GeNERAL.—If a controlled foreign corporation sells
or exchanges stock in any other foreign corporation, gain recog-
nized on such sale or exchange shall be included in the gross
income of such controlled foreign corporation as a dividend to
the same extent that it would have been so included under sec-
tion 1248(a) if such controlled foreign corporation were a
United States person. For purposes of determining the amount
which would have been so includible, the determination of
whether such other foreign corporation was a controlled foreign
rt:orporation shall be made without regard to the preceding sen-
ence.

‘(%) SAME COUNTRY EXCEPTION NOT APPLICABLE.—Clause (i)
of section 954(cX3)(A) shall not apply to any amount treated as
a dividend by reason of paragraph (1).

“(3) CLARIFICATION OF DEEMED SALES.—For purposes of this
subsection, a controlled foreign corporation shall be treated as
having sold or exchanged any stock if, under any provision of
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this subtitle, such controlled foreign corporation is treated as

having gain from the sale or exchange of such stock.”’.

(b) AMENDMENT OF SECTION 3904(d).—Clause (i) of section
904(dX2NE) is amended. by striking “and except as provided in regu-
lations, the taxpayer was a United States shareholder in such corpo-
ration”.

(c) EFFECTIVE DATES.—

(1) The amendment made by subsection (a) shall apply to
gain recognized on transactions occurring after the date of the
enactment of this Act.

(2) The amendment made by subsection (b) shall apply to
distributions after the date of the enactment of this Act
SEC. 4412. AUTHORITY TO PRESCRIBE SIMPLIFIED METHOD FOR APPLYING
SECTION 960(5)(2).

(a) GENERAL RuLe.—Paragraph (2) of section 960(b) is amended
by adding at the end thereof the following new sentence: “The Secre-
tary may prescribe regulations requiring the use of simplified meth-
ods set forth in such regulations for determining the amount of the
increase referred to in the preceding sentence.”

(b) ErrecTIiVE DATE.—The amendment made by subsection (a)
shall take effect on the date of the enactment of this Act.

SEC. 4413. MISCELLANEOUS MODIFICATIONS TO SUBPARTF.

(a) SEcTION 1248 GAIN TAKEN INTO ACCOUNT IN DETERMINING
Pro RATA SHARE.—

(1) IN GENERAL.—Paragraph (2) of section 951(a) (defining
pro rata share of subpart F income) is amended by adding at
the end thereof the following new sentence: “For purposes of
subparagraph (B), any gain included in the gross income of any
person as a dividend under section 128 shall be treated as a
distribution received by such person with respect to the stock in-
volved.”

(2) EFFecTIVE DATE.—The amendment made by paragraph
(1) shall apply to dispositions after the date of the enactment of
this Act.

(b) Basis ApsustMENTS IN Stock HELD BY FOREIGN CORPORA-
TION.—

(1) IN GENERAL.—Section 961 (relating to adjustments to
basis of stock in controlled foreign corporations and of other
property) is amended by adding at the end thereof the following
new subsection:

“t) Basis ADJUSTMENTS IN Stock HELD BY FOREIGN CORPORA-
r10N.—Under regulations prescribed by the Secretary, if a United
States shareholder is treated under section 958(a)(2) as owning any
stock in a controlled foreign corporation which is actually owned by
another controlled foreign corporation, adjustments similar to the
adjustments provided by subsections (a) and (b) shall be made to the
basis of such stock in the hands of such other controlled foreign cor-
poration, but only for the purposes of determining the amount in-
cluded under section 951 in the gross income of such United States
shareholder (or any other United States shareholder who acquires
from any person any portion of the interest of such United States
shareholder by reason of which such shareholder was treated as
owning such stock, but only to the extent of such portion, and sub-
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ject to such proof of identity of such interest as the Secretary may
prescribe by regulations).”

(2) ErrecTIVE DATE.—The amendment made by paragraph
(1) shall apply for purposes of determining inclusions for tax-
able years of United States shareholders beginning after Decem-
ber 31, 1992.

(¢) DETERMINATION OF PrREVIOUSLY TaXED INcOME IN SECTION
-304 DistrIBUTIONS, ETC.— ) _

(1) IN GENERAL.—Section 959 (relating to exclusion from
gross income of previously taxed earnings and profits) is amend-
ed by adding at the end thereof the following new subsection:
“t) ADJUSTMENTS FOR CERTAIN TrRANSACTIONS.—If by reason

O p——
F “(1) a transaction to which section 304 applies,

“9) the structure of a United States shareholder’s holdings
in controlled foreign corporations, or

“3) other circumstances,

there would be a multiple inclusion of any item in income (or an
inclusion or exclusion without an appropriate basis adjustment) by
reason of this subpart, the Secretary may prescribe regulations pro-
viding such modifications in the application of this subpart as may
be necessary to eliminate such multiple inclusion or provide such
basis adjustment, as the case may be.’

(2) EFFECTIVE DATE.—The amendment made by paragraph
(1) shall take effect on the date of the enactment of this Act.
(d) CLARIFICATION OF TREATMENT OF BRANCH TAXx EXEMPTIONS

OR REDUCTIONS.—

(1) IN GENERAL.—Subsection (b) of section 952 is amended
by adding at the end thereof the following new sentence: “For
purposes of this subsection, any exemption (or reduction) with
respect to the tax imposed by section 884 shall not be taken into
account.”

(2) EFrFeCcTIVE DATE.—The amendment made by paragraph

(1) shall apply to taxable years beginning after December 31,
1986.

SEC. 4414. INDIRECT FOREIGN TAX CREDIT ALLOWED FOR CERTAIN LOWER
TIER COMPANIES.
(a) SEcrion 902 CREDIT.—

(1) IN GENERAL.—Subsection (b) of section 902 (relating to
deemed taxes increased in case of certain 2nd and 3rd tier for-
eign corporations) is amended to read as follows:

“b) DEEMED TaXxES INCREASED IN CASE oF CERTAIN LOWER
Tier CORPORATIONS.—
‘1) IN GENERAL.—If—
“(A) any foreign corporation is a member of a qualified
group, and
“(B) such foreign corporation owns 10 percent or more
of the voting stock of another member of such group from
which it receives dividends in any taxable year,
such foreign corporation shall be deemed to have paid the same
proportion of such other member’s post-1986 foreign income
taxes as would be determined under subsection (a) if such for-
eign corporation were a domestic corporation.
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“(2) QuALIFIED Gcroup.—For purposes of paragraph (1), the
term ‘qualified group’ means—
J “(A) the foreign corporation described in subsection (a),
an

“(B) any other foreign corporation if—

“li) the domestic corporation owns at least 5 per-
cent of the voting stock of such other foreign corpora-
tion indirectly through a chain of foreign corporations
connected through stock ownership of at least 10 per-
cent of their voting stock,

“liv) the foreign corporation described in subsection
(a) is the first tier corporation in such chain, and

“Giti) such other corporation is not below the sixth

- tier inls;fc(liz chain, nall tude p

e term ‘qualified group’ shall not include any foreign corpo-
ration below the third tier in the chain referred to in clausepg)
unless such foreign corporation is a controlled foreign corpora-
tion (as defined in section 957) and the domestic corporation is
a United States shareholder (as defined in section 951(b) in
such foreign corporation. Paragraph (1) shall apply to those
taxes paid by a member of the qualified group below the third
tier only with respect to peri during which it was a con-
trolled foreign corporation.”

(2) CONFORMING AMENDMENTS.~

A Subg;aragraph (B) of section 902(c)3) is amended by
adding “or” at the end of clause (i) and by striking clauses
(i) and (iii) and inserting the following new clause:

“li) the requirements of subsection (bX2) are met
with respect to such foreign corporation.”

(B) Subparagraph (B) of section 902(cX4) is amended by
striking “3rd foreign corporation’ and inserting “sixth tier
foreign corporation’. ] )

(C) The heading for paragraph (3) of section 902(c) is
amended by striking ‘WHERE DOMESTIC CORPORATION AC-
QUIRES 10 PERCENT OF FOREIGN CORPORATION” and insert-
ing “WHERE FOREIGN CORPORATION FIRST QUALIFIES. )

@) Paragra,Ph (3) of section 902(c) is amended by strik-
ing “ownership” each place it appears. ]

(b) SEction 960 CrREDIT.—Paragraph (1) of section 960a) (relat-
ing to special rules for foreign tax credits) is amended to read as

follows:

“(1) DEEMED PAID CREDIT.—For purposes of subpart A of
this part, if there is included under section 951(a) in the gross
income of a domestic corporation any amount attributable to
earnings and profits of %Zgreign corporation which is a member
of a qualified group (as defined in section 902(b)) with respect to
the domestic corporation, then, except to the extent prouvided in
regulations, section 902 shall be applied as if the amount so in-
cluded were a dividend paid by such foreign corporation (deter-
mined by applying section 902(c) in accordance with section
904(dX3XB)).’

(¢c) EFFECTIVE DATE.— ' .

(1) IN GENERAL.—The amendments made by this section
shall apply to taxes of foreign corporations for taxable years of
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such corporations beginning after the date of enactment of this

Act.

(2) SPECIAL RULE.—In the case of any chain of foreign cor-
porations described in clauses (i) and (ii) of section 902(b)(2)(B)
of the Internal Revenue Code of 1986 (as amended by this sec-
tion), no liquidation, reorganization, or similar transaction in a
taxable year beginning after the date of the enactment of this
Act shall have the effect of permitting taxes to be taken into ac-
count under section 902 of the Internal Revenue Code of 1986
which could not have been taken into account under such sec-
tion but for such transaction.

SEC. 4415. STUDY ON INVESTMENTS BY CONTROLLED FOREIGN CORPORA-
TION IN UNITED STATES PROPERTY.

(a) GENERAL RULE.—The Secretary of the Treasury shall .con-
duct a study on tax treatment of investments by controlled foreign
corporations in obligations of United States persons other than cor-
porations. Such study shall include the Secretary’s views as to
whether the treatment of such investments should be changed, along
with a discussion of the merits and consequences of any such
change.

(%) REePorRT.—Not later than December 31, 1992, the Secretary of
the Treasury shall submit to the Committee on Ways and Means of
the House of Representatives and the Committee on Finance a
report on the study conducted under this subsection, together with
such recommendations as he may deem advisable.

PART III—-OTHER PROVISIONS

SEC. 4421. EXCHANGE RATE USED IN TRANSLATING FOREIGN TAXES.
(a) ACCRUED TaxEs TRANSLATED BY USING AVERAGE RATE FOR
YEAR 17O WHICH TAXES RELATE.—
(1) IN GENERAL.—Subsection (a) of section 986 (relating to
translation of foreign taxes) is amended to read as follows:
“la) ForeigN INcoME TAXES.—
“(1) TRANSLATION OF ACCRUED TAXES.—

“A) IN GENERAL.—For purposes of determining the
amount of the foreign tax credit, in the case of a taxpayer
who takes foreign income taxes into account when accrued,
the amount of any foreign income taxes (and any adjust-
ment thereto) shall be translated into dollars by using the
average exchange rate for the taxable year to which such
taxes relate.

“B) EXCEPTION FOR TAXES NOT PAID WITHIN FOLLOW-
ING 2 YEARS.—

~ “6) Subparagraph (A) shall not apply to any for-
elgn income taxes paid after the date 2 years after the
'close‘ ‘of the taxable year to which such taxes relate.
‘i) Subparagraph (A) shall not apply to taxes
paid before the beginning of the taxable year to which
such taxes relate.

“©) EXCEPTION FOR INFLATIONARY CURRENCIES.—To
the extent provided in regulations, subparagraph (A) shall
not apply to any foreign income taxes the liability for
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which is denominated in any currency determined to be an
inflationary currency under such regulations.
“(D) CROSS REFERENCE.—

“For adjustments where tax is not paid within 2 years, see section 905(c).

“(2) TRANSLATION OF TAXES TO WHICH PARAGRAPH (1) DOES
NOT APPLY.—For purposes of determining the amount of the for-
eign tax credit, in the case of any foreign income taxes to which
subparagraph (A) of paragraph (1) does not apply—

“lA) such taxes shall be translated into dollars using
the exchange rates as of the time such taxes were paid to
the foreign country or possession of the United States, and

“(B) any adjustment to the amount of such taxes shall
be translated into dollars using—

“(t) except as provided in clause (ii), the exchange
rate as of the time when such adjustment is paid to the
foreign country or possession, or

(ii) in the case of any refund or credit of foreign
income laxes, using the exchange rate as of the time of
the original payment of such foreign income taxes.

3) FOREIGN INCOME TAXES.—For purposes of this subsec-
tion, the term ‘foreign income taxes’ means any income, war
profits, or excess profits taxes paid or accrued to any foreign
country or to any possession of the United States.”

(?2) ADJUSTMENT WHEN NOT PAID WITHIN 2 YEARS AFTER
YEAR TO WHICH TAXES RELATE.—Subsection (c) of section 905 is
amended to read as follows:

“c) ADJUSTMENTS TO ACCRUED TAXES.—

‘1) IN GENERAL.—If—

“CA) accrued taxes when paid differ from the amounts
claimed as credits by the taxpayer,

“(B) accrued taxes are not paid before the date 2 years
after the close of the taxable year to which such taxes
relate, or

“C) any tax paid is refunded in whole or in part,

the taxpayer shall notify the Secretary, who shall redetermine
the amount of the tax for the year or years affected.

‘02) SPECIAL RULE FOR TAXES NOT PAID WITHIN 2 YEARS.—
In making the redetermination under paragraph (1), no credit
shall be allowed for accrued taxes not paid before the date re-
ferred to in subparagraph (B) of paragraph (1). Any such taxes
if subsequently paid shall be taken into account for the taxable
year in which paid and no redetermination under this section
shall be made on account of such payment.

“3) ApsustMENTS.—The amount of tax due on any redeter-
mination under paragraph (1) (if any) shall be paid by the tax-
payer on notice and demand by the Secretary, and the amount
of tax overpaid (if any) shall be credited or refunded to the tax-
payer in accordance with subchapter B of chapter 66 (section
6511 et seq.).

“4) BoNp REQUIREMENTS.—In the case of any tax accrued
but not paid, the Secretary, as a condition precedent to the al-
lowance of the credit provided in this subpart, may require the
taxpayer to give a bond, with sureties satisfactory to and ap-

&
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proved by the Secretary, in such sum as the Secretary may re-
quire, conditioned on the payment by the taxpayer of any
amount of tax found due on any such redetermination. Any
such bond shall contain such further conditions as the Secre-
tary may require.

“5) OTHER SPECIAL RULES.—In any redetermination under
paragraph (1) by the Secretary of the amount of tax due from
the taxpayer for the year or years affected by a refund, the
amount of the taxes refunded for which credit has been allowed
under this section shall be reduced by the amount of any tax
described in section 901 imposed by the foreign country or pos-
session of the United States with respect to such refund; but no
credit under this subpart, or deduction under section 164, shall
be allowed for any taxable year with respect to any such tax im-
posed on the refund. No interest shall be assessed or collected
on any amount of tax due on any redetermination by the Secre-
tary, resulting from a refund to the taxpayer, for any period
before the receipt of such refund, except to the extent interest
was paid by the foreign country or possession of the United
States on such refund for such period.”

(b) AurHORITY TO USE AVERAGE RATES.—

(1) In GENERAL.—Subsection (a) of section 986 (relating to
foreign taxes) is amended by adding at the end thereof the fol-
lowing new paragraph:

“(3) AUTHORITY TO PERMIT USE OF AVERAGE RATES.—T0 the
extent prescribed in regulations, the average exchange rate for
the period (specified in such regulations) during which the
taxes or adjustment is paid may be used instead of the ex-
change rate as of the time of such payment.”

(2) DETERMINATION OF AVERAGE RATES.—Subsection (c) of
section 989 is amended by striking “and” at the end of para-
graph (4), by striking the period at the end of paragraph (5) and
inserting “, and”, and by adding at the end thereof the follow-
ing new paragraph:

“(6) setting forth procedures for determining the average ex-
change rate for any period.”’

(3) CoNFORMING AMENDMENTS.—Subsection (b) of section
989 is amended by striking “weighted” each place it appears.

(¢) EFFECTIVE DATES.—

(1) IN GENERAL.—The amendments made by subsections
(@X1) and (b) shall apply to taxes paid or accrued in taxable
years beginning after December 31, 1991.

(2) SuBsecTION (a)(2).—The amendment made by subsection
(@)X2) shall apply to taxes which relate to taxable years begin-
ning after December 31, 1991.

SEC. 4422. ELECTION TO USE SIMPLIFIED
TERNATIVE MINIMUN YAz SECTION 904 LIMITATION FOR AL-
(a) GENERAL RULE.—Subsection (@) of section 59 (relating to al-
ternative minimum tax foreign tax credit) is amended by adding at
the end thereof the following new paragraph:
“(3) ELECTION TO USE SIMPLIFIED SECTION 904, LIMITATION,—



295
~ “A) IN GENERAL.—In determining the alternative min-
itmum tax foreign tax credit for any taxable year to which

an election under this paragraph applies—

“G) subparagraph (B) of paragraph (1) shall not
apply, and

“(it) the limitation of section 904 shall be based on
the proportion which—

“D the taxpayer’s taxable income (as deter-
mined for purposes of the regular tax) from sources
without the United States (but not in excess of the
taxpayer's entire alternative minimum taxable
tncome), bears to

“dD the taxpayer’s entire alternative mini-
mum taxable income for the taxable year.

‘B) ELECTION.—

“) IN GENERAL.—An election under this para-
graph may be made only for the taxpayer’s first taxable
year which begins after December 31, 1992, and for
which the taxpayer claims an alternative minimum
tax foreign tax credit.

“lii) ELECTION REVOCABLE ONLY WITH CONSENT.—
An election under this paragraph, once made, shall
apply to the taxable year for which made and all sub-
sequent taxable years unless revoked with the consent
of the Secretary.”

(b) ErFrFectivE DATE.—The amendments made by this section
shall apply to taxable years beginning after December 31, 1992.

SEC. 4423. MODIFICATION OF SECTION 1491.

(a) GENERAL RULE.—So much of chapter 5 (relating to tax on
transfers to avoid income tax) as precedes section 1492 is amended
to read as follows:

“CHAPTER 5—TREATMENT OF TRANSFERS TO AVOID
INCOME TAX

“Sec. 1491. Recognition of gain.
“Sec. 1492. Exceptions.

“SEC. 1491. RECOGNITION OF GAIN.

“In the case of any transfer of property by a United States
person to a foreign corporation as paid-in surplus or as a contribu-
tion to capital, to a foreign estate or trust, or to a foreign partner-
ship, for purposes of this subtitle, such transfer shall be treated as a
sale or exchange for an amount equal to the fair market value of
the property transferred, and the transferor shall recognize as gain
the excess of—

“1) the fair market value of the property so transferred,
over
““9) the adjusted basis (for purposes of determining gain) of
such property in the hands of the transferor.”
(b) CONFORMING AMENDMENTS.—
(1) Section 1057 is hereby repealed.
(2) Section 1492 is amended to read as follows:
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“SEC. 1492. EXCEPTIONS.
“The provisions of section 1491 shall not apply— )

“(1) If the transferee is an organization exempt from income
tax under part I of subchapter F of chapter 1 (other than an
organization described in section 401(a),

“9) To a transfer described in section 367, or

“3) To any other transfer, to the extent provided in regula-
tions in accordance with principles similar to the principles of
section 367 or otherwise consistent with the purpose of section
1491.”

(3) Section 1494 is hereby repealed.

(4) The table of sections for part IV of subchapter O of
chapter 1 is amended by striking the item relating to section
1057.

(5) The table of chapters for subtitle A is amended by strik-
ing “Tax on” in the item relating to chapter 5 and inserting
“Treatment of .

(¢) ErrecTIVE DATE.—The amendments made by this section
shall apply to transfers after the date of the enactment of this Act.

SEC. 4424. MODIFICATION OF SECTION 367(b).
(a) GENERAL RurLe.—Paragraph (1) of section 367(b) is amended
to read as follows:
“1) IN GENERAL.—In the case of any transaction described
in section 332, 351, 354, 355, 356, or 361 in which the status of a
foreign corporation as a corporation is a general condition for
nonrecognition by 1 or more of the parties to the transaction,
income shall be required to be recognized to the extent provided
in regulations prescribed by the Secretary which are necessary
or appropriate to prevent the avoidance of Federal income taxes.
This subsection shall not apply to a transaction in which the
foreign corporation is not treated as a corporation under subsec-
tion (a)1).”
(b) EFFECTIVE DATE.—The amendment made by subsection (a)
shall apply to transfers after December 31, 1993.

Subtitle E—Treatment of Intangibles

SEC. 4501. Aﬁll’gggIZATION OF GOODWILL AND CERTAIN OTHER INTANGI-

(a) GENERAL RULE.—Part VI of subchapter B of chapter 1 (re-
lating to itemized deductions for individuals and corporations) is
amended by adding at the end thereof the following new section:

“SEC. 197. AJII;?‘RI;%'IZATION OF GOODWILL AND CERTAIN OTHER INTANGI.

“(a) GENERAL RuLE.—A taxpayer shall be entitled to an amorti-
zation deduction with respect to any amortizable section 197 intan-
gible. The amount of such deduction shall be determined by amor-
tizing the adjusted basis (for purposes of determining gain) of such
intangible ratably over the 14-year period beginning with the month
in which such intangible was acquired.

“t) No OTHER DEPRECIATION OR AMORTIZATION DEDUCTION
ArLowABLE.—Except as provided in subsection (a), no depreciation
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or amortization deduction shall be allowable with respect to any
amortizable section 197 intangible.

“c) AMORrTIZABLE SECTION 197 INTANGIBLE.—For purposes of
this section—

“(1) IN GENERAL.—Except as otherwise provided in this sec-
tion, the term ‘amortizable section 197 intangible’ means any
section 197 intangible—

“(A) which is acquired by the taxpayer after the date of
the enactment of this section, and
“(B) which is held in connection with the conduct of a

trade or business or an activity described in section 212.

“(2) EXCLUSION OF SELF-CREATED INTANGIBLES, ETC.—The
term ‘amortizable section 197 intangible’ shall not include any
section 197 intangible— 7

“(A) which is not described in subparagraph (D), (E), or

(F) of subsection (dX1), and

“(B) which is created by the taxpayer.
This paragraph shall not apply if the intangible is created in
connection with a transaction (or series of related transactions)
involving the acquisition of assets constituting a trade or busi-
ness or substantial portion thereof.

“(3) ANTI-CHURNING RULES.—

“For exclusion of intangibles acquired in certain transactions, see subsec-

tion (F)(9).
“d) SEctIoN 197 INTANGIBLE.—For purposes of this section—

“1) IN GENERAL.—Except as otherwise provided in this sec-
tion, the term ‘section 197 intangible’ means—

“(A) gooduwill,
“(B) going concern value,
“C) any of the following intangible items:

“ti) workforce in place including its composition
and terms and conditions (contractual or otherwise) of
its employment,

““(ii) business books and records, operating systems,
or any other information base (including lists or other
information with respect to current or prospective cus-
tomers), )

“Gii) any patent, copyright, formula, process,
design, pattern, knowhow, format, or other similar
item,

“liv) any customer-based intangible,

“(v) any supplier-based intangible, and

“(vi) any other similar item, .

“(D) any license, permit, or other right granted by a
governmental unit or an agency or instrumentality thereof,

‘“(E) any covenant not to compete (or other arrangement
to the extent such arrangement has substantially the same
effect as a covenant not to compete) entered into in connec-
tion with an acquisition (directly or indirectly) of an inter-
est in a trade or business or substantial portion thereof,

“(F) any franchise, trademark, or trade name.
“9) CUSTOMER-BASED INTANGIBLE.—
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“(A) IN GENERAL.—The term ‘customer-based intangi-
ble’ means—

“(i) composition of market,

“6ii) market share, and

“iii) any other value resulting from future provi-
sion of goods or services pursuant to relationships (con-
tractual or otherwise) in the ordinary course of busi-
ness with customers.

‘““B) SPECIAL RULE FOR FINANCIAL INSTITUTIONS.—In
the case of a financial institution, the term ‘customer-based
intangible’ includes deposit base and similar items.

“(3) SuPPLIER-BASED INTANGIBLE.—The term ‘supplier-based
intangible’ means any value resulting from future acquisitions
of goods or services pursuant to relationships (contractual or
otherwise) in the ordinary course of business with suppliers of
goods or services to be used or sold by the taxpayer. _
“(e) ExcePTIONS.—For purposes of this section, the term ‘section

197 intangible’ shall not include any of the following:

“C1) FINANCIAL INTERESTS.—Any interest—

“CA) in a corporation, partnership, trust, or estate, or

‘B) under an existing futures contract, foreign curren-
¢y contract, notional principal contract, interest rate swap,
or other similar financial contract.

“?2) LAND.—Any interest in land.

“3) COMPUTER SOFTWARE.—

“tA) IN GENERAL.—Any—

“(i) computer software which is readily available
for purchase by the general public, is subject to a non-
exclusive license, and has not been substantially modi-
fied, and

“(ii) other computer software which is not acquired
in a transaction (or series of related transactions) in-
volving the acquisition of assets constituting a trade or
business or substantial portion thereof.

“(B) CoMPUTER SOFTWARE DEFINED.—For jpurposes of
subparagraph (A), the term ‘computer software’ means any
program designed to cause a computer to perform a desired
function. Such term shall not include any data base or
similar item unless the data base or item is in the public
domain and is incidental to the operation of otherwise
qualifying computer software.

“) CERTAIN INTERESTS OR RIGHTS ACQUIRED SEPARATE-
Ly.—Any of the following not acquired in a transaction (or
series of related transactions) involving the acquisition of assets
constituting a trade business or substantial portion thereof:

“fA) Any interest in a film, sound recording, video
tape, book, or similar property.

“(B) Any right to receive tangible property or services
under a contract or granted by a governmental unit or
agency or instrumentality thereof.

“(C) Any interest in a patent or copyright.

(D) To the extent provided in regulations, any right
under a contract (or granted by a governmental unit or an
agency or instrumentality thereof) if such right—
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“G) has a fixed duration of less than 14 years, or

(i) is fixed as to amount and, without regard to

this section, would be recoverable under a method simi-
lar to the unit-of-production method.

“(5) INTERESTS UNDER LEASES AND DEBT INSTRUMENTS.—
Any interest under—

“CA) an existing lease of tangible property, or

“(B) except as provided in subsection (dX2)B), any ex-
isting indebtedness.

“6) TREATMENT OF SPORTS FRANCHISES.—A franchise to
engage in professional football, basketball, baseball, or other
professional sport, and any item acquired in connection with
such a franchise.

“07) CERTAIN TRANSACTION COSTS.—Any fees for profession-
al services, and any transaction costs, incurred by parties to a
transaction with respect to which any portion of the gain or loss
is not recognized under part III of subchapter C.

“(P SpeciaL RULES.—

‘1) TREATMENT OF CERTAIN DISPOSITIONS, ETC.—If there is
a disposition of any amortizable section 197 intangible acquired
in a transaction or series of related transactions (or any such
intangible becomes worthless) and one or more other amortiz-
able section 197 intangibles acquired in such transaction or
series of related transactions are retained—

“CA) no loss shall be recognized by reason of such dis-
position (or such worthlessness), and

“(B) appropriate adjustments to the adjusted bases of
such retained intangibles shall be made for any loss not
recognized under subparagraph (A).

All persons treated as a single taxpayer under section 41(fX1)
shall be so treated for purposes of the preceding sentence.

““9) TREATMENT OF CERTAIN TRANSFERS.—

“(A) IN GENERAL.—In the case of any section 197 intan-
gible transferred in a transaction described in subpara-
graph (B), the transferee shall be treated as the transferor
for purposes of applying this section with respect to so
much of the adjusted basis in the hands of the transferee
as does not exceed the adjusted basis in the hands of the
transferor. 7

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

“() any transaction described in section 339, 351,

361, 721, 731, 1031, or 1033, and

“Gi) any transaction between members of the same

affiliated group during any taxable year for which a

consolidated return is made by such group.

“(3) TREATMENT OF AMOUNTS PAID PURSUANT TO COVENANTS
NOT TO COMPETE, ETC.—Any amount paid or incurred pursuant
to a covenant or arrangement referred to in subsection (A)IXE)
shall be treated as an amount chargeable to capital account.

“(}) TREATMENT OF FRANCHISES, ETC.—

“(A) Francuise.—The term ‘franchise’ has the mean-
ing given to such term by section 1253(bX1).
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“(B) TREATMENT OF RENEWALS.—Any renewal of a
franchise, trademark, or trade name (or of a license, a
permit, or other right referred to in subsection (d)I1)XD))
shall be treated as an acquisition. The preceding sentence
shall only apply with respect to costs incurred in connection
with such renewal.

“C) CERTAIN AMOUNTS NOT TAKEN INTO ACCOUNT.—
Any amount to which section 1253(d)(1) applies shall not be
taken into account under this section.

“(5) TREATMENT OF CERTAIN REINSURANCE TRANSACTIONS.—
In the case of any amortizable section 197 intangible resulting
from an assumption reinsurance transaction, the amount taken
into account as the adjusted basis of such intangible under this
section shall be the excess of—

“CA) the amount paid or incurred by the acquirer under
the assumption reinsurance transaction, over

“(B) the amount required to be capitalized under sec-
tion 848 in connection with such transaction.

Subsection (b) shall not apply to any amount required to be cap-
italized under section 848.

“(6) TREATMENT OF CERTAIN SUBLEASES.—For purposes of
this section, a sublease shall be treated in the same manner as
a lease of the underlying property involved.

“(?) TREATMENT AS DEPRECIABLE.—For purposes of this
chapter, any amortizable section 197 intangible shall be treated
as property which is of a character subject to the allowance for
depreciation provided in section 167. . '

“(8) TREATMENT OF CERTAIN INCREMENTS IN VALUE.—This
section shall not apply to any increment in value if, without
regard to this section, such increment is properly taken into ac-
count in determining the cost of property which is not a section
197 intangible.

“(9) ANTI-cHURNING RULES.—For purposes of this section—

“lfA) IN GENERAL.—The term ‘amortizable section 197
intangible’ shall not include any section 197 intangible
which is described in subparagraph (A) or (B) of subsection
(d)X1) (or for which depreciation or amortization would not
have been allowable but for this section) and which is ac-
quired by the taxpayer after the date of the enactment of
this section, if—

“(i) the intangible was held or used at any time on
or after July 25, 1991, and on or before such date of en-
actment by the taxpayer or a related person,

(i) the intangible was acquired from a person
who held such intangible at any time on or after July
25, 1991, and on or before such date of enactment, and,
as part of the transaction, the user of such intangible
does not change, or

‘_‘(iii) the taxpayer grants the right to use such in-
tangible to a person (or a person related to such person)
who held or used such intangible at any time on or

aftel; July 25, 1991, and on or before such date of enact-
ment.
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For purposes of this subparagraph, the determination of
whether the user of property changes as part of a transac-
tion shall be determined in accordance with regulations
prescribed by the Secretary. For purposes of this subpara-
graph, deductions allowable under section 1253(d) shall be
treated as deductions allowable for amortization.

“(B) EXCEPTION WHERE GAIN RECOGNIZED.—If—

“G) subparagraph (A) would not apply to an intan-
gible acquired by the taxpayer but for the last sentence
of subparagraph (CXi), and

“G1) the person from whom the taxpayer acquired
the intangible elects, notwithstanding any other provi-
ston of this title—

“D to recognize gain on the disposition of the
intangible, and

“lID to pay a tax on such gain which, when
added to any other income tax on such gain under
this title, equals such gain multiplied by the high-
est rate of income tax applicable to such person
under this title,

then subparagraph (A) shall apply to the intangible

only to the extent that the taxpayer’s adjusted basis in

the (Iintangible exceeds the gain recognized under clause

).

““C) RELATED PERSON DEFINED.—For purposes of this
paragraph—

“6i) RELATED PERSON.—A person (hereinafter in
this paragraph referred to as the ‘related person’) is re-
lated to any person if—

“(I) the related person bears a relationship to
such person specified in section 267(b) or section
707(b)1), or

“dD the related person and such person are
engaged in trades or businesses under common con-
trol (within the meaning of subparagraphs (A) and
(B) of section 41(f)(1).

For purposes of subclause (I), in applying section 267(b)

or 707(b)1), ‘20 percent’ shall be substituted for ‘50 per-

cent’.

‘i) TIME FOR MAKING DETERMINATION.—A person
shall be treated as related to another person if such re-
lationship exists immediately before or immediately
after the acquisition of the intangible involved.

‘D) AcQUISITIONS BY REASON OF DEATH.—Subpara-
graph (A) shall not apply to the acquisition of any property
by the taxpayer if the basis of the property in the hands of
the taxpayer is determined under section 1014(a).

‘YE) SPECIAL RULE FOR PARTNERSHIPS.— With respect to
any increase in the basis of partnership property under sec-
tion 732, 734, or 743, determinations under this paragraph
shall be made at the partner level and each partner shall
be treated as having owned and used such partner’s propor-
tionate share of the partnership assets.
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“(F) ANTI-ABUSE RULES.—The term ‘amortizable section
197 intangible’ does not include any section 197 intangible
acquired in a transaction, one of the principal purposes of
which is to avoid the requirement of subsection (c)1) that
the intangible be acquired after the date of the enactment
of this section or to avoid the provisions of subparagraph
(A).

“(g) REGuLATIONS.—The Secretary shall prescribe such regula-
tions as may be appropriate to carry out the purposes of this section,
including such regulations as may be appropriate to prevent avoid-
ance of the purposes of this section through related persons or other-
wise.”

(b) MODIFICATIONS TO DEPRECIATION RULES.—

(1) TREATMENT OF CERTAIN PROPERTY EXCLUDED FROM SEC-
TION 197.—Section 167 (relating to depreciation deduction) is
amended by redesignating subsection (f) as subsection (g) and by
inserting after subsection (e) the following new subsection:

“(f) TREATMENT OF CERTAIN PrOPERTY EXCLUDED FROM SEC-
TION 197.—

“(1) COMPUTER SOFTWARE.—

“(A) IN GENERAL.—If a depreciation deduction is allow-
able under subsection (a) with respect to any computer soft-
ware, such deduction shall be computed by using the
straight line method and a useful life of 36 months.

‘B) ComMPUTER SOFTWARE.—For purposes of this sec-
tion, the term ‘computer software’ has the meaning given to
such term by section 197(eX3)(B); except that such term
shall not include any such software which is an amortiz-
able section 197 intangible.

‘) CERTAIN INTERESTS OR RIGHTS ACQUIRED SEPARATE-
Ly.—If a depreciation deduction is allowable under subsection
(a) with respect to any property described in subparagraph (B),
(C), or (D) of section 197(e)4), such deduction shall be computed
in accordance with regulations prescribed by the Secretary.”

(2) ALLOCATION OF BASIS IN CASE OF LEASED PROPERTY.—
Subsection (c) of section 167 is amended to read as follows:

“lc) BASIS FOR DEPRECIATION.—

“() In GeNeErRAL.—The basis on which exhaustion, wear
and tear, and obsolescence are to be allowed in respect of any
property shall be the adjusted basis provided in section 1011,
for the purpose of determining the gain on the sale or other dis-
position of such property.

“(2) SPECIAL RULE FOR PROPERTY SUBJECT TO LEASE.—If
any property is acquired subject to a lease—

“(A) no portion of the adjusted basis shall be allocated
to the leasehold interest, and

“(B) the entire adjusted basis shall be taken into ac-
count in determining the depreciation deduction (if any)
with respect to the property subject to the lease.”

(c) AMENDMENTS TO .SECTION 1253.—Subsection (d) of section
1253 is amended by striking paragraphs (2), (3), (4), and (5) and in-
serting the following:

“(2) OrHER PAYMENTS.—Any amount paid or incurred on
account of a transfer, sale, or other disposition of a franchise,
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trademark, or trade name to which paragraph (1) does not

appl;); shall be treated as an amount chargeable to capital ac-

count.

“(3) RENEwWALS, ETC.—For purposes of determining the term
of a transfer agreement under this section, there shall be taken
into account all renewal options (and any other period for
which the parties reasonably expect the agreement to be re-
newed).”

(d) AMENDMENT 1O SECTION 848.—Subsection (g) of section 848
is amended by striking ‘“this section’ and inserting “this section or
section 197

(e) AMENDMENTS TO SECTION 1060.—

(1) Paragraph (1) of section 1060(b) is amended by striking
“goodwill or going concern value’ and inserting ‘‘section 197 in-
tangibles’.

(2) Paragraph (1) of section 1060(d) is amended by striking
“goodwill or going concern value (or similar items)” and insert-
ing ‘“section 197 intangibles’.

() TecHNICAL AND CONFORMING AMENDMENTS.—

(1) Subsection (g) of section 167 (as redesignated by subsec-
tion (b)) is amended to read as follows:

“lg¢) CROSS REFERENCE.—

“(1) For additional rule applicable to depreciation of improvements in the

case glflmines, oil and gas wells, other natural deposits, and timber, see sec-
tion f

“(2) For amortization of goodwill and certain other intangibles, see section
197.”

(2) Subsection (f) of section 642 is amended by striking ‘‘sec-
tion 169” and inserting “sections 169 and 197"

(3) Subsection (a) of section 1016 is amended by striking
paragraph (19) and by redesignating the following paragraphs
accordingly.

(4) Subparagraph (C) of section 1245(a)(?) is amended by
striking “193, or 1253(d) (2) or (3)” and inserting ‘“or 193"

(5) Paragraph (3) of section 1245(a) is amended by striking
“section 185 or 1253(d) (2) or (3)"..

(6) The table of sections for part VI of subchapter B of
chapter 1 is amended by adding at the end thereof the follow-
ing new item:

“Sec. 197, Amortization of goodwill and certain other intangibles.”

(g) EFFECTIVE DATE.— . . _ .
(1) IN GENERAL.—Except as otherwise provided in this sub-
section, the amendments made by this section shall apply with
respect to property acquired after the date of the enactment of
this Act.
(2) ELECTION TO HAVE AMENDMENTS APPLY TO PROPERTY AC-
QUIRED AFTER JULY 25, 1991.— ' _
(A) IN GENERAL.—If an election under this paragraph
applies to the taxpayer— . _
(i) the amendments made by this section shall
apply to property acquired by the taxpayer after July
25, 1991,
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(i) subsection (c)1)XA) of section 197 of the Internal
Revenue Code of 1986 (as added by this section) (and so
much of subsection (fXINA) of such section 197 as pre-
cedes clause (i) thereof) shall be applied with respect to
the taxpayer by treating July 25, 1991, as the date of
the enactment of such section, and

(iii) in applying subsection (f)(9) of such section,
with respect to any property acquired by the taxpayer
on or before the date of the enactment of this Act, only
holding or use on July 25, 1991, shall be taken into ac-
count.

(B) ELEcTION.—An election under this paragraph shall
be made at such time and in such manner as the Secretary
of the Treasury or his delegate may prescribe. Such an elec-
tion by any taxpayer, once made—

(i) may be revoked only with the consent of the Sec-
retary, and

(ii) shall apply to the taxpayer making such elec-
tion and any other taxpayer under common control
with the taxpayer (within the meaning of subpara-
graphs (A) and (B) of section 41(f(1) of such Code) at
any time after November 22, 1991, and on or before the
date on which such election is made.

(3) ELECTIVE BINDING CONTRACT EXCEPTION.—

(A) IN GENERAL.—The amendments made by this sec-
tion shall not apply to any acquisition of property by the
taxpayer if—

(i) such acquisition is pursuant to a written bind-
ing contract in effect on the date of the enactment of
this Act and at all times thereafter before such acquisi-
tion,

(ii) an election under paragraph (2) does not apply
to the taxpayer, and

(iii) the taxpayer makes an election under this
paragraph with respect to such contract.

(B) ELECTION.—An election under this paragraph shall
be made at such time and in such manner as the Secretary
of the Treasury or his delegate shall prescribe. Such an
election, once made—

(i) may be revoked only with the consent of the Sec-
retary, and

(it) shall apply to all property acquired pursuant to
the contract with respect to which such election was
made.

(h) ANNUAL REpPORTS.—The Secretary of the Treasury shall
submit annual reports to the Committee on Ways and Means of the
House of Representatives and the Committee on Finance of the
Senate on the implementation and effects of the amendments made
by this section, including the effects of such amendments on merger
and acquisition activities. The first such annual report shall be sub-
mitted on or before December 31, 1994.

(i) ANNUAL REPORTS ON OUTSTANDING CASES.—The Secretary of
the Treasury shall submit annual reports to the Committee on Ways
and Means of the House of Representatives and the Committee on
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Finance of the Senate regarding the volume of cases still outstand-
ing that involve disputes regarding the amortization of intangibles,
progress made in resolving such cases, efforts made to coordinate
settlement proceedings, and factors inhibiting the resolution of such
cases. The report shall also address the impact of the amendments
made by this section on the volume of disputes regarding the amor-
tization of intangibles. The first such annual report shall be sub-
mitted on or before December 31, 1993.

SEC. 4502. TREATMENT OF CERTAIN PAYMENTS TO RETIRED OR DECEASED

PARTNER,

(a) SEcTION 736(b) NoT TOo APPLY IN CERTAIN CASES.—Subsec-
tion (b) of section 736 (relating to payments for interest in partner-
ship) is amended by adding at the end thereof the following new
par :

“(3) LIMITATION ON APPLICATION OF PARAGRAPH (9).—Para-
graph (2) shall apply only if—

“(A) capital is not a material income-producing factor
for the partnership, and

“(B) the retiring or deceased partner was a general
partner in the partnership.”

(b) LIMITATION ON DEFINITION OF UNREALIZED RECEIVABLES.—

(1) IN GENERAL.—Subsection (c) of section 751 (defining un-
realized receivables) is amended—

(A) by striking ‘“sections 731, 736, and 741" each place
they appear and inserting * sections 731 and 741 (but not
for purposes of section 736)”, and

(B).by striking ‘“section 731, 736, or 741" each place it

_appears and inserting “section 731 or 741"

(2) TECHNICAL AMENDMENTS.—

(A) Subsection (e) of section 751 is amended by striking
“sections 731, 736, and 741" and inserting “sections 731
and 741"

(B) Section 736 is amended by striking subsection (c).

(¢) EFFECTIVE DATE.—

(1) INn GENERAL.—The amendments made by this section
shall apply in the case of partners retiring or dying on or after
June 25, 1992.

(2) BINDING CONTRACT EXCEPTION.—The amendments made
by this section shall not apply to any partner retiring on or
after June 25, 1992, if a written contract to purchase such part-
ner’s interest in the partnership was binding on June 24, 1992,
and at all times thereafter before such purchase.

Subtitle F—Other Income Tax Provisions

PART I—PROVISIONS RELATING TO SUBCHAPTER S
CORPORATIONS

SEC. 4601. DETERMINATION OF WHETHER CORPORATION HAS 1 CLASS OF
STOCK.

(1) GENERAL RULE.—Paragraph (§) of section 1361(c) is amended

to read as follows:
“4) DETERMINATION OF WHETHER CORPORATION HAS 1

cLAss oF STock.—For purposes of subsection (bX1)D), a corpora-
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tion shall be treated as having 1 class of stock if all outstand-
ing shares of stock of the corporation confer identical rights to
distributions and liquidation proceeds. The preceding sentence
shall apply whether or not there are differences in voting rights
among such shares.”
(b) EFreCcTIVE DATE.—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1982.
SEC. 4602, AUTHORITY TO VALIDATE CERTAIN INVALID ELECTIONS.
(a) GENERAL RuLE.—Subsection (f) of section 1362 (relating to
inadvertent terminations) is amended to read as follows:
“f) INADVERTENT INVALID ELECTIONS OR TERMINATIONS.—If—

“(1) an election under subsection (a) by any corporation—

“CA) was not effective for the taxable year for which
made (determined without regard to subsection (b)(2)) by
reason of a failure to meet the requirements of section

1361(b) or to obtain shareholder consents, or

““B) was terminated under paragraph (2) or (3) of sub-

section (d),

“9) the Secretary determines that the circumstances result-
ing in such ineffectiveness or termination were inadvertent,

““3) no later than a reasonable period of time after discov-
ery of the circumstances resulting in such ineffectiveness or ter-
mination, steps were taken—

“(A) so that the corporation is a small business corpo-
ration, or
“(B) to acquire the required shareholder consents, and
“4) the corporation, and each person who was a sharehold-
er in the corporation at any time during the period specified
pursuant to this subsection, agrees to make such adjustments
(consistent with the treatment of the corporation as an S corpo-
rati_orczl) as may be required by the Secretary with respect to such
period,
then, notwithstanding the circumstances resulting in such ineffec-
tiveness or termination, such corporation shall be treated as an S
corporation during the period specified by the Secretary.”

(b) LATE ELECTIONS.—Subsection (b) of section 1362 is amended
by adding at the end thereof the following new paragraph.

“(5) AUTHORITY TO TREAT LATE ELECTIONS AS TIMELY.—If—

“lA) an election under subsection (a) is made for any
taxable year (determined without regard to paragraph (3)
after the date prescribed by this subsection for making such
election for such taxable year, and
“(B) the Secretary determines that there was reasonable
cause for the failure to timely make such election,
the Secretary may treat such election as timely made for such
taxable year (and paragraph (3) shall not apply).”
(c) ErrecTIVE DATE.—The amendments made by this section

shall apply with respect to elections for taxable vye beginni
after December 31, 1982. f; years beginning

SEC. 4603. TREATMENT OF DISTRIBUTIONS DURING LOSS YEARS,

(a) ADJUSTMENTS FOR DISTRIBUTIONS TAKEN INTO ACCOUNT
BEFORE LOSSES.—
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(1) Subparagraph (A) of section 1366(d)1) is amended by

?é;‘(lj’,l{l;g “paragraph (1)” and inserting “paragraphs (1) and

(2) Subsection (d) of section 1368 is amended by adding at
the end thereof the following new sentence:
“In the case of any distribution made during any taxable year, the
adjusted basis of the stock shall be determined with regard to the
adjustments provided in paragraph (1) of section 1367(a) for the tax-
able year.”

(b) ACCUMULATED ADJUSTMENTS Account.—Paragraph (1) of
section 1368(e) (relating to accumulated adjustments account) is
amer;.lded by adding at the end thereof the following new subpara-
graph:

“(C) NET LOSS FOR YEAR DISREGARDED.—

“G) INn GENERAL.—In applying this section to distribu-
tions made during any taxable year, the amount in the ac-
cumulated adjustments account as of the close of such tax-
able year shall be determined without regard to any net
negative adjustment for such taxable year.

“@ti) NET NEGATIVE ADJUSTMENT.—For purposes of
clause (i), the term ‘net negative adjustment’ means, with
respect to any taxable year, the excess (if any) of—

“(D the reductions in the account for the taxable
year (other than for distributions), over

“(II) the increases in such account for such taxable
year.”

(c) CoNFORMING AMENDMENTS.—Subparagraph (A) of section
1368(e)1) is amended—

(1) by striking “as provided in subparagraph (B)” and in-
serting “‘as otherwise provided in this paragraph”, and
(2) by striking “section 1367(b)2)(A)” and inserting “section

1367(a)2)".

(d) EFrFectIiVE DATE.—The amendments made by this section
shall apply to distributions in taxable years beginning after Decem-
ber 31, 1991.

SEC. 4604. OTHER MODIFICATIONS.

(a) TREATMENT OF S CORPORATIONS UNDER SUBCHAPTER C.—
Subsection (a) of section 1371 (relating to application of subchapter
C rules) is amended to read as follows:

“la) AppLIcATION OF SUBCHAPTER C RULES.—Except as other-
wise provided in this title, and except to the extent inconsistent with
this subchapter, subchapter C shall apply to an S corporation and
its shareholders.”

(b) S CorPORATIONS PERMITTED TO HOLD SUBSIDIARIES.—

(1) IN GENERAL.—Paragraph (2) of section 1361(b) (defining
ineligible corporation) is amended by striking subparagraph (A)
and by redesignating subparagraphs (B), (C), (D), and (E) as sub-
paragraphs (A), (B), (C), and (D), respectively.

(2) CONFORMING AMENDMENTS.—

(A) Subsection (c) of section 1361 is amended by strik-

ing paragraph (6).
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(B) Subsection (b) of section 1504 (defining includible
corporation) is amended by adding at the end thereof the
following new paragraph:

“8) An S corporation.”

(¢c) ELIMINATION OF PRE-1983 EARNINGS AND PROFITS.—

(1) IN GENERAL.—If— _

(A) a corporation was an electing small business corpo-
ration under subchapter S of chapter 1 of the Internal Rev-
enue Code of 1986 for any taxable year beginning before
January 1, 1983, and

(B) such corporation is an S corporation under sub-
chapter S of chapter 1 of such Code for its first taxable year
beginning after December 31, 1991,

the amount of such corporation’s accumulated earnings and

profits (as of the beginning of such first taxable year) shall be

reduced by an amount equal to the portion (if any) of such accu-
mulated earnings and profits which were accumulated in any
taxable year beginning before January 1, 1983, for which such
corporation was an electing small business corporation under

such subchapter S.

(2) CONFORMING AMENDMENTS.—

(A) Paragraph (3) of section 1362(d) is amended—

(i) by striking “subchapter C” in the paragraph
heading and inserting “accumulated”,
(ii) by striking “subchapter C’ in subparagraph

(A))D and inserting “accumulated”, and

(tit) by striking subparagraph (B) and redesignat-
ing the following subparagraphs accordingly.

(B)i) Subsection (a) of section 1375 is amended by strik-
ing “subchapter C” in paragraph (1) and inserting “accu-
mulated”.

(ii) Paragraph (3) of section 1375(b) is amended to read
as follows:

“(3) PASSIVE INVESTMENT INCOME, ETC.—The terms ‘passive
investment income’ and ‘gross receipts’ have the same respective
meanings as when used in paragraph (3) of section 1362(d).”

(iii) The section heading for section 1375 is amended by
striking “SUBCHAPTER C” and inserting “ACCUMULATED"’

(iv) The table of sections for part III of subchapter S of
chapter 1 is amended by striking “subchapter C” in the
item relating to section 1375 and inserting “accumulated”.

(C) Clause (i) of section 1042(c)4)XA) is amended by
striking “section 1362(d)3XD)” and inserting “section
1362(d)3)XC)".

(d) ADJUSTMENTS TO BASIS OF INHERITED S Stock To REFLECT
CerTAIN ITEMS OF INCOME.—Subsection (b) of section 1367 (relating
to adjustments to basis of stock of shareholders, etc.) is amended by
adding at the end thereof the following new paragraph:

“(4) ADJUSTMENTS IN CASE OF INHERITED STOCK.—

“(A) IN GENERAL.—If any person acquires stock in an S
corporation by reason of the death of a decedent or by be-
quest, devise, or inheritance, section 691 shall be applied
with respect to any item of income of the S corporation in
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the same manner as if the decedent had held directly his

pro rata share of such item.

“UB) ApJUSTMENTS TO BASIS.—The basis determined
under section 1014 of any stock in an S corporation shall be
reduced by the portion of the value of the stock which is
attributable to items constituting income in respect of the
decedent.”

(e) EFFECTIVE DATES.—

(1) IN GENERAL.—EXxcept as prouvided in paragraph (2), the
amendments made by this section shall apply to taxable years
beginning after December 31, 1991.

(2) SuBsectioN (d).—The amendment made by subsection
(d) shall apply in the case of decedents dying after the date of
the enactment of this Act.

PART II—ACCOUNTING PROVISIONS

SEC. 4611, MOTDRI:'ég%TIONS TO LOOK-BACK METHOD FOR LONG-TERM CON-
(a) Look-Back Merrop Not To AppLy IN CERTAIN CASES.—
Subsection (b) of section 460 (relating to percentage of completion
method) is amended by adding at the end thereof the following new
paragraph:
“6) ELECTION TO HAVE LOOK-BACK METHOD NOT APPLY IN
DE MINIMIS CASES.—
‘“YA) AMOUNTS TAKEN INTO ACCOUNT AFTER COMPLETION
OF CONTRACT.—Paragraph (1)B) shall not apply with re-
spect to any taxable year (beginning after the taxable year
in which the contract is completed) if—

“G) the cumulative taxable income (or loss) under
the contract as of the close of such taxable year, is
within

“(ii) 10 percent of the cumulative look-back taxable
income (or loss) under the contract as of the close of the
most recent taxable year to which paragraph (1XB) ap-
plied (or would have applied but for subparagraph (B)).
““B) DE MINIMIS DISCREPANCIES.—Paragraph (1)B)

shall not apply in any case to which it would otherwise
apply if— _ ,

“(i) the cumulative taxable income (or loss) under
the contract as of the close of each prior contract year,
is within

“6i) 10 percent of the cumulative look-back income
(or loss) under the contract as of the close of such prior
contract year.

“C) DeFINITIONS.—For purposes of this paragraph—

“G) CONTRACT YEAR.—The term ‘contract year’
means any taxable year for which income is taken into
account under the contract.

“ti) LoOk-BACK INCOME OR L0SS.—The look-back
income (or loss) is the amount which would be the tax-
able income (or loss) under the contract if the alloca-
tion method set forth in paragraph (2)(A) were used in
determining taxable income.



310

“ii) DISCOUNTING NOT APPLICABLE.—The amounts
taken into account after the completion of the contract
shall be determined without regard to any discounting
under the 2nd sentence of paragraph (2).

“D) CONTRACTS TO WHICH PARAGRAPH APPLIES.—This
paragraph shall only apply if the taxpayer makes an elec-
tion under this subparagraph. Unless revoked with the con-
sent of the Secretary, such an election shall apply to all
long-term contracts completed during the taxable year for
which such election is made or during any subsequent tax-
able year.”

(b) MODIFICATION OF INTEREST RATE.—

(1) In GenerarL.—Subparagraph (C) of section 460(b)(2) is
amended by striking “the overpayment rate established by sec-
tion 6621 and inserting “the adjusted overpayment rate (as de-
fined in paragraph (7))".

(2) ADJUSTED OVERPAYMENT RATE.—Subsection (b) of sec-
tion 460 is amended by adding at the end thereof the following
new paragraph:

“7) ADJUSTED OVERPAYMENT RATE.—

(A) In GENERAL.—The adjusted overpayment rate for
any interest accrual period is the overpayment rate in effect
under section 6621 for the calendar quarter in which such
interest accrual period begins.

‘““B) INTEREST ACCRUAL PERIOD.—For purposes of sub-
paragraph (A), the term ‘interest accrual period’ means the
period—

“i) beginning on the day after the return due date
for any taxable year of the taxpayer, and

“(i) ending on the return due date for the follow-
ing taxable year.

For purposes of the preceding sentence, the term ‘return due

date’ means the date prescribed for filing the return of the

tax imposed by this chapter (determined without regard to
extensions).”

(c) Errective DATE.—The amendments made by this section
shall apply to contracts completed in taxable years ending after the
date of the enactment of this Act.

SEC. 4612 SICMOI;li{gIED METHOD FOR CAPITALIZING CERTAIN INDIRECT

(a) GENERAL RULE.—Subsection (i) of section 263A (relating to
regulations) is amended by striking “and’” at the end of paragraph
(1), by striking the period at the end of paragraph (2) and inserting
“ and”, and by adding at the end thereof the following:

“(3) regulations providing that allocations of costs of any
administrative, service, or support function or department may
be made on the basis of the base period percentage of the cur-
rent costs of such function or department.

For purposes of paragraph (3), the term ‘base period percentage’
means, with respect to any function or department, the percentage of
the costs of such function or department during a base period speci-

fied in regulations which were allocable to property to which this
section applies.”
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(b) EFFECTIVE DATE.—The amendment made by subsection (a)
shall apply to taxable years beginning after the date of the enact-
ment of this Act. .

SEC. 4613. TREATMENT OF CERTAIN AMOUNTS RECEIVED BY OPERATORS
OF LICENSED COTTON WAREHOUSES.

(a) GENERAL RULE.—Section 451 (relating to general rule for
taxable year of inclusion) is amended by adding at the end thereof
the following new subsection:

“th) SpeciaL RULES FOR OPERATORS OF LICENSED CoTTON
WAREHOUSES.—

“(1) INn GeNERAL.—In the case of any taxpayer which is the
operator of a licensed cotton warehouse and the taxable income
of which is computed under an accrual method of accounting,
such taxpayer shall not be required to accrue any amounts to be
received for processing and storing cotton at such warehouse
until such amounts are actually received.

“(2) INTEREST ON DEFERRED TAX LIABILITY.—

“YA) IN GENERAL.—If any deferred amount is received
during any taxable year, the tax imposed by this chapter
for such taxable year shall be increased by the amount of
the interest determined under subparagraph (B) with re-
spect to such deferred amount.

“B) AMOUNT OF INTEREST.—The amount of interest de-
termined under this subparagraph with respect to any de-
ferred amount shall be determined—

“6) on the amount of the tax for such taxable year
which is attributable to such deferred amount,

“tii) for the period beginning on the due date for
the taxable year of the deferral and ending on the due
date for the taxable year in which such deferred
amount is received, and

“iii) by using the Federal short-term rate in effect
under section 1274 as of the due date for the taxable
year in which such deferred amount is received, com-
pounded semiannually.

“(3) TREATMENT AS INTEREST.—Any amount payable under
this paragraph shall be taken into account in computing the
amount of any deduction allowable to the taxpayer for interest
paid or accrued during the taxable year.

“4) DEFINITIONS.—For purposes of this subsection—

“CA) LICENSED COTTON WAREHOUSE.—The term ‘li-
censed cotton warehouse’ means any warehouse for the stor-
age of cotton which is licensed under the United States
Warehouse Act (7 U.S.C. 241, et seq.) or under any similar
State law.

“B) DEFERRED AMOUNT.—The term ‘deferred amount’
means any amount which is includible in gross income for
the taxable year but which would have been includible in
gross income for a prior taxable year but for this subsec-
tion.

“C) TAXABLE YEAR OF DEFERRAL.—The taxable year of
the deferral is the taxable year for which the deferred
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amount would have been includible in gross income but for

this subsection.

““D) DUE pDATE.—The term ‘due date’ means the date
prescribed for filing the return of tax imposed by this chap-
ter, determined without regard to any extension.

“5) ELection.—This subsection shall apply to a taxpayer
only if such taxpayer makes an election under this paragraph.
Such an election shall apply to the taxable year for which made
and for all subsequent taxable years unless revoked with the
consent of the Secretary.”

(b) ConrFORMING AMENDMENT.—Subparagraph (N) of section
26(b)2) is amended by striking “sections 453(I(3)” and inserting
“sections 451(h)2), 453(1(3),”.

(¢c) ErrecTivE DATE.—The amendments made by this section
shall apply to amounts accrued in taxable years beginning after De-
cember 31, 1991.

PART III—PROVISIONS RELATING TO REGULATED
INVESTMENT COMPANIES

SEC. 4621, REPEAL OF 30-PERCENT GROSS INCOME LIMITATION.

(a) GENERAL RuULE.—Subsection (b) of section 851 (relating to
limitations) is amended by striking paragraph (3), by adding “and”
at the end of paragraph (2), and by redesignating paragraph (}) as
paragraph (3).

(b) TECHNICAL AMENDMENTS.—

(1) The material following paragraph (3) of section 851 (as
redesignated by subsection (a)) is amended—

(A) by striking out “paragraphs (2) and (3)”’ and insert-
ing “paragraph (2)”, and
(B) by striking out the last sentence thereof.

(2) Subsection (c) of section 851 is amended by striking
“subsection (b)(4)” each place it appears (including the heading)
and inserting “subsection (b)(3)”.

(3) Subsection (d) of section 851 is amended by striking
“subsections (bX4)” and inserting “subsections (b)X3)”.

(4) Paragraph (1) of section 851(e) is amended by striking
“subsection (b)(})” and inserting “subsection (b)(3)”,

(5) Paragraph (4) of section 851(e) is amended by striking
“subsections (b)(4)” and inserting “subsections (b)(3)”,

(6) Section 851 is amended by striking subsection (g) and re-
designating subsection (h) as subsection (g).

(7) Subsection (g) of section 851 (as redesignated by para-
graph (6)) is amended by striking paragraph (3).

(8 Sz(i'sicl))n 81 79311)(2) is amended—

y striking “851(b)(4)” in subparasraph (A in-
serting “851(b)X3)”, and paragraph (4) and in
(B) by striking “851(b)4NA)Q)” in subparagra B

and inserting “851(b)(3)(A)G)". paragraph. (B)

(9) Section 1092(f)(2) is amended by striking “Except for
purposes of section 851(b)(3), the ” and inserting “The”.

(¢) EFFeCTIVE DATE.—The amendments made by this section

shall apply to taxable years ending after the date of the enactment
of this Act.
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SEC. 4622. BASIS RULES FOR SHARES IN OPEN-END REGULATED INVEST-
MENT COMPANIES.

_ (a) ADDITIONAL REPORTING REQUIREMENT.—Section 6045 (relat-
ing to returns of brokers) is amended by adding at the end thereof
the following new subsection.:

“lf) AbppITIONAL INFORMATION REQUIRED WITH RESPECT TO
OPEN-END REGULATED INVESTMENT COMPANIES.—

“‘1) IN GENERAL.—If any person is required under subsec-
tion (a) to make a return regarding the gross proceeds from any
disposition of stock in an open-end regulated investment compa-
ny, such return shall include for each such disposition—

‘“CA) the basis of the stock disposed of (determined by
reference to the average basis of all of the stock in the ac-
count from which the disposition was made immediately
before the disposition), and

“B) the portion of such gross proceeds attributable to
stock held for more than 1 year and the portion not so at-
tributable. .

Determinations under subparagraph (B) shall be made on a
first-in, first-out, basis and determinations of basis and holding
pengéi shall be made in such manner as the Secretary may pre-
scribe.

“(2) OPEN-END REGULATED INVESTMENT COMPANY.—For pur-
poses of this subsection, the term ‘open-end regulated invest-
ment company’ means any regulated investment company which
is offering for sale or has outstanding any redeemable security
(as defined in section 2(a)(32) of the Investment Company Act of
1940) of which it is the issuer.

“(3) INFORMATION TRANSFERS.—To the extent provided in
regulations, there shall be such exchanges of information be-
tween brokers as such regulations may require for purposes of
enabling brokers to meet the requirements of this subsection.

“(}) APPLICATION OF SUBSECTION.—This subsection shall
not apply with respect to stock in any account—

“CA) which was established before January 1, 1995, or

“B) which includes any stock not acquired by pur-
chase.”

(b) Basis ror INncomMe Tax Purposes.—Section 1012 of such
Code is amended—

(1) by striking “The basis” and inserting “la) GENERAL
RuLe.—The basis”, and )

(2) by adding at the end thereof the following new subsec-
tion:

“b) SpeciaL RULES FOR Stock IN OPEN-END REGULATED IN-
VESTMENT COMPANIES.— ' o

“1) IN GENERAL.—In the case of any disposition of stock
from a covered account— '

“A) the basis of such stock shall be determined by ref-
erence to the average basis of all of the stock in such ac-
count immediately before such disposition, and

“B) the determination of which stock in such account
is so disposed of shall be made on a first-in, first-out, basis.
“9) CovERED ACCOUNT.—For purposes of this subsection—
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“CA) IN GENERAL.—The term ‘covered account’ means
any account of stock in an open-end regulated investment
company if section 6045(f) applies to such account.

““B) ELecrion ouT.—The term ‘covered account’ shall
not include any account if, on the taxpayer’s return for his
first taxable year in which a disposition from such account
occurs, the taxpayer elects to have this subsection not apply
to such account.’

(¢) TecanicAL AMENDMENT.—Section 6724 of such Code is
amended by adding at the end thereof the following new subsection:

“e) SpEcIAL RuLe ror CERTAIN REPORTS WITH RESPECT TO
Stock IN OPEN END REGULATED INVESTMENT COMPANIES.—For pur-
poses of sections 6721(e)(2XB) and 6722(cX1)(B), the amount required
to be reported under section 6045 shall be determined without
regard to subsection (f) thereof.”

(d) EFFECTIVE DATE.—

(1) INn GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to returns and
statements required for calendar year 1995 and subsequent cal-
endar years.

(2) SussectioN (b).—The amendments made by subsection
(b) shall apply to dispositions after December 31, 199}4.

SEC. 4623. NONRECOGNITION TREATMENT FOR CERTAIN TRANSFERS BY

ICV?EA‘ISMON TRUST FUNDS TO REGULATED INVESTMENT COMPA-

(a) GENERAL RULE.—Section 584 (relating to common trust

funds) is amended by redesignating subsection (h) as subsection (i)

and by inserting after subsection (g) the following new subsection:

“(h) NoNrECOGNITION TREATMENT FOR CERTAIN TRANSFERS TO
REGULATED INVESTMENT COMPANIES.—

“‘1) IN GENERAL.—If—

“CtA) a common trust fund transfers substantially all of
its assets to a regulated investment company in exchange
solely for stock in such company, and

“(B) such stock is distributed by such common trust
fund to participants in such common trust fund in ex-
change solely for their interests in such common trust fund,

no gain or loss shall be recognized by such common trust fund
by reason of such transfer or distribution, and no gain or loss
shall be recognized by any participant in such common trust
fund by reason of such exchange.

“(2) BASIS RULES.—

“lA) REGULATED INVESTMENT COMPANY.—The basis of
any asset received by a regulated investment company in a
transfer referred to in paragraph (1)(A) shall be the same as
it would be in the hands of the common trust fund.

“(B) Participants.—The basis of any stock in a regu-
lated investment company which is received in an exchange
referred to in paragraph (1XB) shall be the same as that of
the property exchanged.

“(3) TREATMENT OF ASSUMPTIONS OF LIABILITY.—

““A) In GENERAL.—In determining whether the transfer
referred to in paragraph (I)A) is in exchange solely for
stock in the regulated investment company, the assumption
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by such company of a liability of the common trust fund,
and the fact that any property transferred by the common
trust‘ fund is subject to a liability, shall be disregarded.

(B) SPECIAL RULE WHERE ASSUMED LIABILITIES EXCEED
BASIS.—

“G) IN GENERAL.—If in any transfer referred to in
paragraph (1)A) the assumed liabilities exceed the ag-
gregate adjusted bases (in the hands of the common
trust fund) of the assets transferred to the regulated in-
vestment company—

“(D notwithstanding paragraph (1), gain shall
be recognized to the common trust fund on such
transfer in an amount equal to such excess,

“ID) the basis of the assets received by the reg-
ulated investment company in such transfer shall
be increased by the amount so recognized, and

“IID any adjustment to the basis of a partici-
pant’s interest in the common trust fund as a
result of the gain so recognized shall be treated as
occurring immediately before the exchange referred
to in paragraph (1)(B).

“(it) AssuMED L1ABILITIES.—For purposes of clause
(i), the term ‘assumed liabilities’ means the aggregate

of—

“d) any liability of the common trust fund as-
sumed by the regulated investment company in
connection with the transfer referred to in para-
graph (1)A), and

“dD any liability to which property so trans-
ferred is subject.

“t4) COMMON TRUST FUND MUST MEET DIVERSIFICATION
RULES.—This subsection shall not apply to any common trust
fund which would not meet the requirements of section
368(a)2XF)Gi) if it were a corporation. For purposes of the pre-
ceding sentence, Government securities shall not be treated as
securities of an issuer in applying the 25-percent and 50-percent
test and such securities shall not be excluded for purposes of de-
termining total assets under clause (iv) of section 368(a)(2XF).”
(b) ErrFecTIVE DATE.—The amendment made by subsection (a)

shall apply to transfers after the date of the enactment of this Act.
SEC. 4624. NONRECOGNITION TREATMENT FOR CERTAIN TRANSFERS BY
REGULATED INVESTMENT COMPANIES TO /GOMMON TRUST
FUNDS. /
(a) IN GENERAL.—If— _

(1) a regulated investment company transfers substantially
all of its assets to a common trust fund (as defined in section
584) in exchange solely for participating interests in such
common trust fund,

(2) such participating interests are distributed by such regu-
lated investment company to the shareholders of such regulated
investment company in exchange for their shares in the regulat-
ed investment company, and

() as of October 1, 1992, a majority of the outstanding
shares of such regulated investment company are owned benefi-
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cially by accounts for which a single bank (or 2 or more banks

which are members of the same affiliated group, within the

meaning of section 1504(a) of the Internal Revenue Code of

1986) is a trustee, executor, administrator, or guardian and

with respect to which accounts such bank (or banks) has sole or

shared investment discretion. '
for purposes of such Code, no gain or loss shall be recognized by
such regulated investment company by reason of such transfer or
distribution, and no gain or loss shall be recognized by any share-
holder of such regulated investment company by reason of such ex-
change.

(b) Basis RULES.— _

(1) Common TRUST FUND.—The basis of any asset received
by a common trust fund in a transfer referred to in subsection
(a)(1) shall be the same as it would be in the hands of the regu-
lated investment company. o

(2) SHAREHOLDERS.—The basis of any participating interest
in a common trust fund which is received in an exchange re-
ferred to in subsection (a)X2) shall be the same as that of the
shares exchanged.

(¢c) TREATMENT OF ASSUMPTIONS OF LIABILITY.—

(1) IN GENERAL.—In determining whether the transfer re-
ferred to in subsection (a)(1) is in exchange solely for interests in
the common trust fund, the assumption by such common trust
fund of a liability of the regulated investment company, and
the fact that any property transferred by the regulated invest-
ment company is subject to a liability, shall be disregarded.

(2) SPECIAL RULE WHERE ASSUMED LIABILITIES EXCEED
BASIS.—

(A) IN GENERAL.—If in any transfer referred to in sub-
section (a)(1) the assumed liabilities exceed the aggregate
adjusted basis (in the hands of the regulated investment
comgany) of the assets transferred to the common trust
fund—

(i) notwithstanding subsection (a), gain shall be
recognized to the regulated investment company on
such transfer in an amount equal to such excess, and

(ii) the basis of the assets received by the common
trust fund in such transfer shall be increased by the
amount so recognized.

(B) ASSUMED LIABILITIES.—For purposes of subpara-
graph (A), the term “assumed liabilities” means the aggre-
gate of—

(V) any liability of the regulated investment compa-
ny assumed by the common trust fund in connection
with the transfer referred to in subsection (a)1), and

() any lLiability to which property so transferred is
subject.

(d) REGULATED INVESTMENT CoMPANY Must MEET DIVERSIFI-
CATION RULES.—This section shall not apply to any regulated in-
vestment company which does not meet the requirements of section
368(a)2)F)ii) of such Code. For purposes of the preceding sentence,
Government securities shall not be treated as securities of an issuer
in applying the 25-percent and 50-percent tests and shall not be ex-
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cluded for purposes of determining total assets under clause (iv) of
such section 368(a)(2)(F).

(¢) LIMITATION ON SUBSEQUENT TRANSFER.—This section shall
not apply to a regulated investment company that received assets
from a common trust fund in a transfer to which section 584(h)(1) of
such Code applied.

(f) EFFeCTIVE DATE.—The provisions of this section shall apply
to transfers occurring after the date of the enactment of this Act
and on or before September 30, 1993,

PART IV—TAX-EXEMPT BOND PROVISIONS

SEC. 4631. REPEAL OF $100,000 LIMITATION ON UNSPENT PROCEEDS UNDER
1-YEAR EXCEPTION FROM REBATE.

(a) IN GENERAL.—Subclause (I) of section 148(f)(4)BJii) (relating
to additional period for certain bonds) is amended by striking “the
lesser of 5 percent of the proceeds of the issue or $100,000” and in-
serting “5 percent of the proceeds of the issue”.

(b) EFFecTIVE DATE.—The amendment made by subsection (a)
2hall apply to bonds issued after the date of the enactment of this

ct.
SEC. 4632. EXCEPTION FROM REBATE FOR EARNINGS ON BONA FIDE DEBT
SERVICE FUND UNDER CONSTRUCTION BOND RULES.
(@) IN GENERAL.—Subparagraph (C) of section 148((4) is
amended by adding at the end thereof the following new clause:
“(xvii) TREATMENT OF BONA FIDE DEBT SERVICE
FUNDS.—If the spending requirements of clause (ii) are
ment with respect to the available construction pro-
ceeds of a construction issue, then paragraph (2) shall
not apply to earnings on a hona fide debt service fund
for such issue.”

(b) ErFECcTIVE DATE.—The amendment made by subsection (a)
shall apply to bonds issued after the date of the enactment of this
Act.

SEC. 4633. AGGREGATION OF ISSUES RULES NOT TO APPLY TO TAX OR REV-
ENUE ANTICIPATION BONDS.

(a) IN GENERAL.—Section 150 (relating to definitions and spe-
cial rules) is amended by adding at the end thereof the following
new subsection:

‘4 Tax or REVENUE ANTICIPATION BoNDS TREATED As SEPa-
RATE ISSUEs.—For purposes of this part, if—

“(1) all of the bonds which are part of an issue are quali-
fied 501(c)3) bonds or bonds which are not private activity
bonds, and

“42) any portion of such issue consists of tax or revenue an-
ticipation bonds which are reasonably expected to meet the re-
quirements of section 148()4)B)iii), _ o

then such portion shall, subject to appropriate allocations specified
in regulations prescribed by the Secretary, be treated as a separate
issue.”

(&) ErrecTivE DATE.—The amendment made by subsection (q)
shall apply to bonds issued after the date of the enactment of this

Act.
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SEC, 4634. EXCEPTION FROM PRO RATA ALLOCATION OF INTEREST EX.-
PENSE OF FINANCIAL INSTITUTIONS TO TAX-EXEMPT INTER-
EST FOR SMALL ISSUERS INCREASED TO $20,000,000.

(a) Exceprion From PrRO RATA ALLOCATION OF INTEREST Ex-
PENSE OF FINANCIAL INSTITUTIONS TO TAXx-EXEMPT INTEREST FOR
SmaLL Issuers INCREASED To $20,000,000.—

(1) IN GENERAL.—Subparagraphs (C) and (D) of section
265(b)(3) (relating to exception for certain tax-exempt obliga-
tions) are each amended by striking “$10,000,000” each place it
appears and inserting “$20,000,000".

(2) EFFECTIVE DATE.—The amendments made by paragraph
(1) shall apply to obligations issued in calendar years beginning
after the date of the enactment of this Act.

(b) DEpUCTIBILITY AVAILABLE TO PARTICIPANTS IN POOLED
ISSUES.—

(1) IN GENERAL.—Subparagraph (A) of section 265(b)(3) is
amended by inserting “and any qualified tax-exempt pooled ob-
ligation acquired after December 31, 1992, after “after August
7, 1986,

(2) QUALIFIED TAX-EXEMPT POOLED OBLIGATION DEFINED.—
Section 265(b)3) is amended by adding at the end thereof the
following new subparagraph:

““G) QUALIFIED TAX-EXEMPT POOLED OBLIGATION.—For
purposes of subparagraph (A), the term ‘qualified tax-
exempt pooled obligation’ means a tax-exempt obligation—

“i) which is issued after December 31, 1992,
“Gi) which is not a private activity bond (as de-

fined in section 141),

“(iti) which is designated by the issuer for purposes
of this paragraph, and
“iv) the proceeds of which are used exclusively

(other than to pay the issuance costs of such obligation)

to acquire from the issuer obligations—

“ which satisfy the requirements of this
paragraph but are not designated for purposes of
this paragraph, and

“dD the weighted average maturity of which
equals or exceeds the weighted average maturity of
such obligation.”

SEC. 4635. EXPANDED EXCEPTION FROM REBATE FOR ISSUERS ISSUING
310,000,000 OR LESS OF BONDS.

(a) IN GENERAL.—Subparagraph (D) of section 148(P (relating to
exception for governmental units issuing $5,000,000 or less of bonds)
is amended by striking “‘$5,000,000” each place it appears (including
the heading) and inserting ““$10,000,000".

(b) EFFECTIVE DATE.—The amendment made by subsection (a)

shall apply to bonds issued in calendar years beginning after the
date of the enactment of this Act.

SEC. 4636. REPEAL OF DEBT SERVICE-BASED LIMITATION ON INVESTMENT
IN CERTAIN NONPURPOSE INVESTMENTS, s

' (@) IN GENERAL.—Subsection (d) of section 148 (relating to spe-
cial rules for reasonably required reserve or replacement fund) is
amended by striking paragraph (3).
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(b) EFFECTIVE DATE.—The amendment made by subsection (a)

Zh(;ll apply to bonds issued after the date of the enactment of this
ct.

SEC. 4637. REPEAL OF EXPIRED PROVISIONS.

(a) Paragraph (2) of section 148(c) is amended by striking sub-
paragraph (B) and by redesignating subparagraphs (C), (D), and (E)
as subparagraphs (B), (C), and (D), respectively.

(b) Paragraph (4) of section 148(f) is amended by striking sub-
paragraph (E).

(c) The amendments made by this section shall apply to-bonds
issued after the date of the enactment of this Act.

SEC. 4638. CLARIFICATION OF INVESTMENT-TYPE PROPERTY.

(@) IN GENERAL.—Subparagraph (D) of section 148(b)2) is

amended to read as follows:
“(D) any investment-type property, or’”.
(b) EFFECTIVE DATE.—The amendment made by subsection (a)

shall take effect as if included in the amendments made by section
1301 of the Tax Reform Act of 1986.

SEC. 4639. TAfYI\;géYEMPT FINANCING FOR UNITED NATIONS OFFICE BUILD-

(a¢) IN GENERAL.—A bond described in subsection (b) shall be
treated as described in section 141(e)(1) of the Internal Revenue Code
zf n](.i986', but section 147(d) of such Code shall not apply to such

ond.

(b) Bonp DESCrRIBED.—A bond is described in this subsection if
such bond is issued after the date of the enactment of this Act as
part of an issue 95 percent or more of the net proceeds of which are
to be used to finance any office building (including land and space
for supporting activities which are functionally related and subordi-
nate thereto) for the United Nations or any agency or instrumentali-
ty thereof.

SEC. 4640. TAX TREATMENT OF 501(c)3) BONDS SIMILAR TO GOVERNMEN-
TAL BONDS.

(a) IN GENERAL.—Subsection (a) of section 150 (relating to defi-
nitions and special rules) is amended by striking paragraphs (2) and
(4), by redesignating paragraphs (5) and (6) as paragraphs (4) and
(5), respectively, and by inserting after paragraph (1) the following
new paragraph: '

‘%) EXEMPT PERSON.—
“(A) IN GENERAL.—The term ‘exempt person’ means—
“(i) a governmental unit, or
“ti) a 501(cX3) organization, but only with respect
to its activities which do not constitute unrelated
trades or businesses as determined by applying section

513(a).

‘““B) GOVERNMENTAL UNIT NOT TO INCLUDE FEDERAL
GOVERNMENT.—The term ‘governmental unit’ does not in-
clude the United States or any agency or instrumentality
thereof.

“C) 501(cX8) orGANIZATION.—The term ‘501(c)(3) orga-
nization’ means any organization described in section
501(c)(3) and exempt from tax under section 501(a).”



320

(b) REPEAL OF QUALIFIED 501(cX3) BoND DESIGNATION.—Section
145 (relating to qualified 501(c)(3) bonds) is repealed.
(¢) CONFORMING AMENDMENTS.—

(1) Paragraph (3) of section 141(b) is amended—

(A) by striking ‘‘government use”’ in subparagraph
(A)GiXD) and subparagraph (B)ii) and inserting ‘‘exempt
person use’,

(B) by striking “a government use’ in subparagraph (B)
and inserting “an exempt person use’,

) (C) by striking “related business use” in subparagraph
(A)G)ID) and subparagraph (B) and inserting “related pri-
vate business use”,

(D) by striking “RELATED BUSINESS USE”’ in the heading
of subparagraph (B) and inserting “RELATED PRIVATE BUSI-
NESS USE”, and

(E) by striking “GOVERNMENT USE” in the heading
thereof and inserting “EXEMPT PERSON USE’.

(2) Subparagraph (A) of section 141(b)6) is amended by
striking “a governmental unit” and inserting ‘“an exempt
person’.

(3) Paragraph (7) of section 141(b) is amended—

(A) by striking ‘‘government use” and inserting “‘exempt
person use’, and

(B) by striking “GOVERNMENT USE” in the heading
thereof and inserting ‘“‘EXEMPT PERSON USE’.

(4) Section 141(b) is amended by striking paragraph (9).

(5) Paragraph (1) of section 141(c) its amended by striking
“governmental units” and inserting “‘exempt persons”’

(6) Section 141 is amended by redesignating subsection (e)
as subsection (f) and by inserting after subsection (d) the follow-
ing new subsection:

“le) CerTAIN Issvues USep To ProvIDE RESIDENTIAL RENTAL
Housing For FamiLy UNITS.—

“(1) IN GENERAL.—Except as provided in paragraph (2), for
purposes of this title, the term ‘private activity bond’ includes
any bond issued as part of an issue if any portion of the net
proceeds of the issue are to be used (directly or indirectly) by an
exempt person described in section 150(a)(2XAXii) to provide res-
idential rental property for family units.

“(2) EXCEPTION FOR BONDS USED TO PROVIDE QUALIFIED
RESIDENTIAL RENTAL PROJECTS.—Paragraph (1) shall not apply
to any bond issued as part of an issue if the portion of such
issue which is to be used as described in paragraph (1) is to be
used to provide—

~ “(A) a residential rental property for family units if the
ﬁrst‘z‘?sBe) of szthlil_ %roperéy s p;trsuant to such issue,
qualified residential rental projects ] 2
section 142(d)), or projects (as defined in

. “(O) property which is to be substantially rehabilitated

in a rehabilitation beginning within the 2-year period

entdmg 1 year after the date of the acquisition of such prop-
erty.

“(3) SUBSTANTIAL REHABILITATION.—
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“lA) IN GENERAL.—Except as provided in subparagraph
(B), rules similar to the rules of section 47(c)IXC) shall
apply in determining for purposes of paragraph (2)XC)
whether property is substantially rehabilitated.

“(B) ExcepTIoN.—For purposes of subparagraph (A),
clause (ii) of section 47(cX1XC) shall not apply, but the Sec-
retary may extend the 24-month period in section
47(cXIXCXi) where appropriate due to circumstances not
within the control of the owner.

“(4) CERTAIN PROPERTY TREATED AS NEW PROPERTY.—Solely
for purposes of determining under paragraph (2)(A) whether the
Ist use of property is pursuant to tax-exempt financing—

‘“CA) IN GENERAL.—If—

‘i) the Ist use of property is pursuant to taxable
financing,

“6ii) there was a reasonable expectation (at the
time such taxable financing was provided) that such fi-
na(r;cing would be replaced by tax-exempt financing,
an

“Giit) the taxable financing is in fact so replaced
within a reasonable period after the taxable financing
was provided,

then the Ist use of such property shall be treated as being

pursuant to the tax-exempt financing.

“{B) SPECIAL RULE WHERE NO OPERATING STATE OR
LOCAL PROGRAM FOR TAX-EXEMPT FINANCING.—If, at the
time of the Ist use of property, there was no operating State
or local program for tax-exempt financing of the property,
the 1st use of the property shall be treated as pursuant to
the 1st tax-exempt financing of the property.

““C) DeFintTIONS.—For purposes of this paragraph—

“6i) TAX-EXEMPT FINANCING.—The term ‘tax-exempt
financing’ means financing provided by tax-exempt
bonds.

“Gii) TaxAaBLE FINANCING.—The term ‘taxable fi-
nancing’ means financing which is not tax-exempt fi-
nancing.” )

(?) Section 141(f), as redesignated by paragraph (6), is
amended—

(A) by adding “or” at the end of subparagraph (E),

(B) by striking “ or” at the end of subparagraph (F),
and inserting in lieu thereof a period, and

(C) by striking subparagraph (G). '

(8) The last sentence of section 144(b)(1) is amended by
striking “(determined” and all that follows to the period.

(9) Clause (ii) of section 144(cX2XC) is amended by striking
“governmental unit” and inserting “exempt person’”’.

(10) Section 146(g) is amended—

(A) by striking paragraph (2), and

(B) by redesignating the remaining paragraphs after
paragraph (1) as paragraphs (2) and (3), respectively.
(11) The heading of section 146(k)X3) is amended by striking

“GOVERNMENTAL and inserting “EXEMPT PERSON’.
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(12) The heading of section 146(mk) is amenfied by striking
“GovernMENT” and inserting “EXEMPT PERSON’.

(13) Subsection (h) of section 147 is amended to read as fol-
lows:

“(h) CerTAIN RULES NoTr TO APPLY TO MORTGAGE REVENUE
Bonps aND QUALIFIED STUDENT LoAN BonDs.—Subsections (a), (b),
(c), and (d) shall not apply to any qualified mortgage bond,”qualz-
fied veterans’ mortgage bond, or qualified student loan bond.

(14) Section 147 is amended by striking paragraph (}) of
subsection (b) and redesignating paragraph (5) of such subsec-
tion as paragraph (4). _ )

(15) Subparagraph (F) of section 148(d)X3) is amended—

(A