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98tH CONGRESS REPORT
92d Session } HOUSE OF REPRESENTATIVES 98-861

DEFICIT REDUCTION ACT OF 1984

JUNE 28, 1984.—Ordered to be printed

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

CONFERENCE REPORT

[To accompany H.R. 4170}

The committee of conference on the disagreeing votes of the two
Houses on the amendment of the House to the amendments of the
Senate to the bill (H.R. 4170)-to provide for tax reform, and for
other purposes, having met, after full and free conference, having
agreed to recommend and do recommend to their respective Houses
as follows:

That the Senate recede from its disagreement to the amendment
of the House to the amendment of the Senate to the text of the bill
and agree to the same with an amendment as follows:

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

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled,

SECTION 1. SHORT TITLE.

(a) SHORT TrTLE.—This Act may be cited as the “Deficit Reduc-
tion Act of 1984

(b) Act Divipep Into 2 Divisions.—This Act consists of 2 divi-

sions as follows:
(1) Drvision A.—Tax Reform Act of 1984.
(2) Drvision B.—Spending Reduction Act of 198}.

DIVISION A—TAX REFORM ACT OF 1984

SEC. 5. SHORT TITLE, ETC.

(o) SHORrRT TrTLE.—This division may be cited as the “Tax Reform
Act of 1984

(b) AMENDMENT OF 198} Cope.—Except as otherwise expressly pro-
vided, whenever in this division an amendment or repeal is ex-
pressed in terms of an amendment to, or repeal of, a section or other
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the reference shall be considered to be made to a section

provisior, vision of the Tnternal Revenue Code of 1954.

or other pro
SEC. 10. TABLE OF CONTENTS.

Section. 1. Short title.
DIVISION A—TAX REFORM ACT OF 1984

Sec. 5. Short title, etc.
TITLE I-TAX FREEZE; TAX REFORMS GENERALLY

Sec. 10. Table of contents. .
Subtitle A—Deferral of Certain Tax Reductions

Parr I—IncomE Tax PROVISIONS

Sec. 11. Amount of used property eligible for investment tax credit.

Sec. 12. Finance lease proutsions. ) )
Sec. 18. Election to expense certain depreciable business assets.

" 14. Employee stock ownership credit. o
gzg. %’7 CosItJ-of%/living adjustments in pension plan limitations.
Sec. 16. Repeal of partial interest exclusion.

Sec. 17. Foreign earned income of individuals.
Sec. 18. Effective date.

PaRT II—ESTATE AND GIFT TAX RATES
Sec. 21. Maximum rate.
Part III—ExcISE TAXES

Sec. 25. Tax rate on newly discovered oil.
Sec. 26. Excise tax on communications services.
Sec. 27. Excise tax on distilled spirits.

Subtitle B—Tax-Exempt Entity Leasing

Sec. 31. Denial of tax incentives for property leased to governments and other tax-
exempt entities.
Sec. 32. Motor vehicle operating leases.

Subtitle C—Treatment of Bonds and Other Debt Instruments

Sec. 41. Treatment of bonds and other debt instruments.

Sec. 42. Techr;lical and conforming amendments related to original issue discount
changes.

Sec. 43. Technical and conforming amendments related to treatment of market dis-
count and acquisition discount.
Sec. 44. Effective dates.

Subtitle D—Corporate Provisions

PART I—LiMrrarions oN DivipEnps RECEIVED DEDUCTION
Sec.

51. Dividends received deduction reduced where portfol: ] ;
Ay 0 stock is debt d.
Sec. 52. Treatment of dividends from regulated investﬁen{companies. ebt finance

ParT II—TREATMENT OF CERTAIN DISTRIBUTIONS
Sec. 53. Corporate shareholder’s basis in stock
traordinary dividends.

Sec. 54. Dlstl ibutwn O’ apprect 7 y D 1
U D, ectated P Opelt b)’ corporations.
Sec. 55. Extenslon 0’ h 3 T ’ 18 ri ’ 1 ]
ol .Lng pe iod (¢ lOSSeS att, lbutable to capltal gan dividends

nvestment companies or real estate investment trusts.

reduced by nontaxed portion of ex-

S PART III—MISCELLANEOUS PROVISIONS
e
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56. Denial of deducti ; ; 1
sale£ tons for certain expenses incurred in connection with short

Sec. 57. Nonrecognitio ]
n . . .
stocin of gain or loss by corporation on options with respect to its

gig. ?; x}?ré;ferﬁn;;nstf tcl; ?ccuémélated earnings tax.
. 59. ! ock for debt excepti ining i
dischargs of nicbt ex gsegttons for purposes of determining income from
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60. Affiliated group defined.

1. Provisions relating to earnings and profits.

62. 2-year delay in application of the net operating loss rules added by the Tax
Reform Act of 1976.

63. Target corporation must distribute assets after reorganization described in
section 368(a)X1)(C).

64. Definition of control for purposes of nondivisive reorganizations under sec-
tion 368(a)1)(D).

65. Collapsible corporations.

66. Phase-out of graduated rates for large corporations.

67. Restrictions on golden parachute payments.

68. Increase in reduction in certain corporate preference items from 15 percent to
20 percent.

Subtitle E—Partnership Provisions

71. Partnership allocations with respect to contributed property.

72. Determination of distributive shares when partner’s interest changes.

73. Payments to partners for property or certain services.

74. Contributions to a partnership of unrealized receivables, inventory items, or
capital loss property.

75. Transfers of partnership and trust interests by corporations.

76. Application of section 751 in the case of tiered partnerships.

77. Section 1031 not applicable to partnership interests; limitation on the period
during which like kind exchanges may be made.

78. Elimination of basis strips under section 734(b).

79. Querruling of Raphan case.

Subtitle F—Trust Provisions

81. Treatment of property distributed in kind.
82. Treatment of multiple trusts.

Subtitle G—Accounting Changes

91. Certain amounts not treated as incurred before economic performance.

9. Treatment of certain deferred payments for use of property or services.

93. Amortization of construction period interest and taxes for residential real
property held by corporations.

94. Capitalization of start-up expenditures.

95. LIFO conformity rules applied on controlled group basis.

Subtitle H—Provisions Relating to Tax Straddles

101. Repeal of exception from straddle rules for stock options and certain stock.

102. Section 1256 extended to certain options.

103. Regulations under section 1092(b).

104. Limitation on losses from hedging transactions.

105. Clarification that section 1234 applies to options on regulated futures con-
tracts and cash settlement options.

106. Wash sale rules to apply to losses on certain short sales.

107. Time for identification by taxpayer of certain transactions.

108. Treatment of certain losses on straddles entered into before effective date of
Economic Recovery Tax Act of 1981.

Subtitle I—Depreciation

111. Recovery period for certain real property extended to 18 years.
112. Recapture in case of installment sales.

113. Prouisions relating to sound recordings and films.

114. Definition of section 38 property in sale-leaseback transactions.

Subtitle J—Foreign Previsions

ParT I—CHANGES IN SOURCE AND CHARACTER RULES

121. Certain amounts treated as derived from United States sources for purposes
of limitation on foreign tax credit.

129. Certain amounts treated as interest for purposes of the limitation on the
foreign tax credit. )

123 Treatment of related person factoring income.
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Sec. 124. Treatment of certain transportation income. . .

Sec. 125. Treatment of certain distributions received by United States-owned foreign
corporations. . dit

Sec. 126. Allocation under section 861 of research and experimental expenditures.

Part II—WiTHHOLDING PROVISIONS

Sec. 127, Repeal of 30 percent tax on interest received by foreign persons on certain
portfolio investments. o ) . . .

Sec. 128. Treatment of United States source original issue discount in case of foreign
persons. ' ) )

Sec. 129. Withholding of tax on dispositions of United States real property interests.

Sec. 130. Treatment of payments to Guam and Virgin Islands corporations.

Part IIT—Taxation oF CERTAIN TRANSFERS OF PROPERTY OutsIpE THE UNITED
STATES

Sec. 131. Taxation of certain transfers of property outside the United States.

ParT IV—~MISCELLANEOUS FOREIGN CORPORATE PROVISIONS

Sec. 132. Amendments related to foreign personal holding companies.

Sec. 133, Amendments related to section 1248.

Sec. 134. Definition of foreign investment company. ) ]

Sec. 135. Application of collapsible corporation rules to foreign corporations.

Sec. 136. Stapled stock; stapled entities. .

Sec. 137. Services relating to insurance policies are treated as performed in country of
risk.

PART V—TREATMENT OF ALIEN INDIVIDUALS

Sec. 138. Definition of resident alien and nonresident alien.
Sec. 139. Treatment of community income.

Subtitle K—Reporting, Penalty, and Other Provisions

PARrT I—ProVISIONS RELATING TO TAX SHELTERS

Sec. 141. Registration of tax shelters.

Sec. 142. Organizers and sellers of potentially abusive tax shelters must keep lists of
investors.

Sec. 148, Increase in penalty for promoting abusive tax shelters; injunction against
aiding or abetting understatement of tax liability.

Sec. 144. Increased rate of interest on substantial underpayments attributable to cer-
tain tax motivated transactions.

Part II—INFORMATION REPORTING PROVISIONS

Sec. 145. Returns relating to mortgage interest received in trade or business from in-
dividuals.

Sec. 146. Returns relating to cash received in trade or business.

Sec. 147. Provisions relating to individual retirement accounts.

Sec. 148. Returns relating to foreclosures and abandonments of security.

Sec. 149. Returns relating to exchanges of partnership interests where unrealized re-
ceivables, etc., involved.

Sec. 150. Statements required in case of certain substitute payments.

Sec. 151. Reporting of State and local refunds not required with respect to non-ite-

mizers.
Sec. 152. Furnishing of TIN under backup withholding.

Part III—OTHER COMPLIANCE PROVISIONS

Sec. 155. Substantiation of charitable contributions; modifications of incorrect valu-
ation penalty.

Sec. 156. Authorization to disregard appraisals of persons penalized for aiding in un-
derstatements of tax liabtlity.

Sec. 157. Limitation on matiling of deposits of taxes.

Sec. 158. Interest on certain additions to tax.

Sec. 159. Penalty for fraudulent withholding exemption certificate or failure to
supply information.

Sec. 160. Appllcsﬁon of penalty for frivolous proceedings to pending Tax Court pro-
ceedings.

Sec. 161. Failure to request change of method of accounting.
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162. Clarification of change of venue for certain tax offenses.

163. Extension of statute of limitations with respect to certain expenditures relat-
ing to contributions in aid of construction.

Subtitle L—Miscellaneous Provisions

171. Inclusion of tax benefit items in income.

172. Loans with below-market interest rates.

173. Eligibility for income averaging.

174. Amendments to section 267.

175. Amendments to section 1239.

176. Recapture of net ordinary losses under section 1231.

177. Repeal of exemption from Federal tax of the Federal Home Loan Mortgage
Corporation.

178. Special rule relating to sales or exchanges of certain economic interests in
coal between related parties.

179. Limitation on amount of depreciation and investment tax credit for luxury
automobiles; limitation where certain property used for personal pur-
poses.

TITLE II—LIFE INSURANCE PROVISIONS
201. Table of sections for part I of subchapter L.

Subtitle A—Taxation of Life Insurance Companies

PART [—AMENDMENT OF SUBCHAPTER L

211. Amendment of subchapter L.
212. Certain reinsurance agreements.

Part II—EFrrFECTIVE DATE; TRANSITIONAL RULES
SUBPART A—EFFECTIVE DATE
215. Effective date.
SUBPART B—TRANSITIONAL RULES

216. Reserves computed on new basis; fresh start.
217. Other special rules.
218. Underpayments of estimated tax for 1984.

Subtitle B—Taxation of Life Insurance Products

221. Definition of life insurance contract.

229. Treatment of certain annuity contracts.

223. Group-term life insurance purchased for employees.
29). Treatment of certain exchanges of insurance policies.

Subtitle C—Studies
231. Studies.
TITLE III—REVISION OF PRIVATE FOUNDATION PROVISI ONS

201. Limitations on deduction for contributions to private foundations.
302. Exemption for certain operating foundations from excise tax on investment

income.

209. Reduction in excise tax on investment income where private foundation
meets certain distribution requirements.

204. Amendment to taxes on failure to distribute income.

305. Abatement of first tier taxes in certain cases.

306. Miscellaneous amendments. ] . . .

307, 5-year extension of requirement to dispose of certain excess holdings attrib-
utable to large gifts and bequests. )

208, Decreases attributable to stock issuances not to reduce permitted percentage
of holdings where decrease is 2 percent or less. ) o

309. Aggregation of stock holdings of private foundation and disqualified per-
sons in applying 95 percent ownership test. ) ) o

210. 5-year period to dispose of excess holdings resulting from certain acquist-
tions by disqualified persons.

211. The conducting of .certain games of chance not treated as unrelated trade or
business.
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Sec. 312. Tax on self-dealing not to apply to certain stock purchases. )

Sec. §13. Person ceases to be substantial contributor after 10 years with no connection
to foundation.

Sec. 814. Technical amendments.

TITLE IV—TAX SIMPLIFICATION

Subtitle A—Revision and Simplification of Estimated Income Tax for Individuals

Sec. 411. Revision of penalty for failure to pay estimated income tax.

Sec. 412. Repeal of requirement of declarations, etc. . —
Sec. 413. Crediting of income tax overpayment against estimated tax liability.
Sec. 414. Effective dates.

Subtitle B—Domestic Relations

Sec. 421. Treatment of transfers of property between spouses or incident to divorce.

Sec. 422. Tax treatment of altimony and separate maintenance payments.

Sec. 423. Dependency exemption in the case of child of divorced parents, etc.

Sec. 424. Innocent spouse relieved of liability in certain cases.

Sec. 425. Treatment of certain property settlements for purposes of estate and gift
taxes.

Sec. 426. Income from sheltered workshops not taken into account in determining de-
pendency exemption.

Subtitle C—Revision of At-Risk Rules

Sec. 431. Revision of investment credit at-risk rules.
Sec. 432. Exclusion of active businesses of qualified C corporations from at-risk rules,
etc.

Subtitle D—Miscellaneous Treasury Administrative Provisions

ParT I—PrROVISIONS NOT RELATING TO DISTILLED SPIRITS TAX

Sec. 441. Simplification of certain reporting requirements.

Sec. 442. Removal of $1,000,000 limitation on working capital fund.

Sec. 443. Increase in limitation on revolving fund for redemption of real property.

Sec. 444. Removal of $1,000,000 limitation on special authority to dispose of obliga-
tions.

Sec. 445. Secretary of the Treasury authorized to accept gifts and bequests.

Sec. 446. Extension of period for court review of jeopardy assessment where prompt
service not made on the United States.

Sec. 447. Extension of period during which additional tax shown on amended return
may be assessed.

Sec. 448. Treatment of certain guaranteed drafts issued by financial institutions.

Sec. 449. Disclosure of windfall profit tax information to State tax officials.

Sec. 450. Financial reporting of investment tax credits.

PART II—PROVISIONS RELATING TO DISTILLED SPIRITS

Sec. 451. Repeal of occupational tax on manufacturers of stills and condensers; no-
tices of manufacture and set up of stills.

Sec. 452. Allowance of drawback claims even where certain requirements not met.

Sec. 453. Disclosure of alcohol fuel producers to administrators of State alcokol laws.

Sec. 454. Repeal of stamp requirement for distilled spirits.

Sec. 455. Cooking wine may be fortified using distilled spirits.

Sec. 456. Effective dates.

Subtitle E—Tax Court Provisions

Sec. 461. Increase in jurisdictional limit for small cases.

Sec. 462. Annuities to survivors of Tax Court judges.

Sec. 463. Proceedings which may be assigned to commissioners.
Sec. 464. Special trial judges.

Sec. 465. Publicity of Tax Court proceedings.

Subtitle F—Simplification of Income Tex Credits

Sec. 471. Credits grouped together in more logical order.
Sec. 472. Uniform limitation on personal nonrefundable credits.

Sec. 473. Uniform carryover provisions for business-related credits
Sec. 474. Tec}:nical and conforming amendments. )



Sec. 475. Effective dates.

Subtitle G—Miscellaneous Simplification Provisions

Sec. 481. Preferred stock eligible under section 1244.

- Sec.

Sec.
Sec.

Sec.
Sec.
Sec.

Sec.
Sec.
Sec.

Sec.
Sec.
Sec.
Sec.

Sec.
Sec.

Sec.
Sec.

Sec.
Sec.
Sec.
Sec.
Sec.

Sec.
Sec.
Sec.

Sec.
Sec.
Sec.
Sec.

Sec.

Sec.
Sec.

482: Medical care deduction allowed for lodging away from home in certain
cases.

Subtitle H—Repeal of Certain Obsolete Provisions

491. Termination of rules relating to qualified bond purchase plans and retire-
ment bonds with respect to bonds issued after December 31, 1983.

492. Repeal of rules relating to gains from disposition of property used in farm-
ing where farm losses offset nonfarm income.

TITLE V—EMPLOYEE BENEFIT PROVISIONS

Subtitle A—Welfare Benefit Plans

511. Treatment of funded welfare benefit plans.
512. Trea?ment of unfunded deferred benefits.
513. Additional requirements for tax-exempt status of certain organizations.

Subtitle B—Provisions Relating to Pension Plans

521. Required distributions.

522. Rollover of certain partial distributions permitted.

523. Treatment of distributions where substantially all contributions are employ-
ee contributions.

524. Provisions relating to top-heavy plans.

525. Repeal of estate tax exclusion for qualified pension plan benefits.

526. Affiliated service groups, employee leasing arrangements, and collective bar-
gaining agreements.

527. Provisions relating to cash or deferred arrangements.

528. Treatment of certain medical, etc., benefits under section 415.

529. Certain alimony treated as compensation.

Subtitle C—Tax Treatment of Fringe Benefits

831. Exclusion of certain fringe benefits from gross income.
532. Exclusion of certain reductions in tuition from gross income.

Subtitle D—Employee Stock Ownership Plans

541. Nonrecognition of gain on stock sold to employee stock ownership plans or
certain cooperatives if qualified replacement property acquired.

542. Deductibility of certain dividend distributions from employee stock owner-
ship plans. )

543. Exclusion of interest on loans used to finance acquisition. of employer securi-
ties by an ESOP. )

544. Assumption of estate tax liability by employer stock ownership plan or coop-
erative receiving employer securities.

545. Excise tax on certain dispositions of employer securities by employee stock
ownership plans and certain cooperatives.

Subtitle E—Miscellaneous

551. Treatment of certain distributions from a qualified terminated plan.

552. Partial termination for certain pension plans. - . )

553. Distribution requirements for accounts and annuities of an insurer in a re-
habilitation proceeding. ]

554. Extension of time for repayment of qualified refunding loans.

556. Technical amendments to the incentive stock option provisions.

556. Time for making certain section 83(b) elections.

557. Employer and employee benefit association treated as related persons under
section 1239. ) )

558. Elimination of retroactive application of amendments made by Multiem-
ployer Pension Plan Amendments Act of 1980.

559. Telecommunication employees.

560. Study of employee welfare benefit plans.
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TITLE VI—TAX-EXEMPT BOND PROVISIONS

Subtitle A—Mortgage Subsidy Bonds

611. 4-year extension of mortgage subsidy bond authority.

612. Mortgage credit certificates. )

613. Authority to borrow from Federal Financing Bank. )

614. Elimination of certain exceptions to the application of the Mortgage Subsidy
Bond Tax Act of 1980.

Subtitle B—Private Activity Bonds

Part I—GENERAL RESTRICTIONS

621. Limitation on aggregate amount of private activity bonds.

6292. Tax exemption denied where obligation directly or indirectly guaranteed by
Federal Government. ] )

623. Aggregate limit per taxpayer for small issue exception.

ParT II—ARBITRAGE LIMITATIONS

624. Arbitrage on nonpurpose obligations.
625. Student loan bond.

Part III—OTHER RESTRICTIONS

626. Denial of tax exemption to consumer loan bonds.

627. Limitations on acquisitions of land, existing facilities, etc.

628. Miscellaneous industrial development bond provisions.

629. Certain public utilities treated as exempted persons under section 103(b);
special rules for certain railroads.

630. Extension of small issue industrial development bond exception.

631. Effective dates.

632. Miscellaneous exceptions and special rules.

Subtitle C—Miscellaneous Provisions

641. Clarification of treatment of certain exemptions for purposes of the Federal
estate and gift taxes.

642. Reports with transfers of public housing bonds.

6438. Tax-exempt status of obligations of certain educational organizations.

644. Local furnishing of electricity or gas.

645. Local furnishing of electricity or gas where facility initially authorized by
Federal Government.

646. Treasury Department decisions affecting tax-exempt bonds.

647. Special rule for possessions and District of Columbia.

648. Special arbitrage rule.

TITLE VII—TECHNICAL CORRECTIONS

Subtitle A—Amendments Related to thelgtgz Equity and Fiscal Responsibility Act of

Sec.
Sec.
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Sec.
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Sec.
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711. Technical corrections of provisions relating to individuals.

712. Technical corrections of provisions primarily relating to businesses.
713. Technical corrections of pension provisions.

714. Miscellaneous provisions.

715. Effective date.

Subtitle B—Amendments Related to Subchapter S Revision Act of 1983; Etc.

721. Technical corrections of Subchapter S Revision Act of 1982.
722. Miscellaneous provisions.

Subtitle C—Amendments Relating to Highway Revenue Act of 1982

731. Value of used components furnished by first user not taken into account in
determining price.
;ﬁ? gla;lﬁcatzor} of applicatic;‘n of gasoline excise tax to gasohol, ete.
- Lertain chain operators of retail gasoline stations treated as producers.
734. Other technical amendments. P

735. Repeal of certain provisi de ob. }
796, Bfpean gort D ions made obsolete by Highway Revenue Act of 1982.
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TITLE VIII—FOREIGN SALES CORPORATIONS

Sec. 801. Foreign sales corporations.
Sec. 802. Interest charge DISC.

Sec. 803. Taxable year of DISC and FSC required to conform to taxable year of ma-
Jjority shareholder.

Sec. 804. Reporting requirements.

Sec. 805. Effective date; transition rules.

TITLE IX—HIGHWAY REVENUE PROVISIONS

Subtitle A—Provisions Relating to Heavy Vehicle Use Tax

Sec. 901. Reduction of heavy vehicle use tax.
Sec. 902. Special rule for trucks used in logging.
Sec. 903. Special rule for certain agricultural vehicles.

Subtitle B—Provisions Relating to Fuel Taxes

Sec. 911. Increase in diesel fuel tax.

Sec. 912. Decrease in tax imposed on gasohol.

Sec. 913. Modification of tax imposed on methanol and ethanol.
Sec. 914. Extension of reduction in tax for fuel used by taxicabs.
Sec. 915. 8 cent tax on diesel fuel, etc., used in certain busses.

Subtitle C—Temporary Reduction in Retail Tax on Certain Piggyback Trailers
Sec. 921. Temporary reducticn in tax.

Subtitle D—Studies

Part I—STUDIES RELATING TO HEAVY VEHICLE USE Tax

Sec. 931. Whether heavy vehicles bear fair share of highway costs.
Sec. 932. Trans-border trucking.

Sec. 933. Weight-distance taxes.

Sec. 984. Reports, etc.

Parr II—OTHER STUDIES

Sec. 935. Study of reduced fuel taxes for taxicabs.
Sec. 936. Study of piggyback trailers.

TITLE X—MISCELLANEOUS REVENUE PROVISIONS

Subtitle A—Capital Gains and Losses

Sec. 1001. Decrease in holding period required for long-term capital gain treatment.
Sec. 1002. Repeal of special rule for pre-1970 losses.

Subtitle B—Fxcise Tax Provisions
PART I—BOATING SAFETY AND SPORT FISH RESTORATION
SUBPART A—BOATING SAFETY AMENDMENTS

Sec. 1010. Policy.

Sec. 1011. General amendments to title 46.

Sec. 1012. Authorization of funds for boating safety.
Sec. 1013. Effective date.

SUBPART B~——SPORT FISH RESTORATION PROGRAM
Sec. 1014. Amendments to the sport fish restoration program.
Subpart C—Taxes on Sales of Sport Fishing Equipment, Etc.

Sec. 1015. Tax on sale of sport fishing equipment.
Sec. 1016. Establishment of Aquatic Resources Trust Fund.
Sec. 1017. Tax on certain arrows.

Part II—OtHER ExcisE TAXES

Sec. 1018. Exemption from aviation excise tax for certain helicopter operations.
Sec. 1019. Technical amendments to the Hazardous Substance Response Revenue Act

of 1980. _
Sec. 1020. Floor stock refund for cigarettes.
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Subtitle C—Estate and Gift Tax Provisions

1021. Deferral of estate taxes for interest in holding company which owns stock
in closely held operating company. ) -

1029. Permanent rules for rgforming governing instruments creating charitable
remainder trusts and other charitable interests. ) )

1028, Alternate valuation election available only where it results in reduction of
gross estate and estate tax. ]

1094. Alternate valuation election available on certain late returns.

1025. Modification of election or agreement under section 2032A.

1026. No gain recognized from net gifts made before March 4, 1981.

1027. Marital deduction for a usufruct. ) i

1028. Credit against estate tax for transfers to Toiyabe National Forest.

Subtitle D—Charitable Contributions and Exempt Organizations

1031. Increase in charitable volunteer mile(:fe. ] o .

1032. Certain organizations providing child care included within the definition
of tax-exempt organizations. o

1033. Restrictions on church tax inquiries and examinations.

1084. Acquisition indebtedness of certain educational institutions. ]

1035. Transitional rule relating to the definition of qualified conservation con-
tributions.

Subtitle E—Income Tax Credits

1041. 1-year extension of targeted jobs credit.
1042. Increase in earned income credit. )
1043. Alternative test for definition of qualified rehabilitated building.

Subtitle F—Miscellaneous Housing Provisions

1051. Disaster loss deduction where taxpayer ordered to demolish or relocate resi-
dence in disaster area because of disaster.

10532. Allocation of expenses to parsonage allowances.

1053. Armed Forces overseas quarters.

1054. Treatment of home won in local radio contest and specially designed for
handicapped foster child.

Subtitle G—Extension of Existing Provisions and Transition Rules

1061. Extension of Payment-in-Kind Tax Treatment Act of 1983 to wheat for
198} crop year.

1062. Extension of increased deduction for eliminating architectural and trans-
portation barriers to the handicopped.

1063. Permanent disallowance of deduction for expenses of demolition of certain
structures.

1064. Amortization of expenditures to rehabilitate low-income rental housing.

1065. Rules treating Indian tribal governments as States made permanent.

1066. Transitional rule for treatment of certain income from S corporations.

1067. Special leasing rules for certain coal gasification facilities.

Subtitle H—Additional Provisions

1071. Tax treatment of regulated investment companies.

1072. Technical modifications to tip reporting requirements. *

1073. Tips treated as wages for purposes of Federal unemployment tax.

1074. Exclusion of certain services from the Federal Unemployment Tax Act.
1075. Taxation of unemployment compensation not to apply to compensation
paid for weeks of unemployment ending before Decemger 1, 1978.

1076. Exclusion from f‘ross income of cancellations of certain student loans.

1077. Migratory bird hunting stamps.

1078. Exclusion from gross income of payments from the United States Forest
Service as a result of restricting motorized traffic in the boundary
waters canoe area.

1079. Tax exemption of corporations organized under Acts of Congress.

Subtitle I—Studies

1081. Study of alternative income tax systems.

1082. Stl‘ts tytOf taxation by foreign countries on services performed in the United
ates.



Subtitle A—Deferral of Certain Tax

Reductions
PART I—INCOME TAX PROVISIONS

SEC. 11. AMOCII]l%TI')Ig'F USED PROPERTY ELIGIBLE FOR INVESTMENT TAX

(@) GENERAL RULE.—Subparagraph (A) of section 48(c)2) (relating
to dollar limitation on amount of used section 38 property) is
amended—

(1) by striking out “$150,000 ($125,000 for taxable years begin-
ning in 1981, 1982, 1983, or 1984)” and inserting in lieu thereof
“$125,000 ($150,000 for taxable years beginning after 1987)”,
and

(2) by striking out “$150,000 (or $125,000” each place it ap-
pears and inserting in lieu thereof “$125,000 (or $150,000".

(b) TecaNICAL AMENDMENT.—Subparagraph (B) of section 48(c)2)
is amended by striking out “$75,000 ($62,500 for taxable years begin-
ning in 1981, 1982, 1983, or 1984)” and inserting in lieu thereof
“$62,500 ($75,000 for taxable years beginning after 1987)".

SEC. 12. FINANCE LEASE PROVISIONS.
(a) FOUR-YEAR DEFERRAL OF FINANCE LEASE PROVISIONS.—

(1) IN GENERAL.—Subparagraph (A) of section 209(d)X1) of the
Tax Equity and Fiscal Responsibility Act of 1982 is amended by
striking out “December 31, 1983 and inserting in lieu thereof
“December 31, 1987

(2) FINANCE LEASE PROVISIONS CONTINUE TO APPLY TO FARM
PrOPERTY.—Clause (i) of section 209(d)1)(B) of such Act is
amended by striking out “January 1, 1984” and inserting in
lieu thereof “January 1, 1988".

(3) TECHNICAL AMENDMENTS.—

(A) Subclause (I) of section 168(A(8)BJ)ii) (relating to re-
quirement that only 40 percent of lessee’s property may be
treated as qualified), as amended by section 209 of the Tax
Equity and Fiscal Responsibility Act of 1982, is amended
by striking out “1986” and inserting in lieu thereof “1990”.

(B) Paragraph (}) of section 168(i) (relating to limita-
tions), as so amended, is amended by striking out “1985”
each place it appears and inserting in lieu thereof “1989’.

() TERMINATION OF SAFE HARBOR LEASING RuLEs.—Paragraph
(8) of section 168(f) of the Internal Revenue Code of 195} (relating to
special rules for leasing), as in effect after the amendments made by
section 208 of the Tax Equity and Fiscal Responsibility Act of 1982
but before the amendments made by section 209 of such Act, shall
not apply to agreements entered into after December 31, 1983. The
preceding sentence shall not apply to property described in para-
graph (3XG) or (5) of section 208(d) of such Act.

(c) TRANSITIONAL RULES.— )

(1) IN GENERAL.—The amendments made by subsection (a)
shall not apply with respect to any property if—

(A) a binding contract to acquire or to construct such
property was entered into by or for the lessee before March
7, 1984, or
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(B) such property was acquired by the lessee, or the con-
struction of such property was begun, by or for the lessee,
before March 7, 1984.

(9) SPECIAL RULE FOR CERTAIN AUTOMOTIVE PROPERTY.——

(A) IN GeENERAL.—The amendments made by s_ubsectzpn
(a) shall not apply to property which is placed in service
before January 1, 1988— )

(i) which is automotive manufacturing property, _and

(ii) with respect to which the lessee is a qualified
lessee (within the meaning of section 208(d)6) of the
Tax Equity and Fiscal Responsibility Act of 1982).

(B) $150,000,000 Lirvaararion.—The provisions of subpara-
graph (A) shall not apply to any agreement if the sum of—

(i) the cost basis of the property subject to the agree-
ment, plus

(ii) the cost basis of any property subject to an agree-
ment to which subparagraph (A) previously applied
and with respect to which the lessee was the lessee
under the agreement described in clause (i) (or any re-
lated person within the meaning of section 168(e)(4)D)
of the Internal Revenue Code of 1954),

exceeds $150,000,000.

(C) AUTOMOTIVE MANUFACTURING PROPERTY.—For pur-
poses of this ’paragraph, the term ‘‘automotive manufactur-
ing property’ means—

(i) property used principally by the taxpayer directly
in connection with the trade or business of the taxpay-
er of the manufacturing of automobiles or trucks (other
than truck tractors) with a gross vehicle weight of
13,000 pounds or less,

(ii) machinery, equipment, and special tools of the
type included in former depreciation range guideline
classes 37.11 and 87.12, and

(iit) any special tools owned by the taxpayer which
are used by a vendor solely for the production of com-
ponent parts for sale to the taxpayer.

(3) SPECIAL RULE FOR CERTAIN CONGENERATION FACILITIES.—
The amendments made by subsection (a) shall not apply with
]r;esple%t to any property which is part of a coal-fired cogeneration
acility—

(A) for which an application for certification was filed
with the Federal Energy Regulatory Commission on Decem-
ber 30, 1983,

(B) for which an application for a construction permit
was filed with a State environmental protection agency on
February 20, 1984, and

(C) which is placed in service before January 1, 1988.

SEC. 13. ELECTION TO EXPENSE CERTAIN DEPRECIABLE BUSINESS ASSETS.
Paragraph (1) of section 179(b) (relating to dollar limitation) is

amended by striking out the table contained therein and inserting
in lieu thereof the following:
“If the taxable year begins in: The applicable amount is:

1983, 1984, 1988, 1986, OF 1987 cuoeeeeeooeeeeeeeereeeereerensssesssessessens
1908 o 1y 285 1986, or L98. e $5000
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“If the taxable year begins in: The applicable amount is:
1990 or thereafier.......................... 10,000.”
SEC. 14. EMPLOYEE STOCK OWNERSHIP CREDIT.

Subparagraph (B) of section 44G(a)2) (relating to employee stock
ownership credit), as in effect before the amendments made by title
IV of this Act, is amended by striking out the table contained there-
in and inserting in lieu thereof the following:

“For aggregate compensation paid or accrued during a portion The applicable

of the taxable year occurring in callendar year: ____ percenlage is:
1983, 1984, 1985, 1986, Or 1987 .....o.comeeeceecereieitcseeeeinineereeeanene 0.5

1988 or thereafter ettt st ee et e 0.”

SEC. 15. COST-OF-LIVING ADJUSTMENTS IN PENSION PLAN LIMITATIONS.

(a) GENERAL RULE.—Paragraph (3) of section 415(d) (relating to
freeze on adjustment to defined contribution and benefit plan
limits) is amended by striking out “January 1, 1986’ and inserting
in lieu thereof “January 1, 1988”.

(b) TecHNICAL AMENDMENT.—Subparagraph (A) of section
415(d)(2) (defining base periods), as amended by section 235(b)(2)(B)
of the Tax Equity and Fiscal Responsibility Act of 1982, is amended
by striking out “October 1, 1984 and inserting in lieu thereof “Oc-
tober 1, 1986

SEC. 16. REPEAL OF PARTIAL INTEREST EXCLUSION.

(a) GENERAL RuLe.—Subsections (a) and (c) of section 302 of the
Economic Recovery Tax Act of 1981 are hereby repealed, and the In-
ternal Revenue Code of 1954 shall be applied and administered as if
such subsections (and the amendments made by such subsections)
had not been enacted.

(b) ConrorMING AMENDMENT.—Paragraph (1) of section 57(a) is
amended to read as follows:

‘1) ExcLUSION OF DIVIDENDS.—Any amount excluded from
gross income for the taxable year under section 116.”
SEC. 17. FOREIGN EARNED INCOME OF INDIVIDUALS.

Subparagraph (A) of section 911(b)2) (relating to limitation on
foreign earned income) is amended by striking out the table con-
tained therein and inserting in lieu thereof the following:

“In the case of taxable years beginning in: The annual rate is:
1983, 1984, 1985, 1986, or 1987 . $80,000
JGBBoeeeeeeeeeeerersresssssesssner s aen e sttt et R bR 85,000
1989 . 90,000
1990 and thereafter 95,000.”

SEC. 18. EFFECTIVE DATE.

(a) GENERAL RuLE.—The amendments made by this part shall
apply to taxable years ending after December 31, 1983.

(b) SpeciaL RULE For SecTION 14.—The amendment made by sec-
tion 14 shall not apply in the case of a tax credit employee stock
ownership plan if—

(1) such plan was favorably approved on September 23, 1983,
by employees, and

(2) not later than January 11, 1984, the employer of such em-
ployees was 100 percent owned by such plan.
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PART II—ESTATE AND GIFT TAX RATES

SEC. 21. MAXIMUM RATE. . :
(a) GENERAL RULE.—Paragraph (2) of section 2001(c) (relating to
phase-in of 50 percent maximum rate) is amended— ) _

(1) by striking out “1985”, in subparagraph (A) and inserting
in lieu thereof “1988”, and .

(2) by striking out “1984” each place it appears in subpara-
graph (D) and inserting in lieu thereof “1984, 1985, 1986, or
1987.”

(b) ErrecTIVE DATE.—The amendments made by subsection (a)
shall apply to the estates of decedents dying after, and gifts made
after, December 31, 1983.

PART III—-EXCISE TAXES

SEC. 25. TAX RATE ON NEWLY DISCOVERED OIL.

(a) GENERAL RULE.—Subparagraph (B) of section 4987(b)(3) (relat-
ing to rate of tax on newly discovered oil) is amended by striking
out the table contained therein and inserting in lieu thereof the fol-
lowing:

“For taxable periods beginning in: The applicable percentage is:
1984, 1985, 1986, OF 1987 ...ououeeeeceeeericreanrarirsessessemsasestaseseessssessenaenns 29Y,
J9BEooeeeeeeete et sse e rannne 20
1989 ANA EREIEALLET «.......ooeeveeeeeirieererecnrecnnenececereesesesesaeseessessessasass 15"

(b) CONTINUATION OF PERCENTAGE DEPLETION FOR OIL AND GAS
FroMm SECONDARY OR TERTIARY PROCESS.—

(1) Paragraph (2) of section 613A(c) (relating to exemption for
independent producers and royalty owners) is amended by strik-
ing out the last sentence.

(2) Subparagraph (A) of section 613A(c)3) (defining depletable
oil quantity) is amended by adding at the end thereof the fol-
lowing new sentence:

“Clause (ii) shall not apply after December 31, 1983.”

(3) Subparagraph (E) of section 613A(cX7?) is amended by
adding at the end thereof the following new sentence: “This
subparagraph shall not apply after December 31, 1983.”

(4) Subparagraph (A) of section 613A(c)9) (relating to transfer
of oil or gas property) is amended by striking out ‘paragraph
(1)” and inserting in lieu thereof “this subsection’’

(¢) Effective Dates.—

(1) SuBsectIoN (a).—The amendment made by subsection (a)
31;%’1 apply to taxable periods beginning after December 31,

(2) SuBskcTION (b).—The amendments made by subsection (b)
shall take effect on January 1, 1984.

SEC. 26. EXCISE TAX ON COMMUNICATIONS SERVICES.

Paragraph (2) of section 4251(b) (relating to rate of tax on commu-
nications services) is amended by striking out the table contained
therein and inserting in lieu thereof the following:

The applicable

“With respect to amount paid pursuant to bills first rendered: i8:
During 1983, 1984, 1985, 1986, OF 1987 ....eoooeeeeeeemomeeeeroooooeooooooo percentage gt
During 1988 Or tREreQfter ...........voeooeeeeeeoreeesooe oo 0"

Sec. 27. EXCISE TAX ON DISTILLED SPIRITS.
(a) IMPOSITION OF Tax,—
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(1) IN GENERAL.—Paragraphs (1) and (3) of section 5001(a) (re-
lating to rate of tax on distilled spirits) are each amended by
striking out “$10.50” and inserting in lieu thereof “$12.50"

2) TECHNIQAL AMENDMENT.—Paragraphs (1) and (2) of section
fOIg(a) (relat}ing to Cé'e(cililé‘) for wine content and for flavors con-
ent) are each amende striking out “$10.50” and i 3
in lieu thereof “$12.50". - g out $ e inserting

(b) FLoor Stocks TAXES ON DISTILLED SPIRITS, —
_ (1) ImposITION OF TAX.—On distilled spirits on which tax was
imposed under section 5001 or 7652 of the Internal Revenue
Code of 1954 before October 1, 1985, and which were held on
such date for sale by any person, there shall be imposed a tax at
the rate of $2.00 for each proof gallon and a proportionate tax
at the like rate on all fractional parts of a proof gallon.

(2) EXCEPTION FOR CERTAIN SMALL WHOLESALE OR RETAIL
DEALERS.—No tax shall be imposed by paragraph (1) on dis-
tilled spirits held on October 1, 1985, by any dealer if—

(A) the aggregate liquid volume of distilled spirits held
by such dealer on such date does not exceed 500 wine gal-
lons, and

(B) such dealer submits to the Secretary (at the time and
in the manner required by the Secretary) such information
as the Secretary shall require for purposes of this para-
graph.

(8) CREDIT AGAINST TAX.—Each dealer shall be allowed as a
credit against the taxes imposed by paragraph (1) an amount
equal to $800. Such credit shall not exceed the amount of taxes
imposed by paragraph (1) for which the dealer is liable.

(4) LIABILITY FOR TAX AND METHOD OF PAYMENT.—

(A) LIABILITY FOR TAX.—A person holding distilled spir-
its on October 1, 1985, to which the tax imposed by para-
graph (1) applies shall be liable for such tax.

(B) MerHOD OF PAYMENT.—The tax imposed by para-
graph (1) shall be paid in such manner as the Secretary
shall by regulations prescribe.

(C) TIME FOR PAYMENT.—

(i) IN GENERAL.—Except as provided in clause (ii),
the tax imposed by paragraph (1) shall be paid on or
before April 1, 1986.

(it) INSTALLMENT PAYMENT OF TAX IN CASE OF SMALL
OR MIDDLE-SIZED DEALERS.—In the case of any small or
middle-sized dealer, the tax imposed by paragraph (1)
may be paid in 3 equal installments due as follows:

() The first installment shall be paid on or
before April 1, 1986.
(II) The second installment shall be paid on or
before July 1, 1986. ‘
(III) The third installment shall be paid on or
before October 1, 1986. _ _
If the taxpayer does not pay any installment under this
clause on or before the date prescribed for its payment,
the whole of the unpaid tax shall be paid upon notice
and demand from the Secretary.

35-426 O - 84 2
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(iii) SMALL OR MIDDLE-SIZED DEALER.—For purposes
of clause (ii), the term “small or middle-sized dealer
means any dealer if the aggregate gross sales receipts of
such dealer for its most recent taxable year ending
before October 1, 1985, does not exceed $500,000.

(5) CONTROLLED GROUPS.—
(A) CONTROLLED GROUPS OF CORPORATIONS.—In the case
of a controlled group— o )

(i) the 500 wine gallon amount specified in para-
graph (2), )

(ii) the $800 amount specified in paragraph (3), and

(iii) the $500,000 amount specified in paragraph

UXCXiis),

shall be apportioned among the dealers who are component
members of such group in such manner as the Secretary
shall by regulations prescribe. For purposes of the preceding
sentence, the term ‘“controlled group” has the meaning
given to such term by subsection (a) of section 1563 of the
Tnternal Revenue Code of 195 except that for such pur-
poses the phrase “more than 50 percent” shall be substitut-
ed for the phrase “at least 80 percent” each place it appears
in such subsection.

(B) NONINCORPORATED DEALERS UNDER COMMON CON-
rroL.—Under regulations prescribed by the Secretary, prin-
ciples similar to the principles of subparagraph (A) shall
apply to a group of dealers under common control where 1
or more of such dealers is not a corporation.

(6) OTHER LAWS APPLICABLE.—AIll provisions of law, includ-
ing penalties, applicable with respect to the taxes imposed by
section 5001 of the Internal Revenue Code of 1954 shall, insofar
as applicable and not inconsistent with the provisions of this
subsection, apply in respect of the taxes imposed by paragraph
(1) to the same extent as if such taxes were imposed by such sec-
tion 5001.

(7) DEFINITIONS AND SPECIAL RULES.—For purposes of this
subsection—

(A) DEALER.—The term ‘dealer” means—

(i) any wholesale dealer in liquors (as defined in sec-
tion 5112(b) of the Internal Revenue Code of 1954), and
(ii) any retail dealer in liquors (as defined in section

5122(a) of such Code).

(B) DistiLLeED sPIRITS.—The term “distilled spirits” has
the meaning given such term by section 5002(a)(8) of the In-
ternal Revenue Code of 1954.

_(C) PERSON.—The term ‘person’ includes any State or po-
litical subdivision thereof, or any agency or instrumentality
of a State or political subdivision thereof.

(D) SECRETARY.—The term “Secretary” means the Secre-
tary of the Treasury or his delegate.

(E) TREATMENT OF IMPORTED PERFUMES CONTAINING DIS-
TILLED SPIRITS.—Any article described in section 5001(a)3)
of such Code shall be treated as distilled spirits; except
that the tax imposed by paragraph (1) shall be imposed on
a wine gallon basis in lieu of a proof gallon basis. To the
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extent provided in regulations prescribed by the Secretary,
the preceding sentence shall not apply to any article held
on Otctober 1, 1985, on the premises of a retail establish-
ment.
(¢) REQUIREMENT OF ELECTRONIC FUNDS TRANSFER FOR ALCOHOL
AND ToBacco ExcISE TAXES.—

(1) ALcoHOL TAXES.—Section 5061 (relating to method of col-
lecting tax on distilled spirits) is amended by adding at the end
thereof the following new subsection:

‘“(e) PAYMENT BY ELECTRONIC FUND TRANSFER.—

“(1) IN GENERAL.—Any person who in any 12-month period
ending December 31, was liable for a gross amount equal to or
exceeding $5,000,000 in taxes imposed on distilled spirits, wines,
or beer by sections 5001, 5041, and 5051 (or 7652), respectively,
shall pay such taxes during the succeeding calendar year by
electronic fund transfer to a Federal Reserve Bank.

‘(2) ELECTRONIC FUND TRANSFER.—The term ‘electronic fund
transfer’ means any transfer of funds, other than a transaction
originated by check, draft, or similar paper instrument, which
is tnitiated through an electronic terminal, telephonic instru-
ment, or computer or magnetic tape so as to order, instruct, or
authorize a financial institution to debit or credit an account.”

(2) ToBacco TAXES.—Subsection (b) of section 5703 (relating to
method of payment of tobacco taxes) 1s amended by adding at
the end thereof the following new paragraph:

‘43) PAYMENT BY ELECTRONIC FUND TRANSFER.—Any person
who in any 12-month period, ending December 31, was liable
for a gross amount equal to or exceeding $5,000,000 in taxes im-
posed on tobacco products and cigarette papers and tubes by sec-
tion 5701 (or 7653) shall pay such taxes during the succeeding

_-calendar year by electronic fund transfer (as defined in section
5061(e)2) to a Federal Reserve Bank.”
(d) EFFECTIVE DATES.—

(1) IN GeNErRAL.—Except as provided in paragraph (2), the
amendments made by this section shall take effect on October 1,
1985,

(2) ELECTRONIC TRANSFER PROVISIONS.—The amendments
made by subsection (c) shall apply to taxes required to be paid
on or after September 30, 1984.

Subtitle B—Tax-Exempt Entity Leasing

SEC. 31. DENIAL OF TAX INCENTIVES FOR PROPERTY LEASED TO GOVERN-
MENTS AND OTHER TAX-EXEMPT ENTITIES.

(a) GENERAL RuLe.—Section 168 (relating to accelerated cost re-
covery system) is amended by redesignating subsection (j) as subsec-
tion (k) and by inserting after subsection (i) the following new sub-
section:

“G) PROPERTY LEASED TO GOVERNMENTS AND OrHER Tax-EXEMPT
EnTITIES.— ) o

“1) IN GENERAL.—Notwithstanding any other provision of
this section, the deduction allowed under _subsectlon (@) (and
any other deduction allowable for depreciation or amortization)
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for any taxable year with respect to tax-exempt use property
shall be determined— _ ) )
“CA) by using the straight-line method (without regard to
salvage value), and ]
““B) by using a recovery period determined under the fol-

lowing table: .
The recovery period

“In the case of: shall be: )

(D Property not described The present class life
in subclause (ID or sub-
clause (I11).

(ID) Personal property with 12 years
no present class life.

(ID) 15-year real property .. 40 years

“C2) OPERATING RULES.—

“CfA) RECOVERY PERIOD MUST AT LEAST EQUAL 125 PER-
CENT OF LEASE TERM.—In the case of any tax-exempt use
property, the recovery period used for purposes of paragraph
(1) shall not be less than 125 percent of the lease term.

“(B) CONVENTIONS.—

‘li) PROPERTY OTHER THAN 15-YEAR REAL PROPER-
7v.—In the case of property other than 15-year real
property, the half-year convention shall apply for pur-
poses of paragraph (1).

“lit) 15-YEAR REAL PROPERTY.—In the case of 15-year
real property, the amount determined under paragraph
(1) shall be determined on the basis of the number of
months in the year in which the property is in service.

“(C) EXCEPTION WHERE LONGER RECOVERY PERIOD AP-
pLIES.—Paragraph (1) shall not apply to any recovery prop-
erty if the recovery period which applies to such property
(without regard to this subsection) exceeds the recovery
period for such property determined under this subsection.

‘YD) DETERMINATION OF CLASS FOR REAL PROPERTY
WHICH IS NOT RECOVERY PROPERTY.—In the case of any real
property which is not recovery property, for purposes of this
subsection, the determination of whether such property is
15-year real property shall be made as if such property were
recovery property.

“(E) COORDINATION WITH SUBSECTION (f)(12).—Paragraph
(12) of subsection (f) shall not apply to any tax-exempt use
Dproperty to which this subsection applies.

“(F) 18-YEAR REAL PROPERTY.—For purposes of this sec-
tion, the term ‘15-year real property’ includes ‘18-year real
property’.

. “(3) TAx-EXEMPT USE PROPERTY.—For purposes of this subsec-
ion—

“(A) PROPERTY OTHER THAN 15-YEAR REAL PROPERTY.—
Except as otherwise provided in this subsection, the term
tax-exempt use property’ means that portion of any tangi-
ble property (other than 15-year real property) leased to a
lax-exempt entity.

“B) ‘1‘ 5-YEAR REAL PROPERTY.—
i) IN GENERAL. —In the case of 15-year real proper-
ty, the term ‘tax-exempt use property’ means that por-
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tion of the property leased to a tax-exempt entity in a
disqualified lease.

“(it) DISQUALIFIED LEASE.—For purposes of this sub-
paragraph, the term ‘disqualified lease’ means any
l_?ase of the property to a tax-exempt entity, but only
l —

“() part or all of the property was financed (di-
rectly or indirectly) by an obligation the interest on
which is exempt from tax under section 103 and
such entity (or a related entity) participated in
such financing,

“(II) under such lease there is a fixed or deter-
minable price purchase or sale option which in-
volves such entity (or a related entity) or there is
the equivalent of such an option,

“(IID) such lease has a lease term in excess of 20
years, or

“0V) such lease occurs after a sale (or other
transfer) of the property by, or lease of the property
from, such entity (or a related entity) and such
property has been used by such entity (or a related
entity) before such sale (or other transfer) or lease.

“(iii) 35-PERCENT THRESHOLD TEST.—Clause (i) shall
apply to any property only if the portion of such proper-
ty leased to tax-exempt entities in disqualified leases is
more than 35 percent of the property.

“Giv) TREATMENT OF IMPROVEMENTS.—For purposes
of this subparagraph, improvements to a property
(other than land) shall not be treated as a separate
property.

“(v) LEASEBACKS DURING 1ST 3 MONTHS OF USE NOT
TAKEN INTO ACCOUNT.—Subclause (IV) of clause (ii)
shall not apply to any property which is leased within
4 months after the date such property is first used by
the tax-exempt entity (or a related entity).

“(C) EXCEPTION FOR SHORT-TERM LEASES.—

“G) IN GENERAL.—Property shall not be treated as
tax-exempt use property merely by reason of a short-
term lease. )

‘“ltit) SHORT-TERM LEASE.—For purposes of clause (i),
the term ‘short-term lease’ means any lease the term of
which is—

“D less than 8 years, and

“ID) less than the greater of I year or 30 percent
of the property’s present class life. _

In the case of 15-year real property and property with
no present class life, subclause (II) shall not apply.

‘(D) EXCEPTION WHERE PROPERTY USED IN UNRELATED
TRADE OR BUSINESS.—The term ‘tax-exempt use property
shall not include any portion of a property if such portion
is predominantly used by the tax-exempt entity (directly or
through a partnership of which such entity is a partner) in
an unrelated trade or business the income of which is sub-
Jject to tax under section 511.
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“4) TAX-EXEMPT ENTITY.— ) .

““A) IN GENERAL.—For purposes of this subsection, the
term ‘tax-exempt entity’ means— o o

“i) the United States, any State or'polmcal subdivi-
sion thereof, any possession of the United States, or any
agency or instrumentality of any of the foregoing,

“41) an organization (other than a cooperative de-
scribed in section 521) which is exempt from tax im-
posed by this chapter, and )

“Uiti) any foreign person or entity.

“(B) EXCEPTIONS FOR CERTAIN PROPERTY USED BY FOR-
EIGN PERSON OR ENTITY.—

“i) INCOME FROM PROPERTY SUBJECT TO UNITED
STATES TaAXx.—Clause (iii) of subparagraph (A) shall not
apply with respect to any property if more than 50 per-
cent of the gross income for the taxable year derived by
the foreign person or entity from the use of such proper-
ty is—

“D subject to tax under this chapter, or
“dD included under section 951 in the gross
tncome of a United States shareholder for the tax-
able year with or within which ends the taxable
year of the controlled foreign corporation in which
such income was derived.
For purposes of the preceding sentence, any exclusion or
exemption shall not apply for purposes of determining
the amount of the gross income so derived, but shall
apply for purposes of determining the portion of such
gross income subject to tax under this chapter.

*i1) MovIES AND SOUND RECORDINGS.—Clause (iii) of
subparagraph (A) shall not apply with respect to any
qualified film (as defined in section 48(R)IXB)) or any
sound recording (as defined in section 48(r)).

“(C) FOoREIGN PERSON OR ENTITY.—For purposes of this
paragra})h, the term ‘foreign person or entity’ means—

“i) any foreign government, any international orga-
nization, or any agency or instrumentality of any of the
foregoing, and

“(ii) any person who is not a United States person.

Such term does not include any foreign partnership or
other foreign pass-thru entity.

“‘D) TREATMENT OF CERTAIN TAXABLE INSTRUMENTAL-
171ES.—For purposes of this subsection and paragraph (5) of
section 48(a), a corporation shall not be treated as an in-
strumentality of the United States or of any State or politi-
cal subdivision thereof if—

_ ") all of the activities of such corporation are sub-
]ec‘f to tax under this chapter, and

(1) a majority of the board of directors of such cor-
poration is not selected by the United States or any

. S"tate or political subdivision thereof.

(E) ‘QERTAIN PREVIOUSLY TAX-EXEMPT ORGANIZATIONS.—

(1) IN GENERAL.—For purposes of this subsection
and paragraph (4) of section 48(a), an organization
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shall be treated as an organization described in sub-
paragraph (A)(it) with respect to any property of which
such organization is the lessee if such organization was
an organization (other than a cooperative described in
section 521) exempt from tax imposed by this chapter at
any time during the 5-year period ending on the date
such property was first leased to such organization.
The preceding sentence shall not apply to the Federal
Home Loan Mortgage Corporation.
“(ii) ELECTION NOT TO HAVE CLAUSE (i) APPLY.—

“D In GENERAL.—In the case of an organization
formerly exempt from tax under section 501(a) as
an organization described in section 501(c)X19),
clause (i) shall not apply to such organization with
respect to any property of which such organization
is the lessee if such organization elects not to be
exempt from tax under section 501(a) during the
tax-exempt use period with respect to such proper-
ty.

‘(1D Tax-exempT USE PERIOD.—For purposes of
subclause (I), the term ‘tax-exempt use period’
means the period beginning with the taxable year
in which the property described in subclause (I) is
placed in service and ending with the close of the
15th taxable year following the last taxable year of
the recovery period of such property.

“dID) ELectioN.—Any election under subclause
(), once made, shall be irrevocable.

“(iii) TREATMENT OF SUCCESSOR ORGANIZATIONS.—
Any organization which is engaged in activities sub-
stantially similar to those engaged in by a predecessor
organization shall succeed to the treatment under this

subparagraph of such predecessor organization.
‘t5) SPECIAL RULES FOR CERTAIN HIGH TECHNOLOGY EQUIP-

MENT.—

‘‘A) EXEMPTION WHERE LEASE TERM IS 5 YEARS OR
LESS.—For purposes of this subsection, the term ‘tax-exempt
use property’ shall not include any qualified technological
equipment if the lease to the tax-exempt entity has a lease
term of § years or less.

‘YB) RECOVERY PERIOD WHERE LEASE TERM IS GREATER
THAN 5 YEARS.—In the case of any qualified technological
equipment not described in subparagraph (A) and which is
not property to which subsection (f((2) applies, the recovery
period used for purposes of paragraph (1) shall be 5 years.

“C) QuALIFIED TE}CL‘HNOLOGICAL EQUIPMENT.—For pur-

oses of this paragraph— ) .
P ﬁ(i) INp GEJgERﬁL.—Except as otherwise provided in
this subparagraph, the term ‘qualified technological
equipment’ means— ) )
“CI) any computer or peripheral equipment,
“II) any high technology telephqne station
equipment installed on the customers premises,
and
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“III) any high technology medical equipment,
“(ii) EXCEPTION FOR CERTAIN PROPERTY.—The term
‘qualified technological equipment’ shall not include
any property leased to a tax-exempt entity if— .

“I) part or all of the property was financed (di-
rectly or indirectly) by an obligation the interest on
which is exempt from tax under section 103,

“TII) such lease occurs after a sale (or other
transfer) of the property by, or lease of such proper-
ty from, such entity (or related entity) and such
property has been used by such entity (or a related
entity) before such sale (or other transfer) or lease,

or
. “I1ID) such tax-exempt entity is the United States
or any agency or instrumentality of the United
States.

‘“(iti) LEASEBACKS DURING 1ST 3 MONTHS OF USE NOT
TAKEN INTO ACCOUNT.—Subclause (II) of clause (ii)
shall not apply to any property which is leased within
8 months after the date such property is first used by
the tax-exempt entity (or a related entity).

“(iv) PROPERTY NOT SUBJECT TO RAPID OBSOLESCENCE
MAY BE EXCLUDED.—The term ‘qualified technological
equipment’ shall not include any equipment described
in subclause (II) or (III) of clause (i)—

“‘) which the Secretary determines by regula-
tions is not subject to rapid obsolescence, and

‘1D which s placed in service after the date on
which final regulations implementing such deter-
mination are published in the Federal Register.

“(D) CoMPUTER OR PERIPHERAL EQUIPMENT DEFINED.—
For purposes of this paragraph—

“(1) IN GENERAL.—The term ‘computer or peripheral
equipment’ means—

“) any computer, and

“(ID any related peripheral equipment.

“(ii) ComPUTER.—The term ‘computer’ means a pro-
grammable electronically activated device which—

“(D is capable of accepting information, applying
prescribed processes to the information, and sup-
plying the results of these processes with or with-
out human intervention, and

“dD consists of a central processing unit con-
taining extensive storage, logic, arithmetic, and
control capabilities.

“(tii) RELATED PERIPHERAL EQUIPMENT.—The term
‘related peripheral equipment’ means any auxiliary
machine (whether on-line or off-line) which is designed
to be placed under the control of the central processing
unit of a computer.

“(iv) EXCEPTIONS.—The term ‘computer or peripheral
equipment’ shall not include—

“(D) any equipment which is an integral part of
other property which is not a computer,



23
“Ilj typewriters, calculators, adding and ac-
counting machines, copiers, duplicating equipment,
and similar equipment, and
“ID equipment of a kind used primarily for

3 amusement or entertainment of the user.

(E) HIGH TECHNOLOGY MEDICAL EQUIPMENT.—For pur-
poses of this paragraph, the term ‘high technology medical
equipment’ means any electronic, electromechanical or
computer-based high technology equipment used in the
screening, monitoring, observation, diagnosis, or treatment
of patients in a laboratory, medical, or hospital environ-
ment.

“(6) OTHER SPECIAL RULES.—For purposes of this subsection—

“{A) LEase.—The term ‘lease’ includes any grant of a
right to use property.

“(B) LEASE TERM.—In determining a lease term—

“li) there shall be taken into account options to
renew, and

“li) 2 or more successive leases which are part of the
same transaction (or a series of related transactions)
with respect to the same or substantially similar prop-
erty shall be treated as 1 lease.

“C) SPECIAL RULE FOR FAIR RENTAL OPTIONS ON 15-YEAR
REAL PROPERTY.—For purposes of clause (i) of subpara-
graph (B), in the case of 15-year real peoperty, there shall
not be taken into account any option to renew at fair
market value, determined at the time of renewal.

“(7) RELATED ENTITIES.—For purposes of this subsection—

“(A)i) Each governmental unit and each agency or in-
strumentality of a governmental unit is related to each
other such unit, agency, or instrumentality which directly
or indirectly derives its powers, rights, and duties in whole
or in part from the same sovereign authority.

“(ii) For purposes of clause (i), the United States, each
State, and each possession of the United States shall be
treated as a separate sovereign authority.

‘‘B) Any entity not described in subparagraph (A)i) is re-
lated to any other entity if the 2 entities have—

“(i) significant common purposes and substantial
common membership, or

“Gi) directly or indirectly substantial common direc-
tion or control.

“CXi) An entity is related to another entity if either
entity owns (directly or through 1 or more entities) a 50 per-
cent or greater interest in the capital or profits of the other
entity.

“(ijil) For purposes of clause (i), entities treated as related
under subparagraph (A) or (B) shall be trjeated as 1 entity.

“D) An entity is related to another entity with respect to
a transaction if such transaction is part of an attempt by
such entities to avoid the application of this subsection, sec-
tion 46(e), paragraph (4) or (5) of section 48(a), or clause (vi)
of section 48(g)N2)(B).
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“(8) TAX-EXEMPT USE OF PROPERTY LEASED TO PARTNERSHIPS,
ETC., DETERMINED AT PARTNER LEVEL.—For purposes of this
subsection and paragraphs (4) and (5) of section 48(a)—

“YA) IN GENERAL.—In the case of any property which is
leased to a partnership, the determination of whether any
portion of such property is tax-exempt use propertgj shall be
made by treating each tax-exempt entity partner’s propor-
tionate share (determined under paragraph (9(C)) of such
property as being leased to such partner.

“(B) OTHER PASS-THRU ENTITIES; TIERED ENTITIES.—Rules
similar to the rules of subparagraph (A) shall also apply in
the case of any pass-thru entity other than a partnership
and in the case of tiered partnerships and other entities.

“(C) PRESUMPTION WITH RESPECT TO FOREIGN ENTITIES.—
Unless it is otherwise established to the satisfaction of the
Secretary, it shall be presumed that the partners of a for-
eign partnership (and the beneficiaries of any other foreign
pass-thru entity) are persons who are not United States per-
sons.

“(9) TREATMENT OF PROPERTY OWNED BY PARTNERSHIPS,
ETC.—

“YfA) IN GenNErRaL.—For purposes of this subsection and
paragraphs (4) and (5) of section 48(a), if—

“(1) any property which (but for this subparagraph) is
not tax-exempt use property is owned by a partnership
which has both a tax-exempt entity and a person who
is not a tax-exempt entity as partners, and

“Gii) any allocation to the tax-exempt entity of part-
nership items is not a qualified allocation,

an amount equal to such tax-exempt entity’s proportionate
share of such property shall (except as provided in para-
graph (3)(D)) be treated as tax-exempt use property.

“YB) QUALIFIED ALLOCATION.—For purposes of subpara-
graph (A), the term ‘qualified allocation’ means any alloca-
tion to a tax-exempt entity which—

‘() is consistent with such entity’s being allocated
the same distributive share of each item of income,
gain, loss deduction, credit, and basis and such share
remains the same during the entire period the entity is
a partner in the partnership, and

“(i) has substantial economic effect within the
meaning of section 704(b)(2).

For purposes of this subparagraph, items allocated under
section 704(c) shall not be taken into account.
“(C) DETERMINATION OF PROPORTIONATE SHARE.—
(i) IN GENERAL.—For purposes of subparagraph (A),
a tax-exempt entity’s proportionate share of any proper-
ty owned by a partnership shall be determined on the
basis of such entity’s share of partnership items of
income or gain (excluding gain allocated under section
724(0)), whichever results in the largest proportionate
share.
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“(ii) DETERMINATION WHERE ALLOCATIONS VARY.—
For purposes of clause (i), if a tax-exempt entity’s share
of partnership items of income or gain (excluding gain
allocated under section 704(c)) may vary during the
period such entity is a partner in the partnership, such
share shall be the highest share such entity may re-
ceive.

‘D) OTHER PASS-THRU ENTITIES; TIERED ENTITIES.—Rules
similar to the rules of subparagraphs (A), (B), and (C) shall
also apply in the case of any pass-thru entity other than a
partnership and in the case of tiered partnerships and
other entities.

“(E) REGuLATIONS.—For purposes of determining whether
there is a qualified allocation under subparagraph (B), the
regulations prescribed under paragraph (10) for purposes of
this paragraph—

“@1) shall set forth the proper treatment for partner-
ship guaranteed payments, and

“(ii) may provide for the exclusion or segregation of
items.

“010) RecguraTioNs.—The Secretary shall prescribe such regu-
lations as may be necessary or appropriate to carry out the pur-
poses of this subsection.”

(b) DENiaL oF INVESTMENT TAax CREDIT FOR ProPERTY USED BY
ForerGN GOvERNMENTS AND OTHER FOREIGN PERSONS.—Paragraph
(5) of section 48(a) (relating to property used by governmental units)
is amended to read as follows:

“5) PROPERTY USED BY GOVERNMENTAL UNITS OR FOREIGN
PERSONS OR ENTITIES.—

“(A) IN GENERAL.—Property used—

“G) by the United States, any State or political subdi-
vision thereof, any possession of the United States, or
any agency or instrumentality of any of the foregoing,
or

“(ii) by any foreign person or entity (as defined in sec-
tion 168G)4XC)), but only with respect to property to
which section 168()(4)AXiii) applies (determined after
the application of section 168G)4)(B)),

shall not be treated as section 38 property.

“B) EXCEPTION FOR SHORT-TERM LEASES.—

“t) In GeNEraL.—This paragraph and paragraph (4)
shall not apply to any property by reason of use under
a lease with a term of less than 6 months (determined
under section 168G )X6)).

“(ii) EXCEPTION FOR CERTAIN OIL DRILLING PROPERTY
AND CERTAIN CONTAINERS.—For purposes of this para-
graph and paragraph (4), clause (i) shall be applied by
substituting the lease term limitation in section
168GX3)(C)ii) for the lease term l}mztatzon in clause‘ 1)
in the case of property which is leased to a foreign
person or entity and— o ’

“T) which is used in offshore drilling for oil and
gas (including drilling vessels, barges, platforms,



U

and drilling equipment) and support vessels with
respect to such property, and ) ) ]

“ID which is a container described in section
48(a)(2)(B)vi) (without regard to whether such con-
tainer is used outside the United States) or con-
tainer chassis or trailer but only if such container,
chassis, or trailer has a present class life of not
more than 6 years.

“(iii) EXCEPTION FOR CERTAIN AIRCRAFT.—

“1 IN GENERAL.—In the case of any aircraft to
which section 47(a)X7) applies and which is leased
to a foreign person or entity before January I,
1990, clause (1) shall be applied by substituting ‘3
years’ for ‘6 months’.

“(II) RECAPTURE PERIOD EXTENDED.—For pur-
poses of applying subparagraph (B) of section
47aX5) and paragraph (1) of section 47(a), there
shall not be teken into account any period of the
lease to which subclause (I) applies.

‘““C) EXCEPTION FOR QUALIFIED REHABILITATED BUILDINGS
LEASED TO GOVERNMENTS, ETC.—If any qualified rehabili-
tated building is leased to a governmental unit (or a for-
eign person or entity), this paragraph shall not apply to

-that portion of the basis of such building which is attribut-
able to qualified rehabilitation expenditures.

“(D) CROSS REFERENCE.—

“For provisions providing special rules for the application of this para-

graph and paragraph (4), see section 168(j).”

(¢c) REHABILITATION CrEDIT NorT To ApPLY WHERE PROPERTY
Usep By Tax-ExempT ENTITY.—

(1) In GENERAL.—Subparagraph (B) of section 48(gX2) (relat-
ing to certain expenditures not treated as qualified rehabilita-
tion expenditures) is amended by adding at the end thereof the
following new clause:

“(vt) TAX-EXEMPT USE PROPERTY.—

“I) IN GENERAL.—Any expenditure in connection
with the rehabilitation of a building which is allo-
cable to that portion of such building which is (or
may reasonably be expected to be) tax-exempt use
property (within the meaning of section 168(G(3)).

“lD CLAUSE NOT TO APPLY FOR PURPOSES OF
PARAGRAPH (1)(C).—This clause shall not apply for
purposes of determining under paragraph (1)(C)
whether a building has been substantially reha-
bilitated.”

(2) TecHNICAL AMENDMENT.—Clause (i) of section 48(gX2\(B) is
amend‘e‘d by adding at the end thereof the following new sen-
tence: “The preceding sentence shall not apply to any expendi-
ture to the extent subsection (f)(12) or (j) of section 168 applies to
such expenditure.”

(d) AutHORITY TO PRESCRIBE PRESENT CLASS LIFE FOR CERTAIN
PrOPERTY.—Paragraph (2) of section 168(g) (defining present class
life) is amended by adding at the end thereof the following new sen-
tence: “If any property (other than section 1250 class property) does
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not have a present class life within the meaning of the preceding
sentence, the Secretary may prescribe a present class life for such
property which reasonably reflects the anticipated useful life of such
property to the industry or other group.”

(e) TREATMENT OF CERTAIN CONTRACTS FOR PROVIDING SERVICES,
Erc.—Section 7701 (relating to definitions), as amended by this Act,
is amended by redesignating subsection (e) as subsection (f) and by
inserting after subsection (d) the following new subsection.:

“e) TREATMENT OF CERTAIN CONTRACTS FOR PrOVIDING SERV-
ICcES, Erc.—For purposes of chapter 1—

‘(1) IN GENERAL.—A contract which purports to be a service
contract shall be treated as a lease of property if such contract
is properly treated as a lease of property, taking into account all
relevant factors including whether or not—

“(A) the service recipient is in physical possession of the
property,

“(B) the service recipient controls the property,

“(C) the service recipient has a significant economic or
possessory interest in the property,

“CD) the service provider does not bear any risk of sub-
stantially diminished receipts or substantially increased ex-
penditures if there is nonperformance under the contract,

‘(E) the service provider does not use the property concur-
rently to provide significant services to enti