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100TH CONGRESS I REPORT

2d Session HOUSE OF REPRESENTATIVES 100-1104

TECHNICAL AND MISCELLANEOUS REVENUE ACT OF 1988

OCTOBER 21, 1988.-Ordered to be printed

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

CONFERENCE REPORT

[To accompany H.R. 4333]

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

That the House recede from its disagreement to the amendment
of the Senate and agree to the same with an amendment as fol-
lows:

In lieu of the matter proposed to be inserted by the Senate
amendment insert the following:
SECTION 1. SHORT TITLE; ETC.

(a) SHORT TITLE.-This Act may be cited as the "Technical and
Miscellaneous Revenue Act of 1988".

(b) DEFINITIoNs. -For purposes of this Act-
(1) 1986 cODE.-The term '1986 Code" means the Internal

Revenue Code of 1986.
(2) REFORM ACT.-Except where incompatible with the intent,

the term "Reform Act" means the Tax Reform Act of 1986.
(C) CLERICAL AMENDMENT.-Paragraph (29) of section 7701(a) of

the 1986 Code is amended by striking out "of 1954 " and inserting in
lieu thereof "of 1986".

(d) TABLE OF CONTENTS.-
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TITLE I-TECHNICAL CORRECTIONS TO
TAX REFORM A CT OF 1986

SEC. 1001. AMENDMENTS RELATED TO TITLE I OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 101 OF THE REFORM

ACT.-
(1) Paragraph (2) of section 6867(b) of the 1986 Code is amend-

ed by striking out "at a 50-percent rate" and inserting in lieu
thereof "at the highest rate of tax specified in section 1 ".

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

"SEC. 531. IMPOSITION OF ACCUMULATED EARNINGS TAX.

"In addition to other taxes imposed by this chapter, there is
hereby imposed for each taxable year on the accumulated taxable
income (as defined in section 535) of each corporation described in
section 532, an accumulated earnings tax equal to 28 percent of the
accumulated taxable income."

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

(3) The last sentence of section 1(g)(2) of the 1986 Code is
amended by inserting before the period at the end thereof the
following: "and subparagraph (B) shall be applied as if a de-
duction for a personal exemption were allowable under section
151 to such individual for such individual's spouse."

(b) AMENDMENTS RELATED TO SECTION 102 OF THE REFORM

ACT.-
(1) Paragraph (5) of section 63(c) of the 1986 Code is amend-

ed-
(A) by striking out "the standard deduction applicable"

and inserting in lieu thereof "the basic standard deduction
applicable", and

(B) by striking out "STANDARD DEDUCTION" in the para-
graph heading and inserting in lieu thereof "BASIC STAND-

ARD DEDUCTION"

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

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

(3)(A) Subparagraph (A) of section 62(a)(2) of the 1986 Code is

amended by adding at the end thereof the following new sen-
tence: "The fact that the reimbursement may be provided by a
third party shall not be determinative of whether or not the pre-
ceding sentence applies."

(B) Paragraph (2) of section 527(e) of the 1986 Code (defining
exempt function) is amended by adding at the end thereof the
following new sentence: "Such term includes the making of ex-
penditures relating to an office described in the preceding sen-



tence which, if incurred by the individual, would be allowable
as a deduction under section 162(a)."

(c) AMENDMENT RELATED TO SECTION 111 OF THE REFORM ACT.-
Paragraph (3) of section 32(i) of the 1986 Code is amended to read as
follows:

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

(d) AMENDMENTS RELATED TO SECTION 123 OF THE REFORM

ACT.-
(1)(A) Clause (ii) of section 4941(d)(2)(G) of the 1986 Code is

amended to read as follows:
"(ii) scholarships and fellowship grants which would

be subject to the provisions of section 117(a) (as in
effect on the day before the date of the enactment of
the Tax Reform Act of 1986) and are to be used for
study at an educational organization described in sec-
tion 170(b)(1)(A)(ii), ".

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

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

(2)(A) The second sentence of section 1441(b) of the 1986 Code
is amended to read as follows: "The items of income referred to
in subsection (a) from which tax shall be deducted and with-
held at the rate of 14 percent are amounts which are received by
a nonresident alien individual who is temporarily present in
the United States as a nonimmigrant under subparagraph (F),
(J), or (M) of section 101(a)(15) of the Immigration and Nation-
ality Act and which are-

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

"(2) in the case of an individual who is not a candidate for a
degree at an educational organization described in
170(b)(1)(A)(ii), granted by-

"(A) an organization described in section 501(c)(3) which
is exempt from tax under section 501(a),

"(B) a foreign government,
"(C) an international organization, or a binational or

multinational educational and cultural foundation or com-
mission created or continued pursuant to the Mutual Edu-
cational and Cultural Exchange Act of 1961, or

"(D) the United States, or an instrumentality or agency
thereof, or a State, or a possession of the United States, or
any political subdivision thereof, or the District of Colum-
bia,



as a scholarship or fellowship for study, training, or research in
the United States."

(B) Subsection (c) of section 871 of the 1986 Code is amend-
ed-

(i) by striking out "section 1441(b)(1) or (2)" and inserting
in lieu thereof "the second sentence of section 1441(b)'" and

(ii) by striking out "(F) or (J)" each place it appears and
inserting in lieu thereof "(F), (J), or (M)".

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

(i) Section 3121(b)(19).
(ii) Section 3231(e)(1).
(iii) Section 3306(c)(19).

(D) Clause (i)(I) of section 7701(b)(5)(D) of the 1986 Code is
amended by striking out "subparagraph (F)" and inserting in
lieu thereof "subparagraph (F) or (M)".

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

(e) AMENDMENT RELATED TO SECTION 131 OF THE REFORM A cT.-

Subsection (f) of section 86 of the 1986 Code is amended by inserting
"and" at the end of paragraph (3), by striking out paragraph (4),
and by redesignating paragraph (5) as paragraph (4).

(f) AMENDMENTS RELATED TO SECTION 132 OF THE REFORM A CT.-

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

"(f) COORDINATION WITH OTHER LIMITATION.-This section shall
be applied before the application of the dollar limitation of the last
sentence of section 162(a) (relating to trade or business expenses)."

(2) Paragraph (4) of section 67(b) of the 1986 Code is amend-
ed-

(A) by striking out "deduction" and inserting in lieu
thereof "deductions ", and

(B) by inserting before the comma at the end thereof "and
section 642(c) (relating to deduction for amounts paid or
permanently set aside for a charitable purpose)".

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

"(e) DETERMINATION OF ADJUSTED GROSS INCOME IN CASE OF Es-
TATES AND TRUSTS. -For purposes of this section, the adjusted gross
income of an estate or trust shall be computed in the same manner
as in the case of an individual, except that-

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

"(2) the deductions allowable under sections 642(b), 651, and
661,

shall be treated as allowable in arriving at adjusted gross income.
Under regulations, appropriate adjustments shall be made in the
application of part I of subchapter J of this chapter to take into ac-
count the provisions of this section. "



(4) Subsection (c) of section 67 of the 1986 Code is amended by
striking out the last sentence and inserting in lieu thereof the
following: "The preceding sentence shall not apply-

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

"(2) except as provided in regulations, with respect to estates
and trusts."

(g) AMENDMENTS RELATED TO SECTION 142 OF THE REFORM

ACT.-
(1) Subparagraph (A) of section 274(n)(2) of the 1986 Code is

amended to read as follows:
"(A) such expense is described in paragraph (2), (3), (4),

(7), (8), or (9) of subsection (e), ".
(2) Paragraph (2) of section 274(k) of the 1986 Code is amend-

ed to read as follows:
"(2) ExcEPTIoNs.-Paragraph (1) shall not apply to-

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

"(B) any other expense to the extent provided in regula-
tions."

(3) Clause (ii) of section 274(m)(1)(B) of the 1986 Code is
amended to read as follows:

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

(4)(A) Paragraph (2) of section 274(n) of the 1986 Code is
amended-

(i) by striking "or" at the end of subparagraph (C),
(ii) by striking the period at the end of subparagraph (D)

and inserting ", or", and
(iii) by adding at the end thereof the following:
"(E) in the case of an employer who pays or reimburses

moving expenses of an employee, such expenses are includ-
ible in the income of the employee under section 82.

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

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

(i) Section 3121(a)(11).
(ii) Section 3306(b)(9).
(iii) Section 3401(a)(15).

(C) Section 209(k) of the Social Security Act is amended by
striking out "section 217 of the Internal Revenue Code of 1954"
and inserting in lieu thereof "section 217 of the Internal Reve-
nue Code of 1986 (determined without regard to section 274(n)
of such Code)"

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

(h) AMENDMENTS RELATED TO SECTION 143 OF THE REFORM

ACT.-



(1) Paragraph (5) of section 280A(c) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: "Any amount taken into account for any taxable year
under the preceding sentence shall be subject to the limitation
of the 1st sentence of this paragraph whether or not the dwell-
ing unit is used as a residence during such taxable year. "

(2) Clause (ii) of section 280A(c)(5)(B) of the 1986 Code is
amended by striking out "trade or business" and inserting in
lieu thereof "trade or business (or rental activity)".

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

SEC. 1002. AMENDMENTS RELATED TO TITLE II OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 201 OF THE REFORM
ACT.-

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

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

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

(4) Paragraph (4) of section 46(e) of the 1986 Code is amend-
ed-

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

(B) by striking out '"paragraphs (8) and (9) of section
168U)" in subparagraph (D) and inserting in lieu thereof
'"paragraphs (5) and (6) of section 168(h)",

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

(D) by striking out "168(j)(4)" in subparagraph (E) and
inserting in lieu thereof "168(h)(2)".

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

(6)(A) Subparagraph (B) of section 168(f)(5) of the 1986 Code is
amended-

(i) by striking out "1st full taxable year" in clause (ii)
and inserting in lieu thereof "1st taxable year", and

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

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

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

"(C) SPECIAL RULE.-In the case of any property to which
this section would apply but for this paragraph, the depre-
ciation deduction under section 167 shall be determined
under the provisions of this section as in effect before the



amendments made by section 201 of the Tax Reform Act of
1986."

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

(B) Subparagraph (B) of section 168(i)(7) of the 1986 Code is
amended to read as follows:

"(B) TRANSACTIONS cOvERED.-The transactions de-

scribed in this subparagraph are-
"(i) any transaction described in section 332, 351,

361, 371(a), 374(a), 721, or 731, and
"(ii) any transaction between members of the same

affiliated group during any taxable year for which a
consolidated return is made by such group.

Subparagraph (A) shall not apply in the case of a termina-
tion of a partnership under section 708(b)(1)(B). "

(C) Subparagraph (D) of section 168(i)(7) of the 1986 Code is
hereby repealed.

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

"(B) EXCEPTION FOR CERTAIN PROPERTY SUBJECT TO

UNITED STATES TAX AND USED BY FOREIGN PERSON OR

ENTITY.-Clause (iii) of subparagraph (A) shall not apply
with respect to any property if more than 50 percent of the
gross income for the taxable year derived by the foreign
person or entity from the use of such property is-

"(i) subject to tax under this chapter, or
"(ii) included under section 951 in the gross income

of a United States shareholder for the taxable year
with or within which ends the taxable year of the con-
trolled foreign corporation in which such income was
derived.

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

(9) Subsection (a) of section 178 of the 1986 Code is amended
by striking out "the deduction allowable to a lessee of a lease
for any taxable year for amortization under section 167, 169,
179, 185, 190, 19.3, or 194" and inserting in lieu thereof "the de-
duction allowable to a lessee for exhaustion, wear and tear, ob-
solescence, or amortization".

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

(11)(A) Paragraph (2) of section 168(b) of the 1986 Code is
amended to read as follows:



"(2) 150 PERCENT DECLINING BALANCE METHOD IN CERTAIN

CASES.-Paragraph (1) shall be applied by substituting '150 per-
cent'for '200percent' in the case of-

"(A) any 15-year or 20-year property, or
"(B) any property (other than property described in para-

graph (3)) with respect to which the taxpayer electhc under
paragraph (5) to have the provisions of this pa.-agraph
apply. "

(B) Paragraph (5) of section 168(b) of the 1986 Code is amend-
ed by striking out "under paragraph (3)(C)" and inserting in
lieu thereof "under paragraph (2M(B) or (3)(C)".

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

"(c) APPLICABLE RECOVERY PERIOD.-For purposes of this sec-
tion-

"(1) IN GENEAL.-Except as provided in paragraph (2), the
applicable recovery period shall be determined in accordance
with the following table:

The applicable
"In the case of. recovery period is:

3-yea r p rop erty ...............................................yar................. . . . 3 years
5-year p rop erty ............................................................................ 5 years
7-year property ....... .................. ........................................ 7 ears
10-yea r p rop erty .......................................................................... 10 years
15-year p rop erty ......................................................................... 15 years
20-year p rop erty ......................................................................... 20 years
R esidential rental property ...................................................... 27.5 years
Nonresidential real property .................................................. . 21.5 yecrs.

"(2) PROPERTY FOR WHICH 150 PERCENT METHOD ELECTED. -In
the case of property to which an election under subsection
(b)(2)(B) applies, the applicable recovery period shall be deter-
mined under the table contained in subsection (g)(2)(C)."

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

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

CIA TION DEDUCTION"
(14) Paragraph (5) of section 48(a) of the 1986 Code is amend-

ed-
(A) by striking out "168(j)(4)(C)" and inserting in lieu

thereof "168(h)(2)(C)"
(B) by striking out "168(j)(4)(A)(iii)" and inserting in lieu

thereof "168(h)(2)(A)(iii) 7,
(C) by striking out "168(j)(4)(B)" and inserting in lieu

thereof "168(h)(2)(B)7,
(D) by striking out "168(j)(6)" and inserting in lieu there-

of "168(i)(3)"
(E) by striking out "168(j)(3)(C)(ii)" and inserting in lieu

thereof "168(h1(C)(ii) ",
(F) by striking out "paragraphs (8) and (9) of section

168(j)" and inserting in lieu thereof '"paragraphs (5) and (6)
of section 168(h)", and



(G) by striking out subparagraph (E) and inserting in lieu
thereof the following:

"(E) CROSS REFERENCE.-

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

and paragraph (4), see section 168(h). "

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

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

(B) by striking out "present class life" and inserting in
lieu thereof "class life", and

(C) by striking out "168(g)(2)" and inserting in lieu there-
of "1 68(i)(1)".

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

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

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

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

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

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

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

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

(D) by striking out "RECOVERY PROPERTY" in the para-
graph heading and inserting in lieu thereof "PROPERTY TO

WHICH SECTION 168 APPLIES ".

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

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

(20) Section 48 of the 1986 Code is amended by redesignating
the subsection (s) relating to cross references as subsection (t).

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

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

(23)(A) Subparagraph (B) of section 168(d)(3) of the 1986 Code
is amended to read as follows:



"(B) CERTAIN PROPERTY NOT TAKEN INTO ACCOUNT.-For

purposes of subparagraph (A), there shall not be taken into
account-

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

"(ii) any other property placed in service and dis-
posed of during the same taxable year."

(B) Clause (ii) of section 168(d)(3)(B) of the 1986 Code (as
added by subparagraph (A)) shall apply to taxable years begin-
ning after March 31, 1988, unless the taxpayer elects, at such
time and in such manner as the Secretary of the Treasury or his
delegate may prescribe, to have such clause apply to taxable
years beginning on or before such date.

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

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

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

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

(26)(A) Subparagraph (E) of section 47(a)(5) of the 1986 Code
is amended by adding at the end thereof the following new
clause:

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

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

(C) Clause (iii) of section 47(a)(5)(E) of the 1986 Code is
amended by striking out "section 168(c)" and inserting in lieu
thereof "section 168(e)".

(27) Subparagraph (A) of section 47(a)(9) of the 1986 Code is
amended by striking out "section 168(j)(4)(C)" and inserting in
lieu thereof "section 168(h)(2)".

(28) Clause (i) of section 47(d)(3)(C) of the 1986 Code is amend-
ed-

(A) by striking out '"present class life (as defined in sec-
tion 168(g)(2))" and inserting in lieu thereof "class life (as
defined in section 168(i)(1))", and

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

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

(30) Subparagraph (C) of section 48(l)(2) of the 1986 Code is
amended by striking out "which is recovery property (within the



meaning of section 168)" and inserting in lieu thereof "to which
section 168 applies".

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

(b) AMENDMENTS RELATED TO SECTION 202 OF THE REFORM

ACT.-
(1) Paragraph (3) of section 179(b) of the 1986 Code is amend-

ed to read as follows:
"(3) LIMITATION BASED ON INCOME FROM TRADE OR BUSI-

NESS.-
"(A) IN GENERAL.-The amount allowed as a deduction

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

"(B) CARRYOVER OF DISALLOWED DEDUCTION.-The

amount allowable as a deduction under subsection (a) for
any taxable year shall be increased by the lesser of-

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

"(ii) the excess (if any) of-
"(I) the limitation of paragraphs (1) and (2) (or if

lesser, the aggregate amount of taxable income re-
ferred to in subparagraph (A)), over

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

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

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

(c) AMENDMENTS RELATED TO SECTION 203 OF THE REFORM ACT.-
(1) Subparagraph (B) of section 203(a)(1) of the Reform Act is

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

(2) Subsection (d) of section 203 of the Reform Act is amend-
ed-

(A) by striking out "the case of any taxable year" and in-
serting in lieu thereof "the case of any taxable year begin-
ning before October 1, 1987", and



(B) by adding at the end thereof the following new sen-
tence: "The preceding sentence shall only apply to property
which would be taken into account if such amendments
did apply."

(3) Notwithstanding section 203 of the Reform Act, the
amendments made by section 201 of the Reform Act shall apply
to any real property which was acquired before January 1, 1987,
and was converted on or after such date from personal use to a
use for which depreciation is allowable.

(4) Paragraph (1) of section 203(b) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence:
"For purposes of this paragraph, all members of the same affili-
ated group of corporations (within the meaning of section 1504
of the Internal Revenue Code of 1986) filing a consolidated
return shall be treated as one taxpayer."

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

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

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

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

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

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

"(2) SECTION 202.-

"(A) IN GENERAL.-The amendments made by section 202
shall apply to property placed in service after December 31,
1986, in taxable years ending after such date.

"(B) SPECIAL RULE FOR FISCAL YEARS INCLUDING JANUARY

1, 1987.-In the case of any taxable year (other than a cal-
endar year) which includes January 1, 1987, for purposes of
applying the amendments made by section 202 to property
placed in service during such taxable year and after Decem-
ber 31, 1986-

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

"(ii) the limitation of section 179(b)(2) of such Code
(as so amended) shall be applied by taking into account
the cost of all section 179 property placed in service
during such taxable year, and



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

(d) AMENDMENTS RELATED TO SECTION 204 OF THE REFORM

ACT.-
(1) Subparagraph (B) of section 204(a)(1) of the Reform Act is

amended by striking out "and" at the end of clause (ii), by
striking out the period at the end of clause (iii) and inserting in
lieu thereof ", and ", and by inserting after clause (iii) the fol-
lowing new clause:

"(iv) described in subparagraph (F) or (H)."
(2) Subparagraph (C) of section 204(a)(1) of the Reform Act is

amended by striking out the last sentence and inserting in lieu
thereof the following.

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

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

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

(A) by striking out "paragraph" and inserting in lieu
thereof "subparagraph ",

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

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

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

(A) by striking out "subsection (b)(2)" and inserting in
lieu thereof "section 203(b)(2)", and

(B) by striking out "1993" and inserting in lieu thereof
"1998 ".

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

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

"(4) PROPERTY TREATED UNDER PRIOR TAX ACTS.-The amend-
ments made by section 201 shall not apply-

"(A) to property described in section 12(c)(2) (as amended
by the Technical and Miscellaneous Revenue Act of 1988),
31(g)(5), or 31(g)(17)(J) of the Tax Reform Act of 1984,



"(B) to property described in section 209(d)(1)(B) of the
Tax Equity and Fiscal Responsibility Act of 1982, as
amended by the Tax Reform Act of 1984, and

"(C) to property described in section 216(b)(3) of the Tax
Equity and Fiscal Responsibility Act of 1982."

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

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

(A) by striking out "either" in the matter preceding
clause (i),

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

(C) by striking out "were incurred" in clause (i) and in-
serting in lieu thereof "was incurred", and

(D) by inserting "the project" before "involves" in clause
(v).

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

"(Z) A project is described in this subparagraph if-
"(i) such project involves a fiber optic network of at

least 475 miles, passing through Minnesota and Wis-
consin; and

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

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

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

"(E) such facility is to serve Haverhill, Massachusetts."
(B) Paragraph (8) of section 204(a) of the Reform Act is

amended by striking out ", and section 203(c), ".
(11) Paragraph (10) of section 204(a) of the Reform Act is

amended-
(A) by striking out "either" in the material preceding

subparagraph (A),
(B) by striking out "wastewater treatment facility" in

subparagraph (C) and inserting in lieu thereof "wastewater
treatment facility serving Greenville, South Carolina", and

(C) by striking out "the letter of intent and service agree-
ment described in subparagraph (A)(2) of this paragraph"
in subparagraph (D) and inserting in lieu thereof "such
letter of intent and service agreement".

(12) Paragraph (11) of section 204(a) of the Reform Act is
amended-



(A) by striking out "Kansas, Florida, Georgia, or Texas"
in subparagraph (A) and inserting in lieu thereof "the
United States",

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

(C) by striking out the last sentence.
(13) Paragraph (14) of section 204(a) of the Reform Act is

amended by striking out the period at the end of subparagraph
(E) and inserting in lieu thereof a comma, and by inserting
after subparagraph (E) the following.

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

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

In the case of the project described in subparagraph (F), section
203(b)(2)(A) shall be applied by substituting 'January 1, 1991'
for 'January 1, 1989'"

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

(A) by adding "located in New Mexico" after "to a
project ",
(B) by striking out "$72,000" and inserting in lieu thereof

"$72,000,000", and
(C) by striking out the last sentence and inserting in lieu

thereof the following:
"For purposes of this paragraph, section 203(b)(2) shall be ap-
plied by substituting 'January 1, 1996' for 'January 1, 1991'
each place it appears."

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

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

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

(16) Paragraph (25) of section 204(a) of the Reform Act is
amended by striking out "wood energy products" and inserting
in lieu thereof "wood energy projects"



(17) Paragraph (27) of section 2 04(a) of the Reform Act is
amended-

(A) in subparagraph (B), by striking out "525,000" and
inserting in lieu thereof "540,000",

(B) in subparagraph (C)-
(i) by striking out "$32,000,000" and inserting in lieu

thereof "$22,000,000", and
(ii) by striking out "before" and inserting in lieu

thereof "on ",
(C) in subparagraph (D), by striking out "and 7th

Avenue", and
(D) in subparagraph (H), by striking out "$62,000" and

inserting in lieu thereof "$62,600,000"
(18) Paragraph (27) of section 204(a) of the Reform Act is

amended by adding at the end thereof the following:
"(I) A 600,000 square foot mixed use building known as

Flushing Center with respect to which a letter of intent was
executed on March 26, 1986.

In the case of the building described in subparagraph (I), sec-
tion 203(b)(2)(A) shall be applied by substituting 'January 1,
1993' for the applicable date which would otherwise apply. "

(19) Paragraph (31) of section 204(a) of the Reform Act is
amended by striking out "$10,200,000" and inserting in lieu
thereof "$10,500,000".

(20) Paragraph (32) of section 204(a) of the Reform Act is
amended-

(A) in subparagraph (A)-
(i) by striking out "July 30, 1984" and inserting in

lieu thereof "December 26, 1985",
(ii) by striking out "February 28, 1985" and inserting

in lieu thereof "July 2, 1986", and
(iii) by striking out "on June 17, 1985" and inserting

in lieu thereof "in May 1985",
(B) in subparagraph (B)-

(i) by striking out "August 30, 1984" and inserting in
lieu thereof "December 26, 1985",

(ii) by striking out "May 4, 1985" and inserting in
lieu thereof "July 2, 1986", and

(iii) by striking out "on July 3, 1985" and inserting
in lieu thereof "in July 1985",

(C) in subparagraph (E)-
(i) by striking out "$2,200,000" and inserting in lieu

thereof "$5,000,000",
(ii) by striking out "on January 27, 1986" and insert-

ing "in 1986", and
(iii) by inserting "in Masontown, Pennsylvania,"

after "plant ",
(D) by amending subparagraph (K) to read as follows:
"(K) A 250 megawatt coal-fired electric plant in north-

eastern Nevada estimated to cost $600,000,000 and known
as the Thousand Springs project, on which the Sierra Pa-
cific Power Company, a subsidiary of Sierra Pacific Re-
sources, began in 1980 work to design, finance, construct,



and operate (and section 203(b)(2) shall be applied with re-
spect to such plant by substituting 'January 1, 1995' for
'January 1, 1991'), ",
(E) in subparagraph (L), by inserting "in connection

with" after "housing",
(F) by amending subparagraph (M) to read as follows:
"(M) property which is part of the Kenosha Downtown

Redevelopment Project and which is financed with the pro-
ceeds of bonds issued pursuant to section 1317(6)(W), ",

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

(H) in subparagraph (S)-
(i) by inserting "to be" before "placed",
(ii) by inserting "Coal" before "Company",
(iii) by inserting "(or any subsidiary thereof)" after

"Company", and
(iv) by striking out "on December 31, 1985" and in-

serting in lieu thereof "by December 31, 1985".
(21) Subparagraph (T) of section 204(a)(32) of the Reform Act

is amended to read as follows:
"(T) a portion of a fiber optics network placed in service

by LDX NET after December 31, 1988, but only to the
extent the cost of such portion does not exceed
$25,000,000, ".

(22) Subparagraph (U) of section 204(a)(32) of the Reform Act
is amended by striking out '"placed in service" and inserting in
lieu thereof "constructed".

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

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

"(C)(i) a waste-to-energy project in Derry, New Hampshire,
costing approximately $60,000,000, and

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

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

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

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

"(34) The amendments made by section 201 shall not apply to
an approximately 240,000 square foot beverage container manu-



facturing plant located in Batesville, Mississippi, or plant
equipment used exclusively on the plant premises if-

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

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

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

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

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

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

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

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

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

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

"(38) The amendments made by section 201 shall not apply
to-

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

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

"(C) a mixed income housing project in Portland, Maine
which is known as the Back Bay Tower and which is ex-
pected to cost $17,300,000,



"(D) the Eastman Place project and office building in
Rochester, New York, which is projected to cost $20,000,000,
with respect to which an inducement resolution was adopt-
ed in December 1986, and for which a binding contract of
$500,000 was entered into on April 30, 1986,

"(E) the Marquis Two project in Atlanta, Georgia which
has a total budget of $72,000,000 and the construction
phase of which began under a contract entered into on
March 26, 1986,

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

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

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

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

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

(28) Subparagraph (A) of section 204(c)(1) of the Reform Act is
amended by inserting "located in Pennsylvania and" before
"constructed pursuant".

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

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

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

(C) by adding at the end thereof the following:
"In the case of an aircraft described in subparagraph (A), sec-
tion 203(b)(1)(A) shall be applied by substituting 'April 1, 1986'
for 'March 1, 1986' and section 49(e)(1)(B) of the Internal Reve-
nue Code of 1986 shall not apply."

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

"(4) The amendments made by section 201 shall not apply to
a limited amount of the following property or a limited amount



of property set forth in a submission before September 16, 1986,
by the following taxpayers:

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

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

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

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

"(E) East Bank Housing Project.
"(F) $1,561,215 of investments by Standard Telephone

Company.
"(G) Five aircraft placed in service before January 1,

1987, by Presidential Air.
"(H) A rehabilitation project by Ann Arbor Railroad, but

only with respect to $2,900,000 of investments.
"(I) Property that is part of a cogeneration project located

in Ada, Michigan, but only with respect to $30,000,000 of
investments.

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

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

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

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

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

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

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

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

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

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

(B) by striking out "law suits filed on June 22, 1984, and
November 21, 1985" in subparagraph (B) and inserting in
lieu thereof "a law suit filed on October 25, 1985".



(32) Subparagraph (J) of section 204(a)(33) of the Reform Act,
as amended by paragraph (25), is amended to read as follows:

"(J) A 25.85 megawatt alternative energy facility located
in Deblois, Maine, with respect to which certification by the
Federal Energy Regulatory Commission was made on April
3, 1986, ".

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

(A) by inserting "and" at the end of subparagraph (B),
(B) by striking out subparagraph (C), and
(C) by redesignating subparagraph (D) as subparagraph

(C).
(34) Subclause (II) of section 204(a)(5)(J)(ii) of the Reform Act

is amended to read as follows:
"(II) the Board of Directors of an automobile

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

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

"(T) A project is described in this subparagraph if it is a
plant facility on Alaska's North Slope which is placed in
service before January 1, 1988, and-

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

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

"(iii) the approximate cost of which is $375,000,000,
of which approximately $260,000,000 was spent on off
site construction. "

(e) AMENDMENTS RELATING TO SECTION 211 OF THE REFORM

ACT.-
(1) Paragraph (1) of section 49(d) of the 1986 Code is amended

to read as follows:
"(1) IN GENERAL.-In the case of periods after December 31,

1985, with respect to so much of the credit determined under
section 46(a) with respect to transition property as is attributa-
ble to the regular investment credit (as defined in subsection
(c)(5)(B))-

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

"(B) sections 48(q)(4) and 198(d) shall not apply."
(2) Subparagraph (B) of section 49(c)(4) of the 1986 Code is

amended to read as follows:



"(B) No CARRYBACK FOR YEARS STRADDLING JULY 1, 1987;
GROSS UP OF CARRYFORWARDS.-In any case to which para-
graph (3) applies-

"(i) the amount of the reduction under paragraph (3)
may not be carried back to any taxable year, but

"(ii) there shall be added to the carryforwards from
the taxable year (before applying paragraph (2)) an
amount equal to the amount which bears the same
ratio to the carryforwards from such taxable year (de-
termined without regard to this clause) as-

"(I) the applicable percentage, bears to
"(I) 1 minus the applicable percentage."

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

"(i) IN GENERAL.-The term 'regular investment
credit' means the credit determined under section 46(a)
to the extent attributable to the regular percentage. "

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

(5) Paragraph (4)(A) of section 211(e) of the Reform Act is
amended-

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

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

(6) Paragraph (4)(B) of section 211(e) of the Reform Act is
amended by striking out "shall be treated as transition proper-
ty" and inserting in lieu thereof "shall be treated as transition
property and subsections (c) and (d) of section 49 of such Code
shall not apply to such property".

(7) Paragraph (4) of section 211(e) of the Reform Act is
amended by adding at the end thereof the following new sub-
paragraphs:

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

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

"(i) 2 catamarans built by a shipbuilder incorporated
in the State of Washington in 1964, the contracts for
which were signed on April 22, 1986 and November 12,
1985, and 1 barge built by such shipbuilder the con-
tract for which was signed on August 7, 1985.



"(ii) 2 large passenger ocean-going United States flag
cruise ships with a passenger rated capacity of up to
250 which are built by the shipbuilder described in
clause (i), which are the first such ships built in the
United States since 1952, and which were designed at
the request of a Pacific Coast cruise line pursuant to a
contract entered into in October 1985. This clause shall
apply only to that portion of the cost of each ship
which does not exceed $40,000,000.

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

"(E) Subsections (c) and (d) of section 49 of such Code
shall not apply to property described in section 204(a)(4) of
this Act."

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

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

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

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

"(3) CREDITS NO LONGER LISTED.-For purposes of this subsec-
tion-

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

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

(B) Subparagraph (C) of section 49(c)(5) of the 1986 Code is
hereby repealed.

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

(f) AMENDMENTS RELATED TO SECTION 212 OF THE REFORM A CT.-



(1) Paragraph (2) of section 212(f) of the Reform Act is amend-
ed by striking out so much of such paragraph as precedes sub-
paragraph (A) and insert in lieu thereof the following:

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

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

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

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

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

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

(5) Subparagraph (B) of section 212(g)(2) of the Reform Act is
amended by striking out "determined under" and inserting in
lieu thereof "determined for periods before January 1, 1986,
under".

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

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

(g) AMENDMENT RELATED TO SECTION 213 OF THE REFORM ACT.-
Subparagraph (B) of section 213(e)(2) of the Reform Act is amended
by striking out "determined under" and inserting in lieu thereof
"determined for periods before January 1, 1986, under".

(h) AMENDMENTS RELATED TO SECTION 231 OF THE REFORM

ACT.-
(1) Subsection (g) of section 41 of the 1986 Code is amended by

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

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

(3) Section 936(h)(5)(C)(i)(IV)(c) of the 1986 Code is amended-
(A) by striking out "section 30" and inserting in lieu

thereof "section 41 ", and
(B) by striking out "section 30(f)" and inserting in lieu

thereof "section 41(f)".
(i) AMENDMENTS RELATED TO SECTIONS 241 AND 242 OF THE

REFORM A CT. -



(1) Section 167 of the 1986 Code is amended by redesignating
subsection (r) as subsection (s) and by inserting after subsection
(q) the following new subsection:

"(r) TRADEMARK OR TRADE NAME EXPENDITURES NOT DEPRECIA-

BLE. -
"(1) IN GENERAL.-No depreciation deduction shall be allow-

able under this section (and no depreciation or amortization de-
duction shall be allowable under any other provision of this
subtitle) with respect to any trademark or trade name expendi-
ture.

"(2) TRADEMARK OR TRADE NAME EXPENDITURE.-For pur-

poses of this subsection, the term 'trademark or trade name ex-
penditure' means any expenditure which is directly connected
with the acquisition, protection, expansion, registration (Feder-
al, State, or foreign), or defense of a trademark or trade name."

(2)(A) Paragraph (1) of section 168(c) of the 1986 Code (as
amended by section 102(a) is amended by adding at the end
thereof the following new item:
'Any railroad grading or tunnel bore .......................................................... 50 years.

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

"(C) Any railroad grading or tunnel bore.'
(ii) Paragraph (5) of section 168(b) of the 1986 Code (as

amended by section 102(a)) is amended by striking out "(3)(C)"
and inserting in lieu thereof "(3)(D)".

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

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

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

"(C) any railroad grading or tunnel bore, ".
(E) Clause (i) of section 168(d)(3)(B) of the 1986 Code (as

amended by section 102(a)) is amended by striking out "and res-
idential rental property" and inserting in lieu thereof "residen-
tial rental property, and railroad grading or tunnel bore".

(F) The table contained in paragraph (2)(C) of section 168(g) of
the 1986 Code is amended by adding at the end thereof the fol-
lowing new item:
"(iv) Any railroad grading or tunnel bore ................................................... 50 years."

(G) Subparagraph (E) of section 168(i)(1) of the 1986 Code is
amended by adding at the end thereof the following new clause:



"(iii) SPECIAL RULE FOR RAILROAD GRADING OR TUNNEL
BORES.-In the case of any property which is a railroad
grading or tunnel bore-

"(I) such property shall be treated as an assigned
property,

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

"(III) clause (ii) of subparagraph (D) shall not
apply."

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

"Any railroad grading or tunnel bore .......................................................... 50 years."

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

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

() AMENDMENTS RELATED TO SECTION 243 OF THE REFORM A CT.-

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

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

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

(k) AMENDMENTS RELATED TO SECTION 251 OF THE REFORM

ACT.-
(1) Paragraph (2)(B) of section 251(d) of the Reform Act is

amended by striking out clause (i) and redesignating clauses (ii)
and (iii) as clauses (i) and (ii), respectively.

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

(3) Paragraph (4) of section 251(d) of the Reform Act is
amended-

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

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

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

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

"(AA) properties abutting 125th street in New York
County from 7th Avenue west to Morningside and the pier
area on the Hudson River at the end of such 125th Street,



"(BB) the City of Los Angeles Central Library project
pursuant to an agreement dated December 28, 1983,

"(CC) the Warehouse Row project in Chattanooga, Ten-
nessee,

"(DD) any project described in section 204(a)(1)(F) of this
Act,

"(EE) the Wood Street Commons project in Pittsburgh,
Pennsylvania,

"(FF) any project described in section 803(d)(6) of this
Act,

"(GG) Union Station, Indianapolis, Indiana,
"(HH) the Mattress Factory project in Pittsburgh, Penn-

sylvania,
"(II) Union Station in Providence, Rhode Island,
"(JJ) South Pack Plaza, Asheville, North Carolina,
"(KK) Old Louisville Trust Project, Louisville, Kentucky,
"(LL) Stewarts Rehabilitation Project, Louisville, Ken-

tucky,
"(MM) Bernheim Officenter, Louisville, Kentucky,
"(NN) Springville Mill Project, Rockville, Connecticut,

and
"(00) the DJ. Stewart Company Building, State and

Main Streets, Rockford, Illinois.
(4) Subsection (d) of section 251 of the Reform Act is amended

by striking out paragraph (6) and inserting in lieu thereof the
following:

"(6) EXPENSING OF REHABILITATION EXPENSES FOR THE FRANK-

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

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

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

"(C) be allocated in accordance with the partnership
agreement regardless of when the interest in the partner-
ship was acquired, except that-

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

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

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

"(II) ending on the date the taxpayer acquired
the interest in the partnership, and

"(iii) if the expenditures to be made under this provi-
sion are not paid or incurred before January 1, 1994,
then the tax imposed by chapter 1 of such Code for the



taxpayer's last taxable year beginning in 1993 shall be
increased by the amount of the tax benefits by reason
of this paragraph which are attributable to the expend-
itures not so paid or incurred.

"(7) SPECIAL RULE.-In the case of the rehabilitation of the
Willard Hotel in Washington, D.C., section 205(c)(1)(B)(ii) of the
Tax Equity and Fiscal Responsibility Act of 1982 shall be ap-
plied by substituting '1987'for '1986' "

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

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

(1) AMENDMENTS RELATED TO SECTION 252 OF THE REFORM ACT.-
(1)(A) Subparagraph (A) of section 42(b)(2) of the 1986 Code is

amended by striking out "for the month" and all that follows
and inserting in lieu thereof "for the earlier of-

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

"(ii) at the election of the taxpayer-
"(I) the month in which the taxpayer and the

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

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

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

(B) Clause (ii) of section 42(b)(2)(C) of the 1986 Code is amend-
ed by striking out "the month in which the building was placed
in service" and inserting in lieu thereof "the month applicable
under clause (i) or (ii) of subparagraph (A)".

(2)(A) Subparagraph (A) of section 42(c)(2) of the 1986 Code
(defining qualified low-income building) is amended to read as
follows:

"(A) which is part of a qualified low-income housing
project at all times during the period-

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

"(ii) ending on the last day of the compliance period
with respect to such building, and"

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

"(A) the taxable year in which the building is placed in
service, or



"(B) at the election of the taxpayer, the succeeding tax-
able year,

but only if the building is a qualified low-income building as of
the close of the 1st year of such period. The election under sub-
paragraph (B), once made, shall be irrevocable."

(3) Clause (ii) of section 42(d)(2)(D) of the 1986 Code is amend-
ed to read as follows:

"(ii) SPECIAL RULES FOR CERTAIN TRANSFERS.-For

purposes of determining under subparagraph (B)(ii)
when a building was last placed in service, there shall
not be taken into account any placement in service-

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

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

"(III) by any governmental unit or qualified non-
profit organization (as defined in subsection (h)(5))
if the requirements of subparagraph (B)(ii) are met
with respect to the placement in service by such
unit or organization and all the income from such
property is exempt from Federal income taxation,
or

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

(4) Paragraph (3) of section 42(d) of the 1986 Code is amended
to read as follows:

"(3) ELIGIBLE BASIS REDUCED WHERE DISPROPORTIONATE

STANDARDS FOR UNITS.-

"(A) IN GENERAL.-Except as provided in subparagraph
(B), the eligible basis of any building shall be reduced by
an amount equal to the portion of the adjusted basis of the
building which is attributable to residential rental units in
the building which are not low-income units and which are
above the average quality standard of the low-income units
in the building.

"(B) EXCEPTION WHERE TAXPAYER ELECTS TO EXCLUDE

EXCESS COSTS. -
"(i) IN GENERAL.-Subparagraph (A) shall not apply

with respect to a residential rental unit in a building
which is not a low-income unit if-



"(I) the excess described in clause (ii) with re-
spect to such unit is not greater than 15 percent of
the cost described in clause (ii)(II), and

"(II) the taxpayer elects to exclude from the eligi-
ble basis of such building the excess described in
clause (ii) with respect to such unit.

"(ii) ExcEss.-The excess described in this clause
with respect to any unit is the excess of-

"(I) the cost of such unit, over
"(II) the amount which would be the cost of such

unit if the average cost per square foot of low-
income units in the building were substituted for
the cost per square foot of such unit.

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

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

) ".
(6)(A) Paragraph (5) of section 42(d) of the 1986 Code is

amended by adding at the end thereof the following new sub-
paragraph:

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

(B) Subparagraph (A) of section 42(d)(5) of the 1986 Code is
amended by striking out "subparagraph (B)" and inserting in
lieu thereof "subparagraphs (B) and (C)".

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

(8) Clause (ii) of section 42(d)(6)(B) of the 1986 Code (defining
federally assisted building) is amended by striking out "of
1934".

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

"(2) DETERMINATION OF APPLICABLE PERCENTAGE WITH RE-

SPECT TO INCREASES IN QUALIFIED BASIS AFTER 1ST YEAR OF

CREDIT PERIOD. -

"(A) IN GENERAL.-In the case of any building which was
a qualified low-income building as of the close of the 1st
year of the credit period, if-

"(i) as of the close of any taxable year in the compli-
ance period (after the 1st year of the credit period) the
qualified basis of such building exceeds

"(ii) the qualified basis of such building as of the
close of the 1st year of the credit period,



the applicable percentage which shall apply under subsec-
tion (a) for the taxable year to such excess shall be the per-
centage equal to 23 of the applicable percentage which (after
the application of subsection (h)) would but for this para-
graph apply to such basis.

"(B) 1ST YEAR COMPUTATION APPLIES.-A rule similar to
the rule of paragraph (2)(A) shall apply to any increase in
qualified basis to which subparagraph (A) applies for the
1st year of such increase. "

(B) Paragraph (3) of section 42(b) of the 1986 Code is amended
to read as follows:

"(3) CROSS REFERENCES.-
"(A) For treatment of certain rehabilitation expenditures as separate new

buildings, see subsection (e).
"(B) For determination of applicable percentage for increases in qualified

basis after the 1st gear of the credit period see subsection (f)(3).
"(C) For authority of housing credit agency to limit applicable percentage

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

(10) Subparagraph (B) of section 42(g)(2) of the 1986 Code (de-
fining gross rent) is amended by striking out "Federal rental as-
sistance" and inserting in lieu thereof "rental assistance ".

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

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

"(0 a Federal rental assistance payment described in
subparagraph (B)(i) is made with respect to such unit
or its occupants, and

"(ii) the sum of such payment and the gross rent
with respect to such unit does not exceed the sum of
the amount of such payment which would be made
and the gross rent which would be payable with respect
to such unit if-

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

"(II) such units were rent-restricted within the
meaning of subparagraph (A).

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

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

"(3) DATE FOR MEETING REQUIREMENTS. -



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

"(B) BUILDINGS WHICH RELY ON LATER BUILDINGS FOR

QUALIFICATION.-
"(i) IN GENERAL.-In determining whether a building

(hereinafter in this subparagraph referred to as the
'prior building') is a qualified low-income building, the
taxpayer may take into account I or more additional
buildings placed in service during the 12-month period
described in subparagraph (A) with respect to the prior
building only if the taxpayer elects to apply clause (ii)
with respect to each additional building taken into ac-
count.

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

"(iii) DATE PRIOR BUILDING IS TREATED AS PLACED IN

SERVICE.-For purposes of determining the credit
period and the compliance period for the prior build-
ing, the prior building shall be treated for purposes of
this section as placed in service on the most recent date
any additional building elected by the taxpayer (with
respect to such prior building) was placed in service.

"(C) SPECIAL RULE.-A building-
"(i) other than the 1st building placed in service as

part of a project, and
"(ii) other than a building which is placed in service

during the 12-month period described in subparagraph
(A) with respect to a prior building which becomes a
qualified low-income building,

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

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

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

"(1) CREDIT MAY NOT EXCEED CREDIT AMOUNT ALLOCATED TO

BUILDING. -

"(A) IN GENERAL.-The amount of the credit determined
under this section for any taxable year with respect to any
building shall not exceed the housing credit dollar amount
allocated to such building under this subsection.



"(B) TIME FOR MAKING ALLOCATION.-Except in the case
of an allocation which meets the requirements of subpara-
graph (C) or (D), an allocation shall be taken into account
under subparagraph (A) only if it is made not later than
the close of the calendar year in which the building is
placed in service.

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

"(D) EXCEPTION WHERE INCREASE IN QUALIFIED BASIS. -
"(i) IN GENERAL.-An allocation meets the require-

ments of this subparagraph if such allocation is made
not later than the close of the calendar year in which
ends the taxable year to which it will 1st apply but
only to the extent the amount of such allocation does
not exceed the limitation under clause (ii).

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

"(I) the qualified basis of such building as of the
close of the 1st taxable year to which such alloca-
tion will apply, over

"(II) the qualified basis of such building as of
the close of the 1st taxable year to which the most
recent prior housing credit allocation with respect
to such building applied.

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

(B) Clause (ii) of section 42(h)(6)(B) of the 1986 Code is hereby
repealed.

(15) Subparagraph (A) of section 42(h)(4) of the 1986 Code is
amended by striking out "financed" and all that follows and
inserting in lieu thereof "financed by any obligation the interest
on which is exempt from tax under section 103 if-

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

"(ii) principal payments on such financing are ap-
plied within a reasonable period to redeem obligations
the proceeds of which were used to provide such financ-
ing."

(16) Paragraph (5) of section 42(h) of the 1986 Code is amend-
ed by redesignating subparagraph (D) as subparagraph (E) and
by inserting after subparagraph (C) the following new subpara-
graph:

"(D) TREATMENT OF CERTAIN SUBSIDIARIES.-



"(i) IN GENERAL.-For purposes of this paragraph, a
qualified nonprofit organization shall be treated as
satisfying the material participation test of subpara-
graph (B) if any qualified corporation in which such
organization holds stock satisfies such test.

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

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

"(D) CREDIT REDUCED IF ALLOCATED CREDIT DOLLAR
AMOUNT IS LESS THAN CREDIT WHICH WOULD BE ALLOWABLE

WITHOUT REGARD TO PLACED IN SERVICE CONVENTION,
ETC.-

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

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

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

"(II) the credit amount determined in accordance
with clause (iii).

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

"(I) this section were applied without regard to
paragraphs (2)(A) and (3)(B) of subsection (f), and

"(II) subsection (f)()(A) were applied without
regard to 'the percentage equal to 2/, of'. "

(18) Paragraph (6) of section 42(h) of the 1986 Code is amend-
ed by adding at the end thereof the following new subpara-
graph:

"(E) HOUSING CREDIT AGENCY TO SPECIFY APPLICABLE

PERCENTAGE AND MAXIMUM QUALIFIED BASIS.-In allocating
a housing credit dollar amount to any building, the hous-
ing credit agency shall specify the applicable percentage
and the maximum qualified basis which may be taken into
account under this section with respect to such building.
The applicable percentage and maximum qualified basis so
specified shall not exceed the applicable percentage and
qualified basis determined under this section without
regard to this subsection. "

(19)(A) Subparagraph (A) of section 42(i)(2) of the 1986 Code is
amended-



(i) by inserting "or any prior taxable year" after "such
taxable year',

(ii) by striking out "there is outstanding" and inserting
in lieu thereof 'there is or was outstanding", and

(iii) by striking out "are used" and inserting in lieu
thereof "are or were used".

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

"(B) ELECTION TO REDUCE ELIGIBLE BASIS BY BALANCE OF

LOAN OR PROCEEDS OF OBLIGATIONS.-A loan or tax-exempt
obligation shall not be taken into account under subpara-
graph (A) if the taxpayer elects to exclude from the eligible
basis of the building for purposes of subsection (d)-

"(i) in the case of a loan, the principal amount of
such loan, and

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

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

"(C) SPECIAL RULE FOR SUBSIDIZED CONSTRUCTION FI-

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

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

"(ii) such obligation is redeemed, and such loan is
repaid, before such building is placed in service.

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

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

"(F) No RECAPTURE WHERE DE MINIMIS CHANGES IN

FLOOR SPACE.-The Secretary may provide that the increase
in tax under this subsection shall not apply with respect to
any building if-

"(i) such increase results from a de minimis change
in the floor space fraction under subsection (c)(1), and

"(ii) the building is a qualified low-income building
after such change."

(21) Clause (i) of section 426")(5)(B) of the 1986 Code is amend-
ed to read as follows:

"(4) more than 12 the capital interests, and more than
'2 the profit interests, in which are owned by a group of
35 or more partners each of whom is a natural person
or an estate, and".

(22) Paragraph (6) of section 42(j) of the 1986 Code is amend-
ed-

(A) by inserting "(OR INTEREST THEREIN)" after "BUILD-
ING" in the heading, and



(B) by inserting "or an interest therein" after "disposition
of a building" in the text.

(23) Subparagraph (B) of section 42(k)(2) of the 1986 Code is
amended by inserting before the period at the end thereof the
following: ", except that this subparagraph shall not apply in
the case of a federally assisted building described in subsection
(d)(6)(B) if- "(i) a security interest in such building is not permit-

ted by a Federal agency holding or insuring the mort-
ga|,e secured by such building, and

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

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

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

"(A) the qualified basis for the taxable year of each
qualified low-income building of the taxpayer,

"(B) the information described in paragraph (1)(C) for the
taxable year, and

"(C) such other information as the Secretary may require.
The penalty under section 6652(j) shall apply to any failure to
submit the return required by the Secretary under the preceding
sentence on the date prescribed therefor."

(B) The subsection heading of subsection (1) of section 42 is
amended to read as follows:

"(7) CERTIFICATIONS AND OTHER REPORTS TO SECRETARY.-
(25) Paragraph (1) of section 42(n) of the 1986 Code is amend-

ed by inserting before the period at the end thereof the follow-
ing: ", and, except for any building described in paragraph
(2)(B), subsection (h)(4) shall not apply to any building placed in
service after 1989".

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

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

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

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

"(iii) the eligible basis of such building shall be
treated, for purposes of section 42(h)(4)(A) of such Code,
as if it were financed by an obligation the interest on
which is exempt from tax under section 103 of such



Code and which is taken into account under section
146 of such Code, and

"(iv) the amendments made by section 803 shall not
apply."

(29) Subparagraph (E) of section 252(f)(1) of the Reform Act is
amended by striking out "maximum annual additional credit"
and inserting in lieu thereof "maximum present value of addi-
tional credits ".
(30) Subparagraph (E) of section 252(f)(2) of the Reform Act is

amended by adding at the end thereof the following new sen-
tence: "The preceding sentence shall apply to any building only
to the extent of the portion of the additional housing credit
dollar amount (allocated to such agency under subparagraph
(A)) allocated to such building."

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

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

"(A) the amendments made by this section shall not
apply, and

"(B) paragraph (1) of section 167(k) of the Internal Reve-
nue Code of 1986, shall be applied as if it did not contain
the phrase 'and before January 1, 1987'

The number of units to which the preceding sentence applies
shall not exceed 150."

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

"(6) SPECIAL RULE WHERE DE MINIMIS EQUITY CONTRIBU-

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

"(A) all amounts so paid are refunded to the occupant on
the cessation of his occupancy of a unit in the project, and

"(B) the purchase of the unit is not permitted until after
the close of the compliance period with respect to the build-
ing in which the unit is located.

Any amount paid to the lessor as described in the preceding
sentence shall be included in gross rent under paragraph (2) for
purposes of determining whether the unit is rent-restricted. "

(m) AMENDMENTS RELATED TO SECTION 261 OF THE REFORM

ACT.-
(1) Subparagraph (A) of section 7518(g)(6) of the 1986 Code, is

amended by striking out "section 1(i)" and inserting in lieu
thereof "section 1(j)".

(2) Subparagraph (A) of section 607(h)(6) of the Merchant
Marine Act, 1936 is amended by striking out "section 1(i)" and
inserting in lieu thereof "section 1(j)".



SEC. 1003. AMENDMENTS RELATED TO TITLE III OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 301 OF THE REFORM

ACT.-
(1) Subparagraph (B) of section 172(d)(4) of the 1986 Code is

amended by striking out ", (2)(B), ".

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

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

"(2) TREATMENT OF AMOUNTS ALLOWED UNDER SECTION 1211(b)
(1) OR (2).-

"(A) IN GENERAL.-For purposes of determining the excess

referred to in subparagraph (A) or (B) of paragraph (1),
there shall be treated as a short-term capital gain in the
taxable year an amount equal to the lesser of-

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

"(ii) the adjusted taxable income for such taxable
year.

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

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

"(ii) the deduction allowed for such year under sec-
tion 151 or any deduction in lieu thereof

For purposes of the preceding sentence, any excess of the de-
ductions allowed for the taxable year over the gross income
for such year shall be taken into account as negative tax-
able income."

(b) AMENDMENTS RELATED TO SECTION 302 OF THE REFORM

ACT.-

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

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

"(2) CAPITAL GAINS.-For purposes of this section-
"(A) IN GENERAL.-Taxable income from sources outside

the United States shall include gain from the sale or ex-

change of capital assets only to the extent of foreign source
capital gain net income.

"(B) SPECIAL RULES WHERE CAPITAL GAIN RATE DIFFEREN-

TIAL.-In the case of any taxable year for which there is a

capital gain rate differential-
"(i) in lieu of applying subparagraph (A), the taxable

income from sources outside the United States shall in-

clude gain from the sale or exchange of capital assets

only in an amount equal to foreign source capital gain

net income reduced by the rate differential portion of
foreign source net capital gain,



"(ii) the entire taxable income shall include gain
from the sale or exchange of capital assets only in an
amount equal to capital gain net income reduced by
the rate differential portion of net capital gain, and

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

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

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

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

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

"(E) RATE DIFFERENTIAL PORTION.-

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

"(1) the excess of the highest applicable tax rate
over the alternative tax rate, bears to

"(II) the highest applicable tax rate.
"(ii) HIGHEST APPLICABLE TAX RATE.-For purposes of

clause (i), the term 'highest applicable tax rate'
means-

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

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

"(iii) ALTERNATIVE TAX RATE.-For purposes of
clause (i), the term 'alternative tax rate' means-

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

"(II) in the case of a corporation, the alternative
rate of tax under section 1201(a)."

(3) Effective for taxable years beginning after December 31,
1987, paragraph (1) of section 1445(e) of the 1986 Code is amend-



ed by striking out "34 percent" and inserting in lieu thereof "34
percent (or, to the extent provided in regulations, 28 percent)"

(c) AMENDMENTS RELATED TO SECTION 311 OF THE REFORM ACT. -

(1) Subsection (a) of section 1201 of the 1986 Code is amended
by striking out "831(a)" and inserting in lieu thereof "831 (a) or

(2) Subsection (c) of section 311 of the Reform Act is amended
by inserting before the period at the end thereof the following:
"; except that the amendment made by subsection (b)(4) shall
apply to payments made after December 31, 1986".

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

"(v) if there is a capital gain rate differential (as de-
fined in section 904(b)(3)(D)) for the taxable year, by ex-
cluding from gross income the rate differential portion
(within the meaning of section 904(b)(3)(E)) of the lesser
of--

"(I) the net long-term capital gain for the tax-
able year, or

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

(d) AMENDMENT RELATED TO SECTION 321 OF THE REFORM ACT. -
(1)(A) Subsection (b) of section 422A of the 1986 Code is

amended by adding at the end thereof the following new sen-
tence:

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

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

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

"(d) $100,000 PER YEAR LIMITATION. -
"(1) IN GENERAL.-To the extent that the aggregate fair

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

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

"(3) DETERMINATION OF FAIR MARKET VALUE.-For purposes
of paragraph (1), the fair market value of any stock shall be de-



termined as of the time the option with respect to such stock is
granted. "

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

a period, and by striking out paragraph (7).
(C) Paragraph (1) of section 422A(c) of the 1986 Code is

amended by striking out "paragraph (7) of subsection (b)" and
inserting in lieu thereof "subsection (d)".

SEC. 1004. AMENDMENTS RELATED TO TITLE IV OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 405 OF THE REFORM

ACT.-
(1) Paragraph (1) of section 108(a) of the 1986 Code is amend-

ed by striking out "or" at the end of subparagraph (A), by strik-
ing out the period at the end of subparagraph (B) and inserting
in lieu thereof ", or" and by adding at the end thereof the fol-
lowing new subparagraph:

"(C) the indebtedness discharged is qualified farm in-
debtedness. "

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

"(2) COORDINATION OF EXCLUSIONS.-
"(A) TITLE 11 EXCLUSION TAKES PRECEDENCE.-Subpara-

graphs (B) and (C) of paragraph (1) shall not apply to a dis-
charge which occurs in a title 11 case.

"(B) INSOLVENCY EXCLUSION TAKES PRECEDENCE OVER

QUALIFIED FARM EXCLUSION.-Subparagraph (C) of para-
graph (1) shall not apply to a discharge to the extent the
taxpayer is insolvent. "

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

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

(B) by striking out "IN TITLE 11 CASE OR INSOLVENCY" in
the subsection heading.

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

"(g) SPECIAL RULES FOR DISCHARGE OF QUALIFIED FARM INDEBT-
EDNESS.-

"(1) DISCHARGE MUST BE BY QUALIFIED PERSON.-
"(A) IN GENERAL. -Subparagraph (C) of subsection (a)(1)

shall apply only if the discharge is by a qualified person.
"(B) QUALIFIED PERSON. -For purposes of subparagraph

(A), the term 'qualified person' has the meaning given to
such term by section 46(c)(8)(D)(iv); except that such term
shall include any Federal, State, or local government or
agency or instrumentality thereof.

"(2) QUALIFIED FARM INDEBTEDNESS.-For purposes of this
section, indebtedness of a taxpayer shall be treated as qualified
farm indebtedness if-



"(A) such indebtedness was incurred directly in connec-
tion with the operation by the taxpayer of the trade or busi-
ness of farming, and

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

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

"(A) IN GENERAL.-The amount excluded under subpara-
graph (C) of subsection (a)(1) shall not exceed the sum of-

"(i) the adjusted tax attributes of the taxpayer, and
"(ii) the aggregate adjusted bases of qualified proper-

ty held by the taxpayer as of the beginning of the tax-
able year following the taxable year in which the dis-
charge occurs.

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

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

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

(5) Paragraph (4) of section 1017(b) of the 1986 Code is amend-
ed to read as follows:

"(4) SPECIAL RULES FOR QUALIFIED FARM INDEBTEDNESS.-
"(A) IN GENERAL.-Any amount which under subsection

(b)(2)(D) of section 108 is to be applied to reduce basis and
which is attributable to an amount excluded under subsec-
tion (a)(1)(C) of section 108-

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

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

"(I) First the basis of qualified property which is
depreciable property.

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

"(III) Then the basis of other qualified property.
"(B) QUALIFIED PROPERTY.-For purposes of this para-

graph, the term 'qualified property' has the meaning given
to such term by section 108(g)(3)(C).

"(C) CERTAIN RULES MADE APPLICABLE.-Rules similar to
the rules of subparagraph (C), (D), and (E) of paragraph (3)



shall apply for purposes of this paragraph and section
108(g). "

(6)(A) Paragraphs (6) and (7) of section 108(d) of the 1986
Code are each amended by striking out "subsections (a) and (b)"
and inserting in lieu thereof "subsections (a), (b), and (g)".

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

(C) The headings for paragraphs (6) and (7)(A) of section
108(d) of the 1986 Code are each amended by striking out "SUB-
SECTIONS (a) AND (b)" and inserting in lieu thereof "SuBSEC-
TIONS (a), (b), AND (g)

(b) AMENDMENT RELATED TO SECTION 406 OF THE REFORM ACT.-

Section 406 of the Reform Act is amended-
(1) by inserting "before October 1, 1987," after "from the

sale", and
(2) by striking out "to the extent such gain" and all that fol-

lows down through the period at the end thereof and inserting
in lieu thereof "to the extent such gain is properly taken into
account under the taxpayer's method of accounting during
1987. "

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

"(4) ADJUSTMENT FOR AMOUNTS INCLUDED IN GROSS INCOME

UNDER SECTION 617(b)(1)(A).-The amount of the expenditures
referred to in paragraph (1)(A)(i) shall be properly adjusted for
amounts included in gross income under section 617(b)(1)(A)."

SEC. 1005. AMENDMENTS RELA TED TO TITLE V OF THE REFORM A CT.

(a) AMENDMENTS RELATED TO SECTION 501 OF THE REFORM
ACT.-

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

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

"(A) IN GENERAL.-If all gain or loss realized on such
disposition is recognized, the excess of-

"(i) the sum of-
"(I) any loss from such activity for such taxable

year (determined after application of subsection
(b)), plus

"(II) any loss realized on such disposition, over
"(ii) net income or gain for such taxable year from

all passive activities (determined without regard to
losses described in clause (i)),

shall be treated as a loss which is not from a passive activi-
ty.

(B) Subparagraph (C) of section 469(g)(1) of the 1986 Code is
amended to read as follows:



"(C) INCOME FROM PRIOR YEARS.-To the extent provided
in regulations, income or gain from the activity for preced-
ing taxable years shall be taken into account under sub-
paragraph (A)(ii) for the taxable year to the extent neces-
sary to prevent the avoidance of this section."

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

(A) by striking out "paragraph (1)" and inserting in lieu
thereof '"paragraph (1)(A)'" and

(B) by striking out "such losses" the first place it appears
and inserting in lieu thereof "losses described in paragraph
(1)(A)".1

(4) Section 469(g)(3) of the 1986 Code is amended-
(A) by striking out "realized (or to be realized)" and in-

serting in lieu thereof "(realized or to be realized", and
(B) by inserting a closing parenthesis after "completed".

(5) Paragraph (4) of section 469(h) of the 1986 Code (relating
to certain closely held C corporations and personal service cor-
porations) is amended by inserting "only" before "if".

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

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

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

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

"(10) COORDINATION WITH SECTION 2S0A.-If a passive activity
involves the use of a dwelling unit to which section 280A(c)(5)
applies for any taxable year, any income, deduction, gain, or
loss allocable to such use shall not be taken into account for
purposes of this section for such taxable year.

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

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

"(4) INCOME FROM SALES OF PASSIVE ACTIVITIES IN TAXABLE
YEARS BEGINNING BEFORE JANUARY 1, 1987.-If-

"(A) gain is recognized in a taxable year beginning after
December 31, 1986, from a sale or exchange of an interest in
an activity in a taxable year beginning before January 1,
1987, and



"(B) such gain would have been treated as gain from a
passive activity had section 469 of the Internal Revenue
Code of 1986 (as added by this section) been in effect for the
taxable year in which the sale or exchange occurred and for
all succeeding taxable years,

then such gain shall be treated as gain from a passive activity
for purposes of such section."

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

"(12) SPECIAL RULE FOR DISTRIBUTIONS BY ESTATES OR

TRUSTS.-If any interest in a passive activity is distributed by
an estate or trust-

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

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

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

"(M) PHASE-IN OF DISALLOWANCE OF LOSSES AND CREDITS FOR IN-

TEREST HELD BEFORE DATE OF ENACTMENT.-

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

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

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

1 98 7 ............................................................................ ...... ... 65
1988 .................... ........................ 40
1989 ............................................................................ ...... ... 2 0
1990 .. ........................................... .................................. 10.

"(3) PORTION OF LOSS OR CREDIT ATTRIBUTABLE TO PRE-ENACT-

MENT INTERESTS. -For purposes of this subsection-
"(A) IN GENERAL.-The portion of the passive activity loss

(or passive activity credit) for any taxable year which is at-
tributable to preenactment interests is the lesser of-

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

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

(b) AMENDMENTS RELATED TO SECTION 502 OF THE REFORM

ACT.-



(1) Subparagraph (A) of section 502(d)(1) of the Reform Act
(defining qualified investor) is amended to read as follows:

"(A) if-
"(i) in the case of a project placed in service on or

before August 16, 1986, such person held an interest in
such project on August 16, 1986, and such person made
his initial investment after December 31, 1983, or

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

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

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

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

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

paragraph (1)(A)(i) shall be applied by substituting 'December
31, 1988'for 'August 16, 1986' the 2nd place it appears."
(3) The subsection (d) of section 502 of the Reform Act which

relates to special rules is redesignated as subsection (e).
(c) AMENDMENTS RELATED TO SECTION 511 OF THE REFORM ACT. -

(1) Subparagraph (A) of section 163(d)(3) of the 1986 Code (de-
fining investment interest) is amended by striking out "incurred
or continued to purchase or carry" and inserting in lieu thereof
'"properly allocable to ".

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

"(B) INVESTMENT INCOME.-The term 'investment income'
means the sum of-

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

"(ii) any net gain attributable to the disposition of
property held for investment."

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

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

"(i) the amount which would be disallowed under
this subsection if-

"(I) paragraph (1) were applied by substituting
'the sum of the ceiling amount and the net invest-
ment income' for 'the net investment income', and



"(II) paragraphs (4)(E) and (5)(A)(ii) did not
apply, and

"(ii) the applicable percentage of the excess of-
"(I) the amount which (without regard to this

paragraph) is not allowable as a deduction under
this subsection for the taxable year, over

"(II) the amount described in clause (i).
The preceding sentence shall not apply to any interest treat-
ed as paid or accrued during the taxable year under para-
graph (2)."

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

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

"(C) COST NOT LESS THAN BALANCE OF INDEBTEDNESS IN-

CURRED ON OR BEFORE AUGUST 16, 1986.-
"(i) IN GENERAL.-The amount under subparagraph

(B)(ii)(I) at any time after August 16, 1986, shall not be
less than the outstanding principal amount (as of such
time) of indebtedness-

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

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

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

"(I) the expiration of the term of the indebted-
ness described in clause (i)(I), or

"(I1) if the principal of the indebtedness de-
scribed in clause (i)(I) is not amortized over its
term, the expiration of the term of the 1st refinanc-
ing of such indebtedness (or if earlier, the date
which is 30 years after the date of such refinanc-
ing)."

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

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

(B) Paragraph (5) of section 163(h) of the 1986 Code is amend-
ed-

(i) by striking out "For purposes of this subsection-" in
subparagraph (A), and



(ii) by striking out "For purposes of this paragraph, any"
in subparagraph (B) and inserting in lieu thereof "Any"

(7) Clause (iii) of section 163(h)(5)(A) of the 1986 Code is
amended by striking out "USED OR" in the heading thereof and
by striking out "or use".

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

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

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

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

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

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

(11) If-
(A) any amount was disallowed as a deduction under sec-

tion 163(d) of the Internal Revenue Code of 1954 (as in
effect on the day before the date of the enactment of the
Reform Act),

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

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

to the extent such amount is attributable to an activity subject
to the limitations of section 469 of the 1986 Code, such amount
shall not be treated as investment interest but shall be treated
as a deduction allocable to such activity for such first taxable
year. Subsection (m) of section 469 of the 1986 Code and section
501(c)(2) of the Reform Act shall not apply to any amount so
trea ted.

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

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



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

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

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

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

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

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

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

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

(15) Clause (i) of section 7872(d)(1)(E) of the 1986 Code is
amended by striking out "section 163(d)(3)" and inserting in
lieu thereof "section 163(d)(4)"

SEC. 1006. A MENDMENTS RELA TED TO TITLE VI OF THE REFORM A CT.
(a) AMENDMENT RELATED TO SECTION 601 OF THE REFORM AcT.-

Section 15 of the 1986 Code is amended by adding at the end thereof
the following new subsection:

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

(b) AMENDMENTS RELATED TO SECTIONS 611 AND 612 OF THE
REFORM A CT.-

(1) In the case of dividends received or accrued during 1987-
(A) subparagraph (B) of section 245(c)(1) of the 1986 Code

shall be applied by substituting "80 percent" for the per-
centage specified therein, and

(B) subparagraph (B) of section 861(a)(2) of the 1986 Code
shall be applied by substituting "l'°lsoths" for the fraction
specified therein.

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

"(3) AGGREGATE DIVIDENDS.-For purposes of this subsec-
tion-



"(A) IN GENERAL.-In computing the amount of aggregate
dividends received, there shall only be taken into account
dividends received from domestic corporations.

"(B) DIvIDEND.-For purposes of subparagraph (A), the
term 'dividend' shall not include any distribution from-

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

"(ii) a real estate investment trust which, for the tax-
able year of the trust in which the dividend is paid,
qualifies under part 11 of subchapter M (section 856
and following).

"(C) LIMITATIoNs ON DIVIDENDS FROM REGULATED IN-
VESTMENT COMPANIES.-In determining the amount of any
dividend for purposes of this paragraph, a dividend re-
ceived from a regulated investment company shall be sub-
ject to the limitations prescribed in this section."

(c) AMENDMENTS RELATED TO SECTION 614 OF THE REFORM ACT.-
(1) Section 1059(d) of the 1986 Code (relating to extension to

certain property distributions) is amended by striking out para-
graph (5) and redesignating paragraphs (6) and (7) as para-
graphs (5) and (6), respectively.

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

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

"(6) EXCEPTION WHERE STOCK HELD DURING ENTIRE EXISTENCE
OF CORPORATION.-

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

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

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

"(B) QUALIFIED CORPORATION.-For purposes of subpara-

graph (A), the term 'qualified corporation' means any cor-
poration (including a predecessor corporation)-

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

"(ii) which has no earnings and profits-
"(I) which were earned by, or



"(II) which are attributable to gain on property
which accrued during a period the corporation
holding the property was,

a corporation not described in clause (i).
"(C) APPLICATION OF PARAGRAPH.-This paragraph shall

not apply to any extraordinary dividend to the extent such
application is inconsistent with the purposes of this sec-
tion. "

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

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

"(2) QUALIFYING DIVIDENDS.-

"(A) IN GENERAL.-Except as provided in regulations, the
term 'extraordinary dividend' does not include any qualify-
ing dividend (within the meaning of section 243).

"(B) ExcEpTION. -Subparagraph (A) shall not apply to
any portion of a dividend which is attributable to earnings
and profits which-

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

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

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

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

"(i) this section shall not apply to such dividends if
the taxpayer holds such stock for more than 5 years,
and

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

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

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

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

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

(B) by adding at the end thereof the following new sen-
tence:



"Such term shall not include any dividend payable
with respect to any share of stock if the actual rate of
return on such stock exceeds 15 percent."

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

(A) by striking out "subparagraph (A)" and the material
preceding clause (i) and inserting in lieu thereof "this para-
graph", and

(B) by striking out "subparagraph (B)(i)(II)" in clause (ii)
and inserting in lieu thereof "clause (i)(II)"

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

(d) AMENDMENTS RELATED TO SECTION 621 OF THE REFORM
ACT.-

(1)(A) Section 382(e)(2) of the 1986 Code is amended-
(i) by inserting "or other corporate contraction" after "re-

demption" each place it appears, and
(ii) by inserting "OR OTHER CORPORATE CONTRACTION"

after "REDEMPTION" in the heading thereof
(B) Clause (ii) of section 382(h)(3)(A) of the 1986 Code is

amended-
(i) by inserting "or other corporate contraction" after "re-

demption " each place it appears, and
(ii) by inserting "OR OTHER CORPORATE CONTRACTIONS"

after "REDEMPTIONS" in the heading thereof.
(C) Section 382(m) of the 1986 Code is amended by inserting

"and" at the end of paragraph (3), by striking out paragraph
(4), and by redesignating paragraph (5) as paragraph (4).

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

(2) Section 382(g)(4)(C) of the 1986 Code is amended by insert-
ing "rules similar to" before "the rules' '

(3)(A) Section 382(h)(1)(C) of the 1986 Code is amended to read
as follows:

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

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

"(ii) the net unrealized built-in gain (determined
without regard to paragraph (3)(B)). "

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

(4) Section 382(i)(3) of the 1986 Code is amended-
(A) by inserting "the earlier of" before "the 1st day", and



(B) by inserting "or the taxable year in which the trans-
action being tested occurs" after "1st post-change year".

(5)(A) Section 382(k)(1) of the 1986 Code is amended by insert-
ing "or having a net operating loss for the taxable year in
which the ownership change occurs" after "carryover".

(B) Section 382(k)(2) of the 1986 Code is amended to read as
follows:

"(2) OLD LOSS CORPORATION.-The term 'old loss corporation'
means any corporation-

"(A) with respect to which there is an ownership change,
and

"(B) which (before the ownership change) was a loss cor-
poration. "

(6) Section 382(l)(3)(A) of the 1986 Code is amended by strik-
ing out "and" at the end of clause (iii), and by striking out
clause (iv) and inserting in lieu thereof the following new
clauses: "(iv) except to the extent provided in regulations, an

option to acquire stock shall be treated as exercised if
such exercise results in an ownership change, and

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

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

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

(7) Clause (ii) of section 382(l)(5)(A) of the 1986 Code is
amended by striking out "immediately after such ownership
change" and inserting in lieu thereof "after such ownership
change and as a result of being shareholders or creditors imme-
diately before such change".

(8) Section 382(l)(5)(F) of the 1986 Code is amended-
(A) by inserting " '1504(a)(2)(B)' for '1504(a)(2)' and" after

"substituting" in clause (i)(I), and
(B) by striking out "deposits described in subclause (II)"

in clause (ii)(III) and inserting in lieu thereof "the amount
of deposits in the new loss corporation immediately after
the change".

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

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

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

(11) Paragraph (1) of section 621(f) of the Reform Act is
amended to read as follows:



"(1) AMENDMENTS MADE BY SUBSECTIONS (a), (b), and (c).-
"(A) IN GENERAL. -

"(i) CHANGES AFTER 1986.-The amendments made by
subsections (a), (b), and (c) shall apply to any ownership
change after December 31, 1986.

"(ii) PLANS OF REORGANIZATION ADOPTED BEFORE

1987.-For purposes of clause (i), any equity structure
shift pursuant to a plan of reorganization adopted
before January 1, 1987, shall be treated as occurring
when such plan was adopted.

"(B) TERMINATION OF OLD SECTION 382.-Except in a case
described in any of the following paragraphs-

"(i) section 382(a) of the Internal Revenue Code of
1954 (as in effect before the amendment made by sub-
section (a) and the amendments made by section 806 of
the Tax Reform Act of 1976) shall not apply to any in-
crease in percentage points occurring after December
31, 1988, and

"(ii) section 382(b) of such Code (as so in effect) shall
not apply to any reorganization occurring pursuant to a
plan of reorganization adopted after December 31,
1986.

In no event shall sections 382 (a) and (b) of such Code (as so
in effect) apply to any ownership change described in sub-
paragraph (A).

"(C) COORDINATION WITH SECTION 382(i).-For purposes of
section 382(i) of the Internal Revenue Code of 1986 (as
added by this section), any equity structure shift pursuant
to a plan of reorganization adopted before January 1, 1987,
shall be treated as occurring when such plan was adopted."

(12)(A) Section 621(f)(2)(C) of the Reform Act is amended by
inserting "and reincorporated in Delaware in 1987," after
"1924, ".

(B) Clause (ii) of section 621(f)(2)(C) of the Reform Act is
amended to read as follows:

"(ii) the amendments made by subsections (e) and (f)
of section 806 of the Tax Reform Act of 1976 shall not
apply to such debt restructuring, except that the
amendment treated as part of such subsections under
section 59(b) of the Tax Reform Act of 1984 (relating to
qualified workouts) shall apply to such debt restructur-
ing."

(13) Subparagraph (D) of section 621(f)(2) of the Reform Act is
amended-

(A) by striking out "or reorganization ", and
(B) by adding at the end thereof the following new sen-

tence: "For purposes of the preceding sentence, in applying
section 382 (as so in effect), if a person has a warrant to
acquire stock, such stock shall be considered as owned by
such person."

(14) Section 621(f)(3) of the Reform Act is amended by striking
out "after December 31, 1986".



(15) Paragraph (4) of section 621(f) of the Reform Act is
amended by striking out the last sentence and inserting in lieu
thereof the following:
"Any regulations prescribed under section 382 of the Internal
Revenue Code of 1986 (as added by subsection (a)) which have
the effect of treating a group of shareholders as a separate 5-
percent shareholder by reason of a public offering shall not
apply to any public offering before January 1, 1989, for the ben-
efit of institutions described in section 591 of such Code. Unless
the corporation otherwise elects, an underwriter of any offering
of stock in a corporation before September 19, 1986 (January 1,
1989, in the case of an offering for the benefit of an institution
described in the preceding sentence), shall not be treated as ac-
quiring any stock of such corporation by reason of a firm com-
mitment underwriting to the extent the stock is disposed of pur-
suant to the offering (but in no event later than 60 days after
the initial offering). "

(16) Subparagraph (A) of section 621(f)(7) of the Reform Act is
amended by striking out "the parent corporation referred to in
section 203(d)(13)(B)" and inserting in lieu thereof "a parent
corporation incorporated in March 1980 under the laws of Dela-
ware

(17)(A) Subsection (e) of section 382 of the 1986 Code is
amended by adding at the end thereof the following new para-
graph:

"(3) TREATMENT OF FOREIGN CORPORATIONS.-Except as other-
wise provided in regulations, in determining the value of any
old loss corporation which is a foreign corporation, there shall
be taken into account only items treated as connected with the
conduct of a trade or business in the United States."

(B) The amendment made by subparagraph (A) shall apply to
any ownership change after June 10, 1987. For purposes of the
preceding sentence, any equity structure shift pursuant to a
plan of reorganization adopted on or before June 10, 1987, shall
be treated as occurring when such plan was adopted.

(18) Subparagraph (C) of section 382(l)(5) of the 1986 Code is
amended to read as follows:

"(C) REDUCTION OF TAX ATTRIBUTES WHERE DISCHARGE OF

INDEBTEDNESS.-

"(i) IN GENERAL.-In any case to which subpara-
graph (A) applies, 50 percent of the amount which, but
for the application of section 108(e)(10)(B), would have
been applied to reduce tax attributes under section
108(b) shall be so applied.

"(ii) CLARIFICATION WITH SUBPARAGRAPH (B).-In ap-
plying clause (i), there shall not be taken into account
any indebtedness for interest described in subpara-
graph (B). "

(19) Subparagraph (E) of section 382(l)(5) of the 1986 Code is
amended by striking out so much of such subparagraph as pre-
cedes clause (i) thereof and inserting in lieu thereof the follow-
ing:



"(E) ONLY CERTAIN STOCK TAKEN INTO ACCOUNT.-For

purposes of subparagraph (A)(ii), stock transferred to a
creditor shall be taken into account only to the extent such
stock is transferred in satisfaction of indebtedness and only
if such indebtedness- ".

(20) Paragraph (4) of section 382(h) of the 1986 Code is
amended-

(A) by inserting before the comma at the end of subpara-
graph (A) the following: "(or to the extent the amount so
disallowed is attributable to capital losses, under rules
similar to the rules for the carrying forward of net capital
losses)", and

(B) by striking out "TREATED AS A NET OPERATING LOSS"
in the paragraph heading and inserting in lieu thereof 'AL-
LOWED AS A CARRYFOR WARD".

(21) Paragraph (1) of section 382(g) of the 1986 Code is amend-
ed-

(A) by striking out "new loss corporation" and inserting
in lieu thereof "loss corporation", and

(B) by striking out "old loss corporation" and inserting in
lieu thereof "loss corporation ".

(22) Paragraph (6) of section 382(h) of the 1986 Code is
amended to read as follows:

"(6) TREATMENT OF CERTAIN BUILT-IN ITEMS.-
"(A) INCOME ITEMS.-Any item of income which is proper-

ly taken into account during the recognition period but
which is attributable to periods before the change date
shall be treated as a recognized built-in gain for the tax-
able year in which it is properly taken into account.

"(B) DEDUCTION ITEMS.-Any amount which is allowable
as a deduction during the recognition period but which is
attributable to periods before the change date shall be
treated as a recognized built-in loss for the taxable year for
which it is allowable as a deduction.

"(C) ADJUSTMENTS.-The amount of the net unrealized
built-in gain or loss shall be properly adjusted for amounts
treated as recognized built-in gains or losses under this
paragraph. "

(23) Paragraph (9) of section 382(h) of the 1986 Code is
amended by striking out "is transferred" and inserting in lieu
thereof "was acquired (or is subsequently transferred)".

(24) Subsection (m) of section 382 of the 1986 Code (as amend-
ed by paragraph (1)) is amended by striking out "and" at the
end of paragraph (3), by striking out the period at the end of
paragraph (4) and inserting in lieu thereof ", and", and by
adding at the end thereof the following:

"(5) providing, in the case of any group of corporations de-
scribed in section 1563(a) (determined by substituting '50 per-
cent'for '80 percent'each place it appears and determined with-
out regard to paragraph (4) thereof), appropriate adjustments to
value, built-in gain or loss, and other items so that items are
not omitted or taken into account more than once. "



(25) Clause (ii) of section 382(l)(5)(A) of the 1986 Code is
amended by striking out "stock of controlling corporation" and
inserting in lieu thereof "stock of a controlling corporation ".

(26) Clause (ii) of section 382(h)(3)(B) of the 1986 Code is
amended by striking out "there shall not" and inserting in lieu
thereof "except as provided in regulations, there shall not".

(27) Subparagraph (B) of section 382(1)(5) of the 1986 Code is
amended by striking out "the net operating loss deduction
under section 172(a) for any post-change year shall be deter-
mined" and inserting in lieu thereof "the pre-change losses and
excess credits (within the meaning of section 383(a)(2)) which
may be carried to a post-change year shall be computed".

(28)(A) Clause (ii) of section 382(hX3XA) of the 1986 Code is
amended by striking out "determinations under clause (i)" and
inserting in lieu thereof "to the extent provided in regulations,
determinations under clause (i)".

(B) The amendment made by subparagraph (A) shall apply in
the case of ownership changes on or after June 21, 1988.

(29) Subclause (I) of section 382(1)(5)(F)(iii) of the 1986 Code is
amended by striking out "section 368(a)(D)(ii) 'and inserting in
lieu thereof "section 368(a)(3)(D)(ii)"

(e) AMENDMENTS RELATED TO SECTION 631 OF THE REFORM ACT. -
(1) Clause (ii) of section 336(d)(2)(B) of the 1986 Code is

amended to read as follows:
"(ii) CERTAIN ACQUISITIONS TREATED AS PART OF

PLAN.-For purposes of clause (i), any property de-
scribed in clause (i)(I) acquired by the liquidated corpo-
ration after the date 2 years before the date of the
adoption of the plan of complete liquidation shall,
except as provided in regulations, be treated as ac-
quired as part of a plan described in clause (i)(II). "

(2) Paragraph (3) of section 336(d) of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence:
"The preceding sentence shall apply to any distribution to the
80-percent distributee only if subsection (a) or (b)(1) of section
337 applies to such distribution. "

(3) Subsection (e) of section 336 of the 1986 Code is amended
by striking out "such corporation may elect" and inserting in
lieu thereof "an election may be made".

(4) Subparagraph (B) of section 337(b)(2) of the 1986 Code is
amended-

(A) by striking out "or 511(b)(2)" in clause (i),
(B) by striking out "in an unrelated trade or business (as

defined in section 513)" in clause (i) and inserting in lieu
thereof "in an activity the income from which is subject to
tax under section 511(a)" and

(C) by striking out "an unrelated trade or business of
such organization" in clause (ii) and inserting in lieu there-
of "an activity referred to in clause (i)".

(5)(A) Subsection (d) of section 337 of the 1986 Code is amend-
ed-

(i) by striking out "made to this subpart by the Tax
Reform Act of 1986" and inserting in lieu thereof "made by
subtitle D of title VI of the Tax Reform Act of 1986", and



(ii) by inserting "or through the use of a regulated invest-
ment company, real estate investment trust, or tax-exempt
entity" after "subchapter)" in paragraph (1).

(B) The amendment made by subparagraph (A)(ii) shall not
apply to any reorganization if before June 10, 1987-

(i) the board of directors of a party to the reorganization
adopted a resolution to solicit shareholder approval for the
transaction, or

(ii) the shareholders or the board of directors of a party
to the reorganization approved the transaction.

(6) Subsection (b) of section 334 of the 1986 Code is amended
to read as follows:

"(b) LIQUIDATION OF SUBSIDIARY.-

"(1) IN GENERAL.-If property is received by a corporate dis-
tributee in a distribution in a complete liquidation to which
section 332(a) applies (or in a transfer described in section
337(b)(1)), the basis of such property in the hands of such dis-
tributee shall be the same as it would be in the hands of the
transferor; except that, in any case in which gain or loss is rec-
ognized by the liquidating corporation with respect to such
property, the basis of such property in the hands of such distrib-
utee shall be the fair market value of the property at the time
of the distribution.

"(2) CORPORATE DISTRIBUTEE.-For purposes of this subsec-
tion, the term 'corporate distributee' means only the corporation
which meets the stock ownership requirements specified in sec-
tion 332(b)."

(7)(A) Subparagraph (B) of section 453(h)(1) of the 1986 Code
is amended by striking out "to one person" and inserting in lieu
thereof "to 1 person in 1 transaction ".

(B) Subparagraph (E) of section 453(h)(1) of the 1986 Code is
amended by striking out "section 368(c)(1)" and inserting in lieu
thereof "section 368(c)".

(8)(A) Part VII of subchapter C of chapter 1 of the 1986 Code
is hereby repealed.

(B) Subsection (b) of section 311 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(3) SPECIAL RULE FOR CERTAIN DISTRIBUTIONS OF PARTNER-

SHIP OR TRUST INTERESTS.-If the property distributed consists
of an interest in a partnership or trust, the Secretary may by
regulations provide that the amount of the gain recognized
under paragraph (1) shall be computed without regard to any
loss attributable to property contributed to the partnership or
trust for the ,principal purpose of recognizing such loss on the
distribution.

(C) The table of parts for subchapter C of chapter 1 of the
1986 Code is amended by striking out the item relating to part
VII

(9) Paragraph (1) of section 267(a) of the 1986 Code is amend-
ed- (A) by striking out "(other than a loss in case of a distri-

bution in corporate liquidation)", and
(B) by adding at the end thereof the following new sen-

tence: "The preceding sentence shall not apply to any loss of



the distributing corporation (or the distributee) in the case
of a distribution in complete liquidation."

(10) Paragraph (1) of section 301(b) of the 1986 Code is amend-
ed to read as follows:

"(1) GENERAL RULE.-For purposes of this section, the amount
of any distribution shall be the amount of money received, plus
the fair market value of the other property received."

(11) Subsection (d) of section 301 of the 1986 Code is amended
to read as follows:

"(d) BAsI.-The basis of property received in a distribution to
which subsection (a) applies shall be the fair market value of such
property. "

(12) Section 301 of the 1986 Code is amended by striking out
subsection (e) and by redesignating subsections (f) and (g) as
subsections (e) and (f), respectively.

(13)(A) Subsection (a) of section 367 of the 1986 Code is
amended by redesignating paragraph (5) as paragraph (6) and
by inserting after paragraph (4) the following new paragraph:

"(5) PARAGRAPHS (2) AND (3) NOT TO APPLY TO CERTAIN SEC-

TION 361 TRANACTIONs.-Paragraphs (2) and (3) shall not apply
in the case of an exchange described in section 361. Subject to
such basis adjustments and such other conditions as shall be
provided in regulations, the preceding sentence shall not apply
if the transferor corporation is controlled (within the meaning
of section 368(c)) by 5 or fewer domestic corporations. For pur-
poses of the preceding sentence, all members of the same affili-
ated group (within the meaning of section 1504) shall be treated
as 1 corporation."

(B) The amendment made by subparagraph (A) shall apply to
exchanges on or after June 21, 1988, except that such amend-
ment shall not apply to any exchange pursuant to any reorgani-
zation for which a plan of reorganization was adopted before
June 21, 1988.

(C) Section 367(e)(2) of the 1986 Code (as amended by the
Reform Act) shall not apply in the case of any corporation com-
pletely liquidated before June 10, 1987, into a corporation orga-
nized in a country which has an income tax treaty with the
United States.

(14)(A) Subsection (d) of section 1248 of the 1986 Code is
amended by striking out paragraph (2).

(B) Subparagraph (B) of section 1248(f)(1) of the 1986 Code is
amended to read as follows:

"(B) such domestic corporation distributes stock of such
foreign corporation in a distribution to which section
311(a), 227, or 361(c)(1) applies, ".

(C) Paragraph (1) of section 1248(f) of the 1986 Code is amend-
ed by striking out "distribution, sale, or exchange" in the last
sentence and inserting in lieu thereof "distribution ".

(D) Subsection (f) of section 1248 of the 1986 Code is amended
by striking out paragraph (3) and by redesignating paragraph
(4) as paragraph (3).

(E) The subsection heading for section 1248(f) of the 1986
Code is amended by striking out "SECTIoN 311, 336, OR 337



TRANSACTIONS" and inserting in lieu thereof "NONRECOGNITION

TRANSACTIONS ".

(15) Paragraph (1) of section 995(c) of the 1986 Code is amend-
ed by inserting "or" at the end of subparagraph (A), by striking
out ", or" at the end of subparagraph (B) and inserting in lieu
thereof a period, and by striking out subparagraph (C) and the
sentence following subparagraph (C).

(16) Subsection (d) of section 245 of the 1986 Code is hereby
repealed.

(17) Paragraph (14) of section 1223 of the 1986 Code is amend-
ed to read as follows:

"(14) CROSS REFERENCE. -
"For special holding period provision relating to certain partership distribu-

tions, see section 735(b)."
(18) Clause (ii) of section 341(e)(1)(C) of the 1986 Code is

amended-
(A) by striking out "sale or exchange" the first place it

appears and inserting in lieu thereof "liquidating sale or
exchange'" and

(B) by striking out " gain or loss on which was not recog-
nized to such other corporation under section 337(a), ".

(19) Subsection (1) of section 897 of the 1986 Code is hereby
repealed.

(20) Paragraph (7) of section 338(h) of the 1986 Code is hereby
repealed.

(21)(A) The heading of subsection (b) of section 336 of the 1986
Code is amended by striking out "IN EXCESS OF BASIS ".

(B) The heading of paragraph (2) of section 311(b) of the 1986
Code is amended by striking out "IN EXCESS OF BASIS".

(22) Section 453B of the 1986 Code is amended by adding at
the end thereof the following new subsection:

"(h) CERTAIN LIQUIDATING DISTRIBUTIONS BY S CORPORATIONS.-
If-

"(1) an installment obligation is distributed by an S corpora-
tion in a complete liquidation, and

"(2) receipt of the obligation is not treated as payment for the
stock by reason of section 453(h)(1),

then, except for purposes of any tax imposed by subchapter S, no
gain or loss with respect to the distribution of the obligation shall
be recognized by the distributing corporation. Under regulations pre-
scribed by the Secretary, the character of the gain or loss to the
shareholder shall be determined in accordance with the principles
of section 1366(b)."

(f) AMENDMENTS RELATED TO SECTION 632 OF THE REFORM ACT. -
(1) Subsection (a) of section 1374 of the 1986 Code is amended

by striking out "a recognized built-in gain" and inserting in
lieu thereof "a net recognized built-in gain ".

(2) Subsection (b) of section 1374 of the 1986 Code is amended
by striking out paragraphs (1) and (2) and inserting in lieu
thereof the following:

"(1) IN GENERAL.-The amount of the tax imposed by subsec-
tion (a) shall be computed by applying the highest rate of tax



specified in section 11(b) to the net recognized built-in gain of
the S corporation for the taxable year.

"(2) NET OPERATING LOSS CARRYFORWARDS FROM C YEARS AL-

LOWED.-Notwithstanding section 1371(b)(1), any net operating
loss carryforward arising in a taxable year for which the corpo-
ration was a C corporation shall be allowed for purposes of this
section as a deduction against the net recognized built-in gain
of the S corporation for the taxable year. For purposes of deter-
mining the amount of any such loss which may be carried to
subsequent taxable years, the amount of the net recognized
built-in gain shall be treated as taxable income. Rules similar
to the rules of the preceding sentences of this paragraph shall
apply in the case of a capital loss carryforward arising in a tax-
able year for which the corporation was a C corporation."

(3) Subparagraph (B) of section 1374(b)(4) of the 1986 Code is
amended to read as follows:

"(B) the amount of the net recognized built-in gain shall
be treated as the taxable income."

(4) Paragraph (2) of section 1374(c) of the 1986 Code is amend-
ed by striking out "recognized built-in gains" each place it ap-
pears and inserting in lieu thereof "net recognized built-in
gain ".

(5)(A) Section 1374 of the 1986 Code is amended by striking
out all that follows paragraph (1) of subsection (d) and insert-
ing in lieu thereof the following:

"(2) NET RECOGNIZED BUILT-IN GAIN. -

"(A) IN GENERAL-The term 'net recognized built-in gain'
means, with respect to any taxable year in the recognition
period, the lesser of-

"(i) the amount which would be the taxable income
of the S corporation far such taxable year if (except as
provided in subsection (b)(2)) only recognized built-in
gains and recognized built-in Zosses were taken into ac-
count, or

"(ii) such corporation's taxable income for such tax-
able year (determined as provided in section
1375(b)(1)(B)).

"(B) CARRYOVER.-If for any taxable year, the amount
referred to in clause (i) of subparagraph (A) exceeds the
amount referred to in clause (ii) of subparagraph (A), such
excess shall be treated as a recognized built-in gain in the
succeeding taxable year. The preceding sentence shall apply
only in the case of a corporation treated as an S corpora-
tion by reason of an election made on or after March 31,
1988.

"(3) RECOGNIZED BUILT-IN GAIN.-The term 'recognized built-
in gain' means any gain recognized during the recognition
period on the disposition of any asset except to the extent that
the S corporation establishes that-

"(A) such asset was not held by the S corporation as of
the beginning of the 1st taxable year for which it was an S
corporation, or

"(B) such gain exceeds the excess (if any) of-



"(i) the fair market value of such asset as of the be-
ginning of such 1st taxable year, over

"(ii) the adjusted basis of the asset as of such time.
"(4) RECOGNIZED BUILT-IN LOSSES.-The term 'recognized

built-in loss' means any loss recognized during the recognition
period on the disposition of any asset to the extent that the S
corporation establishes that-

"(A) such asset was held by the S corporation as of the
beginning of the 1st taxable year referred to in paragraph
(3), and

"(B) such loss does not exceed the excess of-
"(i) the adjusted basis of such asset as of the begin-

ning of such 1st taxable year, over
"(ii) the fair market value of such asset as of such

time.
"(5) TREATMENT OF CERTAIN BUILT-IN ITEMS.-

"(A) INCOME ITEMS.-Any item of income which is proper-
ly taken into account during the recognition period but
which is attributable to periods before the 1st taxable year
for which the corporation was an S corporation shall be
treated as a recognized built-in gain for the taxable year in
which it is properly taken into account.

"(B) DEDUCTION ITEMS.-Any amount which is allowable
as a deduction during the recognition period but which is
attributable to periods before the 1st taxable year referred
to in subparagraph (A) shall be treated as a recognized
built-in loss for the taxable year for which it is allowable
as a deduction.

"(C) ADJUSTMENT TO NET UNREALIZED BUILT-IN GAIN.-
The amount of the net unrealized built-in gain shall be
properly adjusted for amounts treated as recognized built-in
gains or losses under this paragraph.

"(6) TREATMENT OF CERTAIN PROPERTY.-If the adjusted basis
of any asset is determined (in whole or in part) by reference to
the adjusted basis of any other asset held by the S corporation
as of the beginning of the 1st taxable year referred to in para-
graph ()-

"(A) such asset shall be treated as held by the S corpora-
tion as of the beginning of such 1st taxable year, and

"(B) any determination under paragraph (3)(B) or (4)(B)
with respect to such asset shall be made by reference to the
fair market value and adjusted basis of such other asset as
of the beginning of such 1st taxable year.

"(7) RECOGNITION PERIOD.-The term 'recognition period'
means the 10-year period beginning with the 1st day of the 1st
taxable year for which the corporation was an S corporation.

"(8) TREATMENT OF TRANSFER OF ASSETS FROM C CORPORA-

TION TO S CORPORATION.-

"(A) IN GENERAL.-Except to the extent provided in regu-
lations, if-

"(i an S corporation acquires any asset, and
"(ii) the S corporation's basis in such asset is deter-

mined (in whole or in part) by reference to the basis of



such asset (or any other property) in the hands of a C
corporation,

then a tax is hereby imposed on any net recognized built-in
gain attributable to any such assets for any taxable year be-
ginning in the recognition period. The amount of such tax
shall be determined under the rules of this section as modi-
fied by subparagraph (B).

"(B) MoDIFICATIoNs.-For purposes of this paragraph,
the modifications of this subparagraph are as follows:

"(i) IN GENERAL.-The preceding paragraphs of this
subsection shall be applied by taking into account the
day on which the assets were acquired by the S corpo-
ration in lieu of the beginning of the 1st taxable year
for which the corporation was an S corporation.

"(ii) SUBSECTION (C)A1) NOT TO APPLY. -Subsection
(c)(1) shall not apply.

"(9) REFERENCE TO 1ST TAXABLE YEAR.-Any reference in this
section to the 1st taxable year for which the corporation was an
S corporation shall be treated as a reference to the 1st taxable
year for which the corporation was an S corporation pursuant
to its most recent election under section 1362.

"(e) RmcuLATIoNS.-The Secretary shall prescribe such regulations
as may be necessary to carry out the purposes of this section includ-
ing regulations providing for the appropriate treatment of successor
corporations. "

(B) Subparagraph (B) of section 1375(b)(1) of the 1986 Code is
amended to read as follows:

"(B) LIMITATIoN.-The amount of the excess net passive
income for any taxable year shall not exceed the amount of
the corporation's taxable income for such taxable year as
determined under section 63(a)-

"(i) without regard to the deductions allowed by part
VIII of subchapter B (other than the deduction allowed
by section 248, relating to organization expenditures),
and

"(ii) without regard to the deduction under section
172."

(C) Subsection (b) of section 1M75 of the 198 Code is amended
by adding at the end thereof the following new paragraph:

"(4) COORDINATION WITH SECTION 1374.-Notwithstanding
paragraph (3), the amount of passive investment income shall
be determined by not taking into account any recognized built-
in gain or loss of the S corporation for any taxable year in the
recognition period. Terms used in the preceding sentence shall
have the same respective meanings as when used in section
1374."

(D) Subsection (c) of section 1375 of the 1986 Code is amended
to read as follows:

"(C) CREDITS NOT ALLOWABLE.-No credit shall be allowed under
part IV of subchapter A of this chapter (other than section 34)
against the tax imposed by subsection (a)."



(E) Paragraph (2) of section 1366(f) of the 1986 Code is
amended by striking out "as defined in section 1374(d)(2)" and
inserting in lieu thereof "within the meaning of section 1374"

(6) Paragraph (3) of section 1362(d) of the 1986 Code is
amended-

(A) by striking out clause (v) of subparagraph (D), and
(B) by adding at the end thereof the following new sub-

paragraph:
"(E) SPECIAL RULE FOR OPTIONS AND COMMODITY DEAL-

INGS.-
"(i) IN GENERAL.-In the case of any options dealer

or commodities dealer, passive investment income shall
be determined by not taking into account any gain or
loss (in the normal course of the taxpayer's activity of
dealing in or trading section 1256 contracts) from any
section 1256 contract or property related to such a con-
tract.

"(ii) DEFINITIONS.-For purposes of this subpara-
graph-

"(1) OPTIONS DEALER.-The term 'options dealer'
has the meaning given such term by section
1256(g)(8).

"(II) COMMODITIES DEALER.-The term 'commod-
ities dealer' means a person who is actively en-
gaged in trading section 1256 contracts and is reg-
istered with a domestic board of trade which is
designated as a contract market by the Commod-
ities Futures Trading Commission.

"(III) SECTION 1256 CONTRACT.-The term 'sec-
tion 1256 contract' has the meaning given to such
term by section 1256(b). "

(7) The subsection (d) of section 1363 of the 1986 Code which
relates to distributions of appreciated property, and subsection
(e) of section 1363 of the 1986 Code, are hereby repealed.

(g) AMENDMENTS RELATED TO SECTION 633 OF THE REFORM
ACT.-

(1) Subsection (b) of section 633 of the Reform Act is amended
to read as follows:

"(b) BUILT-IN GAINS OF S CORPORATIONS.-

"(1) IN GENERAL.-The amendments made by section 632
(other than subsection (b) thereof) shall apply to taxable years
beginning after December 31, 1986, but only in cases where the
return for the taxable year is filed pursuant to an S election
made after December 31, 1986.

"(2) APPLICATION OF PRIOR LAW.-In the case of any taxable
year of an S corporation which begins after December 31, 1986,
and to which the amendments made by section 632 (other than
subsection (b) thereof) do not apply, paragraph (1) of section
1374(b) of the Internal Revenue Code of 1954 (as in effect on the
date before the date of the enactment of this Act) shall be ap-
plied as if it read as follows:

" '(1) an amount equal to 34 percent of the amount by which
the net capital gain of the corporation for the taxable year ex-
ceeds $25,000, or' ".



(2) Subparagraph (B) of section 633(c)(1) of the Reform Act is
amended by striking out "50 percent or more" and inserting in
lieu thereof "more than 50 percent".

(3) Paragraph (1) of section 633(d) of the Reform Act is
amended-

(A) by striking out "this section" and inserting in lieu
thereof "this subtitle",

(B) by striking out "would be recognized and inserting in
lieu thereof "would be recognized by the liquidating corpo-
ration ", and

(C) by adding at the end thereof the following new sen-
tence: "Section 333 of the Internal Revenue Code of 1954 (as
in effect on the day before the date of the enactment of this
Act) shall continue to apply to any complete liquidation de-
scribed in the preceding sentence. ".

(4) Subparagraph (C) of section 633(d)(2) of the Reform Act is
amended to read as follows:

"(C) any gain on an asset acquired by the qualified corpo-
ration if-

"(i) the basis of such asset in the hands of the quali-
fied corporation is determined (in whole or in part) by
reference to the basis of such asset in the hands of the
person from whom acquired, and

"(ii) a principal purpose for the transfer of such asset
to the qualified corporation was to secure the benefits
of this subsection."

(5)(A) Subparagraph (A) of section 633(d)(5) of the Reform Act
is amended by striking out "10 or fewer qualified persons" and
inserting in lieu thereof "a qualified group".

(B) Paragraph (6) of section 633(d) of the Reform Act is
amended to read as follows:

"(6) DEFINITIONS AND SPECIAL RULES.-For purposes of this
subsection-

"(A) QUALIFIED GROUP.-
"(i) IN GENERAL.-Except as provided in clause (ii),

the term 'qualified group' means any group of 10 or
fewer qualified persons who at all times during the 5-
year period ending on the date of the adoption of the
plan of complete liquidation (or, if shorter, the period
during which the corporation or any predecessor was in
existence) owned (or was treated as owning under the
rules of subparagraph (C)) more than 50 percent (by
value) of the stock in such corporation.

"(ii) 5-YEAR OWNERSHIP REQUIREMENT NOT TO APPLY

IN CERTAIN CASES.-In the case of-
"(I) any complete liquidation pursuant to a plan

of liquidation adopted before March 31, 1988,
"(II) any distribution not in liquidation made

before March 31, 1988,
"(11) an election to be an S corporation filed

before March 31, 1988, or
"(IV) a transaction described in section 338 of

the Internal Revenue Code of 1986 where the ac-



quisition date (within the meaning of such section
338) is before March 31, 1988,

the term 'qualified group' means any group of 10 or
fewer qualified persons.

"(B) QUALIFIED PERSON.-The term 'qualified person'
means-

"() an individual,
"(ii) an estate, or
"(iii) any trust described in clause (ii) or clause (iii)

of section 1361(c)(2)(A) of the Internal Revenue Code of
1986.

"(C) ATTRIBUTION RULES. -
"(i) IN GENERAL.-Any stock owned by a corporation,

trust (other than a trust referred to in subparagraph
(B)(iii), or partnership shall be treated as owned pro-
portionately by its shareholders, beneficiaries, or part-
ners, and shall not be treated as owned by such corpo-
ration, trust, or partnership. Stock considered to be
owned by a person by reason of the application of the
preceding sentence shall, for purposes of applying such
sentence, be treated as actually owned by such person.

"(ii) FAMILY MEMBERS.-Stock owned (or treated as
owned) by members of the same family (within the
meaning of section 318(a)(1) of the Internal Revenue
Code of 1986) shall be treated as owned by 1 person,
and shall be treated as owned by such 1 person for any
period during which it was owned (or treated as
owned) by any such member.

"(iii) TREATMENT OF CERTAIN TRUSTS.-Stock owned
(or treated as owned) by the estate of any decedent or
by any trust referred to in subparagraph (B)(iii) with
respect to such decedent shall be treated as owned by 1
person and shall be treated as owned by such 1 person
for the period during which it was owned (or treated as
owned) by such estate or any such trust or by the dece-
dent.

"(D) SPECIAL HOLDING PERIOD RULES.-Any property ac-
quired by reason of the death of an individual shall be
treated as owned at all times during which such property
was owned (or treated as owned) by the decedent.

"(E) CONTROLLED GROUP OF CORPORATIONS.-All mem-
bers of the same controlled group (as defined in section
267(f)(1) of such Code) shall be treated as 1 corporation for
purposes of determining whether any of such corporations
met the requirement of paragraph (5)(B) and for purposes of
determining the applicable percentage with respect to any
of such corporations. For purposes of the preceding sen-
tence, an S corporation shall not be treated as a member of
a controlled group unless such corporation was a C corpora-
tion for its taxable year which includes August 1, 1986, or
it was not described for such taxable year in paragraph (1)
or (2) of section 1374(c) of such Code (as in effect on the day
before the date of the enactment of this Act)."



(6) Subsection (d) of section 633 of the Reform Act is amended
by adding at the end thereof the following new paragraph:

"(9) APPLICATION TO NONLIQUIDATING DISTRIBUTIONS. -The
provisions of this subsection shall also apply in the case of any
distribution (not in complete liquidation) made by a qualified
corporation before January 1, 1989, without regard to whether
such corporation is completely liquidated."

(7) Paragraph (8) of the section 633(d) of the Reform Act is
amended by striking out "becomes an S corporation for a tax-
able year beginning before January 1, 1989" and inserting in
lieu thereof "makes an election to be an S corporation under
section 1362 of such Code before January 1, 1989, without
regard to whether such corporation is completely liquidated".

(8) Section 633 of the Reform Act is amended by redesignating
the subsections following the first subsection (d) as subsections
(e), (f), and (g), respectively.

(9) Subsection (f)(2) of section 633 of the Reform Act (as so re-
designated) is amended by striking out "May 9, 1929" and in-
serting in lieu thereof "May 9, 1929 (or any direct or indirect
subsidiary of such corporation)".

(10) Paragraph (3) of section 633(f) of the Reform Act (as so
redesignated) is amended by striking out "of such Code)" in the
last sentence thereof and inserting in lieu thereof "of such
Code"

(11) Subclause () of section 633(f)(4)(A)(i) of the Reform Act
(as so redesignated) is amended by striking out "binding on the
selling corporation to sell substantially all its assets" and in-
serting in lieu thereof "to sell substantially all of the assets of a
selling corporation organized under the laws of Massachusetts
on October 20, 1976, ".

(12) Subparagraph (A) of section 633(f)(5) of the Reform Act
(as so redesignated) is amended to read as follows:

"(A) a voting trust established not later than December
31, 1987, shall qualify as a trust permitted as a sharehold-
er of an S corporation and shall be treated as only 1 share-
holder if the holders of beneficial interests in such voting
trust are-

"(i) employees or retirees of such corporation, or
"(ii) in the case of stock or voting trust certificates

acquired from an employee or retiree of such corpora-
tion, the spouse, child, or estate of such employee or re-
tiree or a trust created by such employee or retiree
which is described in section 1361(c)(2) of the Internal
Revenue Code of 1986 (or treated as described in such
section by reason of section 1361(d) of such Code), and".

(h) AMENDMENTS RELATED TO SECTION 641 OF THE REFORM

ACT.-
(1) Paragraph (3) of section 1060(b) of the 1986 Code is amend-

ed by striking out "the Secretary may find necessary" and in-
serting in lieu thereof "the Secretary deems necessary".

(2) Section 1060 of the 1986 Code is amended by adding at the
end thereof the following new subsection:



"(d) TREATMENT OF CERTAIN PARTNERSHIP TRANSACTIONS.-In

the case of a distribution of partnership property or a transfer of an
interest in a partnership-

"(1) the rules of subsection (a) shall apply but only for pur-
poses of determining the value of goodwill or going concern
value (or similar items) for purposes of applying section 755,
and

"(2) if section 755 applies, such distribution or transfer (as the
case may be) shall be treated as an applicable asset acquisition
for purposes of subsection (b). "

(3)(A) Subparagraph (B) of section 6724(d)(1) of the 1986 Code
(defining information return) is amended by striking out "or"
at the end of clause (ix), by striking out the period at the end of
clause (x) and inserting in lieu thereof ", or'" and by adding at
the end thereof the following new clause:

"(xi) section 1060(b) (relating to reporting require-
ments of transferors and transferees in certain asset ac-
quisitions)."

(B) Section 1060 of the 1986 Code is amended by adding at
the end thereof the following new subsection:

"(e) CROSS REFERENCE.-

"For provisions relating to penalties for failure to file a return required by
this section, see section 6721. "

(i) AMENDMENTS RELATED TO SECTION 642 OF THE REFORM ACT.-
(1) Paragraph (1) of section 453(g) of the 1986 Code is amend-

ed by striking out subparagraphs (A) and (B) and inserting in
lieu thereof the following:

"(A) subsection (a) shall not apply,
"(B) for purposes of this title-

"(i) except as provided in clause (ii), all payments to
be received shall be treated as received in the year of
the disposition, and

"(ii) in the case of any payments which are contin-
gent as to the amount but with respect to which the
fair market value may not be reasonably ascertained,
the basis shall be recovered ratably, and

"(C) the purchaser may not increase the basis of any prop-
erty acquired in such sale by any amount before the time
such amount is includible in the gross income of the
seller."

(2)(A) Section 453(g) of the 1986 Code is amended by adding
at the end thereof the following new paragraph:

"(3) RELATED PERSONS.-For purposes of this subsection, the
term 'related persons' has the meaning given to such term by
section 1239(b), except that such term shall include 2 or more
partnerships having a relationship to each other described in
section 707(b)(1)(B). "

(B) Section 453(g)(1) of the 1986 Code is amended by striking
out "(within the meaning of section 1239(b))"
(3) The heading of paragraph (2) of section 642(c) of the

Reform Act is amended by striking out "TRADITIONAL" and in-
serting in lieu thereof "TRANSITIONAL ".

(]) AMENDMENTS RELATED TO SECTION 643 OF THE REFORM A CT.-



(1)(A) Subsection (e) of section 171 of the 1986 Code is amend-
ed to read as follows:

"(e) TREATMENT AS OFFSET TO INTEREST PAYMENTS.-Except as
provided in regulations, in the case of any taxable bond-

"(1) the amount of any bond premium shall be allocated
among the interest payments on the bond under rules similar to
the rules of subsection (b)(3), and

"(2) in lieu of any deduction under subsection (a), the amount
of any premium so allocated to any interest payment shall be
applied against (and operate to reduce) the amount of such in-
terest payment.

For purposes of the preceding sentence, the term 'taxable bond'
means any bond the interest af which is not excludable from gross
income. "

(B) Paragraph (5) of section 1016(a) of the 1986 Code is
amended by striking out "allowable pursuant to section
171(a)(1)" and inserting in lieu thereof "allowable pursuant to
section 171(a)(1) (or the amount applied to reduce interest pay-
ments under section 171(e)(2))".

(C) The amendments made by this paragraph shall apply in
the case of obligations acquired after December 31, 1987; except
that the taxpayer may elect to have such amendment apply to
obligations acquired after October 22, 1986.

(2) Paragraph (2) of section 643(b) of the Reform Act is
amended by striking out "isued after" and inserting in lieu
thereof "acquired after"

(k) AMENDMENTS RELATED TO SECTION 646 OF THE REFORM
ACT.-

(1) Paragraph (2) of section 646(b) of the Reform Act is
amended to read as follows:

"(2) such entity is exclusively engaged in the leasing of miner-
al property and activities incidental thereto, and".

(2) Paragraph (3) of section 646(b) of the Reform Act is
amended by inserting "as of October 22, 1986," after "publicly
traded ".

(3) Subparagraph (A) of section 646(c)(1) of the Reform Act is
amended by inserting "before January 1, 1991" after "entity"

(4) Paragraph (2) of section 646(c) of the Reform Act is
amended to read as follows:

"(2) AGREEMENT. -
"(A) IN GENERAL.-The agreement described in this para-

graph is a written agreement signed by the board of trust-
ees of the entity which provides that the entity will not ac-
quire any additional property other than property described
in subparagraph (B).

"(B) PERMISSIBLE ACQUISITIONS. -Property is described in
this paragraph if it is-

"(i) surface rights to property the acquisition of
which-

"(I) is necessary to mine mineral rights held on
October 22, 1986, and



"(II) is required by a written binding agreement
between the entity and an unrelated person entered
into on or before October 22, 1986,

"(ii) surface rights to property which are not de-
scribed in clause (i) and which-

"(1) are acquired in an exchange to which section
1031 applies, and

"(II) are necessary to mine mineral rights held
on October 22, 1986,

"(iii) tangible personal property incidental to the
leasing of mineral property and activities incidental
thereto, or

"(iv) part of any required reserves of the entity."
(5) Paragraph (1) of section 646(d) of the Reform Act is

amended by striking out subparagraph (B) and inserting in lieu
thereof

"(B) for purposes of section 333 of such Code (as so in
effect)-

"(i) any person holding an income interest in such
entity as of such time shall be treated as a qualified
electing shareholder, and

"(ii) the earnings and profits, and the value of money
or stock or securities, of such entity shall be appor-
tioned ratably among persons described in clause (i).

The amendments made by subtitle D of this title and section
1804 of this Act shall not apply to any liquidation under this
paragraph."

(6)(A) Paragraph (2) of section 646(d) of the Reform Act is
amended to read as follows:

"(2) TERMINATION OF ELECTION.-If an entity ceases to be de-
scribed in subsection (b) or violates any term of the agreement
described in subsection (c)(2), the entity shall, for purposes of
the Internal Revenue Code of 1986, be treated as a corporation
for the taxable year in which such cessation or violation occurs
and for all subsequent taxable years. "

(B) Paragraph (3) of section 646(c) of the Reform Act is
amended to read as follows:

"(3) BEGINNING OF PERIOD FOR WHICH ELECTION IS IN
EFFECT.-The period during which an election is in effect under
this subsection shall begin on the 1st day of the 1st taxable year
beginning after the date of the enactment of this Act and fol-
lowing the taxable year in which the election is made."

(7)(A) Subsection (e) of section 646 of the Reform Act is
amended to read as follows:

"(e) SPECIAL RULE FOR PERSONS HOLDING INCOME INTERESTS.-In
applying subpart E of part I of subchapter J of chapter 1 of the In-
ternal Revenue Code of 1986 to any entity to which this section ap-
plies-

"(1) a reversionary interest shall not be taken into account
until it comes into possession, and

"(2) all items of income, gain, loss, deduction, and credit
shall be allocated to persons holding income interests for the
period of the allocation.



(B) Section 646(d)(3) of the Reform Act is amended by striking
out "or by reason of subsection (e)".

(1) AMENDMENTS RELATED TO SECTION 651 OF THE REFORM ACT.-

(1)(A) Paragraph (6) of section 852(b) of the 1986 Code (as
added by section 651(b)(1)(A) of the Reform Act) is redesignated
as paragraph (7).

(B) Subsection (b) of section 855 of the 1986 Code is amended
by striking out "section 852(b)(6)" and inserting in lieu thereof
"section 852(b)(7)".

(2) Paragraph (2) of section 4982(e) of the 1986 Code is amend-
ed to read as follows:

"(2) CAPITAL GAIN NET INCOME.-

"(A) IN GENERAL.-Except as provided in subparagraph
(B), the term 'capital gain net income' has the meaning
given such term by section 1222(9) (determined by treating
the 1-year period ending on October 31 of any calendar year
as the company's taxable year).

"(B) REDUCTION BY NET ORDINARY LOSS FOR CALENDAR

YEAR.-The amount determined under subparagraph (A)
shall be reduced (but not below the net capital gain) by the
amount of the company's net ordinary loss for the calendar
year.

"(C) DEFINITIONS.-For purposes of this paragraph-
"(i) NET CAPITAL GAIN.-The term 'net capital gain'

has the meaning given such term by section 1222(11)
(determined by treating the 1-year period ending on Oc-
tober 31 of the calendar year as the company's taxable
year).

"(ii) NET ORDINARY LOSS.-The net ordinary loss far
the calendar year is the amount which would be the
net operating loss of the company for the calendar year
if the amount of such loss were determined in the same
manner as ordinary income is determined under para-
graph (1)."

(3) Paragraph (2) of section 852(c) of the 1986 Code is amend-
ed to read as follows:

"(2) COORDINATION WITH TAX ON UNDISTRIBUTED INCOME.-

For purposes of applying this chapter to distributions made by a
regulated investment company with respect to any calendar
year, the earnings and profits of such company shall be deter-
mined without regard to any net capital loss (or net foreign cur-
rency loss) attributable to transactions after October 31 of such
year and with such other adjustments as the Secretary may by
regulations prescribe. The preceding sentence shall apply-

"(A) only to the extent that the amount distributed by the
company with respect to the calendar year does not exceed
the required distribution for such calendar year (as deter-
mined under section 4982 by substituting '100 percent' for
each percentage set forth in section 4982(b)(1)), and

"(B) except as provided in regulations, only if an election
under section 4982(e)(4) is not in effect with respect to such
company. "

(4) Subparagraph (C) of section 852(b)(3) of the 1986 Code is
amended-



(A) by striking out "net capital loss" each place it ap-
pears in the 3rd sentence and inserting in lieu thereof "net
capital loss or net long-term capital loss", and

(B) by striking out "regulated investment company tax-
able income" in the last sentence and inserting in lieu
thereof "the taxable income of the regulated investment
company".

(5) Subsection (e) of section 4982 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(5) TREATMENT OF FOREIGN CURRENCY GAINS AND LOSSES

AFTER OCTOBER 31 OF CALENDAR YEAR.-Any foreign currency
gain or loss which is attributable to a section 988 transaction
and which is properly taken into account for the portion of the
calendar year after October 31 shall not be taken into account
in determining the amount of the ordinary income of the regu-
lated investment company for such calendar year but shall be
taken into account in determining the ordinary income of the
investment company for the following calendar year. In the case
of any company making an election under paragraph (4), the
preceding sentence shall be applied by substituting the last day
of the company's taxable year for October 31."

(6) Section 4982 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

"(f) EXCEPTION FOR CERTAIN REGULATED INVESTMENT COMPA-

NIES.-This section shall not apply to any regulated investment
company for any calendar year if at all times during such calendar
year each shareholder in such company was either-

"(1) a trust described in section 401(a) and exempt from tax
under section 501(a), or

"(2) a segregated asset account of a life insurance company
held in connection with variable contracts (as defined in section
817(d)).

For purposes of the preceding sentence, any shares attributable to an
investment in the regulated investment company (not exceeding
$250,000) made in connection with the organization of such compa-
ny shall not be taken into account. "

(7) Subsection (b) of section 852 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(8) SPECIAL RULE FOR TREATMENT OF CERTAIN FOREIGN CUR-

RENCY LOSSES.-To the extent provided in regulations, the tax-
able income of a regulated investment company (other than a
company to which an election under section 4982(e)(4) applies)
shall be computed without regard to any net foreign currency
loss attributable to transactions after October 31 of such year,
and any such net foreign currency loss shall be treated as aris-
ing on the 1st day of the following taxable year. "

(8) Subsection (a) of section 852 of the 1986 Code is amended
by adding at the end thereof the following new sentence:

"The Secretary may waive the requirements of paragraph (1) for any
taxable year if the regulated investment company establishes to the
satisfaction of the Secretary that it was unable to meet such require-
ments by reason of distributions previously made to meet the re-
quirements of section 4982."



(9) Effective with respect to dividends declared in 1988 and
subsequent calendar years, paragraph (7) of section 852(b) of the
1986 Code (as redesignated by paragraph (1)) is amended-

(A) by striking out "in December" and inserting in lieu
thereof "in October, November, or December",

(B) by striking out "in such month" and inserting in lieu
thereof "in such a month ",

(C) by striking out "on such date" in subparagraphs (A)
and (B) and inserting in lieu thereof "on December 31 of
such calendar year", and

(D) by striking out "before February 1" and inserting in
lieu thereof "during January ".

(10) Paragraph (1) of section 852(e) of the 1986 Code is amend-
ed by striking out "subsection (a)(3)" and inserting in lieu there-
of "subsection (a)(2)"

(m) AMENDMENTS RELATED TO SECTION 652 OF THE REFORM

ACT.-
(1) Paragraph (1) of section 851(a) of the 1986 Code is amend-

ed to read as follows:
"(1) which, at all times during the taxable year-

"(A) is registered under the Investment Company Act of
1940, as amended (15 U.S.C. 80a-1 to 80b-2) as a manage-
ment company or unit investment trust, or

"(B) has in effect an election under such Act to be treated
as a business development company, or".

(2) Paragraph (1) of section 851(e) of the 1986 Code is amend-
ed by striking out "a registered management company or regis-
tered business development company" and inserting in lieu
thereof "a management company or a business development
company described in subsection (a)(1)"

(n) AMENDMENTS RELATED TO SECTION 653 OF THE REFORM

ACT.-
(1) Subsection (b) of section 851 of the 1986 Code is amended

by adding at the end thereof the following new sentence:
"Income derived from a partnership or trust shall be treated as
described in paragraph (2) only to the extent such income is at-
tributable to items of income of the partnership or trust (as the
case may be) which would be described in paragraph (2) if real-
ized by the regulated investment company in the same manner
as realized by the partnership or trust. "

(2)(A) Paragraph (3) of section 851(b) of the 1986 Code is
amended to read as follows:

"(3) less than 30 percent of its gross income is derived from
the sale or disposition of any of the following which was held
for less than 3 months:

"(A) stock or securities (as defined in section 2(a)(36) of
the Investment Company Act of 1940, as amended),

"(B) options, futures, or forward contracts (other than op-
tions, futures, or forward contracts on foreign currencies),
or

"(C) foreign currencies (or options, futures, or forward
contracts on foreign currencies) but only if such currencies
(or options, futures, or forward contracts) are not directly
related to the company's principal business of investing in



stock or securities (or options and futures with respect to
stocks or securities), and".

(B) Subsection (b) of section 851 of the 1986 Code is amended
by striking out "which are not ancillary" in the material fol-
lowing paragraph (4), and inserting in lieu thereof "which are
not directly related".

(C) Subparagraph (C) of section 851(b)(3) of the 1986 Code (as
amended by subparagraph (A)), and the amendment made by
subparagraph (B), shall apply to taxable years beginning after
the date of the enactment of this Act.

(4) Clause (i) of section 851(g)(2)(A) of the 1986 Code (defining
designated hedge) is amended by striking out "contractual
option" and inserting in lieu thereof "contractual obligation".

(5) Subsection (b) of section 851 of the 1986 Code is amended
by adding at the end thereof the following new sentence: "In
the case of the taxable year in which a regulated investment
company is completely liquidated, there shall not be taken into
account under paragraph (3) any gain from the sale, exchange,
or distribution of any property after the adoption of the plan of
complete liquidation.'

(0) AMENDMENTS RELATED TO SECTION 654 OF TlE REFORM
AcT.-Subsectin (q) of section 851 of the 1986 Code (as added by
section 654 of the Reform Act)-

(1) is redesignated as subsection (h), and
(2) is amended by adding at the end thereof the following new

paragraph.:
"(3) SPECIAL RULE FOR ABNORMAL REDEMPTIONS.-

"(A) IN GENERAL.-Any fund treated as a separate corpo-
ration under paragraph (1) shall not be disqualified under
subsection (b)(3) for any taxable year by reason of sales re-
sulting from abnormal redemptions on any day and occur-
ring before the close of the 5th business day after such dayif-

"(i) the sum of the percentages determined under sub-
paragraph (B) for the abnormal redemptions on such
day and for abnormal redemptions on prior days
during such taxable year exceeds 30 percent; and

"(ii) the regulated investment company of which such
fund is a part would meet the requirements of subsec-
tion (b)(3) for such taxable year if all the funds which
are part of such company were treated as a single com-
pany.

"(B) ABNORMAL REDEMPTIONS.-For purposes of subpara-
graph (A), the term 'abnormal redemptions' means redemp-
tions occurring on any day if the net redemptions on such
day exceed 1 percent of the fund's net asset value.

"(C) DETERMINATION OF NET ASSET VALUE.-For purposes
of this paragraph, net asset value for any day shall be de-
termined as of the close of the preceding day.

"(D) LIMITATIoN.-For purposes of subparagraph (A), any
sale or other disposition of stock or securities held less than
3 months occurring during any day shall be deemed to
result from abnormal redemptions until the cumulative
proceeds from such sales or dispositions occurring during



such day, plus the cumulative net positive cash flow of the
fund for preceding business days (if any) following the day
with abnormal redemptions, exceed the amount of net re-
demptions on the day with abnormal redemptions. "

(p) AMENDMENTS RELATED TO SECTION 662 OF THE REFORM

ACT.-
(1) Subclause (I) of section 856(c)(6)(D)(i) of the 1986 Code (as

added by section 662 of the Reform Act) is amended by striking
out "debt instrument" and inserting in lieu thereof "debt in-
strument (within the meaning of section 1275(a)(1))".

(2) Notwithstanding section 669 of the Reform Act, the
amendment made by section 662(c) of the Reform Act shall
apply to taxable years beginning after December 31, 1986, but
only in the case of obligations acquired after October 22, 1986.

(3) Subsection (c) of section 856 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(8) TREATMENT OF LIQUIDATING GAINS.-In the case of the
taxable year in which a real estate investment trust is complete-
ly liquidated, there shall not be taken into account under para-
graph (4) any gain from the sale, exchange, or distribution of
any property after the adoption of the plan of complete liquida-
tion. "

(4)(A) Paragraph (6) of section 856(c) of the 1986 Code is
amended by adding at the end thereof the following new sub-
paragraph:

"(G) TREATMENT OF CERTAIN INTEREST RATE AGREE-
MENTS.-Except to the extent provided by regulations,
any-

"(i) payment to a real estate investment trust under a
bona fide interest rate swap or cap agreement entered
into by the real estate investment trust to hedge any
viable rate indebtedness of such trust incurred or to be
incurred to acquire or carry real estate assets, and

"(ii) any gain from the sale or other disposition of
such agreement,

shall be treated as income qualifying under paragraph (2)
and such agreement shall be treated as a security for pur-
poses of paragraph (4)(A). "

(B) The amendment made by subparagraph (A) shall apply to
taxable years ending after the date of the enactment of this Act.

(5) Subclause (I) of section 856(c)(6)(D)(ii) of the 1986 Code (as
added by section 662 of the Reform Act) is amended by striking
out "stock in" and inserting in lieu thereof "stock (or certifi-
cates of beneficial interests) in ".

(q) AMENDMENTS RELATED TO SECTION 663 OF THE REFORM

ACT.-
(1) Subparagraph (A) of section 856(d)(6) of the 1986 Code is

amended to read as follows:
"(A) IN GENERAL. -If-

"(i) a real estate investment trust receives or accrues,
with respect to real or personal property, amounts from
a tenant which derives substantially all of its income



with respect to such property from the subleasing of
substantially all of such property, and

"(ii) a portion of the amount such tenant receives or
accrues, directly or indirectly, from subtenants consists
of qualified rents,

then the amounts which the trust receives or accrues from
the tenant shall not be excluded from the term 'rents from
real property' by reason of being based on the income or
profits of such tenant to the extent the amounts so received
or accrued are attributable to qualified rents received or ac-
crued by such tenant."

(2) Subsection (f) of section 856 of the 1986 Code is amended
to read as follows:

"(f) INTEREST. -
"(1) IN GENERAL.-For purposes of paragraphs (2)(B) and

(3)B) of subsection (c), the term 'interest' does not include any
amount received or accrued, directly or indirectly, if the deter-
mination of such amount depends in whole or in part on the
income or profits of any person except that-

"(A) any amount so received or accrued shall not be ex-
cluded from the term 'interest' solely by reason of being
based on a fixed percentage or percentages of receipts or
sales, and

"(B) where a real estate investment trust receives any
amount which would be excluded from the term 'interest'
solely because the debtor of the real estate investment trust
receives or accrues any amount the determination of which
depends in whole or in part on the income or profits of any
person, only a proportionate part (determined pursuant to
regulations prescribed by the Secretary) of the amount re-
ceived or accrued by the real estate investment trust from
the debtor will be excluded from the term 'interest'.

"(2) SPECIAL RULE. -If-
"(A) a real estate investment trust receives or accrues

with respect to an obligation secured by a mortgage on real
property or an interest in real property amounts from a
debtor which derives substantially all of its gross income
with respect to such property (not taking into account any
gain on any disposition) from the leasing of substantially
all of its interests in such property to tenants, and

"(B) a portion of the amount which such debtor receives
or accrues, directly or indirectly, from tenants consists of
qualified rents (as defined in subsection (d)(6)(B)),

then the amounts which the trust receives or accrues from such
debtor shall not be excluded from the term 'interest' by reason
of being based on the income or profits of such debtor to the
extent the amounts so received are attributable to qualified
rents received or accrued by such debtor."

(r) AMENDMENT RELATED TO SECTION 664 OF THE REFORM ACT.-
Clause (i) of section 857(e)(2)(B) of the 1986 Code is amended by
striking out "as original issue discount on instruments" and insert-
ing "with respect to instruments".

(s) AMENDMENTS RELATED TO SECTION 668 OF THE REFORM ACT.-
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(1) Paragraph (2) of section 4981(e) of the 1986 Code is amend-
ed to read as follows:

"(2) CAPITAL GAIN NET INCOME.-

"(A) IN GENERAL.-The term 'capital gain net income'
has the meaning given such term by section 1222(9) (deter-
mined by treating the calendar year as the trust's taxable
year).

"(B) REDUCTION FOR NET ORDINARY LOSS.-The amount
determined under subparagraph (A) shall be reduced by the
amount of the trust's net ordinary loss for the taxable year.

"(C) NET ORDINARY LOSS.-For purposes of this para-
graph, the net ordinary loss for the calendar year is the
amount which would be net operating loss of the trust for
the calendar year if the amount of such loss were deter-
mined in the same manner as ordinary income is deter-
mined under paragraph (1). "

(2) Subparagraph (C) of section 857(b)(3) of the 1986 Code is
amended by striking out "real estate investment trust taxable
income" in the last sentence and inserting in lieu thereof "the
taxable income of the real estate investment trust".
(3) Subparagraph (A) of section 4981(c)(1) of the 1986 Code is

amended by striking out "such calendar year" and inserting in
lieu thereof "such calendar year (but computed without regard
to that portion of such deduction which is attributable to the
amount excluded under section 857(b)(2)(D))"

(4) Subsection (a) of section 857 of the 1986 Code is amended
by adding at the end thereof the following new sentence:

"The Secretary may waive the requirements of paragraph (1) for any
taxable year if the real estate investment trust establishes to the sat-
isfaction of the Secretary that it was unable to meet such require-
ments by reason of distributions previously made to meet the re-
quirements of section 4981. "

(5) Effective with respect to dividends declared in 1988 and
subsequent calendar years, paragraph (8) of section 857(b) of the
1986 Code is amended-

(A) by striking out "in December" and inserting in lieu
thereof "in October, November, or December"

(B) by striking out "in such month" and inserting in lieu
thereof "in such a month ",

(C) by striking out "on such date" in subparagraphs (A)
and (B) and inserting in lieu thereof "on December 31 of
such calendar year", and

(D) by striking out "before February 1" and inserting in
lieu thereof "during January".

(t) AMENDMENTS RELATED TO SECTION 671 OF THE REFORM A CT.-
(1) Paragraph (1) of section 860C(e) of the 1986 Code is

amended to read as follows:
"(1) AMOUNTS TREATED AS ORDINARY.-Any amount taken

into account under subsection (a) by any holder of a residual in-
terest in a REMIC shall be treated as ordinary income or ordi-
nary loss, as the case may be. "

(2)(A) Paragraph (4) of section 860D(a) of the 1986 Code is
amended-



(i) by striking out "4th month ending after" and insert-
ing in lieu thereof "3rd month beginning after", and

(ii) by striking out "and each quarter ending thereafter"
and inserting in lieu thereof "and at all times thereafter"

(B) The amendment made by subparagraph (A)(ii) shall take
effect on January 1, 1988.

(3)(A) Clause (i) of section 860F(a)(2)(A) of the 1986 Code is
amended to read as follows:

"(i) the substitution of a qualified replacement mort-
gage for a qualified mortgage (or the repurchase in lieu
of substitution of a defective obligation), ".

(B)(i) Paragraph (2) of section 86OF(a) of the 1986 Code is
amended by striking out the last sentence of subparagraph (A).

(ii) Subsection (a) of section 860F of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(5) ExcEPTIONS. -Notwithstanding subparagraphs (A) and
(D) of paragraph (1), the term 'prohibited transaction' shall not
include any disposition-

"(A) required to prevent default on a regular interest
where the threatened default resulted from a default on 1
or more qualified mortgages, or

"(B) to facilitate a clean-up call (as defined in regula-
tions). "

(C) Subparagraph (D) of section 86OF(a)(2) of the 1986 Code is
amended by striking out "described in subsection (b)".

(4) Subparagraph (A) of section 86OF(b)(1) of the 1986 Code is
amended by striking out "the transfer of any property to a
REMIC" and inserting in lieu thereof "the transfer of any prop-
erty to a REMIC in exchange for regular or residual interests in
such REMIC".

(5)(A) Paragraph (1) of section 860G(a) of the 1986 Code is
amended to read as follows:

"(1) REGULAR INTEREST.-The term 'regular interest' means
any interest in a REMIC which is issued on the startup day
with fixed terms and which is designated as a regular interestif--

"(A) such interest unconditionally entitles the holder to
receive a specified principal amount (or other similar
amount), and

"(B) interest payments (or other similar amount), if any,
with respect to such interest at or before maturity-

"(i) are payable based on a fixed rate (or to the extent
provided in regulations, at a variable rate), or

"(ii) consist of a specified portion of the interest pay-
ments on qualified mortgages and such portion does
not vary during the period such interest is outstanding.

The interest shall not fail to meet the requirements of subpara-
graph (A) merely because the timing (but not the amount) of the
principal payments (or other similar amounts) may be contin-
gent on the extent of prepayments on qualified mortgages and
the amount of income from permitted investments."

(B) Paragraph (2) of section 860G(a) of the 1986 Code is
amended to read as follows:
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"(2) RESIDUAL INTEREST.-The term 'residual interest' means
an interest in a REMIC which is issued on the startup day,
which is not a regular interest, and which is designated as a
residual interest. "

(C) Paragraph (3) of section 860G(a) of the 1986 Code is
amended-

(i) by striking out "on or before the startup day" in sub-
paragraph (A)(i) and inserting in lieu thereof "on the start-
up day in exchange for regular or residual interests in the
REMIC'

(ii) by inserting "if except as provided in regulations,
such purchase is pursuant to a fixed-price contract in effect
on the startup day" before the comma at the end of sub-
paragraph (A)(ii), and

(iii) by striking out "on or before the startup day" in sub-
paragraph (C) and inserting in lieu thereof "on the startup
day in exchange for regular or residual interests in the
REMIC"

(D) Subparagraph (A) of section 860G(a)(4) of the 1986 Code is
amended to read as follows:

"(A) which would be a qualified mortgage if transferred
on the startup day in exchange for regular or residual in-
terests in the REMIC, and".

(E) Paragraph (9) of section 860G(a) of the 1986 Code is
amended to read as follows:

"(9) STARTUP DAY.-The term 'startup day' means the day on
which the REMIC issues all of its regular and residual inter-
ests. To the extent provided in regulations, all interests issued
(and all transfers to the REMIC) during any period (not exceed-
ing 10 days) permitted in such regulations shall be treated as
occurring on the day during such period selected by the REMIC
for purposes of this paragraph. "

(F) The amendments made by this paragraph shall not apply
to any REMIC where the startup day (as defined in section
860G(a)(9) of the 1986 Code as in effect on the day before the
date of the enactment of this Act) is before July 1, 1987.

(6) Paragraph (3) of section 86OG(a) of the 1986 Code is
amended-

(A) by striking out "directly or indirectly," in subpara-
graph (A), and

(B) by adding at the end thereof the following new sen-
tence:

"For purposes of this subparagraph, any obligation secured by
stock held by a person as a tenant-stockholder (as defined in
section 216) in a cooperative housing corporation (as so defined)
shall be treated as secured by an interest in real property."

(7) Subparagraph (B) of section 860G(a)(7) of the 1986 Code is
amended by inserting before the period at the end of the 1st sen-
tence the following: "or lower than expected returns on cash
flow investments".

(8)(A) Paragraph (8) of section 860G(a) of the 1986 Code is
amended-



(i) by striking out "section 856(e)" in subparagraph (A)
and inserting in lieu thereof "section 856(e) (without regard
to paragraph (5) thereof)", and

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

"Solely for purposes of section 860D(a), the determination of
whether any property is foreclosure property shall be made
without regard to section 856(e)(4)."

(B) Section 860G of the 1986 Code is amended by redesignat-
ing subsection (c) as subsection (d) and by inserting after subsec-
tion (b) the following new subsection:

"(c) TAX ON INCOME FROM FORECLOSURE PROPERTY.-

"(1) IN GENERAL.-A tax is hereby imposed for each taxable
year on the net income from foreclosure property of each
REMIC. Such tax shall be computed by multiplying the net
income from foreclosure property by the highest rate of tax spec-
ified in section 11(b).

"(2) NET INCOME FROM FORECLOSURE PROPERTY.-For pur-
poses of this part, the term 'net income from foreclosure proper-
ty' means the amount which would be the REMIC's net income
from foreclosure property under section 857(b)(4)(B) if the
REMIC were a real estate investment trust. "

(C) Paragraph (1) of section 860C(b) of the 1986 Code is
amended by striking out "and" at the end of subparagraph (C),
by striking out the period at the end of subparagraph (D) and
inserting in lieu thereof ", and", and by adding at the end
thereof the following new subparagraph:

"(E) the amount of the net income from foreclosure prop-
erty (if any) shall be reduced by the amount of the tax im-
posed by section 860G(c)."

(9)(A) Section 860G of the 1986 Code (as amended by para-
graph (8)) is amended by redesignating subsection (d) as subsec-
tion (e) and by inserting after subsection (c) the following new
subsection:

"(d) TAX ON CONTRIBUTIONS AFTER STARTUP DATE.-

"(1) IN GENERAL.-Except as provided in paragraph (2), if any
amount is contributed to a REMIC after the startup day, there
is hereby imposed a tax for the taxable year of the REMIC in
which the contribution is received equal to 100 percent of the
amount of such contribution.

"(2) ExcEPTIoNS.-Paragraph (1) shall not apply to any con-
tribution which is made in cash and is described in any of the
following subparagraphs:

"(A) Any contribution to facilitate a clean-up call (as de-
fined in regulations) or a qualified liquidation.

"(B) Any payment in the nature of a guarantee.
"(C) Any contribution during the 3-month period begin-

ning on the startup day.
"(D) Any contribution to a qualified reserve fund by any

holder of a residual interest in the REMIC.
"(E) Any other contribution permitted in regulations."

(B) The amendment made by subparagraph (A) shall not
apply to any REMIC where the startup day (as defined in sec-



tion 860G(a)(9) of the 1986 Code as in effect on the day before
the date of the enactment of this Act) is before July 1, 1987.

(10) Subsection (e) of section 860G of the 1986 Code (as redes-
ignated by paragraph (9)) is amended by striking out "and" at
the end of paragraph (2), by striking out the period at the end
of paragraph (3) and inserting in lieu thereof a comma, and by

adding at the end thereof the following new paragraphs:
"(4) providing appropriate rules for treatment of transfers of

qualified replacement mortgages to the REMIC where the trans-
feror holds any interest in the REMIC, and

"(5) providing that a mortgage will be treated as a qualified
replacement mortgage only if it is part of a bona fide replace-
ment (and not part of a swap of mortgages). "

(11) Paragraph (6) of section 856(c) of the 1986 Code is amend-
ed by redesignating the last subparagraph as subparagraph (F)
and by striking out the subparagraph (D) added by section
671(b)(1) of the Reform Act and inserting in lieu thereof the fol-
lowing:

"(E) A regular or residual interest in a REMIC shall be
treated as a real estate asset, and any amount includible in
gross income with respect to such an interest shall be treat-
ed as interest on an obligation secured by a mortgage on
real property; except that, if less than 95 percent of the
assets of such REMIC are real estate assets (determined as
if the real estate investment trust held such assets), such
real estate investment trust shall be treated as holding di-
rectly (and as receiving directly) its proportionate share of
the assets and income of the REMIC. For purposes of deter-
mining whether any interest in a REMIC qualifies under
the preceding sentence, any interest held by such REMIC in
another REMIC shall be treated as a real estate asset
under principles similar to the principles of the preceding
sentence, except that, if such REMIC's are part of a tiered
structure, they shall be treated as one REMIC for purposes
of this subparagraph. "

(12) Clause (xi) of section 7701(a)(19)(C) of the 1986 Code is
amended by striking out "are loans described" and inserting in
lieu thereof "are assets described".

(13) Subparagraph (B) of section 860E(c)(2) of the 1986 Code is
amended by striking out "issue price of residual interest" and
inserting in lieu thereof "issue price of the residual interest".

(14) Clause (ii) of section 860F(b)(1)(D) of the 1986 Code is
amended by striking out "the real estate mortgage pool" and in-
serting in lieu thereof "the REMIC".

(15) Subsection (a) of section 860E of the 1986 Code is amend-
ed by adding at the end thereof the following new paragraphs:

"(3) SPECIAL RULE FOR AFFILIATED GROUPS.-All members of
an affiliated group filing a consolidated return shall be treated
as I taxpayer for purposes of this subsection, except that para-
graph (2) shall be applied separately with respect to each corpo-
ration which is a member of such group and to which section
593 applies.

"(4) TREATMENT OF CERTAIN SUBSIDIARIES.-



"(A) IN GENERAL.-For purposes of this subsection, a cor-
poration to which section 593 applies and each qualified
subsidiary of such corporation shall be treated as a single
corporation to which section 593 applies.

"(B) QUALIFIED SUBSIDIARY.-For purposes of this subsec-
tion, the term 'qualified subsidiary' means any corpora-
tion-

"(i) all the stock of which, and substantially all the
indebtedness of which, is held directly by the corpora-
tion to which section 593 applies, and

"(ii) which is organized and operated exclusively in
connection with the organization and operation of I or
more REMIC's. "

(16)A) Subsection (a) of section 860D of the 1986 Code is
amended by striking out "and" at the end of paragraph (4), by
striking out the period at the end of paragraph (5) and inserting
in lieu thereof ", and", and by adding at the end thereof the
following new paragraph:

"(6) with respect to which there are reasonable arrangements
designed to ensure that-

"(A) residual interests in such entity are not held by dis-
qualified organizations (as defined in section 860E(e)(5)),
and

"(B) information necessary for the application of section
860E(e) will be made available by the entity."

(B) Section 860E of the 1986 Code is amended by adding at
the end thereof the following new subsection:

"(e) TAX ON TRANSFERS OF RESIDUAL INTERESTS TO CERTAIN OR-
GANIZATIONS, ETC. -

"(1) IN GENERA.-A tax is hereby imposed on any transfer of
a residual interest in a REMIC to a disqualified organization.

"(2) AMOUNT OF TAX.-The amount of the tax imposed by
paragraph (1) on any transfer of a residual interest shall be
equal to the product of-

"(A) the amount (determined under regulations) equal to
the present value of the total anticipated excess inclusions
with respect to such interest for periods after such transfer,
multiplied by

"(B) the highest rate of tax specified in section 11(b)(1).
"(3) LIABILITY.-The tax imposed by paragraph (1) on any

transfer shall be paid by the transferor; except that, where such
transfer is through an agent for a disqualified organization,
such tax shall be paid by such agent.

"(4) TRANSFEREE FURNISHES AFFIDAVIT.-The person (other-
wise liable for any tax imposed by paragraph (1)) shall be re-
lieved of liability for the tax imposed by paragraph (1) with re-
spect to any transfer if-

"(A) the transferee furnishes to such person an affidavit
that the transferee is not a disqualified organization, and

"(B) as of the time of the transfer, such person does not
have actual knowledge that such affidavit is false.

"(5) DISQUALIFIED ORGANIZATION.-For purposes of this sec-
tion, the term 'disqualified organization' means-



"(A) the United States, any State or political subdivision
thereof, any foreign government, any international organi-
zation, or any agency or instrumentality of any of the fore-
going,

"(B) any organization (other than a cooperative described
in section 521) which is exempt from tax imposed by this
chapter unless such organization is subject to the tax im-
posed by section 511, and

"(C) any organization described in section 1381(a)(2)(C).

For purposes of subparagraph (A), the rules of section
168(h)(2)(D) (relating to treatment of certain taxable instrumen-
talities) shall apply; except that, in the case of the Federal
Home Loan Mortgage Corporation, clause (ii) of such section
shall not apply.

"(6) TREATMENT OF PASS-THR U ENTITIES.-

"(A) IMPOSITION OF TAX.-If at any time during any tax-
able year of a pass-thru entity, a disqualified organization
is the record holder of an interest in such entity, there is
hereby imposed on such entity for such taxable year a tax
equal to the product of-

"(i) the amount of excess inclusions for such taxable
year allocable to the interest held by such disqualified
organization, multiplied by

"(ii) the highest rate of tax specified in section
11(b)(1).

"(B) PASS-THRU ENTITY. -For purposes of this paragraph,
the term 'pass-thru entity' means-

"(i) any regulated investment company, real estate in-
vestment trust, or common trust fund,

"(ii) any partnership, trust, or estate, and
"(iii) any organization to which part I of subchapter

T applies.
Except as provided in regulations, a person holding an in-
terest in a pass-thru entity as a nominee for another person
shall, with respect to such interest, be treated as a pass-
thru entity.

"(C) TAX TO BE DEDUCTIBLE.-Any tax imposed by this
paragraph with respect to any excess inclusion of any pass-
thru entity for any taxable year shall, for purposes of this
title (other than this subsection), be applied against (and
operate to reduce) the amount included in gross income
with respect to the residual interest involved.

"(D) EXCEPTION WHERE HOLDER FURNISHES AFFIDA VIT. -

No tax shall be imposed by subparagraph (A) with respect
to any interest in a pass-thru entity for any period if-

"(i) the record holder of such interest furnishes to
such pass-thru entity an affidavit that such record
holder is not a disqualified organization, and

"(ii) during such period, the pass-thru entity does not
have actual knowledge that such affidavit is false.

"(7) WAIVER.-The Secretary may waive the tax imposed by
paragraph (1) on any transfer if-



"(A) within a reasonable time after discovery that the
transfer was subject to tax under paragraph (1), steps are
taken so that the interest is no longer held by the disquali-
fied organization, and

"(B) there is paid to the Secretary such amounts as the
Secretary may require.

"(8) ADMINISTRATIVE PROVISIONS. -For purposes of subtitle F,
the taxes imposed by this subsection shall be treated as excise
taxes with respect to which the deficiency procedures of such
subtitle apply."

(C) Paragraph (2) of section 26(b) of the 1986 Code is amended
by striking out "and" at the end of subparagraph (J), by strik-
ing out the period at the end of subparagraph (K) and inserting
in lieu thereof ", and", and by adding at the end thereof the
following new subparagraph:

"(L) section 860E(e) (relating to taxes with respect to cer-
tain residual interests)."

(D)(i) The amendments made by subparagraph (A) shall apply
in the case of any REMIC where the start-up day (as defined in
section 860G(a)(9) of the 1986 Code, as in effect on the day
before the date of the enactment of this Act) is after March 31,
1988; except that such amendments shall not apply in the case
of a REMIC formed pursuant to a binding written contract in
effect on such date.

(ii) The amendments made by subparagraphs (B) and (C)
(except to the extent they relate to paragraph (6) of section
860E(e) of the 1986 Code as added by such amendments) shall
apply to transfers after March 31, 1988; except that such
amendments shall not apply to any transfer pursuant to a bind-
ing written contract in effect on such date.

(iii) Except as provided in clause (iv), the amendments made
by subparagraphs (B) and (C) (to the extent they relate to para-
graph (6) of section 860E(e) of the 1986 Code as so added) shall
apply to excess inclusions for periods after March 31, 1988 but
only to the extent such inclusions are-

(I) allocable to an interest in a pass-thru entity acquired
after March 31, 1988, or

(II) allocable to an interest in a pass-thru entity acquired
on or before March 31, 1988, but attributable to a residual
interest acquired by the pass-thru entity after March 31,
1988.

For purposes of the preceding sentence, any interest in a pass-
thru entity (or residual interest) acquired after March 31, 1988,
pursuant to a binding written contract in effect on such date
shall be treated as acquired before such date.

(iv) In the case of any real estate investment trust, regulated
investment company, common trust fund, or publicly traded
partnership, no tax shall be imposed under section 860E(e)(6) of
the 1986 Code (as added by the amendment made by subpara-
graph (B)) for any taxable year beginning before January 1,
1989.

(17) Subparagraph (B) of section 860E(c)(2) of the 1986 Code is
amended-



(A) by inserting "(adjusted for contributions)" after "re-
sidual interest" the second place it appears, and

(B) by striking "decreased by" in clause (ii) and inserting
in lieu thereof "decreased (but not below zero) by".

(18)(A) Subsection (e) of section 860F of the 1986 Code is
amended by adding at the end thereof the following new sen-
tences: "Such return shall be filed by the REMIC. The determi-
nation of who may sign such return shall be made without
regard to the first sentence of this subsection."

(B) Unless the REMIC otherwise elects, the amendment made
by subparagraph (A) shall not apply to any REMIC where the
start-up day (as defined in section 860G(a)(9) of the 1986 Code
as in effect on the day before the date of the enactment of this
Act) is before the date of the enactment of this Act.

(19) Subsection (a) of section 860D of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence:

"In the case of a qualified liquidation (as defined in section
860F(a)(4)(A)), paragraph (4) shall not apply during the liquidation
period (as defined in section 860F(a)(4)(B). "

(20) Subsection (a) of section 860A of the 1986 Code is amend-
ed by striking out "this chapter" each place it appears and in-
serting in lieu thereof "this subtitle"

(21) Paragraph (1) of section 860C(b) of the 1986 Code is
amended by striking out "and in the same manner" and insert-
ing in lieu thereof "and, except as provided in regulations, in
the same manner".

(22) The following sections of the 1986 Code are each amend-
ed by striking out "real estate mortgage pool" and inserting in
lieu thereof "REMIC"

(A) Section 382(l)(4)(B)(ii).
(B) Section 860F(a)(2)(A)(iii).
(C) Section 860F(a)(2)(C).
(D) Section 86OF(b)(1)(C)(ii).
(E) Section 860F(b)(1)(D)(ii).

(23) Subsection (d) of section 860E of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence:

"Rules similar to the rules of the preceding sentence shall apply
also in the case of regulated investment companies, common trust
funds, and organizations to which part I of subchapter T applies."

(24) Subparagraph (C) of section 6049(d)(7) of the 1986 Code is
amended by striking out "the issue price" and inserting in lieu
thereof "the adjusted issue price".

(25)(A) Paragraph (19) of section 7701(a) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: "For purposes of determining whether any interest in a
REMIC qualifies under clause (xi), any regular interest in an-
other REMIC held by such REMIC shall be treated as a loan
described in a preceding clause under principles similar to the
principles of clause (xi); except that, if such REMIC's are part
of a tiered structure, they shall be treated as 1 REMIC for pur-
poses of clause (xi). "

(B) Paragraph (4) of section 593(d) of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence:



"For purposes of determining whether any interest in a REMIC
qualifies under the preceding sentence, any interest in another
REMIC held by such REMIC shall be treated as a qualifying
real property loan under principles similar to the principles of
the preceding sentence, except that if such REMIC s are part of
a tiered structure, they shall be treated as 1 REMIC for pur-
poses of this paragraph."

(26) Section 860E of the 1986 Code is amended by adding at
the end thereof the following new subsection:

"(f) TREATMENT OF VARIABLE INSURANCE CONTRACTS.-Except as
provided in regulations, with respect to any variable contract (as de-
fined in section 817), there shall be no adjustment in the reserve to
the extent of any excess inclusion."

(27) Subsection (a) of section 860E of the 1986 Code is amend-
ed by adding at the end thereof the following new paragraph:

"(5) COORDINATION WITH SECTION 172.-Any excess inclusion
for any taxable year shall not be taken into account-

"(A) in determining under section 172 the amount of any
net operating loss for such taxable year, and

"(B) in determining taxable income for such taxable year
for purposes of the 2nd sentence of section 172(b)(2)."

(u) AMENDMENTS RELATED TO SECTION 672 OF THE REFORM
ACT.-

(1) Subparagraph (B) of section 163(e)(2) of the 1986 Code is
amended by striking out "paragraph (6)" and inserting in lieu
thereof '"paragraph (7)".

(2) Subparagraph (B) of section 1278(a)(4) of the 1986 Code is
amended by striking out "section 1272(a)(6)" and inserting in
lieu thereof "section 1272(a)(7)".

(3) Section 1288(a) of the 1986 Code is amended by striking
out "paragraph (6)" each place it appears and inserting in lieu
thereof '"paragraph (7)".

(4) Sections 1271(a)(2)(A)(ii) and 1275(a)(4)(B)(ii)(I) of the 1986
Code are each amended by striking out "subsection (a)(6)" and
inserting in lieu thereof "subsection (a)(7)".

(v) AMENDMENT RELATED TO SECTION 674 OF THE REFORM ACT. -
Subparagraph (A) of section 6049(d)(7) of the 1986 Code is amended
by inserting "(and such amounts shall be treated as paid when in-
cludible in gross income under section 860B(b))" before the period at
the end thereof

(w) AMENDMENTS RELATED TO SECTION 675 OF THE REFORM
ACT.-

(1) Subsection (a) of section 675 of the Reform Act is amended
to read as follows:

"(a) GENERAL RuLE.-Except as otherwise provided in this sec-
tion, the amendments made by this subtitle shall take effect on Jan-
uary 1, 1987."

(2) Section 675 of the Reform Act is amended by adding at
the end thereof the following new subsection:

"(d) STUD.-The Secretary of the Treasury or his delegate shall
conduct a study of the operation of the amendments made by this
part and their competitive impact on savings and loan institutions
and similar financial institutions. Not later than January 1, 1990,
the Secretary shall submit a report of such study to the Committee



on Ways and Means of the House of Representatives and the Com-
mittee on Finance of the Senate (together with such recommenda-
tions as he may deem advisable)."

SEC. 1007. AMENDMENTS RELATED TO TITLE VII OF THE REFORM ACT.

(a) AMENDMENTS TO SECTION 55 OF THE 1986 CODE.-

(1) Paragraph (1) of section 55(c) of the 1986 Code is amended
by inserting before the period at the end of the first sentence the
follow wing." "and the section 936 credit allowable under section
27(b)'

(2) Paragraph (2) of section 55(b) of the 1986 Code is amended
by adding at the end thereof the following new sentence:

"If a taxpayer is subject to the regular tax, such taxpayer shall
be subject to the tax imposed by this section (and, if the regular
tax is determined by reference to an amount other than taxable
income, such amount shall be treated as the taxable income of
such taxpayer for purposes of the preceding sentence). "

(3) Effective with respect to taxable years ending after the
date of the enactment of this Act, paragraph (3) of section 55(d)
of the 1986 Code is amended by adding at the end thereof the
following new sentence: "In the case of a taxpayer described in
paragraph (1)(C)(i), alternative minimum taxable income shall
be increased by the lesser of (i) 25 percent of the excess of alter-
native minimum taxable income (determined without regard to
this sentence) over $155,000, or (ii) $20,000. ".

(b) AMENDMENTS TO SECTION 56 OF THE 1986 CODE.-
(1) Paragraph (3) of section 56(a) of the 1986 Code is amended

by adding at the end thereof the following new sentence: "For
purposes of the preceding sentence, in the case of a contract de-
scribed in section 460(e)(1), the percentage of the contract com-
pleted shall be determined under section 460(b)(2) by using the
simplified procedures for allocation of costs prescribed under
section 460(b)(4). "

(2) Subparagraph (E) of section 56(h)(1) of the 1986 Code is
amended to read as follows:

"(E) STANDARD DEDUCTION AND DEDUCTION FOR PERSON-
AL EXEMPTIONS NOT ALLOWED.-The standard deduction
under section 63(c), the deduction for personal exemptions
under section 151, and the deduction under section 642(b)
shall not be allowed. "

(3) Subparagraph (C) of section 56(b)(1) of the 1986 Code is
amended by striking out "and" at the end of clause (ii), by
striking out the period at the end of clause (iii) and inserting in
lieu thereof a comma, and by adding at the end thereof the fol-
lowing new clauses:

"(iv) in lieu of the exception under section
163(d)(3)(B)(i), the term 'investment interest' shall not
include any qualified housing interest (as defined in
subsection (e)), and

"(v) the adjustments of this section and sections 57
and 58 shall apply in determining net investment
income under section 163(d). "

(4) Clause (iii) of section 56(b)(1)(C) of the 1986 Code is amend-
ed-



(A) by striking out "specified activity bond" and inserting
in lieu thereof "specified private activity bond", and

(B) by striking out "section 56(a)(5)(B)" and inserting in
lieu thereof "section 57(a)(5)(B)".

(5) Subparagraph (A) of section 56(d)(2) of the 1986 Code is
amended-

(A) by striking out "(other than subsection (a)(6) thereof)",
and

(B) by adding at the end thereof the following new sen-
tence:
"An item of tax preference shall be taken into account
under clause (ii) only to the extent such item increased the
amount of the net operating loss for the taxable year under
section 172(c)."

(6)(A) Paragraph (1) of section 56(e) of the 1986 Code is
amended-

(i) by striking out "interest which is" and inserting in
lieu thereof "interest which is qualified residence interest
(as defined in section 163(h)(3)) and is ", and

(ii) by striking out "section 163(h)(3)" in subparagraph (B)
and inserting in lieu thereof "section 163(h)(4)".

(B) Paragraph (3) of section 56(e) of the 1986 Code is amended
by striking out "interest paid or accrued" and inserting in lieu
thereof "interest which is qualified residence interest (as de-
fined in section 163(h)(3)) and is paid or accrued ".

(7) The last sentence of section 56(f)(2)(B) of the 1986 Code is
amended by striking out "any such taxes" and inserting in lieu
thereof "any such taxes (otherwise eligible for the credit provid-
ed by section 901 without regard to section 901(j))".

(8) Clause (iii) of section 56(f)(3)(A) of the 1986 Code is amend-
ed by striking out "an income statement" and inserting in lieu
thereof "an income statement for a substantial nontax pur-
pose ".

(9) Subparagraph (B) of section 56(f)(3) of the 1986 Code is
amended by striking out "paragraph (3)(A)" and inserting in
lieu thereof "this subsection".

(10) Subparagraph (C) of section 56(f)(3) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: "If the taxpayer has 2 or more statements described in
the clause (or subclause) with the lowest number designation,
the applicable financial statement shall be the one of such
statements specified in regulations. "

(11)(A) Subparagraph (F) of section 56(f)(2) of the 1986 Code is
amended to read as follows:

"(F) TREATMENT OF TAXES ON DIVIDENDS FROM 936 COR-
PORATIONS. -

"(i) IN GENERAL.-For purposes of determining the
alternative minimum tax foreign tax credit, 50 percent
of any withholding tax or income tax paid to a posses-
sion of the United States with respect to dividends re-
ceived from a corporation eligible for the credit provid-
ed by section 936 shall be treated as a tax paid to a
foreign country by the corporation receiving the divi-
dend.



"(ii) LIMITATION.-If the aggregate amount of the
dividends referred to in clause (i) for any taxable year
exceeds the excess referred to in paragraph (1), the
amount treated as a tax paid to a foreign country
under clause (i) shall not exceed the amount which
would be so treated without regard to this clause mul-
tiplied by a fraction-

"(1) the numerator of which is the excess referred
to in paragraph (1), and

"(II) the denominator of which is the aggregate
amount of such dividends.

"(iii) TREATMENT OF TAXES IMPOSED ON 936 CORPORA-

TION.-For purposes of this subparagraph, taxes paid
by any corporation eligible for the credit provided by
section 936 to a possession of the United States shall be
treated as a withholding tax paid with respect to any
dividend paid by such corporation to the extent such
taxes would be treated as paid by the corporation re-
ceiving the dividend under rules similar to the rules of
section 902 (and the amount of any such dividend
shall be increased by the amount so treated)."

(B) Clause (iii) of section 56(g)(4)(C) of the 1986 Code is
amended by striking out "clause (ii)(I)" and inserting in lieu
thereof "clause (i)".

(12) Clause (iii) of section 56(g)(4)(B) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: "The preceding sentence shall not apply to any annuity
contract held under a plan described in section 403(a). "

(13) Paragraph (1) of section 56(c) of the 1986 Code is amend-
ed-

(A) by striking out "ADJUSTED EARNINGS AND PROFITS" in
the paragraph heading and inserting in lieu thereof "AD-
JUSTED CURRENT EARNINGS ", and

(B) by striking out "ADJUSTED EARNINGS AND PROFITS" in
the heading of subparagraph (B) and inserting in lieu
thereof "ADJUSTED CURRENT EARNINGS".

(14)(A) Subsection (b) of section 56 of the 1986 Code is amend-
ed by adding at the end thereof the following new paragraph:

"(3) TREATMENT OF INCENTIVE STOCK OPTIONS.-Section 421
shall not apply to the transfer of stock acquired pursuant to the
exercise of an incentive stock option (as defined in section
422A). The adjusted basis of any stock so acquired shall be de-
termined on the basis of the treatment prescribed by the preced-
ing sentence."

(B) Paragraph (3) of section 57(a) of the 1986 Code is hereby
repealed.

(C) The amendments made by this paragraph shall apply
with respect to options exercised after December 31, 1987.

(15) Clause (i) of section 56(a)(1)(A) of the 1986 Code is amend-
ed by striking out "REAL" in the heading and inserting in lieu
thereof "PERSONAL ".

(16) The heading of paragraph (1) of section 56(b) of the 1986
Code is amended by striking out "ITEMIZED ".



(17) Subparagraph (A) of section 56(g)(4) of the 1986 Code is
amended by adding at the end thereof the following new
clauses:

"(vi) ELECTION TO HAVE CUMULATIVE LIMITATION. -
"(I) IN GENERAL.-In the case of any property

placed in service during a taxable year to which
an election under this clause applies, in lieu of ap-
plying clause (i), the depreciation deduction for
such property for any taxable year shall be the
lesser of the accumulated 168(g) depreciation or the
accumulated book depreciation,; reduced by the ag-
gregate amount of the depreciation deductions de-
termined under this subclause with respect to such
property for prior taxable years.

"(II) ACCUMULATED 168(g) DEPRECIATION. -For
purposes of this clause, the term 'accumulated sec-
tion 168(g) depreciation' means the aggregate
amount of the depreciation deductions determined
under the alternative system of section 168(g) with
respect to the property for all periods before the
close of the taxable year.

"(III) ACCUMULATED BOOK DEPRECIATION. -For
purposes of this clause, the term 'accumulated
book depreciation' means the aggregate amount of
the depreciation deductions determined under the
method used for book purposes with respect to the
property for all periods before the close of the tax-
able year.

"(IV) ELECTION.-The taxpayer may make an
election under this clause for any taxable year be-
ginning after 1989. Such an election, once made
with respect to any such taxable year, shall apply
to all property placed in service during such tax-
able year, and shall be irrevocable.

"(17) SIMILAR RULES FOR PROPERTY DESCRIBED IN
CLAUSE (i), (ii), OR (iv).-Rules similar to the
rules of the preceding provisions of this clause
shall also apply in the case of property to which
clause (ii), (iii), or (iv) applies.

"(vii) SPECIAL RULE FOR CERTAIN PROPERTY.-In the
case of any property described in paragraph (1), (2), (3),
or (4) of section 168(f), the amount of depreciation al-
lowable for purposes of the regular tax shall be treated
as the amount allowable under the alternative system
of section 168(g). "

(18) Paragraph (4) of section 56(g) of the 1986 Code is amend-
ed by adding at the end thereof the following new subpara-
graph:

"(I) ADJUSTED BASIS.-The adjusted basis of any property
with respect to which an adjustment under this paragraph
applies shall be determined by applying the treatment pre-
scribed in this paragraph. "

(19) Subsection (a) of section 56 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:



"(8) SECTION 87 NOT APPLICABLE. -Section 87 (relating to alco-
hol fuel credit) shall not apply."

(c) AMENDMENTS TO SECTION 57 OF THE 1986 CODE.-
(1) Clause (iii) of section 57(a)(5)(C) of the 1986 Code is amend-

ed by inserting "(whether a current or advance refunding)"
after "any refunding bond".

(2) Clause (i) of section 57(a)(5)(C) of the 1986 Code is amend-
ed to read as follows:

"(i) IN GENERAL.-For purposes of this part, the term
'specified private activity bond' means any private ac-
tivity bond (as defined in section 141) which is issued
after August 7, 1986, and the interest on which is not
includible in gross income under section 103."

(3) Subparagraph (A) of section 57(a)(6) of the 1986 Code is
amended by inserting "or 642(c)" after "section 170".

(d) AMENDMENTS TO SECTION 58 OF THE 1986 CODE.-
(1) Paragraph (2) of section 58(a) of the 1986 Code is amend-

ed-
(A) by striking out "(as modified by section 461(i)(4)(A))",

and
(B) by striking out "section 469(d), without regard to

paragraph (1)(B) thereof" and inserting in lieu thereof "sec-
tion 4 69(c)"

(2) Paragraph (3) of section 58(a) of the 1986 Code is amended
by striking out "section 469(g)(1)(C)" and inserting in lieu there-
of "section 469(j)(2)".

(3) Subsection (a) of section 58 of the 1986 Code is amended by
adding at the end thereof the following new paragraph:

"(4) DETERMINATION OF LOSS.-In determining the amount of
the loss from any tax shelter farm activity, the adjustments of
sections 56 and 57 shall apply."

(4) Subsection (b) of section 58 of the 1986 Code is amended by
striking out paragraphs (1), (2), and (3), and inserting in lieu
thereof the following:

"(1) the adjustments of sections 56 and 57 shall apply,
"(2) the provisions of section 469(m) (relating to phase-in of

disallowance) shall not apply, and
"(3) in lieu of applying section 469")(7), the passive activity

loss of a taxpayer shall be computed without regard to quali-
fied housing interest (as defined in section 56(e))."

(e) AMENDMENTS TO SECTION 59 OF THE 1986 CODE.-
(1) Paragraph (2) of section 59(e) of the 1986 Code is amended

by striking out "would have been allowable as a deduction"
and inserting in lieu thereof "would have been allowable as a
deduction (determined without regard to section 291)".

(2) Subsection (h) of section 59 of the 1986 Code is amended
by striking out "taxable year-" and all that follows and in-
serting in lieu thereof "taxable year with the adjustments of
sections 56, 57, and 58."

(3) Paragraph (1) of section 59(a) of the 1986 Code is amended
by striking out "and" at the end of subparagraph (B), by strik-
ing out the period at the end of subparagraph (C) and inserting
in lieu thereof ", and", and by adding at the end thereof the
following new subparagraph:



"(D) the determination of whether any income is high-
taxed income for purposes of section 904(d)(2) were made on
the basis of the applicable rate specified in section
55(b)(1)(A) in lieu of the highest rate of tax specified in sec-
tion 1 or 11 (whichever applies)."

(4) Subsection (i) of section 59 of the 1986 Code is amended-
(A) by striking out "of this subtitle" and inserting in lieu

thereof "of this subtitle (other than this part)", and
(B) by striking out "by this title" and inserting in lieu

thereof "by this subtitle".
(f) TRANSITIONAL PROVISIONS.-

(1) In the case of the taxable year of an estate or trust which
begins before January 1, 1987, and ends on or after such date,
the items of tax preference apportioned to any beneficiary of
such estate or trust under section 58(c) of the Internal Revenue
Code of 1954 (as in effect on the day before the date of the en-
actment of the Tax Reform Act of 1986) shall be taken into ac-
count for purposes of determining the amount of the tax im-
posed by section 55 of the Internal Revenue Code of 1986 (as
amended by the Tax Reform Act of 1986) on such beneficiary
for such beneficiary's taxable year in which such taxable year
of the estate or trust ends.

(2) The last sentence of subparagraph (B) of section 701(f)(6) of
the Reform Act is amended to read as follows: "The aggregate
amount of investment tax credits with respect to the unit in
Mississippi allowed solely by reason of being described in this
subparagraph shall not exceed $141,000,000."

(3) Subsection (f) of section 701 of the Reform Act is amended
by adding at the end thereof the following new paragraph:

"(7) AGREEMENT VESSEL DEPRECIATION ADJUSTMENT.-
"(A) For purposes of part VI of subchapter A of chapter I

of the Internal Revenue Code of 1986, in the case of a
qualified taxpayer, alternative minimum taxable income
for the taxable year shall be reduced by an amount equal to
the agreement vessel depreciation adjustment.

"(B) For purposes of this paragraph, the agreement vessel
depreciation adjustment shall be an amount equal to the
depreciation deduction that would have been allowable for
such year under section 167 of such Code with respect to
agreement vessels placed in service before January 1, 1987,
if the basis of such vessels had not been reduced under sec-
tion 607 of the Merchant Marine Act of 1936, as amended,
and if depreciation with respect to such vessel had been
computed using the 25-year straight-line method. The ag-
gregate amount by which basis of a qualified taxpayer is
treated as not reduced by reason of this subparagraph shall
not exceed $100,000,000.

"(C) For purposes of this paragraph, the term 'qualified
taxpayer' means a parent corporation incorporated in the
State of Delaware on December 1, 1972, and engaged in
water transportation, and includes any other corporation
which is a member of the affiliated group of which the
parent corporation is the common parent. No taxpayer shall



be treated as a qualified corporation for any taxable year
beginning after December 31, 1991. "

(4)(A) If any property to which this paragraph applies is
placed in service in a taxable year which begins before January
1, 1987, and ends on or after August 1, 1986, the item of tax
preference determined under section 57(a) of the Internal Reve-
nue Code of 1954 (as in effect on the day before the date of the
enactment of the Tax Reform Act of 1986) with respect to such
property shall be the excess of-

(i) the amount allowable as a deduction for depreciation
or amortization for such taxable year, over

(ii) the amount which would be determined for such tax-
able year under the rules of paragraph (1) or (5) (whichever
is appropriate) of section 56(a) of the Internal Revenue Code
of 1954 (as amended by the Tax Reform Act of 1986).

(B) This paragraph shall apply to any property-
(i) which is described in paragraph (4) or (12) of section

57(a) of the Internal Revenue Code of 1954 (as so in effect),
and

(ii) to which paragraph (1) or (5) of section 56(a) of the
Internal Revenue Code of 1986 would apply if the taxable
year referred to in subparagraph (A) began after December
31, 1986.

(5) In determining the amount of the alternative minimum
tax foreign tax credit under section 59 of the 1986 Code, there
shall not be taken into account any taxes paid or accrued in a
taxable year beginning after December 31, 1986, which are treat-
ed under section 904(c) of the 1986 Code as paid or accrued in a
taxable year beginning on or before December 31, 1986.

(g) MISCELLANEOUS AMENDMENTS.-

(1) Subparagraph (K) of section 26(b)(2) of the 1986 Code is
amended by striking out the comma at the end thereof and in-
serting in lieu thereof "). ".

(2)(A) So much of section 38(c) as precedes paragraph (4) there-
of is amended to read as follows:

"(c) LIMITATION BASED ON AMOUNT OF TAX.-

"(1) IN GENERAL.-The credit allowed under subsection (a) for
any taxable year shall not exceed the excess (if any) of the tax-
payer's net income tax over the greater of-

"(A) the tentative minimum tax for the taxable year, or
"(B) 25 percent of so much of the taxpayer's net regular

tax liability as exceeds $25,000.
For purposes of the preceding sentence, the term 'net income tax'
means the sum of the regular tax liability and the tax imposed
by section 55, reduced by the credits allowable under subparts A
and B of this part, and the term 'net regular tax liability'
means the regular tax liability reduced by the sum of the cred-
its allowable under subparts A and B of this part.

"(2) REGULAR INVESTMENT TAX CREDIT MAY OFFSET 25 PER-

CENT OF MINIMUM TAX. -

"(A) IN GENERAL.-In the case of a C corporation, the
amount determined under paragraph (1)(A) shall be re-
duced by the lesser of-



"(i) the portion of the regular investment tax credit
not used against the normal limitation, or

"(ii) 25 percent of the taxpayer's tentative minimum
tax for the taxable year.

"(B) PORTION OF REGULAR INVESTMENT TAX CREDIT NOT

USED AGAINST NORMAL LIMIT.-For purposes of subpara-
graph (A), the portion of the regular investment tax credit
for any taxable year not used against the normal limitation
is the excess (if any) of-

"(i) the portion of the credit under subsection (a)
which is attributable to the application of the regular
percentage under section 46, over

"(ii) the limitation of paragraph (1) (without regard
to this paragraph) reduced by the portion of the credit
under subsection (a) which is not so attributable.

"(C) LIMITATIN.-In no event shall this paragraph
permit the allowance of a credit which would result in a
net chapter 1 tax less than an amount equal to 10 percent
of the amount determined under section 55(b)(1)(A) without
regard to the alternative tax net operating loss deduction.
For purposes of the preceding sentence, the term 'net chap-
ter 1 tax' means the sum of the regular tax liability for the
taxable year and the tax imposed by section 55 for the tax-
able year, reduced by the sum of the credits allowable
under this part for the taxable year (other than under sec-
tion 34)."

(B) Subsection (c) of section 38 of the 1986 Code is amended-
(i) by redesignating paragraph (4) as paragraph (3), and
(ii) by striking out "subparagraphs (A) and (B) of para-

graph (1)" each place it appears in such paragraph and in-
serting in lieu thereof "subparagraph (B) of paragraph (1).

(3)(A) Subsection (c) of section 47 of the 1986 Code is amended
by striking out "or D" and inserting in lieu thereof "D, or G".

(B) Subparagraph (D) of section 42(j)(4) of the 1986 Code is
amended by striking out "or D" and inserting in lieu thereof
"D, or G '

(4) The last sentence of clause (ii) of section 53(d)(1)(B) of the
1986 Code is amended by striking out "earnings and profits"
and inserting in lieu thereof "current earnings ".

(5) Sections 173(b), 174(e)(2), and 263(c) of the 1986 Code are
each amended by striking out "section 59(d)" and inserting in
lieu thereof "section 59(e)".

(6) Section 511 of the 1986 Code is amended by striking out
subsection (d).

(7) Sections 616(e) and 617(j) of the 1986 Code are each
amended by striking out "section 58(i)" and inserting in lieu
thereof "section 59(e)".

(8) Paragraph (4) of section 701(c) of the Reform Act is
amended by striking out "section 631(a)" and inserting in lieu
thereof "section 221(a)".

(9) Subparagraph (B) of section 1362(e)(5) of the 1986 Code is
amended by striking out "Subsection (d)(2)" and inserting in
lieu thereof "Subsection (d)".



(10) Subsection (a) of section 6154 of the 1986 Code (as in
effect before its repeal by the Revenue Act of 1987) is amended
by striking out "11, 59A" and inserting in lieu thereof "11, 55,
59A ".

(11) Paragraph (1) of section 962(a) of the 1986 Code is amend-
ed-

(A) by striking out "section 1" and inserting in lieu there-
of "sections 1 and 55", and

(B) by striking out "section 11" and inserting in lieu
thereof "sections 11 and 55".

(12) Subsection (h) of section 32 of the 1986 Code is amended
by striking out "for taxpayers other than corporations".

(13)(A) Subsection (d) of section 2 of the 1986 Code is amended
by striking out "the tax imposed by section 1" and inserting in
lieu thereof "the taxes imposed by sections 1 and 55".

(B) Subsection (d) of section 11 of the 1986 Code is amended
by striking out "the tax imposed by subsection (a)" and insert-
ing in lieu thereof "the taxes imposed by subsection (a) and sec-
tion 55"

SEC. 1008. AMENDMENTS RELATED TO TITLE VI1 OF THE REFORM ACT.
(a) AMENDMENTS RELATED TO SECTION 801 OF THE REFORM

ACT.-
(1)(A) Subparagraph (B) of section 448(d)(2) of the 1986 Code

(defining qualified personal service corporation) is amended by
striking out "or indirectly" and inserting in lieu thereof "(or in-
directly through 1 or more partnerships, S corporations, or
qualified personal service corporations not described in para-
graph (2) or (3) of subsection (a))".

(B) Section 448(d) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

"(8) USE OF RELATED PARTIES, ETC.-The Secretary shall pre-
scribe such regulations as may be necessary to prevent the use of
related parties, pass-thru entities, or intermediaries to avoid the
application of this section. "

(2) Subparagraph (C) of section 448(d)(4) of the 1986 Code (re-
lating to special rules for application of paragraph (2)) is
amended by striking out "all such members" and inserting in
lieu thereof "such group".
(3) Paragraph (2) of section 461(i) of the 1986 Code is amend-

ed to read as follows:
"(2) SPECIAL RULE FOR SPUDDING OF OIL OR GAS WELLS.-

"(A) IN GENERAL.-In the case of a tax shelter, economic
performance with respect to amounts paid during the tax-
able year for drilling an oil or gas well shall be treated as
having occurred within a taxable year if drilling of the
well commences before the close of the 90th day after the
close of the taxable year.

"(B) DEDUCTION LIMITED TO CASH BASIS.-
"(i) TAX SHELTER PARTNERSHIPS. -In the case of a

tax shelter which is a partnership, in applying section
704(d) to a deduction or loss for any taxable year at-
tributable to an item which is deductible by reason of



subparagraph (A), the term 'cash basis' shall be substi-
tuted for the term 'adjusted basis'.

"(ii) OTHER TAX SHELTERS.--Under regulations pre-
scribed by the Secretary, in the case of a tax shelter
other than a partnership, the aggregate amount of the
deductions allowable by reason of subparagraph (A) for
any taxable year shall be limited in a manner similar
to the limitation under clause (i).

"(C) CASH BASIS DEFINED.-For purposes of subparagraph
(B), a partner's cash basis in a partnership shall be equal
to the adjusted basis of such partner's interest in the part-
nership, determined without regard to-

"(i) any liability of the partnership, and
"(ii) any amount borrowed by the partner with re-

spect to such partnership which-
"(I) was arranged by the partnership or by any

person who participated in the organization, sale,
or management of the partnership (or any person
related to such person within the meaning of sec-
tion 465(b)(3)(C)), or

"(II) was secured by any asset of the partner-
ship. "

(4) Section 464 of the 1986 Code (relating to limitations on de-
ductions for certain farming expenses) is amended by adding at
the end thereof the following new subsection:

"(g) TERMINATIN.-Except as provided in subsection (f), subsec-
tions (a) and (b) shall not apply to any taxable year beginning after
December 31, 1986. "

(5) Paragraph (4) of section 801(d) of the Reform Act is
amended by striking out "the completed contract method" and
inserting in lieu thereof "a method of accounting for long-term
contracts "

(6) Section 801(d) of the Reform Act is amended by adding at
the end thereof the following new paragraph:

"(5) SPECIAL RULE FOR PARAGRAPHS (2) AND (3).-If any loan,
lease, contract, or evidence of any transaction to which para-
graph (2) or (3) applies is transferred after June 10, 1987, to a
person other than a related party (within the meaning of para-
graph (2)), paragraph (2) or (3) shall cease to apply on and after
the date of such transfer. "

(7) Paragraph (3) of section 448(d) of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence: "An
S corporation shall not be treated as a tax shelter for purposes
of this section merely by reason of being required to file a notice
of exemption from registration with a State agency described in
section 461(i)(3)(A), but only if there is a requirement applicable
to all corporations offering securities for sale in the State that
to be exempt from such registration the corporation must file
such a notice. "

(8) Subparagraph (C) of section 448(d)(4) of the 1986 Code is
amended by striking out "substantially all of" and inserting in
lieu thereof "90 percent or more of"



(9) Paragraph (3) of section 448(c) of the 1986 Code is amend-
ed by adding at the end thereof the following new subpara-
graph:

"(D) TREATMENT OF PREDECESSORS.-Any reference in
this subsection to an entity shall include a reference to any
predecessor of such entity."

(b) AMENDMENTS RELATED TO SECTION 803 OF THE REFORM

ACT.-
(1) Paragraph (2) of section 263A(a) of the 1986 Code is

amended by adding at the end thereof the following new sen-
tence: "Any cost which (but for this subsection) could not be
taken into account in computing taxable income for any taxable
year shall not be treated as a cost described in this paragraph."

(2) Section 263A(c) of the 1986 Code (relating to general excep-
tions) is amended-

(A) by striking out "263(c), 616(a), or 617(a)" and insert-
ing in lieu thereof "263(c), 263(i), 291(b)(2), 616, or 617", and

(B) by adding at the end thereof the following new para-
graph:

"(6) COORDINATION WITH SECTION 59(e).-Paragraphs (2) and
(3) shall apply to any amount allowable as a deduction under
section 59(e) for qualified expenditures described in subpara-
graphs (B), (C), (D), and (E) of paragraph (2) thereof"
(3) Subparagraph (B) of section 263A(d)(2) of the 1986 Code

(relating to special rule for person with minority interest who
materially participates) is amended-

(A) by striking out "such grove, orchard, or vineyard" in
clause (i) and inserting in lieu thereof "the plants described
in subparagraph (A) at all times during the taxable year in
which such amounts were paid or incurred", and
(B) by striking out "such grove, orchard, or vineyard

during the 4-taxable year period beginning with the taxable
year in which the grove, orchard, or vineyard was lost or
damaged" and inserting in lieu thereof "the plants de-
scribed in subparagraph (A) during the taxable year in
which such amounts were paid or incurred".

(4) Paragraph (3) of section 263A(f) of the 1986 Code (relating
to interest relating to property used to produce property) is
amended-

(A) by striking out "incurred or continued in connection
with" and inserting in lieu thereof "allocable (as deter-
mined under paragraph (2)) to", and
(B) by inserting "(as so determined)" after "allocable".

(5) Section 447(b) of the 1986 Code is amended-
(A) by striking out "of" before "expenses ", and
(B) by striking out "OF" before "EXPENSES" in the head-

ing thereof
(6) Section 447(g)(1) of the 1986 Code is amended by striking

out "trade or business of farming" each place it appears and in-
serting in lieu thereof "qualified farming trade or business ".

(7) Paragraph (4)(A)(i) of section 803(d) of the Reform Act is
amended by striking out "203" each place it appears and insert-
ing in lieu thereof "204 ".



(8) The allocation used in the regulations prescribed under
section 263A(h)(2) of the Internal Revenue Code of 1986 for ap-
portioning storage costs and related handling costs shall be de-
termined by dividing the amount of such costs by the beginning
inventory balances and the purchases during the year and by
multiplying the resulting allocation ratio by inventory amounts
determined in accordance with the provisions of the joint ex-
planatory statement of the committee of conference of the con-
ference report accompanying H.R. 3838 (H.R. Rept. No. 99-841,
Vol. II., 99th Cong., 2d Sess. 11-306-307 (1986)).

(c) AMENDMENTS RELATED TO SECTION 804 OF THE REFORM A CT.-

(1) Paragraph (3) of section 460(b) of the 1986 Code is amend-
ed-

(A) by striking out "subparagraph" and inserting in lieu
thereof "paragraph ",

(B) by striking out '"paragraph (1)" each place it appears
in subparagraph (B) and inserting in lieu thereof "subpara-
graph (A)", and

(C) by striking out '"paragraph (1)" in subparagraph (C)
and inserting in lieu thereof "subparagraph (B)".

(2)(A) Section 460(b) of the 1986 Code (relating to percentage
of completion method) is amended by adding at the end thereof
the following new paragraph:

"(4) SPECIAL RULES.-

"(A) SIMPLIFIED METHOD OF COST ALLOCATION.-In the
case of any long-term contract, the Secretary may prescribe
a simplified procedure for allocation of costs to such con-
tract in lieu of the method of allocation under subsection
(c).

"(B) LOOK-BACK METHOD NOT TO APPLY TO CERTAIN CON-

TRACTS.-Paragraph (2)(B) and subsection (a)(2) shall not
apply to any contract-

"(i) the gross price of which (as of the completion of
the contract) does not exceed the lesser of-

"(I) $1,000,000, or
"(II) 1 percent of the average annual gross re-

ceipts of the taxpayer for the 3 taxable years pre-
ceding the taxable year in which the contract was
completed, and

"(ii) which is completed within 2 years of the con-
tract commencement date.

For purposes of this subparagraph, rules similar to the
rules of subsections (e)(2) and (f)(3) shall apply."

(B) Section 460(b)(2) of the 1986 Code is amended by striking
out "In" and inserting in lieu thereof "Except as provided in
paragraph (4), in".

(3) Subparagraph (B) of section 804(d)(2) of the Reform Act is
amended by striking out "section 263A(c)(5)" and inserting in
lieu thereof "section 460(c)(5)".

(4)(A) Paragraph (3) of section 460(b) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tences:



"For purposes of the preceding sentence, any amount received or
accrued after completion of the contract shall be taken into ac-
count by discounting (using the Federal mid-term rate deter-
mined under section 1274(d) as of the time such amount was re-
ceived or accrued) such amount to its value as of the completion
of the contract. The taxpayer may elect with respect to any con-
tract to have the preceding sentence not apply to such contract."

(B) Subparagraph (B) of section 460(b)(2) of the 1986 Code is
amended by striking out "completion of the contract" and in-
serting in lieu thereof "completion of the contract (or, with re-
spect to any amount received or accrued after completion of the
contract, when such amount is so received or accrued)".

(d) AMENDMENT RELATED TO SECTION 805 OF THE REFORM ACT.-

(1) Section 166(d)(1)(A) of the 1986 Code is amended by strik-
ing out "subsections (a) and (c)" and inserting in lieu thereof
"subsection (a)".

(2) Subsection (b) of section 805 of the Reform Act is amended
by inserting ", as amended by section 901(d)(4)," after "Section
166"

(3) Subsection (a) of section 582 of the 1986 Code is amended
by striking out "subsections (a), (b), and (c) of section 166" and
inserting in lieu thereof "subsections (a) and (b) of section 166".

(e) AMENDMENTS RELATED TO SECTION 806 OF THE REFORM ACT.-

(1)(A) Clause (i) of section 706(b)(1)(B) of the 1986 Code is
amended to read as follows:

"(i) the majority interest taxable year (as defined in
paragraph (4)), ".

(B) Paragraph (4) of section 706(b) of the 1986 Code is amend-
ed to read as follows:

"(4) MAJORITY INTEREST TAXABLE YEAR; LIMITATION ON RE-

QUIRED CHANGES.-

"(A) MAJORITY INTEREST TAXABLE YEAR DEFINED.-For

purposes of paragraph (1)(B)(i)-
"(i) IN GENERAL.-The term 'majority interest taxable

year' means the taxable year (if any) which, on each
testing day, constituted the taxable year of 1 or more
partners having (on such day) an aggregate interest in
partnership profits and capital of more than 50 per-
cent.

"(ii) TESTING DAYS.-The testing days shall be-
"(I) the 1st day of the partnership taxable year

(determined without regard to clause (i)), or
"(II) the days during such representative period

as the Secretary may prescribe.
"(B) FURTHER CHANGE NOT REQUIRED FOR 3 YEARS.-

Except as provided in regulations necessary to prevent the
avoidance of this section, if, by reason of paragraph
(1)(B)(i), the taxable year of a partnership is changed, such
partnership shall not be required to change to another tax-
able year for either of the 2 taxable years following the year
of change."

(2) Clause (iii) of section 706(b)(1)(B) of the 1986 Code is
amended by striking out "or such other period as the Secretary



may prescribe in regulations" and inserting in lieu thereof
"unless the Secretary by regulations prescribes another period" ,

(3) Section 706(b) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

"(5) APPLICATION WITH OTHER SECTIONS.-Except as provided
in regulations, for purposes of determining the taxable year to
which a partnership is required to change by reason of this sub-
section, changes in taxable years of other persons required by
this subsection, section 441(i), section 584(h), section 645, or sec-
tion 1378(a) shall be taken into account."

(4) Paragraph (2) of section 441(i) of the 1986 Code (defining
personal service corporation) is amended by adding at the end
thereof the following:
"A corporation shall not be treated as a personal service corpo-
ration unless more than 10 percent of the stock (by value) in
such corporation is held by employee-owners (within the mean-
ing of section 269A(b)(2), as modified by the preceding sentence).
If a corporation is a member of an affiliated group filing a con-
solidated return, all members of such group shall be taken into
account in determining whether such corporation is a personal
service corporation. "

(5)(A) Section 584 of the 1986 Code (relating to common trust
funds) is amended by adding at the end thereof the following
new subsection:

"(h) TAXABLE YEAR OF COMMON TRUST FUND.-For purposes of
this subtitle, the taxable year of any common trust fund shall be the
calendar year. "

(B) The amendment made by subparagraph (A) shall take
effect as if included in the amendments made by section 806 of
the Reform Act, except that section 806(e)(1) shall be applied by
substituting "December 31, 1987" for "December 31, 1986". For
purposes of section 806(e)(2) of the Reform Act-

(i) a participant in a common trust fund shall be treated
in the same manner as a partner, and

(ii) subparagraph (C) thereof shall be applied by substi-
tuting "December 31, 1987" for "December 31, 1986" and as
if it did not contain the election to include all income in
the short taxable year.

(6) Section 806(c)(2) of the Reform Act is amended by striking
out "Section 267(a)" and inserting in lieu thereof "Section
267(a)(2)".

(7) Subparagraph (C) of section 806(e)(2) of the Reform Act is
amended-

(A) by striking out "(including such short taxable year)",
and

(B) by striking out "short taxable year" the second place
it appears and inserting in lieu thereof "the partner's or
shareholder's taxable year with or within which the part-
nership's or S corporation 's short taxable year ends ".

(8) Section 806(e)(2) of the Reform Act is amended-
(A) by striking out "any taxable year" and inserting in

lieu thereof "the taxpayer's first taxable year beginning
after December 31, 1986", and



(B) by striking out "taxpayer" each place it appears and
inserting in lieu thereof "partnership, S corporation, or per-
sonal service corporation ".

(9) Nothing in section 806 of the Reform Act or in any legisla-
tive history relating thereto shall be construed as requiring the
Secretary of the Treasury or his delegate to permit an automatic
change of a taxable year.

(10) Subsection (e) of section 806 of the Reform Act is amend-
ed by adding at the end thereof the following new paragraph:

"(3) BASIS, ETC. RULES. -
"(A) BASIS RULE.-The adjusted basis of any partner's in-

terest in a partnership or shareholder's stock in an S corpo-
ration shall be determined as if all of the income to be
taken into account ratably in the 4 taxable years referred to
in paragraph (2)(C) were included in gross income for the
1st of such taxable years.

"(B) TREATMENT OF DISPOSITIONS.-If any interest in a
partnership or stock in an S corporation is disposed of
before the last taxable year in the spread period, all
amounts which would be included in the gross income of
the partner or shareholder for subsequent taxable years in
the spread period under paragraph (2)(C) and attributable
to the interest or stock disposed of shall be included in
gross income for the taxable year in which the disposition
occurs. For purposes of the preceding sentence, the term
'spread period' means the period consisting of the 4 taxable
years referred to in paragraph (2)(C). "

(f) AMENDMENTS RELATED TO SECTION 811 OF THE REFORM ACT.-
(1) Paragraph (4) of section 453C(b) of the 1986 Code is

amended-
(A) by striking out "at any time during" and inserting in

lieu thereof "as of the close of", and
(B) by striking out "as of the close of such taxable year in

lieu" and inserting in lieu thereof "as of the close of such
taxable year (determined by not taking into account any in-
debtedness described in paragraph (3)(B)) in lieu ".

(2) So much of paragraph (2) of section 453C(d) of the 1986
Code as precedes subparagraph (A) is amended to read as fol-
lows:

"(2) EXCESS ALLOCABLE INSTALLMENT INDEBTEDNESS.-If the
allocable installment indebtedness for any taxable year exceeds
the amount which may be allocated under paragraph (1) to ap-
plicable installment obligations arising in (and outstanding as
of the close of) such taxable year, such excess shall-" '
(3) Subparagraph (A) of section 453C(e)(1) of the 1986 Code is

amended by adding at the end thereof the following new sen-
tence:

"Such term also includes any obligation held by any person
if the basis of such obligation in the hands of such person
is determined (in whole or in part) by reference to the basis
of such obligation in the hands of another person and such
obligation was an applicable installment obligation in the
hands of such other person."



(4) Paragraph (2) of section 453C(e) of the 1986 Code (relating
to aggregation rules) is amended by striking out "For" and in-
serting in lieu thereof "Except as provided in regulations, for".

(5) Subparagraph (B) of section 453C(e)(4) of the 1986 Code is
amended by striking out "or (3)".

(6) Paragraph (4) of section 811(c) of the Reform Act is
amended by striking out the second subparagraphs (D) and (E).

(7) Paragraph (5) of section 811(c) of the Reform Act is
amended by striking out "October 23, 1985" each place it ap-
pears and inserting in lieu thereof "October 23, 1984 ".

(8) Section 811(c) of the Reform Act is amended by adding at
the end thereof the following new paragraph:

"(9) SPECIAL RULES.-For purposes of section 453C of the 1986
Code (as added by subsection (a))-

"(A) REVOLVING CREDIT PLANS, ETC.-The term 'applica-
ble installment obligation' shall not include any obligation
arising out of any disposition or sale described in para-
graph (1) or (2) of section 453(k) of such Code (as added by
section 812(a)).

"(B) CERTAIN DISPOSITIONS DEEMED MADE ON FIRST DAY

OF TAXABLE YEAR.-In the case of a taxpayer's 1st taxable
year ending after December 31, 1986, dispositions after Feb-
ruary 28, 1986, and before the 1st day of such taxable year
shall be treated as made on such 1st day."

(9) For purposes of applying the amendments made by this
subsection and the amendments made by section 10202 of the
Revenue Act of 1987, the provisions of this subsection shall be
treated as having been enacted immediately before the enact-
ment of the Revenue Act of 1987.

(g) AMENDMENTS RELATED TO SECTION 812 OF THE REFORM

ACT.-
(1) Section 453 of the 1986 Code is amended by redesignating

the subsection (j) added by section 812 of the Reform Act as sub-
section (k).

(2) Subsection (c) of section 453A of the 1986 Code (as in effect
on the date before the date of the enactment of the Revenue Act
of 1987) is amended by striking out "453(j)" and inserting in
lieu thereof "453(k)".

(3) Paragraph (1) of section 812(c) of the Reform Act is
amended by striking out "paragraph (2)" and inserting in lieu
thereof '"paragraphs (2) and (3)".

(4) Subsection (c) of section 812 of the Reform Act is amended
by redesignating paragraph (2) as paragraph (3) and inserting
after paragraph (1) the following new paragraph:

"(2) SALES OF STOCK, ETC.-Section 453(k)(2) of the Internal
Revenue Code of 1986, as added by subsection (a), shall apply to
sales after December 31, 1986, in taxable years ending after
such date. "

(5) Paragraph (3) of section 812(c) of the Reform Act (as so re-
designated) is amended by striking out subparagraphs (B) and
(C) and inserting in lieu thereof the following:

"(B) such change shall be treated as having been made
with the consent of the Secretary,



"(C) the period for taking into account adjustments under
section 481 of such Code by reason of such change shall be
equal to 4 years, and

"(D) except as provided in paragraph (4), the amount
taken into account in each of such 4 years shall be the ap-
plicable percentage (determined in accordance with the fol-
lowing table) of the net adjustment:

The applicable
"'In the case of the: percentage is:

1st taxable year ................................................................. 15
2nd taxable year ................................. 25
drd taxable year ............................................................. .. .
4 th taxa ble yea r .................................................................. 30.

If the taxpayer's last taxable year beginning before January 1,
1987, was the taxpayer's 1st taxable year in which sales were
made under a revolving credit plan, all adjustments under sec-
tion 481 of such Code shall be taken into account in the taxpay-
er's 1st taxable year beginning after December 31, 1986. "

(6) Subsection (c) of section 812 of the Reform Act is amended
by adding at the end thereof the following new paragraphs:

"(4) ACCELERATION OF ADJUSTMENTS WHERE CONTRACTION IN
AAIOUNT OF INSTALLMENT OBLIGATIONS. -

"(A) IN GENERAL.-If the percentage determined under
subparagraph (B) for any taxable year in the adjustment
period exceeds the percentage which would otherwise apply
under paragraph (3)(D) for such taxable year (determined
after the application of this paragraph for prior taxable
years in the adjustment period)-

"(i) the percentage determined under subparagraph
(B) shall be substituted for the applicable percentage
which would otherwise apply under paragraph (3)(D),
and

"(ii) any increase in the applicable percentage by
reason of clause (i) shall be applied to reduce the appli-
cable percentage determined under paragraph (3)(D) for
subsequent taxable years in the adjustment period (be-
ginning with the 1st of such subsequent taxable years).

"(B) DETERMINATION OF PERCENTAGE.-For purposes of
subparagraph (A), the percentage determined under this
subparagraph for any taxable year in the adjustment
period is the excess (if any) of-

"(i) the percentage determined by dividing the aggre-
gate contraction in revolving installment obligations by
the aggregate face amount of such obligations out-
standing as of the close of the taxpayer's last taxable
year beginning before January 1, 1987, over

"(ii) the sum of the applicable percentages under
paragraph (3)(D) (as modified by this paragraph) for
prior taxable years in the adjustment period.

"(C) AGGREGATE CONTRACTION IN REVOLVING INSTALL-
MENT OBLIGATIONS.-For purposes of subparagraph (B), the
aggregate contraction in revolving installment obligations
is the amount by which-



"(i) the aggregate face amount of the revolving in-
stallment obligations outstanding as of the close of the
taxpayer's last taxable year beginning before January
1, 1987, exceeds

"(ii) the aggregate face amount of the revolving in-
stallment obligations outstanding as of the close of the
taxable year involved.

"(D) REVOLVING INSTALLMENT OBLIGATIONS. -For pur-
poses of this paragraph, the term 'revolving installment ob-
ligations' means installment obligations arising under a re-
volving credit plan.

"(E) TREATMENT OF CERTAIN OBLIGATIONS DISPOSED OF

ON OR BEFORE OCTOBER 26, 1987.-For purposes of subpara-
graphs (B)(i) and (C)(i), in determining the aggregate face
amount of revolving installment obligations outstanding as
of the close of the taxpayer's last taxable year beginning
before January 1, 1987, there shall not be taken inio ac-
count any obligation-

"(i) which was disposed of to an unrelated person on
or before October 26, 1987, or

"(ii) was disposed of to an unrelated person on or
after such date pursuant to a binding written contract
in effect on October 26, 1987, and at all times thereof
ter before such disposition.

For purposes of the preceding sentence, the term 'unrelated
person' means any person who is not a related person (as
defined in section 453(g) of the Internal Revenue Code of
1986).

"(5) LIMITATION ON LOSSES FROM SALES OF OBLIGATIONS
UNDER REVOLVING CREDIT PLANS.-If 1 or more obligations aris-
ing under a revolving credit plan and taken into account under
paragraph (3) are disposed of during the adjustment period,
then, notwithstanding any other provision of law-

"(A) no losses from such dispositions shall be recognized,
and

"(B) the aggregate amount of the adjustment for taxable
years in the adjustment period (in reverse order of time)
shall be reduced by the amount of such losses.

"(6) ADJUSTMENT PERIOD.-For purposes of paragraphs (4)
and (5), the adjustment period is the 4-year period under para-
graph (3). "

(h) AMENDMENT RELATED TO SECTION 821 OF THE REFORM ACT.-
Section 821(b)(3) of the Reform Act is amended by adding at the end
thereof the following new sentence: "The preceding sentence shall
also apply to any taxable year beginning after August 16, 1986, and
before January 1, 1987, if the taxpayer treated such income in the
same manner for the taxable year preceding such taxable year. "

(i) AMENDMENT RELATED TO SECTION 822 OF THE REFORM ACT.-
Paragraph (1) of section 703(b) of the 1986 Code is amended by strik-
ing out "or (d)(4)"
(j) AMENDMENTS RELATED TO SECTION 824 OF THE REFORM A CT.-

(1) Section 6501(o) of the 1986 Code which relates to cross ref-
erences is amended by striking out paragraph (3).



(2) Paragraph (4) of section 824(c) of the Reform Act is
amended by striking out "an indemnity agreement" and insert-
ing in lieu thereof "an underwriting agreement".

SEC. 1009. AMENDMENTS RELA TED TO TITLE IX OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 901 OF THE REFORM

ACT.-
(1) Subparagraph (C) of section 46(e)(4) of the 1986 Code is

amended by adding at the end thereof the following new sen-
tences: "Notwithstanding the preceding provisions of this sub-
paragraph, any such election shall terminate effective with re-
spect to the 1st taxable year of the organization making such
election which begins after 1986 and during which such organi-
zation (or any successor organization) was not at any time the
lessee under any lease of regular investment tax credit property.
For purposes of the preceding sentence, the term 'regular invest-
ment tax credit property' means any section 38 property if the
regular percentage applied to such property and the amount of
qualified investment with respect to such property would have
been reduced under paragraph (1) but for an election under this
subparagraph. "

(2)(A) Paragraph (5) of section 585(c) of the 1986 Code is
amended by adding at the end thereof the following new sub-
paragraph:

"(C) ELECTION MADE BY EACH MEMBER.-In the case of a
parent-subsidiary controlled group, any election under this
section shall be made separately by each member of such
group."

(B) Subclause (I) of section 585(c)(3)(A)(iii) of the 1986 Code is
amended by striking out "or such greater amount as the taxpay-
er may designate" and inserting in lieu thereof "or such higher
percentage of such net amount as the taxpayer may elect".

(C) Clause (ii) of section 585(c)(3)(B) of the 1986 Code is
amended by striking out "designates an amount" and inserting
in lieu thereof "elects a higher percentage".

(3) Paragraph (4) of section 585(c) of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence:

"If the amount of the reserve referred to in subparagraph (B) as of
the close of any taxable year exceeds the outstanding balance (as of
such time) of the loans referred to in subparagraph (B), such excess
shall be included in gross income for such taxable year."

(b) AMENDMENTS RELATED TO SECTION 902 OF THE REFORM
ACT.-

(1) Paragraph (3) of section 902(f) of the Reform Act is amend-
ed-

(A) in subparagraph (F), by striking out "distribution
company" and inserting in lieu thereof "distribution facili-
ty) ,

(B) in subparagraph (L), by striking out "waterfront
project" and inserting in lieu thereof "2 Festival Market
Place projects at Union Pier Terminal and 1 project at the
Remount Road Container Yard, State Pier No. 15 at North
Charleston Terminal' ,



(C) in subparagraph (M), by striking out "Pontabla" and
inserting in lieu thereof "Pontalba",

(D) in subparagraph (P), by striking out "Birmingham,
Alabama, " and inserting in lieu thereof "Homewood, Ala-
bama, the", and

(E) by adding at the end thereof the following new sub-
paragraphs:

"(T) Bellows Falls, Vermont-building project.
"(U) East Broadway Project, Louisville, Kentucky.
"(V) O.K. Industries, Oklahoma."

(2) Paragraph (4) of section 902(f) of the Reform Act is amend-
ed by striking out "subparagraph" and inserting in lieu thereof
"paragraph ".

(3)(A) Paragraph (3) of section 265(b) of the 1986 Code is
amended to read as follows:

"(2) EXCEPTION FOR CERTAIN TAX-EXEMPT OBLIGATIONS.-

"(A) IN GENERAL.-Any qualified tax-exempt obligation
acquired after August 7, 1986, shall be treated for purposes
of paragraph (2) and section 291(e)(1)(B) as if it were ac-
quired on August 7, 1986.

"(B) QUALIFIED TAX-EXEMPT OBLIGATION.-

"(i) IN GENERAL.-For purposes of subparagraph (A),
the term 'qualified tax-exempt obligation' means a tax-
exempt obligation-

"(I) which is issued after August 7, 1986, by a
qualified small issuer,

"(II) which is not a private activity bond (as de-
fined in section 141), and

"(III) which is designated by the issuer for pur-
poses of this paragraph.

"(ii) CERTAIN BONDS NOT TREATED AS PRIVATE ACTIV-

ITY BONDS.-For purposes of clause (i)(II), there shall
not be treated as a private activity bond-

"(I) any qualified 501(c)(3) bond (as defined in
section 145), or

"(I1) any obligation issued to refund (or which is
part of a series of obligations issued to refund) an
obligation issued before August 8, 1986, which was
not an industrial development bond (as defined in
section 103(b)(2) as in effect on the day before the
date of the enactment of the Tax Reform Act of
1986) or a private loan bond (as defined in section
103(o)(2)(A), as so in effect, but without regard to
any exemption from such definition other than sec-
tion 103(o)(2)(A)).

"(C) QUALIFIED SMALL ISSUER.-

"(i) IN GENERAL.-For purposes of subparagraph (B),
the term 'qualified small issuer' means, with respect to
obligations issued during any calendar year, any issuer
if the reasonably anticipated amount of tax-exempt ob-
ligations (other than obligations described in clause
(ii)) which will be issued by such issuer during such
calendar year does not exceed $10,000,000.



"(ii) OBLIGATIONS NOT TAKEN INTO ACCOUNT IN DE-

TERMINING STATUS AS QUALIFIED SMALL ISSUER.-For

purposes of clause (i), an obligation is described in this
clause if such obligation is-"(I) a private activity bond (other than a quali-

fied 501(c)(3) bond, as defined in section 145),
"(II) an obligation to which section 141(a) does

not apply by reason of section 1312, 1313, 1316(g),
or 1317 of the Tax Reform Act of 1986 and which
would (if issued on August 15, 1986) have been an
industrial development bond (as defined in section
103(b)(2) as in effect on the day before the date of
the enactment of such Act) or a private loan bond
(as defined in section 103(o)(2)(A), as so in effect,
but without regard to any exception from such def-
inition other than section 103(o)(2)(A)), or

"(III) an obligation issued to refund (other than
to advance refund within the meaning of section
149(d)(5)) any obligation to the extent the amount
of the refunding obligation does not exceed the out-
standing amount of the refunded obligation.

"(iii) ALLOCATION OF AMOUNT OF ISSUE IN CERTAIN

CASES.-In the case of an issue under which more than
I governmental entity receives benefits, if-

"(I) all governmental entities receiving benefits
from such issue irrevocably agree (before the date
of issuance of the issue) on an allocation of the
amount of such issue for purposes of this subpara-
graph, and

'(II) such allocation bears a reasonable relation-
ship to the respective benefits received by such enti-
ties,

then the amount of such issue so allocated to an entity
(and only such amount with respect to such issue) shall
be taken into account under clause (i) with respect to
such entity.

"(D) LIMITATION ON AMOUNT OF OBLIGATIONS WHICH MAY

BE DESIGNATED. -

"(i) IN GENERAL.-Not more than $10,000,000 of obli-
gations issued by an issuer during any calendar year
may be designated by such issuer for purposes of this
paragraph.

"(ii) CERTAIN REFUNDINGS OF DESIGNATED OBLIGA-

TIONS DEEMED DESIGNATED.-Except as provided in
clause (iii), in the case of a refunding (or series of re-
fundings) of a qualified tax-exempt obligation, the re-
funding obligation shall be treated as a qualified tax-
exempt obligation (and shall not be taken into account
under clause (i)) if-

"(I) the refunding obligation was not taken into
account under subparagraph (C) by reason of
clause (ii)(III) thereof,

"(II) the average maturity date of the refunding
obligations issued as part of the issue of which



such refunding obligation is a part is not later
than the average maturity date of the obligations
to be refunded by such issue, and

"(III) the refunding obligation has a maturity
date which is not later than the date which is 30
years after the date the original qualified tax-
exempt obligation was issued.

Subclause (II) shall not apply if the average maturity
of the issue of which the original qualified tax-exempt
obligation was a part (and of the issue of which the ob-
ligations to be refunded are a part) is 3 years or less.
For purposes of this clause, average maturity shall be
determined in accordance with section 147(b)(2)(A).

"(iii) CERTAIN OBLIGATIONS MAY NOT BE DESIGNATED

OR DEEMED DESIGNATED.-No obligation issued as part
of an issue may be designated under this paragraph (or
may be treated as designated under clause (ii)) if-

"(I) any obligation issued as part of such issue is
issued to refund another obligation, and

"(H) the aggregate face amount of such issue ex-
ceeds $10,000,000.

"(E) AGGREGATION OF ISSUERS.-For purposes of subpara-
graphs (C) and (D)-

"(0 an issuer and all entities which issue obligations
on behalf of such issuer shall be treated as 1 issuer,

"(ii) all obligations issued by a subordinate entity
shall, for purposes of applying subparagraphs (C) and
(D) to each other entity to which such entity is subordi-
nate, be treated as issued by such other entity, and

"(iii) an entity formed (or, to the extent provided by
the Secretary, availed of) to avoid the purposes of sub-
paragraph (C) or (D) and all entities benefiting thereby
shall be treated as 1 issuer.

"(F) TREATMENT OF COMPOSITE ISSUES.-In the case of an
obligation which is issued as part of a direct or indirect
composite issue, such obligation shall not be treated as a
qualified tax-exempt obligation unless-

"(i) the requirements of this paragraph are met with
respect to such composite issue (determined by treating
such composite issue as a single issue), and

"(ii) the requirements of this paragraph are met with
respect to each separate lot of obligations which are
part of the issue (determined by treating each such sep-
arate lot as a separate issue). "

(B) In the case of any obligation issued after August 7,
1986, and before January 1, 1987, the time for making a
designation with respect to such obligation under section
265(b)(3)(B)(iii) of the 1986 Code shall not expire before Jan-
uary 1, 1989.

(C) If-
(i) an obligation is issued on or after January 1,

1986, and on or before August 7, 1986,
(ii) when such obligation was issued, the issuer made

a designation that it intended to qualify under section



802(e)(3) of H.R. 3838 of the 99th Congress as passed by
the House of Representatives, and

(iii) the issuer makes an election under this subpara-
graph with respect to such obligation,

for purposes of section 265(b)(3) of the 1986 Code, such obli-
gation shall be treated as issued on August 8, 1986.

(D)(i) Except as provided in clause (ii), the following pro-
visions of section 265(b)(3) of the 1986 Code (as amended by
this subparagraph (A)) shall apply to obligations issued
after June 30, 1987:

(I) subparagraph (C)(ii)(III),
(II) clauses (ii) and (iii) of subparagraph (D), and
(III) subparagraphs (E) and (F).

(ii) At the election of an issuer (made at such time and in
such manner as the Secretary of the Treasury or his dele-
gate may prescribe), the provisions referred to in clause (i)
shall apply to such issuer as if included in the amendments
made by section 902(a) of the Tax Reform Act of 1986.

(4) Subparagraph (B) of section 291(e)(1) of the 1986 Code is
amended by redesignating the clause (iv) added by section
902(c)(2) of the Reform Act as clause (v).

(5) Clause (i) of section 291(e)(1)(B) of the 1986 Code is amend-
ed by striking out "section 582(a)(2)" and inserting in lieu there-
of "section 585(a)(2)"

(6) Paragraph (1) of section 902(e) of the Reform Act is
amended by striking out "Section 163(h)(12)" and inserting in
lieu thereof "Section 163(i)(2) (as redesignated by section 511(b)
of this Act)"

(7) Paragraph (4) of section 902(f) of the Reform Act is amend-
ed-

(A) by inserting "and qualified 501(c)(3) bonds designated
by such Governor for purposes of this paragraph," after
"1987), ", and

(B) by striking out subparagraphh" in the last sentence
and inserting in lieu thereof "paragraph ".

(c) AMENDMENTS RELATED TO SECTION 903 OF THE REFORM A CT.-

(1) Paragraph (1) of section 172(b) of the 1986 Code is amend-
ed by redesignating subparagraphs (L) and (M) as subpara-
graphs (K) and (L), respectively.

(2) Subparagraph (A) of section 172(b)(1) of the 1986 Code is
amended by striking out "Except" and all that follows down
through "a net operating loss" and inserting in lieu thereof
"Except as otherwise provided in this paragraph, a net operat-
ing loss ".

(3) Subparagraph (B) of section 172(b)(1) of the 1986 Code is
amended to read as follows:

"(B) Except as otherwise provided in this paragraph, a
net operating loss for any taxable year ending after Decem-
ber 31, 1975, shall be a net operating loss carryover to each
of the 15 taxable years following the taxable year of the
loss."

(d) AMENDMENTS RELATED TO SECTION 905 OF THE REFORM

ACT.-



(1) Subsection () of section 165 of the 1986 Code is amended
by redesignating paragraph (6) as paragraph (7) and by striking
out paragraph (5) and inserting in lieu thereof the following:

"(5) ELECTION TO TREAT AS ORDINARY LOSS.-

"(A) IN GENERAL.-In lieu of any election under para-
graph (1), the taxpayer may elect to treat the amount re-
ferred to in paragraph (1) for the taxable year as an ordi-
nary loss described in subsection (c)(2) incurred during the
taxable year.

"(B) LIMITATIONS. -

"(i) DEPOSIT MAY NOT BE FEDERALLY INSURED.-No

election may be made under subparagraph (A) with re-
spect to any loss on a deposit in a qualified financial
institution if part or all of such deposit is insured
under Federal law.

"(ii) DOLLAR LIMITATION. -With respect to each fi-
nancial institution, the aggregate amount of losses at-
tributable to deposits in such financial institution to
which an election under subparagraph (A) may be
made by the taxpayer for any taxable year shall not
exceed $20,000 ($10,000 in the case of a separate return
by a married individual). The limitation of the preced-
ing sentence shall be reduced by the amount of any in-
surance proceeds under any State law which can rea-
sonably be expected to be received with respect to losses
on deposits in such institution.

"(6) ELECTION.-Any election by the taxpayer under this sub-
section for any taxable year-

"(A) shall apply to all losses for such taxable year of the
taxpayer on deposits in the institution with respect to
which such election was made, and

"(B) may be revoked only with the consent of the Secre-
tary."

(2) Paragraph (1) of section 905(c) of the Reform Act is
amended to read as follows:

"(1) IN GENERAL.-The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1981,
and, except as provided in paragraph (2), the amendment made
by subsection (b) shall apply to taxable years beginning after
December 31, 1982. "

(3) The subsection (f) of section 451 of the 1986 Code which
was added by section 905(b) of the 1986 Reform Act is redesig-
nated as subsection (g).

(4) If on the date of the enactment of this Act (or at any time
before the date 1 year after such date of enactment) credit or
refund of any overpayment of tax attributable to amendments
made by section 905 of the Reform Act or by this subsection (or
the assessment of any underpayment of tax so attributable) is
barred by any law or rule of law-

(A) credit or refund of any such overpayment may never-
theless be made if claim therefore is filed before the date 1
year after such date of enactment, and



(B) assessment of any such underpayment may neverthe-
less be made if made before the date 1 year after such date
of enactment.

SEC. 1010. AMENDMENTS RELAY TED TO TITLE X OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 1011 OF THE REFORM

ACT.-
(1) Paragraph (1) of section 813(a) of the 1986 Code (relating

to foreign life insurance companies) is amended by striking out
"the special life insurance company deduction and"

(2) Paragraph (1) of section 1011(d) of the Reform Act is
amended-

(A) by striking out "any bond" and inserting in lieu
thereof "any market discount bond (as defined in section
1278 of the Internal Revenue Code of 1986)",

(B) by striking out "28 percent" and inserting in lieu
thereof "31. 6 percent", and

(C) by adding at the end thereof the following new sen-
tence: "The preceding sentence shall apply only if the tax
determined under the preceding sentence is less than the
tax which would otherwise be imposed. "

(3) Paragraph (2) of section 1011(d) of the Reform Act is
amended to read as follows:

"(2) QUALIFIED LIFE INSURANCE COMPANY.-For purposes of
paragraph (1), the term 'qualified life insurance company'
means any life insurance company subject to tax under part I of
subchapter L of chapter 1 of the Internal Revenue Code of
1986."

(b) AMENDMENTS RELATED TO SECTION 1012 OF THE REFORM
ACT.-

(1) Clause (iv) of section 1012(c)(4)(C) of the Reform Act is
amended to read as follows:

"(iu) dental benefit coverage provided by a Delta
Dental Plans Association organization through con-
tracts with independent professional service providers
so long as the provision of such coverage is the princi-
pal activity of such organization. "

(2) Clause (ii) of section 1012(c)(4)(C) of the Reform Act is
amended by striking out "Association" and inserting in lieu
thereof "Plan ".

(3) The Secretary of the Treasury or his delegate may pre-
scribe rules providing proper adjustments for taxpayers which
become subject to subchapter L of chapter I of the 1986 Code by
reason of the amendments made by section 1012 of the Reform
Act with respect to short taxable years which begin during 1987
by reason of section 843 of such Code.

(4)(A) Paragraph (3) of section 501(m) of the 1986 Code is
amended by striking out "and" at the end of subparagraph (C),
by striking out the period at the end of subparagraph (D) and
inserting in lieu thereof ", and", and by adding at the end
thereof the following new subparagraph:

"(E) charitable gift annuities."
(B) Subsection (m) of section 501 of the 1986 Code is amended

by adding at the end thereof the following new paragraph:



"(5) CHARITABLE GIFT ANNUITY.-For pu poses of paragraph
(3)(E), the term 'charitable gift annuity' means an annuity if-

"(A) a portion of the amount paid i,' conection with the

issuance of the annuity is allowable as a deduction under
section 170 or 2055, and

"(B) the annuity is described in section 514(c)(5) (deter-
mined as if any amount paid in cash in connection with
such issuance were property). "

(c) AMENDMENTS RELATED TO SECTION 1021 OF THE REFORM

ACT.-
(1)(A) Subparagraph (C) of section 832(b)7) of the 1986 Code

(relating to special rules for determining premiums earned) is
amended by striking out "this part" and inserting in lieu there-
of "section 831(a)".

(B) The subparagraph heading for such subparagraph is
amended by striking out 'NONLIFE INSURANCE COMPANY and
inserting in lieu thereof "INSURANCE COMPANY TAXABLE UNDER

SECTION 831 (a) ".
(2) Paragraph (7) of section 832(h) of the 1986 Code is amend-

ed by adding at the end thereof the following new subpara-
graphs:

"(D) TREATMENT OF COMPANIES WH|ti- BECOME TAXABLE

UNDER SECTION 831 (a).-
"(i) EXCEPTION TO PHASE-IN FOR COMPANIES WHICH

WERE NOT TAXABLE, ETC-, BEFORE 1987.-Subparagraph
(C) of paragraph (4) shall not apply to any insurance
company which, for each taxable year beginning before
January 1, 1987, was not subject to the tax imposed by
section 821(a) or 831(a) (as in effect on the day before
the date of the enactment of the Tax Reform Act of
1986) by reason of being-

"(I) subject to tax under section 821(c) (as so -.n
effect), or

"(II) described in section 50-1(c) (as so in effect)
and exempt from tax under section 501(a).

"(it) PHASE-IN BEGINNING AT LATER DATE FOR COMPA-

NIES NOT 1ST TAXABLE UNDER SECTION 831(a) IN 1987.-

In the case of an insurance compapy-
"(I) which was not subject to the tax imposed by

section 831(a) for 'ts 1st taxable year beginning
after December 31, 1986, by reason of being subject
to tax under section 831(b), or described in section
501(c) and exempt from tax under section 501(a),
and

"(I) which, for any taxable year beginning
before January 1, 1987, was subject to the tax im-
posed by section 821(a) or 831(a) (as in effect on the

day before the date of the enactment of the Tax
Reform Act of 1986),

subparagraph (C) of paragraph (4) shall apply begin-
ning with the 1st taxable year beginning after Decem-

ber 31, 1986, for which such company is subject to the

tax imposed by section 831(a) and shall be applied by

substituting the last day of the preceding taxable year



for 'December 31, 1986' and the 1st day of the 7th suc-
ceeding taxable year for 'January 1, 1993'

"(E) TREATMENT OF CERTAIN RECIPROCAL INSURERS.-In

the case of a reciprocal (within the meaning of section
835(a)) which reports (as required by State law) on its
annual statement reserves on unearned premiums net of
premium acquisition expenses-

"(i) subparagraph (B) of paragraph (4) shall be ap-
plied by treating unearned premiums as including an
amount equal to such expenses, and

"(ii) appropriate adjustments shall be made under
subparagraph (c) of paragraph (4) to reflect the amount
by which-"(I) such reserves at the close of the most recent

taxable year beginning before January 1, 1987, are
greater or less than,

"(II) 80 percent of the sum of the amount under
subclause (I) plus such preminum acquisition ex-
penses, "

(3) Paragraph (5) of section 832(e) of the 1986 Code is amend-
ed by striking out "and" at the end of subparagraph (A) and by
striking out the period at the end of subparagraph (B) and in-
serting in lieu thereof a comma.

(d) AMENDMENTS RELATED TO SECTION 1022 OF THE REFORM

ACT.-
(1) Section 832 of the 1986 Code (defining insurance company

taxable income) is amended by adding at the end thereof the
following new subsection:

"(g) DIVIDENDS WITHIN GRouP.-In the case of an insurance com-
pany subject to tax under section 831(a) filing or required to file a
consolidated return under section 1501 with respect to any affiliated
group for any taxable year, any determination under this part with
respect to any dividend paid by one member of such group to an-
other member of such group shall be made as if such group were not
filing a consolidated return. "

(2) Subclause (II) of section 832(b)(5)(B)(ii) of the 1986 Code
(relating to losses incurred) is amended by inserting "(directly
or indirectly)" after "attributable ".

(3) For purposes of section 832(b)(5)(C)(i) of the 1986 Code, any
stock or obligation acquired on or after August 8, 1986, by an
insurance company subject to the tax imposed by section 831 of
the 1986 Code (hereinafter in this paragraph referred to as the
"acquiring company") from another insurance company so sub-
ject (hereinafter in this paragraph referred to as the "transferor
company') shall be treated as acquired on the date on which
such stock or obligation was acquired by the transferor compa-
ny if-

(A) the transferor company acquired such stock or obliga-
tion before August 8, 1986, and

(B) at all times after the date on which such stock or ob-
ligation was acquired by the transferor company and before
the date of the acquisition by the acquiring company, the
transferor company and the acquiring company were mem-



bers of the same affiliated group filing a consolidated
return.

For purposes of the preceding sentence, the date on which the
stock or obligation was acquired by the transferor company
shall be determined with regard to any prior application of the
preceding sentence. For purposes of this paragraph, if the ac-
quiring corporation or transferor corporation was a party to a
reorganization described in section 368(a)(1)(F) of the 1986 Code,
any reference to such corporation shall include a reference to
any predecessor thereof involved in such reorganization.

(e) AMENDMENTS RELATED TO SECTION 1023 OF THE REFORM
ACT.-

(1) Subparagraph (B) of section 846(f)(6) of the 1986 Code (re-
lating to special rule for certain accident and health insurance
lines of business) is amended by striking out "paid during the
year" and inserting in lieu thereof '"paid in the middle of the
year

(2) Subsection (g) of section 846 of the 1986 Code is amended
by striking out "and" at the end of paragraph (1), by striking
out the period at the end of paragraph (2) and inserting in lieu
thereof ", and" and by adding at the end thereof the following
new paragraph:

"(3) regulations providing appropriate adjustments in the ap-
plication of this section to a taxpayer having a taxable year
which is not the calendar year.

(3) Subsection (e) of section 1023 of the Reform Act (relating
to discounting of unpaid losses and certain unpaid expenses) is
amended by adding at the end thereof the following new) para-
graph:

"(4) APPLICATION OF FRESH START TO COMPANIES WHICH

BECOME SUBJECT TO SECTION 831(a) TAX IN LATER TAXABLE

YEAR. -If-
"(A) an insurance company was not subject to tax under

section 831(a) of the Internal Revenue Code of 1986 for its
1st taxable year beginning after December 31, 1986, by
reason of being-

"(i) subject to tax under section 831(b) of such Code,
or

"(ii) described in section 501(c) of such Code and
exempt from tax under section 501(a) of such Code, and

"(B) such company becomes subject to tax under such sec-
tion 831(a) for any later taxable year,

paragraph (2) and subparagraphs (A) and (C) of paragraph (3)
shall be applied by treating such later taxable year as its 1st
taxable year beginning after December 31 1986, and by treat-
ing the calendar year in which such later taxable year begins as
1987; and paragraph (3)(B) shall not apply. "

(f) AMENDMENTS RELATED TO SECTION 1024 OF THE REFORM

ACT.-
(1) Subparagraph (A) of section 831(b)(2) of the 1986 Code (re-

lating to companies to which alternative tax applies) is amend-
ed by adding at the end thereof the following new sentence:

"The election under clause (ii) shall rtpply to the taxable
year for which made and for all subsequent taxable years



for which the requirements of clause (i) are met. Such an
election, once made, may be revoked only with the consent
of the Secretary. "

(2) Subsection (a) of section 835 of the 1986 Code (relating to
election by reciprocal) is amended by striking out "section
821(a)" and inserting in lieu thereof "section 831(a)".
(3) Subsection (f) of section 835 of the 1986 Code is amended

by striking out "subsection (e)" and inserting in lieu thereof
"subsection (d)".

(4) Paragraph (6) of section 243(b) of the 1986 Code (relating
to special rules for insurance companies) is amended by striking
out "or 821 ".

(5) Subsection (c) of section 543 of the 1986 Code (relating to
gross income of insurance companies other than life or mutual)
is amended-

(A) by striking out "OR MUTUAL" in the heading and in-
serting in lieu thereof "INSURANCE COMPANIES", and

(B) by striking out "life or mutual" in the text and in-
serting in lieu thereof "a life insurance company".

(6) Subsection (g) of section 816 of the 1986 Code (relating to
burial and funeral benefit insurance companies) is amended by
striking out "section 821 or".

(7) The table of sections for part II of subchapter L of chapter
1 of the 1986 Code (relating to other insurance companies) is
amended by striking out the item relating to section 831 and in-
serting in lieu thereof the following new item:

"Sec. 831. Tax on insurance companies other than life insurance
companies. "

(8) Paragraph (1) of section 1024(d) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: "In the case of a company taxable under section 831(b) of
the Internal Revenue Code of 1986 (as amended by subsection
(a)), any amount included in gross income under this paragraph
shall be treated as gross investment income."

(9) Section 831(b) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

"(3) LIMITATION ON USE OF NET OPERATING LOSSES.-For pur-
poses of this part, except as provided in section 844, a net oper-
ating loss (as defined in section 172) shall not be carried-

"(A) to or from any taxable year for which the insurance
company is not subject to the tax imposed by subsection (a),
or

"(B) to any taxable year if, between the taxable year from
which such loss is being carried and such taxable year,
there is an intervening taxable year for which the insur-
ance company was not subject to the tax imposed by subsec-
tion (a). "

(g) AMENDMENTS RELATED TO SECTION 1031 OF THE REFORM

ACT.-
(1) Paragraph (1) of section 1031(a) of the Reform Act is

amended by inserting "(whether made in a lump sum or a series
of substantially equal payments over a period of not more than
6 years)" after "any initial payment"



(2) Paragraph (2) of section 1031(a) of the Reform Act is
amended by striking out "initial payment" each place it ap-
pears and inserting in lieu thereof "initial payment referred to
in paragraph (1)".

(3) Paragraph (2) of section 1031(a) of the Reform Act is
amended by striking out "this title" each place it appears and
inserting in lieu thereof "the Internal Revenue Code of 1986"

(h) SPECIAL RULE FOR MUTUAL LIFE INSURANCE COMPANY. -
(1) IN GENERAL.-Paragraph (2) of section 217(i) of the Tax

Reform Act of 1984 is amended to read as follows:
"(2) EFFECT OF ELECTION ON SUBSIDIARIES OF ELECTING

PARENT.-For purposes of determining the amount of the small
life insurance company deduction of any controlled group
which includes a mutual company which made an election
under paragraph (1), the taxable income of such electing compa-
ny shall be taken into account under section 806(b)(2) of the In-
ternal Revenue Code of 1954 (relating to phaseout of small life
insurance company deduction)."

(2) EFFECTIVE DATE.-The amendment made by this subsec-
tion shall apply to taxable years beginning after December 31,
1986, and before January 1, 1992.

(3) REVENUE LOSS LIMITED.-The decrease in the amount of
Federal revenue by reason of the amendment made by this sub-
section shall not exceed $300,000 per taxable year.

(i) DELAY IN EFFECTIVE DATE FOR DIVERSIFICATION REQUIRE-
MENTS WITH RESPECT TO ACCOUNTS FOR CERTAIN IMMEDIATE ANNU-

ITIES.-Section 817(h) of the 1986 Code shall not apply until Janu-
ary 1, 1989, with respect to a variable contract (as defined in section
817(d) of the 1986 Code) if-

(1) such contract provides for the payment of an immediate
annuity (as defined in section 72(u)(4) of the 1986 Code),

(2) such contract was outstanding on September 12, 1986, and
(3) the segregated asset account on which such contract is

based was, on September 12, 1986, wholly invested in deposits
insured by the Federal Deposit Insurance Corporation or the
Federal Savings and Loan Insurance Corporation.

(7) TREATMENT OF ALTERNATIVE MINIMUM TAX WITH RESPECT TO

SHAREHOLDERS SURPLUS ACCOUNT.-
(1) Paragraph (2) of section 815(c) of the 1986 Code (relating to

shareholders surplus account) is amended by adding at the end
thereof the following new sentence:
"If for any taxable year a tax is imposed by section 55, under
regulations proper adjustments shall be made for such year and
all subsequent taxable years in the amounts taken into account
under subparagraphs (A) and (B) of this paragraph and sub-
paragraph (B) of subsection (d)(3). "

(2) EFFECTIVE DATE.-The amendment made by paragraph (1)
shall apply to taxable years beginning after December 31, 1986.

(k) TREATMENT OF CERTAIN ITEMS AS NOT INTEREST FOR SOURCE

RULES, ETC.-Subsection (f) of section 818 of the 1986 Code is
amended by adding at the end thereof the following new paragraph:

"(3) ITEMS DESCRIBED IN SECTION 807(C) TREATED AS NOT IN-

TEREST FOR SOURCE RULES, ETC.-For purposes of part I of sub-



chapter N, items described in any paragraph of section 8 07(c)
shall be treated as amounts which are not interest. "

SEC. 1011. AMENDMENTS RELATED TO PARTS I AND H OF SUBTITLE A OF
TITLE XI OF THE REFORM A CT.

(a) AMENDMENT RELATED TO SECTION 1101 OF THE REFORM

ACT.-
(1) Paragraph (4) of section 219(g) of the 1986 Code (relating

to special rule for married individuals filing separately) is
amended to read as follows:

"(4) SPECIAL RULE FOR MARRIED INDIVIDUALS FILING SEPA-

RATELY AND LIVING APART. -A husband and wife who-
"(A) file separate returns for any taxable year, and
"(B) live apart at all times during such taxable year,

shall not be treated as married individuals for purposes of this
subsection. "

(2)(A) Except as provided in subparagraph (B), the amend-
ment made by paragraph (1) shall apply to taxable years begin-
ning after December 31, 1987.

(B) A taxpayer may elect to have the amendment made by
paragraph (1) apply to any taxable year beginning in 1987.

(b) AMENDMENTS RELATED TO SECTION 1102 OF THE REFORM
ACT.-

(1) Sections 408(d)(2)(C) and 408(o)(4)(B)(iv) of the 1986 Code
are each amended by striking out "with or within which the
taxable year ends" and inserting in lieu thereof "in which the
taxable year begins ".

(2)(A) Section 408(d)(4) of the 1986 Code (relating to excess
contributions returned before due date of return) is amended by
striking out "to the extent that such contribution exceeds the
amount allowable as a deduction under section 219".

(B) Section 408(d)(4) of the 1986 Code is amended-
(i) by striking out "excess" each place it appears, and
(ii) by striking out "ExcEss CONTRIBUTIONS" in the head-

ing and inserting in lieu thereof "CONTRIBUTIONS ".

(3) Sections 408(d)(5) and 4973(b) of the 1986 Code are each
amended by striking out all that follows "section 219" in the
last sentence thereof and inserting in lieu thereof "shall be com-
puted without regard to section 219(g). ".

(4)(A) Section 6693(b) of the 1986 Code (relating to overstate-
ment of designated nondeductible contributions) is amended to
read as follows:

"(b) PENALTIES RELATING TO NONDEDUCTIBLE CONTRIBUTIONS.-
"(1) OVERSTATEMENT OF DESIGNATED NONDEDUCTIBLE CONTRI-

BUTIONS.-Any individual who-
"(A) is required to furnish information under section

408(o)(4) as to the amount of designated nondeductible con-
tributions made for any taxable year, and

"(B) overstates the amount of such contributions made
for such taxable year,

shall pay a penalty of $100 for each such overstatement unless
it is shown that such overstatement is due to reasonable cause.

"(2) FAILURE TO FILE FORM.-Any individual who fails to file
a form required to be filed by the Secretary under section



408(o)(4) shall pay a penalty of $50 for each such failure unless
it is shown that such failure is due to reasonable cause."

(B)(i) The heading for section 6693 of the 1986 Code is amend-
ed by striking out "overstatement of" and inserting in lieu
thereof "penalties relating to"

(ii) The item relating to section 6693 in the table of sections
for subchapter B of chapter 68 is amended by striking out
"overstatement of" and inserting in lieu thereof "penalties re-
lating to"

(c) AMENDMENTS RELATED TO SECTION 1105 OF THE REFORM

ACT.-
(1) Section 402(g)(2)(C) of the 1986 Code (relating to taxation

of distribution) is amended-
(A) by striking out "(and no tax shall be imposed under

section 72(t))" in clause (i),
(B) by striking out "such excess deferral is made" in

clause (ii) and inserting in lieu thereof "such income is dis-
tributed", and

(C) by inserting at the end thereof the following new
flush sentence:
"No tax shall be imposed under section 72(t) on any distri-
bution described in the preceding sentence."

(2) Section 402(g)(2) is amended by striking out "REQUIRED
DISTRIBUTION" in the heading thereof and inserting in lieu
thereof "DISTRIBUTION".

(3) Section 402(g)(2) of the 1986 Code is amended by adding at
the end thereof the following new subparagraph:

"(D) PARTIAL DISTRIBUTIONS.-If a plan distributes only
a portion of any excess deferral and income allocable there-
to, such portion shall be treated as having been distributed
ratably from the excess deferral and the income."

(4) Section 402(g)(3) of the 1986 Code (defining elective defer-
ral) is amended by striking out '"paragraph" and inserting in
lieu thereof "subsection ".

(5)(A) Clause (iii) of section 402(g)(8)(A) of the 1986 Code (re-
lating to special rule for certain organizations) is amended by
inserting "(determined in the manner prescribed by the Secre-
tary)" after "taxable years"

(B) Section 402(g)(8) of the 1986 Code is amended by adding at
the end thereof the following new subparagraph:

"(D) YEARs OF SERVICE.-For purposes of this paragraph,
the term 'years of service' has the meaning given such term
by section 403(b). "

(6)(A) Section 402(g) of the 1986 Code, as added by section
1852(b)(3%A) of the Reform Act, is redesignated as subsection (i).

(B) Section 402(g) of the 1986 Code, as added by section
1854(f)(2) of the Reform Act, is redesignated as subsection (').

(C) Section 1854(f)(4)(C) of the Reform Act is amended by
striking out "section 402(g)' and inserting in lieu thereof '"sec-
tion 402U)"

(7)(A) Section 401(a) of the 1986 Code is amended by adding
at the end thereof the following new paragraph:

"(30) LIMITATIONS ON ELECTIVE DEFERRALS.-In the case of a
trust which is part of a plan under which elective deferrals



(within the meaning of section 402(g)(3)) may be made with re-
spect to any individual during a calendar year, such trust shall
not constitute a qualified trust under this subsection unless the
plan provides that the amount of such deferrals under such
plan and all other plans, contracts, or arrangements of an em-
ployer maintaining such plan may not exceed the amount of the
limitation in effect under section 402(g)(1) for taxable years be-
ginning in such calendar year."

(B) Section 403(b)(1) of the 1986 Code is amended by striking
out "and" at the end of subparagraph (C), by inserting "and" at
the end of subparagraph (D), and by inserting after subpara-
graph (D) the following new subparagraph:

"(E) in the case of a contract purchased under a plan
which provides a salary reduction agreement, the plan
meets the requirements of section 401(a)(30), ".

(C) Subparagraph (A) of section 408(k)(6) of the 1986 Code, as
amended by subsection (f)(1), is amended by adding at the end
thereof the following new clause:

"(iv) LIMITATIONS ON ELECTIVE DEFERRALS.-Clause

(i) shall not apply to a simplified employee pension
unless the requirements of section 401(a)(30) are met."

(D) Subparagraph (D) of section 501(c)(18) of the 1986 Code is
amended by striking out "and" at the end of clause (ii), by
striking out the period at the end of clause (iii) and inserting in
lieu thereof ", and", and by inserting after clause (iii) the fol-
lowing new clause:

"(iv) the requirements of section 401(a)(30) are met."
(E)(i) Except as provided in clause (ii), the amendments made

by this paragraph shall apply to plan years beginning after De-
cember 31, 1987.

(ii) In the case of a plan described in section 1105(c)(2) of the
Reform Act, the amendments made by this paragraph shall not
apply to contributions made pursuant to an agreement de-
scribed in such section for plan years beginning before the earli-
er of-

(I) the later of January 1, 1988, or the date on which the
last of such agreements terminates (determined without
regard to any extension thereof after February 28, 1986), or

(I) January 1, 1989.
(8) Section 1105(c)(2)(A) of the Reform Act is amended by

striking out "the last of such collective bargaining agreements"
and inserting in lieu thereof "such agreement".

(9) Section 1105(c) of the Reform Act is amended by adding at
the end thereof the following new paragraph:

"(6) REPORTING REQUIREMENTS. -The amendments made by
subsection (b) shall apply to calendar years beginning after De-
cember 31, 1986. "

(10) Notwithstanding any other provision of law, a plan may
incorporate by reference the dollar limitations under section
.402(g) of the Internal Revenue Code of 1986.

(11) Section 402(g)(3) of the 1986 Code is amended by inserting
at the end thereof the following new sentence: "An employer
contribution shall not be treated as an elective deferral de-
scribed in subparagraph (C) if under the salary reduction agree-



ment such contribution is made pursuant to a one-time irrevoca-
ble election made by the employee at the time of initial eligibil-
ity to participate in the agreement or is made pursuant to a
similar arrangement specified in regulations. "

(12) Subparagraph (A) of section 403(b)(12) of the 1986 Code is
amended by inserting after clause (ii) the following new sen-
tence:

"For purposes of clause (i), a contribution shall be treated
as not made pursuant to a salary reduction agreement if
under the agreement it is made pursuant to a 1-time irrevo-
cable election made by the employee at the time of initial
eligibility to participate in the agreement or is made pursu-
ant to a similar arrangement specified in regulations."

(d) AMENDMENTS RELATED TO SECTION 1106 OF THE REFORM

ACT.-
(1) Section 404(l) of the 1986 Code (relating to limitation on

amount of compensation which may be taken into account) is
amended by adding at the end thereof the following new sen-
tence: "For purposes of clause (i), (ii), or (iii) of subsection
(a)(1)(A), and in computing the full funding limitation, any ad-
justment under the preceding sentence shall not be taken into
account for any year before the year for which such adjustment
first takes effect. ".

(2) Section 415(b)(5)(D) of the 1986 Code (relating to applica-
tion to changes in benefit structures) is amended by striking out
"this paragraph" and inserting in lieu thereof "subparagraph
(A)"1.

(3) Paragraph (2) of section 415(k) of the 1986 Code (relating
to contributions to provide cost-of-living protection under de-
fined benefit plans), as added by section 1106(c) of the Reform
Act, is amended-

(A) by striking out "to the arrangement" in subparagraph
(C)(ii) and inserting in lieu thereof "to such increase", and

(B) by striking out subparagraph (D) and inserting in lieu
thereof

"(D) ARRANGEMENT ELECTIVE; TIME FOR ELECTION.-An

arrangement meets the requirements of this subparagraph
only if it is elective, it is available under the same terms to
all participants, and it provides that such election may at
least be made in the year in which the participant-

"(i) attains the earliest retirement age under the de-
fined benefit plan (determined without regard to any
requirement of separation from service), or

"(ii) separates from service. "
(4) Sections 401(a)(17) and 404(l) of the 1986 Code are each

amended by adding at the end thereof the following new sen-
tence: "In determining the compensation of an employee, the
rules of section 414(q)(6) shall apply, except that in applying
such rules, the term 'family' shall include only the spouse of
the employee and any lineal descendants of the employee who
have not attained age 19 before the close of the year.

(5) Paragraph (4) of section 1106(i) of the Reform Act is
amended by striking the period at the end thereof and inserting



in lieu thereof "(determined as if the amendments made by this
section were in effect for such year). ".

(6) Section 415(b)(5)(B) of the 1986 Code is amended by insert-
ing "and subsection (e)" after "paragraphs (1)(B) and (4)".

(7) Subparagraph (A) of section 415(c)(6) of the 1986 Code is
amended-

(A) by striking out "paragraph (c)(1)(A) (as adjusted for
such year pursuant to subsection (d)(1))", and inserting in
lieu thereof "paragraph (1)(A)'," and

(B) by striking out '"paragraph (c)(1)(A) (as so adjusted)"
and inserting in lieu thereof '"paragraph (1)(A)".

(8) Sections 414(q)(1)(D) and 416(i)(1)(A)(i) of the 1986 Code are
each amended by striking out "150 percent of the amount in
effect under section 415(c)(1)(A)" and inserting in lieu thereof
"50 percent of the amount in effect under section 415(b)(1)(A)"

(e) AMENDMENTS RELATED TO SECTION 1107 OF THE REFORM

ACT.-
(1) Section 457(c)(2) of the 1986 Code is amended by striking

out "and paragraphs (2) and (3) of subsection (b)".
(2) Section 457(d)(1)(A) of the 1986 Code (relating to distribu-

tion requirements) is amended to read as follows:
"(A) under the plan amounts will not be made available

to participants or beneficiaries earlier than-
"(i) the calendar year in which the participant at-

tains age 7012,
"(ii) when the participant is separated from service

with the employer, or
"(iii) when the participant is faced with an unfore-

seeable emergency (determined in the manner pre-
scribed by the Secretary in regulations). "

(3) Paragraph (7) of section 401(k) of the 1986 Code (defining
rural electric cooperative plan) is amended to read as follows:

"(7) RURAL ELECTRIC COOPERATIVE PLAN.-For purposes of
this subsection-

"(A) IN GENERAL.-The term 'rural electric cooperative
plan' means any pension plan-

"(i) which is a defined contribution plan (as defined
in section 414(i)), and

"(ii) which is established and maintained by a rural
electric cooperative.

"(B) RURAL ELECTRIC COOPERATIVE DEFINED.-For pur-
poses of subparagraph (A), the term 'rural electric coopera-
tive' means-

"(i any organization which-
"(I) is exempt from tax under this subtitle or

which is a State or local government or political
subdivision thereof (or agency or instrumentality
thereof), and

"(II) is engaged primarily in providing electric
service on a mutual or cooperative basis,

"(ii) any organization described in paragraph (4) or
(6) of section 501(c) and at least 80 percent of the mem-
bers of which are organizations described in clause (i),
and



"(iii) an organization which is a national association
of organizations described in clause (i) or (ii). "

(4) Section 414(o) of the 1986 Code is amended by inserting
"or any requirement under section 457" after "(n)(3)".

(5)(A) Paragraph (6) of section 818(a) of the 1986 Code (defin-
ing pension plan contracts) is amended-

(i) by striking out "State" in subparagraph (A),
(ii) by inserting "or any organization (other than a gov-

ernmental unit) exempt from tax under this subtitle, " after
"foregoing," in subparagraph (B),

(iii) by striking out "or" before "agency" in subparagraph
(B), and

(iv) by inserting ", or organization" after "instrumentali-
ty" the second place it appears in subparagraph (B).

(B) The amendments made by this paragraph shall apply to
contracts issued after December 31, 1986.

(6) Section 1107(c)(3) of the Reform Act is amended-
(A) by striking out "eligible" each place it appears, and
(B) by inserting at the end of subparagraph (B) the fol-

lowing new sentence: "This subparagraph shall only apply
to individuals who were covered under the plan and agree-
ment on August 16, 1986."

(7) Paragraph (5) of section 1107(c) of the Reform Act is
amended-

(A) by striking out "to employees on August 1, 1986, of",
(B) by striking out "a deferred compensation plan" in

subparagraph (A) and inserting in lieu thereof "to employ-
ees on August 16, 1986, ",

(C) by iserting "maintaining a deferred compensation
plan" after "Alabama" in subparagraph (A), and

(D) by striking out "a deferred compensation plan" in
subparagraph (B) and inserting in lieu thereof "to individ-
uals eligible to participate on August 16, 1986, in a de-
ferred compensation plan ".

(8) Section 3121(v)(3)(A) of the 1986 Code is amended by strik-
ing out "457(e)(1)" and inserting in lieu thereof "457(f)(1)".

(9) Effective for years beginning after December 31, 1988,
paragraph (9) of section 457(e) of the 1986 Code is amended by
inserting "after separation from service and" before "within 60
days ".

(10) Subclause (I) of section 457(d)(2)(B)(i) of the 1986 Code is
amended to read as follows:

"(I) the amounts payable with respect to the par-
ticipant will be paid at times specified by the Sec-
retary which are not later than the time deter-
mined under section 401(a)(9)(G) (relating to inci-
dental death benefits), ".

(f) AMENDMENTS RELATED TO SECTION 1108 OF THE REFORM

ACT.-
(1) Subparagraph (A) of section 408(k)(6) of the 1986 Code (re-

lating to salary reduction arrangements under simplified em-
ployee pensions) is amended to read as follows:

"(A) ARRANGEMENTS WHICH QUALIFY.-



"(i) IN GENERAL.-A simplified employee pension
shall not fail to meet the requirements of this subsec-
tion for a year merely because, under the terms of the
pension, an employee may elect to have the employer
make payments-

"(I) as elective employer contributions to the sim-
plified employee pension on behalf of the employee,
or "(II) to the employee directly in cash.

"(ii) 50 PERCENT OF ELIGIBLE EMPLOYEES MUST

ELECT.-Clause (i) shall not apply to a simplified em-
ployee pension unless an election described in clause
(i)(I) is made or is in effect with respect to not less than
50 percent of the employees of the employer eligible to
participate.

"(iii) REQUIREMENTS RELATING TO DEFERRAL PER-

CENTAGE.-Clause (i) shall not apply to a simplified
employee pension for any year unless the deferral per-
centage for such year of each highly compensated em-
ployee eligible to participate is not more than the prod-
uct of-

"(I) the average of the deferral percentages for
such year of all employees (other than highly com-
pensated employees) eligible to participate, multi-
plied by

"(II) 1.25. "
(2) Section 408(k)(6)(B) of the 1986 Code (relating to exception

where more than 25 employees) is amended by inserting "who
were eligible to participate (or would have been required to be
eligible to, participate if a pension was maintained)" after "25
employees

(3)(A) Section 408(k)(6)(D)(ii) of the 1986 Code (defining defer-
ral percentage) is amended by striking out "(within the mean-
ing of section 414(s))" and inserting in lieu thereof "(not in
excess of the first $200,000)".

(B) Subparagraph (B) of section 408(k)(7) of the 1986 Code (de-
fining compensation) is amended to read as follows:

"(B) COMPENSATION.-Except as provided in paragraph
(2)(C), the term 'compensation' has the meaning given such
term by section 414(s). "

(C) Subparagraph (C) of section 408(k)(3) of the 1986 Code is
amended by striking out 'total "before "compensation".

(D) Section 408(k)(8) of the 1986 Code is amended by striking
out "paragraph (3)(C)" and inserting in lieu thereof "para-
graphs (3)(C) and (6)(D)(ii)".

(4) Section 408(k)(6) of the 1986 Code (relating to employee
may elect salary reduction arrangement) is amended by redesig-
nating subparagraph (F) as subparagraph (G) and by inserting
after subparagraph (E) the following new subparagraph:

"(F) EXCEPTION WHERE PENSION DOES NOT MEET REQUIRE-

MENTS NECESSARY TO INSURE DISTRIBUTION OF EXCESS CON-

TRIBUTIONS.-This paragraph shall not apply with respect
to any year for which the simplified employee pension does
not meet such requirements as the Secretary may prescribe



as are necessary to insure that excess contributions are dis-
tributed in accordance with subparagraph (C), including-

"(i) reporting requirements, and
"(ii) requirements which, notwithstanding paragraph

(4), provide that contributions (and any income alloca-
ble thereto) may not be withdrawn from a simplified
employee pension until a determination has been made
that the requirements of subparagraph (A)(iii) have
been met with respect to such contributions."

(5) Section 408(d) of the 1986 Code (relating to tax treatment
of distributions) is amended by adding at the end thereof the
following new paragraph:

"(7) SPECIAL RULES FOR SIMPLIFIED EMPLOYEE PENSIONS.-

"(A) TRANSFER OR ROLLOVER OF CONTRIBUTIONS PROHIB-

ITED UNTIL DEFERRAL TEST MET. -Notwithstanding any
other provision of this subsection or section 72(t), paragraph
(1) and section 72(t)(1) shall apply to the transfer or distri-
bution from a simplified employee pension of any contribu-
tion under a salary reduction arrangement described in
subsection (k)(6) (or any income allocable thereto) before a
determination as to whether the requirements of subsection
(k)(6)(A)(iii) are met with respect to such contribution.

"(B) CERTAIN EXCLUSIONS TREATED AS DEDUCTIONS.-For

purposes of paragraphs (4) and (5) and section 497, any
amount excludable or excluded from gross income under
section 402(h) shall be treated as an amount allowable or
allowed as a deduction under section 219. "

(6) Subparagraph (C) of section 404(h)(1) of the 1986 Code is
amended by inserting "(or during the taxable year in the case of
a taxable year described in subparagraph (A)(ii))" after "taxable
year" the second place it appears.

(7) Section 1108(h) of the Reform Act is amended to read as
follows:

"(h) EFFECTIVE DATES.-

"(1) IN GENERAL.-Except as provided in paragraph (2), the
amendments made by this section shall apply to years begin-
ning after December 31, 1986.

"(2) INTEGRATION RULES.-Subparagraphs (D) and (E) of sec-
tion 408(k)(3) of the Internal Revenue Code of 1954 (as in effect
before the amendments made by this section) shall continue to
apply for years beginning after December 31, 1986, and before
January 1, 1989, except that employer contributions under an
arrangement under section 408(k)(6) of the Internal Revenue
Code of 1986 (as added by this section) may not be integrated
under such subparagraphs. "

(8) Section 209(e)(8) of the Social Security Act is amended to
read as follows:

"(8) under a simplified employee pension (as defined in sec-
tion 408(k)(1) of such Code), other than any contributions de-
scribed in section 408(k)(6) of such Code, ".

(9) Section 3401(a)(12)(C) of the 1986 Code is amended-
(A) by striking out "section 219" and inserting in lieu

thereof "section 402(h) (1) and (2)", and



(B) by striking out "a deduction" and inserting in lieu
thereof "an exclusion ".

(10) Section 408(k)(8) of the 1986 Code is amended by inserting
", except that in the case of years beginning after 1988, the
$200,000 amount (as so adjusted) shall not exceed the amount
in effect under section 401(a)(17)" after "section 415(d)".

(g) AMENDMENTS RELATED TO SECTION 1111 OF THE REFORM

ACT.-
(1)(A) Section 401(l)(2)(B) of the 1986 Code (defining contribu-

tion percentages) is amended by inserting "by the employer"
after "contributed" each place it appears.

(B) Clause (ii) of section 401()(3)(A) of the 1986 Code is
amended by inserting "attributable to employer contributions"
after "benefits ".

(2) Section 401(1)(5)(C) of the 1986 Code (defining average
annual compensation) is amended to read as follows:

"(C) AVERAGE ANNUAL COMPENSATION.-The term 'aver-
age annual compensation' means the participant's highest
average annual compensation for-

"(i) any period of at least 3 consecutive years, or
"(ii) if shorter, the participant's full period of serv-

ice."
(3) Section 401(l)(5)(E) of the 1986 Code (defining covered com-

pensation) is amended-
(A) by striking out "age 65" each place it appears" and

inserting in lieu thereof "the social security retirement
age", and

(B) by adding at the end thereof the following new
clause:

"(iii) SOCIAL SECURITY RETIREMENT AGE.-For pur-
poses of this subparagraph, the term 'social security re-
tirement age' has the meaning given such term by sec-
tion 415(b)(8). "

(4) Section 1111(c)(3) of the Reform Act is amended by strik-
ing out "benefits pursuant to, and individuals covered by, any
such agreement in".

(h) AMENDMENTS RELATED TO SECTION 1112 OF THE REFORM
ACT.-

(1) Section 410(b)(4)(B) of the 1986 Code (relating to exclusion
of employees not meeting age and service requirements) is
amended-

(A) by striking out "do not meet" and inserting in lieu
thereof "not meeting", and

(B) by striking out "and"
(2) Section 410(b)(6) of the 1986 Code (relating to definitions

and special rules) is amended by redesignating subparagraph
(F) as subparagraph (G) and by adding after subparagraph (E)
the following new subparagraph:

"(F) EMPLOYERS WITH ONLY HIGHLY COMPENSATED EM-
PLOYEES.-A plan maintained by an employer which has
no employees other than highly compensated employees for
any year shall be treated as meeting the requirements of
this subsection for such year."



(3) Section 401(a)(26) of the 1986 Code (relating to additional
participation requirements) is amended by redesignating sub-
paragraph (F) as subparagraph (H) and by adding after sub-
paragraph (E) the following new subparagraphs:

"(F) SPECIAL RULE FOR CERTAIN DISPOSITIONS OR ACQUISI-

TIONS.-Rules similar to the rules of section 410(b)(6)(C)
shall apply for purposes of this paragraph."

"(G) SEPARATE LINES OF BUSINESS.-At the election of the
employer and with the consent of the Secretary, this para-
graph may be applied separately with respect to each sepa-
rate line of business of the employer. For purposes of this
paragraph, the term 'separate line of business' has the
meaning given such term by section 414(r) (without regard
to paragraph (7) thereof)."

(4) Section 402(b)(2) of the 1986 Code (relating to failure to
meet requirements of section 410(b)) is amended by striking out
subparagraphs (A) and (B) and inserting in lieu thereof the fol-
lowing:

"(A) HIGHLY COMPENSATED EMPLOYEES.-If I of the rea-
sons a trust is not exempt from tax under section 501(a) is
the failure of the plan of which it is a part to meet the re-
quirements of section 401(a)(26) or 410(b), then a highly
compensated employee shall, in lieu of the amount deter-
mined under paragraph (1), include in gross income for the
taxable year with or within which the taxable year of the
trust ends an amount equal to the vested accrued benefit of
such employee (other than the employee's investment in the
contract) as of the close of such taxable year of the trust.

"(B) FAILURE TO MEET COVERAGE TESTS.-If a trust is not
exempt from tax under section 501(a) for any taxable year
solely because such trust is part of a plan which fails to
meet the requirements of section 401(a)(26) or 410(b), para-
graph (1) shall not apply by reason of such failure to any
employee who was not a highly compensated employee
during-

"(i) such taxable year, or
"(ii) any preceding period for which service was cred-

itable to such employee under the plan."
(5) Subsections (m)(4)(A) and (n)(3)(A) of section 414 of the

1986 Code are each amended by striking out "and (16)" and in-
serting in lieu thereof "(16), (17), and (26)".

(6) Clause (iii) of section 1112(e)(3)(A) of the Reform Act is
amended by striking out "a plan or merger" and inserting in
lieu thereof "the plan ".

(7) Section 1112(e)(2) of the Reform Act is amended by strik-
ing out "employees covered by such agreement in".

(8) Subsection (e) of section 1112 of the Reform Act is amend-
ed by striking out paragraph (3)(C) and by adding at the end of
such subsection the following new paragraph:

"(4) SPECIAL RULE FOR PLANS WHICH MAY NOT TERMINATE.-

To the extent provided in regulations prescribed by the Secre-
tary of the Treasury or his delegate, if a plan is prohibited from
terminating under title IV of the Employee Retirement Income
Security Act of 1974 before the 1st year to which the amend-



ment made by subsection (b) would apply, the amendment made
by subsection (b) shall only apply to years after the 1st year in
which the plan is able to terminate."

(9) Subparagraph (B) of section 1112(e)(3) of the Reform Act is
amended to read as follows:

"(B) INTEREST RATE FOR DETERMINING ACCRUED BENEFIT

OF HIGHLY COMPENSATED EMPLOYEES FOR CERTAIN PUR-

POSES.-In the case of a termination, transfer, or distribu-
tion of assets of a plan described in subparagraph (A)(ii)
before the 1st year to which the amendment made by sub-
section (b) applies-

"(i) AMOUNT ELIGIBLE FOR ROLLOVER, INCOME AVER-

AGING, OR TAX-FREE TRANSFER.-For purposes of deter-
mining any eligible amount, the present value of the
accrued benefit of any highly compensated employee
shall be determined by using an interest rate not less
than the highest of-

"(I) the applicable rate under the plan's method
in effect under the plan on August 16, 1986,"(II) the highest rate (as of the date of the termi-
nation, transfer, or distribution) determined under
any of the methods applicable under the plan at
any time after August 15, 1986, and before the ter-
mination, transfer, or distribution in calculating
the present value of the accrued benefit of an em-
ployee who is not a highly compensated employee
under the plan (or any other plan used in deter-
mining whether the plan meets the requirements of
section 401 of the Internal Revenue Code of 1986),
or

"(III) 5 percent.
"(ii) ELIGIBLE AMOUNT.-For purposes of clause (i),

the term 'eligible amount' means any amount with re-
spect to a highly compensated employee which-

"(I) may be rolled over under section 402(a)(5) of
such Code,

"(I1) is eligible for income averaging under sec-
tion 402(e)(1) of such Code, or capital gains treat-
ment under section 402(a)(2) or 403(a)(2) of such
Code (as in effect before this Act), or

"(III) may be transferred to another plan with-
out inclusion in gross income.

"(iii) AMOUNTS SUBJECT TO EARLY WITHDRAWAL OR

EXCESS DISTRIBUTION TAx.-For purposes of sections
72(t) and 4980A of such Code, there shall not be taken
into account the excess (if any) of-

"(I) the amount distributed to a highly compen-
sated employee by reason of such termination or
distribution, over

"(II) the amount determined by using the inter-
est rate applicable under clause (i).

"(iv) DISTRIBUTIONS OF ANNUITY CONTRACTS.-If an
annuity contract purchased after August 16, 1986, is
distributed to a highly compensated employee in con-



nection with such termination or distribution, there
shall be included in gross income for the taxable year
of such distribution an amount equal to the excess of-

"(I) the purchase price of such contract, over
"(II) the present value of the benefits payable

under such contract determined by using the inter-
est rate applicable under clause (i).

Such excess shall not be taken into account for pur-
poses of sections 72(t) and 4980A of such Code.

"(v) HIGHLY COMPENSATED EMPLOYEE.-For purposes
of this subparagraph, the term 'highly compensated
employee' has the meaning given such term by section
4l4(q) of such Code."

(10) Section 413(b) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

"(9) PLANS COVERING A PROFESSIONAL EMPLOYEE.-Notwith-

standing subsection (a), in the case of a plan (and trust forming
part thereof) which covers any professional employee, paragraph
(1) shall be applied by substituting 'section 410(a)' for 'section
410', and paragraph (2) shall not apply."

(11) Section 410(b)(4) of the 1986 Code is amended by adding
at the end thereof the following new subparagraph:

"(C) REQUIREMENTS NOT TREATED AS BEING MET BEFORE

ENTRY DATE.-An employee shall not be treated as meeting
the age and service requirements described in this para-
graph until the first date on which, under the plan, any
employee with the same age and service would be eligible to
commence participation in the plan.

(i) AMENDMENTS RELATED TO SECTION 1114 OF THE REFORM

ACT.-
(1) Paragraph (1) of section 414(q) of the 1986 Code (defining

highly compensated employee) is amended by adding at the end
thereof the following new flush sentence:
"The Secretary shall adjust the $75,000 and $50,000 amounts
under this paragraph at the same time and in the same manner
as under section 415(d). "

(2) Section 414(q)(6) of the 1986 Code is amended by adding at
the end thereof the following new subparagraph:

"(C) RULES TO APPLY TO OTHER PRO VISIONS.-

"(i) IN GENERAL.-Except as provided in regulations
and in clause (ii), the rules of subparagraph (A) shall
be applied in determining the compensation of (or any
contributions or benefits on behalf of) any employee for
purposes of any section with respect to which a highly
compensated employee is defined by reference to this
subsection.

"(ii) EXCEPTION FOR DETERMINING INTEGRATION

LEVELS.-Clause (i) shall not apply in determining the
portion of the compensation of a participant which is
under the integration level for purposes of section
401(l)."

(3)(A) Section 414(q)(8) of the 1986 Code (relating to excluded
employees) is amended-



(i) by inserting "and" at the end of subparagraph (D), by
striking ", and" at the end of subparagraph (E) and insert-
ing in lieu thereof a period, and by striking out subpara-
graph (F), and

(ii) by striking out "The" in the last sentence thereof and
inserting in lieu thereof "Except as provided by the Secre-
tary, the"

(B) Section 414(q) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

"(11) SPECIAL RULE FOR NONRESIDENT ALIENS.-For purposes
of this subsection and subsection (r), employees who are nonresi-
dent aliens and who receive no earned income (within the
meaning of section 911(d)(2)) from the employer which consti-
tutes income from sources within the United States (within the
meaning of section 861(a)(3)) shall not be treated as employees."

(4)(A) Paragraph (8) of section 414(q) of the 1986 Code is
amended by inserting "or the number of officers taken into ac-
count under paragraph (5)" after "paragraph (4)".

(B) Section 416(i)(1)(A) of the 1986 Code is amended by adding
at the end thereof the following new sentence: "For purposes of
determining the number of officers taken into account under
clause (i), employees described in section 414(q)(8) shall be ex-
cluded. "

(5) Subparagraph (B) of section 408(k)(3) of the 1986 Code is
amended to read as follows:

"(B) SPECIAL RULES.-For purposes of subparagraph (A),
there shall be excluded from consideration employees de-
scribed in subparagraph (A) or (C) of section 410(b)(3). "

(j) AMENDMENTS RELATED TO SECTION 1115 OF THE REFORM

ACT.-
(1) So much of section 414(s) of the 1986 Code as precedes

paragraph (2) is amended to read as follows:
"(s) COMPENSATION.-For purposes of any applicable provision-

"(1) IN GENERAL.-Except as provided in this subsection, the
term 'compensation' has the meaning given such term by section
415(c)(3)."

(2) Section 414(s) of the 1986 Code is amended by striking out
paragraph (2), by redesignating paragraphs (3) and (4) as para-
graphs (2) and (3), respectively, and by adding at the end there-
of the following new paragraph:

"(4) APPLICABLE PROVISION.-For purposes of this subsection,
the term 'applicable provision' means any provision which spe-
cifically refers to this subsection."

(3)(A) Section 416(i)(1) of the 1986 Code (defining key employ-
ee) is amended by adding at the end thereof the following new
subparagraph:

"(D) COMPENSATION.-For purposes of this paragraph, the
term 'compensation' has the meaning given such term by
section 414(q)(7). "

(B) The amendment made by this paragraph shall apply to
years beginning after December 31, 1988.

(k) AMENDMENTS RELATED TO SECTION 1116 OF THE REFORM

ACT.-



(1)(A) Subparagraph (B) of section 401(k)(2) of the 1986 Code
(relating to distributions from a cash or deferred arrangement)
is amended-

(i) by striking out subclauses (II), (III), and (IV) of clause
(i) and inserting in lieu thereof

"(II) an event described in paragraph (10), ", and
(ii) by redesignating subclauses (V) and (VI) as subclauses

(III) and (IV), respectively.
(B) Section 401(k) of the 1986 Code is amended by adding at

the end thereof the following new paragraph:
"(10) DISTRIBUTIONS UPON TERMINATION OF PLAN OR DISPOSI-

TION OF ASSETS OR SUBSIDIARY. -

"(A) IN GENERAL.-The following events are described in
this paragraph:

"(i) TERMINATION.-The termination of the plan
without establishment or maintenance of another de-
fined contribution plan (other than an employee stock
ownership plan as defined in section 4975(e)(7)).

"(ii) DISPOSITION OF ASSETS.-The disposition by a
corporation of substantially all of the assets (within
the meaning of section 409(d)(2)) used by such corpora-
tion in a trade or business of such corporation, but only
with respect to an employee who continues employment
with the corporation acquiring such assets.

"(iii) DISPOSITION OF SUBSIDIARY.-The disposition
by a corporation of such corporation's interest in a sub-
sidiary (within the meaning of section 409(d)(3)), but
only with respect to an employee who continues employ-
ment with such subsidiary.

"(B) DISTRIBUTIONS MUST BE LUMP SUM DISTRIBUTIONS.-

"(i) IN GENERAL.-An event shall not be treated as
described in subparagraph (A) with respect to any em-
ployee unless the employee receives a lump sum distri-
bution by reason of the event.

"(ii) LUMP SUM DISTRIBUTION.-For purposes of this
subparagraph, the term 'lump sum distribution' has
the meaning given such term by section 402(e)(4), with-
out regard to clauses (i), (ii), (iii), and (iv) of subpara-
graph (A), subparagraph (B), or subparagraph (H)
thereof

"(C) TRANSFEROR CORPORATION MUST MAINTAIN PLAN.-

An event shall not be treated as described in clause (ii) or
(iii) of subparagraph (A) unless the transferor corporation
continues to maintain the plan after the disposition. "

(C)(i) Subparagraph (A)(i) of section 401(k)(10) of the 1986
Code (as added by subparagraph (B)) shall apply to distribu-
tions after October 16, 1987.

(ii) Subparagraph (B) of section 401(k)(10) of the 1986 Code (as
added by subparagraph (B)) shall apply to distributions after
March 31, 1988.

(2) Subparagraph (B) of section 401(k)(2) of the 1986 Code is
amended-



(A) by inserting "amounts held by the trust which are at-
tributable to employer contributions made pursuant to the
employee's election' after "under which ",

(B) by striking out "amounts held by the trust which are
attributable to employer contributions made pursuant to
the employee's election" in clause (i), and

(C) by striking out "amounts" in clause (ii).
(3)(A) Clause (ii) of section 401(k)(3)(A) of the 1986 Code is

amended by inserting "eligible" before "highly compensated em-
ployees" each place it appears.

(B) Section 1116(b),(4) of the Reform Act is amended by strik-
ing out "any" the first place it appears and inserting in lieu
thereof "an ".

(4) Subparagraph (C) of section 401(k)(3) of the 1986 Code, as
added by section 1116(e) of the Reform Act, is redesignated as
subparagraph (D).

(5) Subclause (I) of section 401(k)(3)(D)(ii) of the 1986 Code, as
redesignated by paragraph (4), is amended by striking out
"meets" and inserting in lieu thereof "meet".

(6) Section 401(k)(4)(A) of the 1986 Code is amended by strik-
ing out "provided by such employer".

(7) Section 401(k)(8) of the 1986 Code (relating to arrangement
not disqualified if excess contributions distributed) is amended
by redesignating subparagraph (E) as subparagraph (F) and by
inserting after subparagraph (D) the following new subpara-
graph:

"(E) TREATMENT OF MATCHING CONTRIBUTIONS FORFEITED

BY REASON OF EXCESS DEFERRAL OR CONTRIBUTION.-For

purposes of paragraph (2)(C), a matching contribution
(within the meaning of subsection (m)) shall not be treated
as forfeitable merely because such contribution is forfeit-
able if the contribution to which the matching contribution
relates is treated as an excess contribution under subpara-
graph (B), an excess deferral under section 402(g)(2)(A), or
an excess aggregate contribution under section
401(m)(6)(B). "

(8) Subparagraph (B) of section 1116(f)(2) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: "If clause (i) or (ii) applies to any arrangement adopted
by a governmental unit, then any cash or deferred arrangement
adopted by such unit on or after the date referred to in the ap-
plicable clause shall be treated as adopted before such date."

(9) Section 401(k)(4)(B) of the 1986 Code is amended by adding
at the end thereof the following new sentence:

"This subparagraph shall not apply to a rural electric coop-
erative plan."

(10) Clause (i) of section 1116(f)(2)(B) of the Reform Act is
amended by striking out "(or political subdivision thereof)" and
inserting in lieu thereof "or political subdivision thereof, or any
agency or instrumentality thereof, ".

(1) AMENDMENTS RELATED TO SECTION 1117 OF THE REFORM

ACT.-
(1) Paragraph (1) of section 401(m) of the 1986 Code (relating

to nondiscrimination test for matching contributions and em-



ployee contributions) is amended by striking out "A plan" and
inserting in lieu thereof "A defined contribution plan ".

(2) Paragraph (3) of section 401(m) of the 1986 Code (relating
to requirements) is amended by adding at the end thereof the
following new sentence: "If matching contributions are taken
into account for purposes of subsection (k)(3)(A)(ii) for any plan
year, such contributions shall not be taken into account under
subparagraph (A) for such year."

(3) The last sentence of section 401(m)(2)(B) of the 1986 Code
is amended by striking out "such contributions" the first place
it appears and inserting in lieu thereof "contributions to which
this subsection applies ".

(4) Section 401(m)(4)(A) of the 1986 Code (defining matching
contribution) is amended by striking out "the plan" each place
it appears and inserting in lieu thereof "a defined contribution
plan ".

(5)(A) Section 401(m)(4)(B) of the 1986 Code (defining elective
deferral) is amended by striking out "section 402(g)(3)(A)" and
inserting in lieu thereof "section 402(g)(3)".

(B) The amendment made by this paragraph shall take effect
as if included in the amendments made by section 1120 of the
Reform Act.

(6) Subparagraph (C) of section 401(m)(6) of the 1986 Code is
amended by striking out "EXCESS" in the subparagraph heading
and inserting in lieu thereof "EXCESS AGGREGATE ".

(7) Section 401(m)(7)(A) of the 1986 Code (relating to addition-
al tax of section 72(t) not applicable) is amended by striking out
"paragraph (8)" and inserting in lieu thereof "paragraph (6)".

(8) Section 4979(a)(1) of the 1986 Code (relating to tax on cer-
tain excess contributions) is amended by striking out "a cash or
deferred arrangement which is part of".

(9) Section 4979(c) of the 1986 Code (defining excess contribu-
tions) is amended-

(A) by striking out "403(b), ", and
(B) by striking out "408(k)(8)(B)" and inserting in lieu

thereof "408(k)(6)(C)".
(10) Section 4979(d) of the 1986 Code (defining excess aggre-

gate contribution) is amended by adding at the end thereof the
following new sentence: "For purposes of determining excess ag-
gregate contributions under an annuity contract described in
section 403(b), such contract shall be treated as a plan described
in subsection (e)(1). "

(11) Paragraph (2) of section 4979(f) of the 1986 Code (relating
to inclusion in prior year) is amended to read as follows:

"(2) YEAR OF INCLUSION. -
"(A) IN GENERAL.-Except as provided in subparagraph

(B), any amount distributed as provided in paragraph (1)
shall be treated as received and earned by the recipient in
his taxable year for which such contribution was made.

"(B) DE MINIMIS DISTRIBUTIONS. -If the total excess con-
tributions and excess aggregate contributions distributed to
a recipient under a plan for any plan year are less than
$100, such distributions (and any income allocable thereto)



shall be treated as earned and received by the recipient in
his taxable year in which such distributions were made."

(12) Subsection (d) of section 1117 of the Reform Act is
amended by adding at the end thereof the following new para-
graph:

"(4) DISTRIBUTIONS BEFORE PLAN AMENDMENT. -

"(A) IN GENERAL.-If a plan amendment is required to
allow a plan to make any distribution described in section
401(m)(6) of the Internal Revenue Code of 1986, any such
distribution which is made before the close of the 1st plan
year for which such amendment is required to be in effect
under section 1140 shall be treated as made in accordance
with the provisions of the plan.

"(B) DISTRIBUTIONS PURSUANT TO MODEL AMENDMENT.-

"(i) SECRETARY TO PRESCRIBE AMENDMENT.-The Sec-
retary of the Treasury or his delegate shall prescribe an
amendment which allows a plan to make any distribu-
tion described in section 401(m)(6) of the Internal Reve-
nue Code of 1986.

"(ii) ADOPTION BY PLAN.-If a plan adopts the
amendment prescribed under clause i) and makes a
distribution in accordance with such amendment, such
distribution shall be treated as made in accordance
with the provisions of the plan. "

(m) AMENDMENTS RELATED TO SECTION 1120 OF THE REFORM

ACT.-
(1)(A) Section 403(b)(10) of the 1986 Code (relating to nondis-

crimination requirements), as added by section 1120(b) of the
Reform Act, is redesignated as paragraph (12).

(B) Subparagraph (D) of section 403(b)(1) of the 1986 Code is
amended by striking out "paragraph (10)" and inserting in lieu
thereof '"paragraph (12)".

(2) Clause i) of section 403(b)(12)(A), as redesignated by para-
graph (1), is amended-

(A) by inserting "(17), "after "(5), ", and
(B) by inserting ", section 401(m)," after "section 401(a)"

the first place it appears.
(3) Section 1120(c) of the Reform Act is amended to read as

follows:
"(c) EFFECTIVE DATES.-

"(1) IN GENERAL.-Except as provided in paragraph (2), the
amendments made by this section shall apply to years begin-
ning after December 31, 1988.

"(2) COLLECTIVE BARGAINING AGREEMENTS.-In the case of a

plan maintained pursuant to 1 or more collective bargaining
agreements between employee representatives and 1 or more em-
ployers ratified before March 1, 1986, the amendments made by
this section shall not apply to plan years beginning before the
earlier of-

"(A) January 1, 1991, or
"(B) the later of-

"(i) January 1, 1989, or
"Cii) the date on which the last of such collective bar-

gaining agreements terminates (determined without



regard to any extension thereof after February 28,
1986). "

SEC. 1OllA. AMENDMENTS RELATED TO PARTS III AND IV OF SUBTITLE A
OF TITLE XI OF THE REFORM A CT.

(a) AMENDMENTS RELATED TO SECTION 1121 OF THE REFORM
ACT.-

(1) Subparagraph (F) of section 402(a)(5) of the 1986 Code (re-
lating to transfer treated as rollover contribution under section
408) is amended by striking out "described in subparagraph
(A)" and inserting in lieu thereof "resulting in any portion of a
distribution being excluded from gross income under subpara-
graph (A)".

(2)(A) Section 408(d)(3)(A) is amended by striking out the last
sentence thereof

(B) The amendment made by subparagraph (A) shall apply to
rollover contributions made in taxable years beginning after De-
cember 31, 1986.

(3) Section 1121(d) of the Reform Act is amended by adding at
the end thereof the following new paragraph:

"(5) PLANS MAY INCORPORATE SECTION 401(a)(9) REQUIRE-
MENTS BY REFERENCE.-Notwithstanding any other provision of
law, except as provided in regulations prescribed by the Secre-
tary of the Treasury or his delegate, a plan may incorporate by
reference the requirements of section 401(a)(9) of the Internal
Revenue Code of 1986. "

(4) Section 1121(d)(3) of the Reform Act is amended by strik-
ing out "plan years" and inserting in lieu thereof "years ".

(5) Section 402(a)(5)(F)(ii) of the Internal Revenue Code of
1954 shall not apply to distributions after October 22, 1986, and
before the 1st taxable year beginning after 1986 which are at-
tributable to benefits which accrued before January 1, 1985.

(b) AMENDMENTS RELATED TO SECTION 1122 OF THE REFORM
ACT.-

(1)(A) Section 72(f) of the 1986 Code (relating to special rules
for computing employees' contributions) is amended by striking
out "for purposes of subsections (d)(1) and (e)(7), the consider-
ation for the contract contributed by the employee, "

(B) Section 72(n) of the 1986 Code (relating to annuities under
retired serviceman's family protection plan or survivor benefit
plan) is amended by striking out "Subsections (b) and (d)" and
inserting in lieu thereof "Subsection (b)".

(C) Sections 406(e) and 407(e) of the 1986 Code are each
amended by striking out paragraph (1) and by redesignating
paragraphs (2), (3), and (4) as paragraphs (1), (2), and (3), respec-
tively.

(2)(A) Section 72 of the 1986 Code (relating to annuities and
certain proceeds of endowment and life insurance contracts) is
amended by adding after subsection (c) the following new sub-
section:

"(d) TREATMENT OF EMPLOYEE CONTRIBUTIONS UNDER DEFINED
CONTRIBUTION PLANS AS SEPARATE CONTRACTS.-For purposes of
this section, employee contributions (and any income allocable there-



to) under a defined contribution plan may be treated as a separate
contract. "

(B) Section 72(e) of the 1986 Code is amended by striking out
paragraph (9).

(3) Section 414(k)(2) of the 1986 Code (relating to certain plans
treated as defined contribution plans) is amended by inserting
"72(d) (relating to treatment of employee contributions as sepa-
rate contract), " before "411(a)(7)(A)".

(4)(A) The amendment made by section 1122(e)(1) of the
Reform Act is repealed and the Internal Revenue Code of 1986
shall be applied and administered as if such amendment had
not been enacted.

(B) Subclause (I) of section 402(a)(5)(D)(i) of the 1986 Code is
amended by inserting "is payable as provided in clause (i), (iii),
or (iv) of subsection (e)(4)(A) (without regard to the second sen-
tence thereof) and" after "such distribution" the first place it
appears.

(C) Section 402(a)(5)(D)(i) of the 1986 Code is amended by
adding at the end thereof the following new sentence: "Any dis-
tribution described in section 401(a)(28)(B)(ii) shall be treated as
meeting the requirements of subclauses (I) and (II). "

(D) Section 402(a)(5)(D)(iii) is amended by striking out "1O-
YEAR "' in the heading.

(E) Section 402(a)(5)(D)(i)(II) of the 1986 Code (as in effect
after the amendment made by subparagraph (A)) shall not
apply to distributions after December 31, 1986, and before
March 31, 1988.

(5) Clause (ii) of section 402(a)(8)(H) of the 1986 Code (relating
to special rule for frozen deposits) is amended by adding at the
end thereof the following new flush sentence:

"A deposit shall not be treated as a frozen deposit
unless on at least 1 day during the 60-day period de-
scribed in paragraph (5)(C) (without regard to this sub-
paragraph) such deposit is described in the preceding
sentence. "

(6) Clause (i) of section 402(e)(4)(B) of the 1986 Code is amend-
ed by striking out "taxpayer" and inserting in lieu thereof "em-
ployee ".

(7) The last sentence of section 402(e)(4)(J) of the 1986 Code
(relating to unrealized appreciation on employer securities) is
amended to read as follows: "In accordance with rules pre-
scribed by the Secretary, a taxpayer may elect, on the return of
tax on which a distribution is required to be included, not to
have this subparagraph apply with respect to such distribu-
tion. "

(8) Section 402 of the 1986 Code (relating to taxability of bene-
ficiary of employees' trust) is amended as follows:

(A) Subsection (a)(1) is amended by striking out "para-
graphs (2) and (4)" and inserting in lieu thereof "paragraph
(4) ".

(B) Subsection (a)(4) is amended by striking out "or (2)".
(C) Subsection (a)(6)(C) is amended by striking out "para-

graph (2) of subsection (a), and"



(D) Subsection (a)(6)(E)(ii) is amended by striking out
"paragraph (2) of subsection (a), and" and by striking out
the comma after "subsection (e)".

(E) Subsection (e)(1)(A) is amended by striking out "ordi-
nary income portion of a"

(F) Subsection (e)(4)(A) is amended-
(i) by striking out "Except for purposes of subsection

(a)(2) and section 403(a)(2), a" and inserting in lieu
thereof "A", and

(ii) by striking out "subsection (a)(2) of this section,
and subsection (a)(2) of section 403, ".

(G) Subparagraph (L) of subsection (e)(4) is hereby re-
pealed.

(H) Subsection (e)(4)(M) is amended by striking out ", sub-
section (a)(2) of this section, and section 403(a)(2)".

(I) Subsection (e)(5) is amended by striking out "and para-
graph (2) of subsection (a)".

(J) Subsection (e)(6)(C) is amended to read as follows:
"(C) SPECIAL LUMP-SUM TREATMENT. -For purposes of this

paragraph, special lump sum treatment applies to any dis-
tribution if any portion of such distribution is taxed under
this subsection by reason of an election under paragraph
(4)(B). "

(9)(A) Section 72(e)(7) of the 1986 Code is hereby repealed.
(B) Section 72(e)(5)(D) is amended by striking out "paragraphs

(7) and (8)" and inserting in lieu thereof '"paragraph (8)".
(C) Section 72(e)(8)(A) is amended by striking out "(other than

paragraph (7))".
(D) Section 72(q)(2)(E) of the 1986 Code is amended by striking

out "(determined without regard to subsection (e)(7))".
(10) Section 402(e)(1)(B) of the 1986 Code (relating to amount

of tax on lump-sum distributions) is amended by adding at the
end thereof the following new flush sentence:

"For purposes of the preceding sentence, in determining the
amount of tax under section 1(c), section 1(g) shall be ap-
plied without regard to paragraph (2)(B) thereof."

(11) Section 1122(h) of the Reform Act is amended by adding
at the end thereof the following new paragraph:

"(9) SPECIAL RULE FOR STATE PLANS.-In the case of a plan
maintained by a State which on May 5, 1986, permitted with-
drawal by the employee of employee contributions (other than as
an annuity), section 72(e) of the Internal Revenue Code of 1986
shall be applied-

"(A) without regard to the phrase 'before separation from
service'in paragraph (8)(D), and

"(B) by treating any amount received (other than as an
annuity) before or with the 1st annuity payment as having
been received before the annuity starting date."

(12) Subparagraph (B) of section 1122(h)(2) of the Reform Act
is amended by inserting ", except that section 72(b)(3) of the In-
ternal Revenue Code of 1986 (as added by such subsection) shall
apply to individuals whose annuity starting date is after July 1,
1986" after "1986".



(13) Sections 1122 (h)(3)(C) and (h)(4)(C) of the Reform Act are
each amended by striking out "with respect to any other lump
sum distribution" and inserting in lieu thereof "for purposes of
such Code"

(14) Clause (i) of section 1122(h)(3)(C) of the Reform Act is
amended-

(A) by striking out "individual" and inserting in lieu
thereof "employee", and

(B) by inserting "or by an individual, estate, or trust with
respect to such an employee" after "1986".

(15) Section 1122(h)(5) of the Reform Act is amended-
(A) by striking out "individual" and inserting in lieu

thereof "employee ",
(B) by inserting "and by including in gross income the

zero bracket amount in effect under section 63(d) of such
Code for such years" after "1986" in the last sentence, and

(C) by adding at the end thereof the following new sen-
tence: "This paragraph shall also apply to an individual,
estate, or trust which receives a distribution with respect to
an employee described in this paragraph. "

(16) Sections 406(c) and 407(c) of the 1986 Code are each
amended-

(A) by striking out "subsections (a)(2) and (e) of section
402, and section 403(a)(2)" and inserting in lieu thereof
"section 402(e)", and

(B) by striking out "OF CAPITAL GAIN PROVISIONS AND"
in the heading thereof

(c) AMENDMENTS RELATED TO SECTION 1123 OF THE REFORM

ACT.-
(1) Subparagraph (A) of section 72(t)(2) of the 1986 Code (re-

lating to subsection not to apply to certain distributions) is
amended by striking out "on account of early retirement under
the plan" in clause (v).

(2) Subparagraph (C) of section 72(t)(2) of the 1986 Code (relat-
ing to certain plans) is amended to read as follows:

"(C) EXCEPTIONS FOR DISTRIBUTIONS FROM EMPLOYEE

STOCK OWNERSHIP PLANS.-Any distribution made before
January 1, 1990, to an employee from an employee stock
ownership plan (as defined in section 4975(e)(7)) or a tax
credit employee stock ownership plan (as defined in section
409) if-

"(i) such distribution is attributable to assets which
have been invested in employer securities (within the
meaning of section 409(l)) at all times during the 5-
plan-year period preceding the plan year in which the
distribution is made, and

"(ii) at all times during such period the requirements
of sections 401(a)(28) and 409 (as in effect at such
times) are met with respect to such employer securi-
ties."

(3) Subparagraph (A) of section 72(t)(3) of the 1986 Code (re-
lating to certain exceptions not to apply to individual retire-
ment plans) is amended by striking out "and (C)" and inserting
in lieu thereof "(C), and (D)"



(4) Subparagraphs (D) and (G) of section 7 2 (q)(2) of the 1986
Code are each amended by striking out the period at the end
thereof and inserting in lieu thereof a comma.

(5) Subparagraph (B) of section 72(q)(3) of the 1986 Code (re-
lating to change in substantially equal payments) is amended
by striking out "employee" each place it appears and inserting
in lieu thereof "taxpayer".

(6) Section 72(q)(2) of the 1986 Code (relating to subsection not
to apply to certain dispositions) is amended by inserting after
subparagraph (G) the following new subparagraph:

"(H) to which subsection (t) applies (without regard to
paragraph (2) thereof), ".

(7) Subparagraph (D) of section 72(q)(2) and clause (iv) of sec-
tion 72(t)(2)(A) of the 1986 Code are each amended by inserting
"designated" before "beneficiary".

(8) Paragraph (2) of section 72(o) of the 1986 Code (relating to
additional tax if amount received before age 59'/) is hereby re-
pealed.

(9) Subparagraph (I) of section 402(e)(4) of the 1986 Code is
amended by striking out "clause (ii) of".

(10) Section 26(b)(2) of the 1986 Code is amended-
(A) by striking out ", (o)(2)," in subparagraph (C), and
(B) by striking out "408(f) (relating to additional tax on

income from certain retirement accounts)" in subparagraph
(D) and inserting in lieu thereof "72(t) (relating to 10-per-
cent additional tax on early distributions from qualified re-
tirement plans)".

(11) Section 1123(e)(2) of the Reform Act is amended-
(A) by striking out "taxable", and
(B) by inserting ", but only with respect to distributions

from contracts described in section 403(b) of the Internal
Revenue Code of 1986 which are attributable to assets other
than assets held as of the close of the last year beginning
before January 1, 1989" after "1988".

(12) Section 1123(e) of the Reform Act is amended by adding
at the end thereof the following new paragraph:

"(5) SPECIAL RULE FOR DISTRIBUTIONS UNDER AN ANNUITY

CONTRACT.-The amendments made by paragraphs (1), (2), and
(3) of subsection (b) shall not apply to any distribution under an
annuity contract if-

"(A) as of March 1, 1986, payments were being made
under such contract pursuant to a written election provid-
ing a specific schedule for the distribution of the taxpayer's
interest in such contract, and

"(B) such distribution is made pursuant to such written
election. "

(13) Section 72(t) of the 1986 Code shall apply to any distribu-
tion without regard to whether such distribution is made with-
out the consent of the participant pursuant to section 411(a)(11)
or section 417(e) of the 1986 Code.

(d) AMENDMENTS RELATED TO SECTION 1124 OF THE REFORM

ACT.-
(1) Section 1124(a) of the Reform Act is amended to read as

follows:



"(a) IN GENERAL.-If an employee dies, separates from service, or
becomes disabled before 1987 and an individual, trust, or estate re-
ceives a lump-sum distribution with respect to such employee after
December 31, 1986, and before March 16, 1987, on account of such
death, separation from service, or disability, then, for purposes of
the Internal Revenue Code of 1986, such individual, estate, or trust
may treat such distribution as if it were received in 1986."

(2) Section 1124(b) of the Reform Act is amended-
(A) by striking out "employee" each place it appears and

inserting in lieu thereof "individual, estate, or trust" and
(B) by inserting "with respect to an employee" after "re-

ceives ".
(3) Section 1124 of the Reform Act is amended by adding at

the end thereof the following new subsection:
"(c) LUMP SUM DIsTRIBUTIoN.-For purposes of this section, the

term 'lump sum distribution' has the meaning given such term by
section 402(e)(4)(A) of the Internal Revenue Code of 1986, without
regard to subparagraph (B) or (H) of section 402(e)(4) of such Code."

(e) AMENDMENTS RELATED TO SECTION 1131 OF THE REFORM

ACT. -
(1) Subsection (c) of section 4972 of the 1986 Code (defining

nondeductible contributions) is amended to read as follows:
"(c) NONDEDUCTIBLE CONTRIBUTIONS.-For purposes of this sec-

tion-
"(1) IN GENERAL.-The term 'nondeductible contributions'

means, with respect to any qualified employer plan, the sum
of-

"(A) the excess (if any) of-
"(i) the amount contributed for the taxable year by

the employer to or under such plan, over
"(ii) the amount allowable as a deduction under sec-

tion 404 for such contributions (determined without
regard to subsection (e) thereof), and

"(B) the amount determined under this subsection for the
preceding taxable year reduced by the sum of-

"(i) the portion of the amount so determined returned
to the employer during the taxable year, and

"(ii) the portion of the amount so determined deduct-
ible under section 404 for the taxable year (determined
without regard to subsection (e) thereof).

"(2) ORDERING RULE FOR SECTION 404.-For purposes of para-
graph (1), the amount allowable as a deduction under section
404 for any taxable year shall be treated as-

"(A) first from carryforwards to such taxable year from
preceding taxable years (in order of time), and

"(B) then from contributions made during such taxable
year.

"(3) CONTRIBUTIONS WHICH MAY BE RETURNED TO EMPLOY-

ER.-In determining the amount of nondeductible contributions
for any taxable year, there shall not be taken into account any
contribution for such taxable year which is distributed to the
employer in a distribution described in section 4980(c)(2)(B)(ii) if
such distribution is made on or before the last day on which a



contribution may be made for such taxable year under section
404(a)(6).

"(4) PRE-1987 CONTRIBUTIONS.-The term 'nondeductible con-
tribution' shall not include any contribution made for a taxable
year beginning before January 1, 1987."

(2) Paragraph (1) of section 4972(d) of the 1986 Code (defining
qualified employer plan) is amended to read as follows:

"(1) QUALIFIED EMPLOYER PLAN.-
"(A) IN GENERAL-The term 'qualified employer plan'

means-
"(i) any plan meeting the requirements of section

401(a) which includes a trust exempt from tax under
section 501(a),

"(ii) an annuity plan described in section 403(a), and
"(iii) any simplified employee pension (within the

meaning of section 408(k)).
"(B) EXEMPTION FOR GOVERNMENTAL AND TAX EXEMPT

PLANS.-The term 'qualified employer plan' does not in-
clude a plan described in subparagraph (A) or (B) of section
4980(c)(1)."

(3) Section 1131(d) of the Reform Act is amended to read as
follows:

"(d) EFFECTIVE DATES.-
"(1) IN GENERAL.-Except as provided in paragraph (2), the

amendments made by this section shall apply to taxable years
beginning after December 31, 1986.

"(2) SPECIAL RULES FOR COLLECTIVE BARGAINING AGREE-
MENTS.-In the case of a plan maintained pursuant to 1 or
more collective bargaining agreements between employee repre-
sentatives and 1 or more employers ratified before March 1,
1986, the amendments made by this section shall not apply to
contributions pursuant to any such agreement for taxable years
beginning before the earlier of-

"(A) January 1, 1989, or
"(B) the date on which the last of such collective bargain-

ing agreements terminates (determined without regard to
any extension thereof after February 28, 1986)."

(4)(A) Subparagraph (A) of section 404(a)(7) of the 1986 Code
is amended-

(i) by striking out "provisions" and inserting in lieu
thereof "paragraphs ", and

(ii) by inserting "or in connection with trusts or plans de-
scribed in 2 or more of such paragraphs" after "1 or more
defined benefit plans ".

(B) Paragraph (3) of section 404(h) of the 1986 Code is amend-
ed to read as follows:

"(3) COORDINATION WITH SUBSECTION (a)(7).-For purposes of
subsection (a)(7), a simplified employee pension shall be treated
as if it were a separate stock bonus or profit-sharing trust. "

(5) In the case of any taxable year beginning in 1987, the
amount under section 4972(c)(1)(A)(ii) of the 1986 Code for a
plan to which title IV of the Employee Retirement Income Secu-
rity Act of 1974 applies shall be increased by the amount (if



any) by which, as of the close of the plan year with or within
which such taxable year begins-

(A) the liabilities of such plan (determined as if the plan
had terminated as of such time), exceed

(B) the assets of such plan.
(f) AMENDMENTS RELATED TO SECTION 1132 OF THE REFORM

ACT.-
(1) Section 4980(c)(1)(A) of the 1986 Code (defining qualified

plan) is amended by striking out "this subtitle" and inserting
in lieu thereof "subtitle A"

(2) Section 4980(c)(3)(A) of the 1986 Code (relating to exception
for employee stock ownership plans) is amended-

(A) by inserting "or a tax credit employee stock ownership
plan (as described in section 409)" after "section 4975(e)(7)",
and

(B) by inserting ", except to the extent necessary to meet
the requirements of section 401(a)(28), "after "must"

(3) Subparagraph (C) of section 4980(c)(3) of the 1986 Code is
amended-

(A) by striking out "(by reason of the limitations of sec-
tion 415)", and

(B) by adding at the end thereof the following new sen-
tence:
"The amount allocated in the year of transfer shall not be
less than the lesser of the maximum amount allowable
under section 415 or '8 of the amount attributable to the se-
curities acquired. "

(4) Subparagraph (B) of section 1132(c)(2) of the Reform Act is
amended by striking out "November 19, 1978" and inserting in
lieu thereof "September 19, 1978".

(5) Section 1132(c) of the Reform Act is amended by adding at
the end thereof the following new paragraph:

"(5) SPECIAL RULE FOR EMPLOYEE STOCK OWNERSHIP PLANS.-

Section 4980(c)(3) of the Internal Revenue Code of 1986 (as
added by subsection (a)) shall apply to reversions occurring after
March 31, 1985. "

(6) Section 4980(c)(3) of the 1986 Code is amended by adding
at the end thereof the following new subparagraphs:

"(F) No CREDIT OR DEDUCTION ALLOWED.-No credit or
deduction shall be allowed under chapter 1 for any amount
transferred to an employee stock ownership plan in a trans-
fer to which this paragraph applies.

"(G) AMOUNT TRANSFERRED TO INCLUDE INCOME THERE-
ON, ETC.-The amount transferred shall not be treated as
meeting the requirements of subparagraphs (B) and (C)
unless amounts attributable to such amount also meet such
requirements."

(7) Section 4980(c)(3)(C) of the 1986 Code is amended by
adding at the end thereof the following new sentence:

"In the case of dividends on securities held in the suspense
account, the requirements of this subparagraph are met
only if the dividends are allocated to accounts of partici-
pants or paid to participants in proportion to their ac-



counts, or used to repay loans used to purchase employer se-
curities."

(g) AMENDMENTS RELATED TO SECTION 1133 OF THE REFORM

ACT.-
(1)(A) Section 4981A of the 1986 Code (as added by section

1133 of the Reform Act) is redesignated as section 4980A.
(B) The table of sections for chapter 43 of the 1986 Code is

amended by redesignating section 4981A as section 4980A.
(2) Paragraph (1) of section 4980A(c) of the 1986 Code (as re-

designated by paragraph (1)) is amended by striking out
"$112,500 (adjusted at the same time and in the same manner
as under section 415(d))" and inserting in lieu thereof "the
greater of-

"(A) $150,000, or
"(B) $112,500 (adjusted at the same time and in the same

manner as under section 415(d)). "
(3) Section 4980A(c)(2) of the 1986 Code (relating to exclusion

of certain distributions), as redesignated by paragraph (1), is
amended-

(A) by striking out "employee's" in subparagraph (C) and
inserting in lieu thereof "individual's", and

(B) by adding after subparagraph (D) the following new
subparagraphs:

'(E) Any retirement distribution with respect to an indi-
vidual of an annuity contract the value of which is not in-
cludible in gross income at the time of the distribution
(other than distributions under, or proceeds from the sale
or exchange of, such contract).

"(F) Any retirement distribution with respect to an indi-
vidual of-

"(i) excess deferrals (and income allocable thereto)
under section 402(g)(2)(A)(ii), or

"(ii) excess contributions (and income allocable there-
to) under section 401(k)(8) or 408(d)(4) or excess aggre-
gate contributions (and income allocable thereto) under
section 401(m)(6)."

(4)(A) Section 4980A of the 1986 Code, as redesignated by
paragraph (1), is amended by adding at the end thereof the fol-
lowing new subsection:

"(f) EXEMPTION OF ACCRUED BENEFITS IN ExcEss OF $562,500 ON
AUGUST 1, 1986.-For purposes of this section-

"(1) IN GENERAL.-If an election is made with respect to an
eligible individual to have this subsection apply, the individ-
ual's excess distributions and excess retirement accumulation
shall be computed without regard to any distributions or inter-
ests attributable to the accrued benefit of the individual as of
August 1, 1986.

"(2) REDUCTION IN AMOUNTS WHICH MAY BE RECEIVED WITH-

OUT TAX.-If this subsection applies to any individual-
"(A) EXCESS DISTRIBUTIONS. -Subsection (c)(1) shall be

applied-
"(i) without regard to subparagraph (A), and
"(ii) by reducing (but not below zero) the amount de-

termined under subparagraph (B) thereof by retirement



distributions attributable (as determined under rules
prescribed by the Secretary) to the individual's accrued
benefit as of August 1, 1986.

"(B) EXCESS RETIREMENT ACCUMULATION.-The amount

determined under subsection (d)(3)(B) (without regard to
subsection (c)(1)(A)) with respect to such individual shall be
reduced (but not below zero) by the present value of the in-
dividual's accrued benefit as of August 1, 1986, which has
not been distributed as of the date of death.

"(d) ELIGIBLE INDIVIDUAL.-For purposes of this subsection,
the term 'eligible individual' means any individual if on
August 1, 1986, the present value of such individual's interests
in qualified employer plans and individual retirement plans ex-
ceeded $562,500.

"(4) CERTAIN AMOUNTS EXCLUDED.-In determining an indi-
vidual's accrued benefit for purposes of this subsection, there
shall not be taken into account any portion of the accrued bene-
fit-

"(A) payable to an alternate payee pursuant to a
qualified domestic relations order (within the meaning
of section 414(p)) if includible in income of the alter-
nate payee, or

"(B) attributable to the individual's investment in
the contract (as defined in section 72(f)).

"(5) ELECTION.-An election under paragraph (1) shall be
made on an individual's return of tax imposed by chapter 1 or
11 for a taxable year beginning before January 1, 1989. "

(B) Section 4980A(c) of the 1986 Code, as redesignated by
paragraph (1), is amended by striking out paragraph (5).

(5) Section 4980A(d) of the 1986 Code (relating to increase in
estate tax if individual dies with excess accumulation), as re-
designated by paragraph (1), is amended-

(A) by striking out "section 2010" in paragraph (2) and
inserting in lieu thereof "chapter 11 ", and

(B) by adding at the end thereof the following new para-
graphs:

"(4) RULES FOR COMPUTING EXCESS RETIREMENT ACCUMULA-

TION.-The excess retirement accumulation of an individual
shall be computed without regard to-

"(A) any community property law,
"(B) the value of-

"(i) amounts payable to an alternate payee pursuant
to a qualified domestic relations order (within the
meaning of section 414(p)) if includible in income of
the alternate payee, and

"(ii) the individual's investment in the contract (as
defined in section 72(f)), and

"(C) the excess (if any) of-
"(i) any interests which are payable immediately

after death, over
"(ii) the value of such interests immediately before

death.
"(5) ELECTION BY SPOUSE TO HAVE EXCESS DISTRIBUTION RULE

APPLY.-



"(A) IN GENERAL.-If the spouse of an individual is the
beneficiary of all of the interests described in paragraph
(3)(A), the spouse may elect-

"(i) not to have this subsection apply, and
"(ii) to have this section apply to such interests and

any retirement distribution attributable to such inter-
ests as if such interests were the spouses.

"(B) DE MINIMIS EXCEPTION.-If 1 or more persons other
than the spouse are beneficiaries of a de minimis portion of
the interests described in paragraph (3)(A)-

"(i) the spouse shall not be treated as failing to meet
the requirements of subparagraph (A), and

"(ii) if the spouse makes the election under subpara-
graph (A), this section shall not apply to such portion
or any retirement distribution attributable to such por-
tion. "

(6) Subparagraph (B) of section 4980A(d)(3) of the 1986 Code,
as redesignated by paragraph (1), is amended to read as follows:

"(B) the present value (as determined under rules pre-
scribed by the Secretary as of the valuation date prescribed
in subparagraph (A)) of a single life annuity with annual
payments equal to the limitation of subsection (c) (as in
effect for the year in which death occurs and as if the indi-
vidual had not died)."

(7) Section 2013 of the 1986 Code (relating to credit for tax on
prior transfer) is amended by adding at the end thereof the fol-
lowing new subsection:

"(g) TREATMENT OF ADDITIONAL TAX UNDER SECTION 4980A. -For
purposes of this section, the estate tax paid shall not include any
portion of such tax attributable to section 4980A(d). "

(8) Paragraph (1) of section 1133(c) of the Reform Act is
amended by inserting ", other than a distribution with respect
to a decedent dying before January 1, 1987" after "1986"

(9) Section 4980A(d)(3)(A) of the 1986 Code is amended by in-
serting "(other than as a beneficiary, determined after applica-
tion of paragraph (5))" after "the individual's interests"

(10) Section 691(c)(1) of the 1986 Code is amended by adding
at the end thereof the following new subparagraph:

"(C) EXCESS RETIREMENT ACCUMULATION TAX. -For pur-
poses of this subsection, no deduction shall be allowed for
the portion of the estate tax attributable to the increase in
such tax under section 4980A(d). "

(11) Section 2053(c)(1)(B) of the 1986 Code is amended by
adding at the end thereof the following new sentence: "This
subparagraph shall not apply to any increase in the tax im-
posed by this chapter by reason of section 4980A(d). "

(12) Section 6018(a) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

"(5) RETURN REQUIRED IF EXCESS RETIREMENT ACCUMULATION
TAx.-The executor shall make a return with respect to the
estate tax imposed by subtitle B in any case where such tax is
increased by reason of section 4980A(d)."

(h) AMENDMENTS RELATED TO SECTION 1134 OF THE REFORM

ACT.-



(1) Section 72(p)(3)(A) of the 1986 Code (relating to denial of
interest deductions in certain cases) is amended by inserting "to
which paragraph (1) does not apply by reason of paragraph (2)
during the period" after "loan ".

(2) Subparagraph (B) of section 72(p)(3) of the 1986 Code is
amended to read as follows:

"(B) PERIOD TO WHICH SUBPARAGRAPH (A) APPLIES.-For

purposes of subparagraph (A), the period described in this
subparagraph is the period-

"(i on or after the 1st day on which the individual
to whom the loan is made is a key employee (as defined
in section 416(i)), or

"(ii) such loan is secured by amounts attributable to
elective deferrals described in subparagraph (A) or (C)
of section 402(g)(3)."

(i) AMENDMENTS RELATED TO SECTION 1135 OF THE REFORM

ACT.-
(1) Subparagraph (A) of section 72(u)(1) of the 1986 Code (re-

lating to annuity contracts not held by natural persons) is
amended by inserting "(other than subchapter L)" after "sub-
title ".

(2) Subparagraph (D) of section 72(u)(3) of the 1986 Code (re-
lating to exceptions) is amended by striking out "until such
time as the employee separates from service and inserting in
lieu thereof "until all amounts under such contract are distrib-
uted to the employee for whom such contract was purchased or
the employee's beneficiary"

(3) Subparagraphs (D) and (E) of section 72(u)(3) of the 1986
Code (relating to exceptions) are each amended by striking out
"which"

(4) Paragraph (4) of section 72(u) of the 1986 Code is amended
by striking out "and" at the end of subparagraph (A), by strik-
ing out the period at the end of subparagraph (B) and inserting
in lieu thereof ", and", and by adding at the end thereof the
following new subparagraph:

"(C) which provides for a series of substantially equal
periodic payments (to be made not less frequently than an-
nually) during the annuity period. "

(J) AMENDMENTS RELATED TO SECTION 1136 OF THE REFORM

ACT.-
(1) Section 401(a)(27) of the 1986 Code is amended by adding

at the end thereof the following new subparagraph:
"(B) PLAN MUST DESIGNATE TYPE.-In the case of a plan

which is intended to be a money purchase pension plan or a
profit-sharing plan, a trust forming part of such plan shall
not constitute a qualified trust under this subsection unless
the plan designates such intent at such time and in such
manner as the Secretary may prescribe. "

(2) Section 401(a)(27) of the 1986 Code is amended by striking
out "(27)" and inserting in lieu thereof

"(27) DETERMINATIONS AS TO PROFIT-SHARING PLANS.-
"(A) CONTRIBUTIONS NEED NOT BE BASED ON PROFITS.-".

(k) AMENDMENT RELATED TO SECTION 1139 OF THE REFORM

AcT.-Clause (i) of section 1139(d)(2)(A) of the Reform Act is amend-



ed by striking out "before January" and inserting in lieu thereof
"after January".

(1) AMENDMENT RELATED TO SECTION 1145 OF THE REFORM ACT.-

Subparagraph (E) of section 401(a)(11) of the 1986 Code (relating to
cross reference) is redesignated as subparagraph (F).
(m) AMENDMENTS RELATED TO SECTION 1147 OF THE REFORM

ACT.-
(1) Subparagraph (C) of section 77016F)(1) of the 1986 Code (re-

lating to tax treatment of Federal Thrift Savings Fund) is
amended by inserting ", section 401(k)(4)(B)," after "paragraph
(2)".

(2) Section 8440(a)(3) of title 5, United States Code, is amend-
ed by inserting ", 401(k)(4)(B) of such Code," after "subsection
(b)" .

SEC. I0l1B. AMENDMENTS RELATED TO SUBTITLES B AND C OF TITLE XI
OF THE REFORM A CT.

(a) AMENDMENTS RELATED TO SECTION 1151 OF THE REFORM

ACT.-
(1) Paragraph (2) of section 89(a) of the 1986 Code (relating to

year of inclusion) is amended to read as follows:
"(2) YEAR OF INCLUSION. -

"(A) IN GENERAL.-Except as provided in subparagraph
(B)-

"(i) any amount included in gross income under
paragraph (1) shall be taken into account for the tax-
able year of the employee with or within which the
plan year ends, and

"(ii) any deduction of the employer attributable to
such amount shall be allowable for the taxable year of
the employer with or within which the plan year ends.

"(B) ELECTION TO DELAY INCLUSION FOR 1 YEAR.-If an
employer maintaining a plan with a plan year ending after
September 30 and on or before December 31 of a calendar
year elects the application of this subparagraph-

"(i) amounts included in gross income under para-
graph (1) with respect to employees of such employer
shall be taken into account for the taxable year of the
employee following the taxable year determined under
subparagraph (A), but

"(ii) any deduction of the employer which is attribut-
able to such amounts shall be allowable for the taxable
year with or within which the plan year following the
plan year in which the excess benefits occurred ends. "

(2) Paragraph (4) of section 89(b) of the 1986 Code (defining
nontaxable benefits) is amended by adding at the end thereof
the following new sentence: "Such term includes any group-term
life insurance the cost of which is includible in gross income
under section 79."

(3) Paragraph (1) of section 89(g) of the 1986 Code (relating to
the aggregation of comparable health plans) is amended by
adding at the end thereof the following new subparagraph:

"(C) EMPLOYEES COVERED BY MORE THAN 1 PLAN.-The
Secretary may provide that 2 or more plans providing bene-



fits to the same participant shall be treated as 1 plan for
purposes of applying subsections (d)(1)(B), (d)(2), and (f). "

(4) Subparagraph (B) of section 89(g)(2) of the 1986 Code (re-
lating to sworn statements) is amended by adding at the end
thereof the following new sentence: "No statement shall be re-
quired under clause (ii) with respect to any individual eligible
for coverage at no cost under a health plan which provides core
health benefits and with respect to whom the employee does not
elect any core health coverage from the employer."

(5) Subparagraph (D) of section 89(g)(2) of the 1986 Code is
amended by striking out "under such plan" and inserting in
lieu thereof "under such plans".

(6) Section 89(g) of the 1986 Code is amended by striking out
paragraph (6).

(7) Subparagraph (A) of section 89(h)(1) of the 1986 Code (re-
lating to excluded employees) is amended by inserting "(or 1st
day of a period of less than 31 days specified by the plan)" after
"month"

(8) Section 89(j) of the 1986 Code (relating to other definitions
and special rules) is amended by adding at the end thereof the
following new paragraph:

"(12) EMPLOYERS WITH ONLY HIGHLY COMPENSATED EMPLOY-

EES.-The requirements of subsections (d) and (e) shall not
apply to any statutory employee benefit plan for any year for
which the only employees of the employer maintaining the plan
are highly compensated employees. "

(9) Section 89(k) of the 1986 Code (relating to requirement
that plan be in writing) is amended by adding at the end there-
of the following new paragraph:

"(5) Loss OF EXEMPTION FOR CERTAIN PLANS.-If a plan de-
scribed in paragraph (2)(E) fails to meet the requirements of
paragraph (1), the organization which is part of such plan shall
not be exempt from tax under section 501(a)."

(10) Section 6652(k)(2)(B) of the 1986 Code (relating to amount
of additional tax) is amended by striking out "subsection (g)(3)"
and inserting in lieu thereof "subsection (g)(3)(C)(i)".

(l1)(A) Subsection (a) of section 125 of the 1986 Code is
amended to read as follows:

"(a) GENERAL RULE.-Except as provided in subsection (b), no
amount shall be included in the gross income of a participant in a
cafeteria plan solely because, under the plan, the participant may
choose among the benefits of the plan."

(B) Paragraph (1) of section 125(b) of the 1986 Code is amend-
ed by striking out "A plan shall be treated as failing to meet
the requirements of this subsection" and inserting in lieu there-
of "In the case of a highly compensated employee, subsection (a)
shall not apply to any benefit attributable to a plan year"

(C) Paragraph (2) of section 125(b) of the 1986 Code is amend-
ed by striking out "a plan shall be treated as failing to meet the
requirements of this subsection" and inserting in lieu thereof
"subsection (a) shall not apply to any plan year"

(12) Subparagraph (B) of section 125(c)(1) of the 1986 Code (de-
fining cafeteria plans) is amended to read as follows:



"(B) the participant may choose among 2 or more benefits
consisting of cash and qualified benefits. "

(13)(A) Paragraph (1) of section 12 5(e) of the 1986 Code (defin-
ing qualified benefits) is amended by inserting "and without
regard to section 89(a)" after "subsection (a)".

(B) The last sentence of section 125(b)(2) of the 1986 Code is
amended to read as follows: "For purposes of the preceding sen-
tence, qualified benefits shall not include benefits which (with-
out regard to this paragraph) are includible in gross income."

(14) Subsection (d) of section 129 of the 1986 Code is amended
by redesignating paragraph (8) as paragraph (7).

(15) Paragraph (7) of section 129(d) of the 1986 Code (as so re-
designated) is amended-

(A) by inserting "under all plans of the employer" after
"employees" the 2nd and 3rd time it appears in subpara-
graph (A),

(B) by striking out "there shall be disregarded" in sub-
paragraph (B) and inserting in lieu thereof "a plan may
disregard", and

(C) by striking out "415(q)(7)" in subparagraph (B) and
inserting in lieu thereof "414(q)(7)".

(16) Section 414(m)(4) of the 1986 Code is amended by insert-
ing "and" at the end of subparagraph (A), by striking out the
comma at the end of subparagraph (B) and inserting in lieu
thereof a period, and by striking out subparagraphs (C) and (D).

(17) Paragraph (2) of section 414(t) of the 1986 Code is amend-
ed by striking out "132, " and inserting in lieu thereof "132,
162(i)(2), 162(k), ".

(18) Paragraph (6) of section 129(e) of the 1986 Code is amend-
ed by striking out "of subsection (d)" and inserting in lieu
thereof "of subsection (d) (other than paragraphs (4) and (7)
thereof) ".

(19) Subparagraph (C) of section 414(n)(3) of the 1986 Code is
amended by striking out "132," and inserting in lieu thereof
"132, 162(i)(2), 162(k), ".

(20) Section 414(t)(1) of the 1986 Code (relating to application
of controlled group rules to certain employees) is amended by
striking out "of section 414 " each place it appears.

(21) Section 89(j)(6) of the 1986 Code is amended by striking
out "described in subparagraph (A), (B), or (C) of subsection
(i)(2)".

(22)(A) Section 3121 of the 1986 Code (relating to definitions)
is amended by adding at the end thereof the following new sub-
section:

"(x) BENEFITS PROVIDED UNDER CERTAIN EMPLOYEE BENEFIT
PLANs.-Notwithstanding any paragraph of subsection (a) (other
than paragraph (1)), the term 'wages' shall include any amount
which is includible in gross income by reason of section 89. "

(B) Section 3231(e) of the 1986 Code (defining compensation) is
amended by adding at the end thereof the following new para-
graph:

"(8) BENEFITS PROVIDED UNDER CERTAIN EMPLOYEE BENEFIT
PLANS.-Notwithstanding any other paragraph of this subsec-
tion (other than paragraph (2)), the term 'compensation' shall



include any amount which is includible in gross income by
reason of section 89. "

(C) Section 3306 of the 1986 Code (relating to definitions) is
amended by adding at the end thereof the following new subsec-
tion:

"(t) BENEFITS PROVIDED UNDER CERTAIN EMPLOYEE BENEFIT

PLANS.-Notwithstanding any paragraph of subsection (b) (other
than paragraph (1)), the term 'wages' shall include any amount
which is includible in gross income by reason of section 89."

(D) Section 3401 of the 1986 Code (relating to definitions) is
amended by adding at the end thereof the following new subsec-
tion:

"(g) BENEFITS PROVIDED UNDER CERTAIN EMPLOYEE BENEFIT

PLANS.-Notwithstanding any paragraph of subsection (a), the term
'wages' shall include any amount which is includible in gross
income by reason of section 89. "

(E) The third to last sentence of section 209 of the Social Se-
curity Act is amended-

(i) by striking out the period at the end of clause (2) and
inserting in lieu thereof ", or', and

(ii) by inserting after clause (2) the following new clause:
"(3) Any amount required to be included in gross income

under section 89 of the Internal Revenue Code of 1986. "
(F) The amendments made by this paragraph shall not apply

to any individual who separated from service with the employer
before January 1, 1989.

(23)(A) Sections 3121(a)(5)(G) and 3306(b)(5)(G) of the 1986
Code are each amended by inserting "if such payment would
not be treated as wages without regard to such plan and it is
reasonable to believe that (if section 125 applied for purposes of
this section) section 125 would not treat any wages as construc-
tively received" after "section 125)".

(B) Section 209(e)(9) of the Social Security Act is amended by
inserting "if such payment would not be treated as wages with-
out regard to such plan and it is reasonable to believe that (if
section 125 applied for purposes of this section) section 125
would not treat any wages as constructively received" after
"1986)".

(24) Section 1151(h)(3) of the Reform Act is amended by strik-
ing out "Section 6039B(c)" and inserting in lieu thereof "Sec-
tion 6039D(c)".

(25) Paragraph (1) of section 1151(k) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: "Notwithstanding the preceding sentence, the amend-
ments made by subsections (e)(1) and (i)()(C) shall, to the extent
they relate to sections 106, 162(i)(2), and 162(k) of the Internal
Revenue Code of 1986, apply to years beginning after 1986."

(26) Section 1151(k) of the Reform Act is amended by adding
at the end thereof the following new paragraph:

"(6) CERTAIN PLANS MAINTAINED BY EDUCATIONAL INSTITU-

TIONS.-If an educational organization described in section
170(b)(1)(A)(ii) of the Internal Revenue Code of 1986 makes an
election under this paragraph with respect to a plan described
in section 125(c)(2)(C) of such Code, the amendments made by



this section shall apply with respect to such plan for plan years
beginning after the date of the enactment of this Act.

(27)(A) Section 4976 of the 1986 Code is amended by redesig-
nating subsection (c) as subsection (d) and by inserting after
subsection (b) the following new subsection:

"(c) TAX ON FUNDED WELFARE BENEFIT FUNDS WHICH INCLUDE
DISCRIMINATORY EMPLOYEE BENEFIT PLAN.-

"(1) IN GENERAL.-If-
"(A) an employer maintains a welfare benefit fund, and
"(B) a discriminatory employee benefit plan (within the

meaning of section 89) is part of such fund for any plan
year,

there is hereby imposed on such employer for the taxable year
with or within which the plan year ends a tax in the amount
determined under paragraph (2).

"(2) AMOUNT OF TA.-The amount of the tax under para-
graph (1) shall be equal to the excess (if any) of-

"(A) the product of the highest rate of tax imposed by sec-
tion 11, multiplied by the lesser of-

"(i) the aggregate excess benefits (as defined in sec-
tion 89) for such plan year, or

"(ii) the taxable income of the fund for such plan
year, over

"(B) the amount of tax imposed by chapter 1 on such
fund for such plan year."

(B) Section 4976(b) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

"(5) LIMITATION IN CASE OF BENEFITS TO WHICH SECTION 89
APPLIES.-If section 89 applies to any post-retirement medical
benefit or life insurance benefit provided by a fund, the amount
of the disqualified benefit under paragraph (1)(B) with respect
to such benefit shall not exceed the aggregate excess benefits
provided by the plan (as determined under section 89)."

(C) Section 505(a)(1) of the 1986 Code is amended by adding at
the end thereof the following new subsection: "This paragraph
shall not apply to any organization by reason of a failure to
meet the requirements of subsection (b) with respect to a benefit
to which section 89 applies. "

(28) Section 89(h)(4) of the 1986 Code is amended by striking
out "subsection (h)(5)" and inserting in lieu thereof "subsection
(g)(5) ".

(29) Section 89(k)(1) of the 1986 Code is amended by striking
out the last sentence and inserting in lieu thereof the following
new sentences:
"Such inclusion shall be coordinated (under regulations pre-
scribed by the Secretary) with any inclusion under subsection (a)
with respect to such plan. In the case of a statutory employee
benefit plan described in subsection (i)(1)(B), any amount re-
quired to be included in gross income under this subsection
shall be included in the gross income of the beneficiary."

(30) Section 129(d)(1)(B) of the 1986 Code is amended by strik-
ing out "(6)" and inserting in lieu thereof "(7)".

(31)(A) Section 129(d) of the 1986 Code is amended-
(i) by striking out the last sentence of paragraph (3), and



(ii) by inserting at the end thereof the following new
paragraph:

"(8) EXCLUDED EMPLOYEES.-For purposes of paragraphs (2),
(3), and (7), there shall be excluded from consideration employ-
ees who are excluded from consideration under section 89(h)."

(B) Sections 117(d)(4), 120(c)(2), 127(b)(2), 132(h)(1), and
505(b)(2) of the 1986 Code are each amended-

(i) by striking out "may" the first place it appears and in-
serting in lieu thereof "shall", and

(ii) by striking out "may be" the second place it appears
and inserting in lieu thereof "are".

(32) Section 505(b) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

"(7) $200,000 COMPENSATION LIMIT.-A plan shall not be
treated as meeting the requirements of this subsection unless
under the plan the annual compensation of each employee
taken into account for any year does not exceed $200,000. The
Secretary shall adjust the $200,000 amount at the same time
and in the same manner as under section 415(d). "

(33) Section 3401(a) of the 1986 Code is amended by inserting
"or" at the end of paragraph (18), by striking out paragraph
(19), and by redesignating paragraph (20) as paragraph (19).

(34) Section 89(l)(2) of the 1986 Code is amended by striking
out "6652(1)"and inserting in lieu thereof "6652(k)".

(b) AMENDMENTS RELATED TO SECTION 1161 OF THE REFORM

ACT.-
(1) Section 162(m) of the 1986 Code (relating to special rules

for health insurance costs of self-employed individuals) is
amended by redesignating paragraph (4) as paragraph (5) and
by inserting after paragraph (3) the following new paragraph:

"(4) DEDUCTION NOT ALLOWED FOR SELF-EMPLOYMENT TAX

PURPOSES.-The deduction allowable by reason of this subsec-
tion shall not be taken into account in determining an individ-
ual's net earnings from self-employment (within the meaning of
section 14 02(a)) for purposes of chapter 2. "

(2) Section 162(m) of the 1986 Code (relating to cross reference)
as redesignated by section 1161(a) of the Reform Act, is redesig-
nated as subsection (n).

(3) Section 162(m)(2)(A) of the 1986 Code is amended by insert-
ing: "derived by the taxpayer from the trade or business with
respect to which the plan providing the medical care coverage is
established" after "401(c))".

(4) Section 211(a) of the Social Security Act is amended by in-
serting after paragraph (13) the following new paragraph:

"(14) The deduction under section 162(m) (relating to health
insurance costs of self-employed individuals) shall not be al-
lowed."

(c) AMENDMENTS RELATED TO SECTION 1163 OF THE REFORM

ACT.-
(1) Paragraph (8) of section 129(e) of the 1986 Code (relating to

treatment of onsite facilities) is amended-
(A) by inserting "maintained by an employer" after

"onsite facility",



(B) by inserting "of dependent care assistance provided to
an employee" after "the amount"

(C) by inserting "of the facility by a dependent of the em-
ployee" after "utilization" in subparagraph (A), and

(D) by inserting "with respect to such dependent" after
"provided" in subparagraph (B).

(2)(A) Paragraph (2) of section 129(a) of the 1986 Code is
amended to read as follows:

"(2) LIMITATION OF EXCLUSION. -
"(A) IN GENERAL.-The amount which may be excluded

under paragraph (1) for dependent care assistance with re-
spect to dependent care services provided during a taxable
year shall not exceed $5,000 ($2,500 in the case of a sepa-
rate return by a married individual).

"(B) YEAR OF INCLUSION.-The amount of any excess
under subparagraph (A) shall be included in gross income
in the taxable year in which the dependent care services
were provided (even if payment of dependent care assistance
for such services occurs in a subsequent taxable year).

"(C) MARITAL STATUS.-For purposes of this paragraph,
marital status shall be determined under the rules of para-
graphs (3) and (4) of section 21(e). "

(B) Section 6051(a) of the 1986 Code is amended by striking
out the period at the end of paragraph (8) and inserting in lieu
thereof ", and" and by adding at the end thereof the following
new paragraph:

"(9) the total amount incurred for dependent care assistance
with respect to such employee under a dependent care assistance
program described in section 129(d)."

(C)(i) Except as provided in this subparagraph, the amend-
ments made by this paragraph shall apply to taxable years be-
ginning after December 31, 1987.

(ii) A taxpayer may elect to have the amendment made by
subparagraph (A) apply to taxable years beginning in 1987.

(iii) In the case of a taxpayer not making an election under
clause (ii), any dependent care assistance provided in a taxable
year beginning in 1987 with respect to which reimbursement
was not received in such taxable year shall be treated as provid-
ed in the taxpayer's first taxable year beginning after December
31, 1987.

(d) AMENDMENT RELATED TO SECTION 1164 OF THE REFORM
AcT.-Section 119(d)(2) of the 1986 Code is amended-

(1) by striking out "(as of the close of the calendar year in
which the taxable year begins)" in subparagraph (A)(i), and

(2) by adding at the end thereof the following:
"The appraised value under subparagraph (A)(i) shall be deter-
mined as of the close of the calendar year in which the taxable
year begins, or, in the case of a rental period not greater than 1
year, at any time during the calendar year in which such period
begins. "

(e) AMENDMENTS RELATED TO SECTION 1166 OF THE REFORM
AcT.-Section 7701(a)(20) of the 1986 Code (defining employee) is
amended-
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(1) by striking out "106, and 125" and inserting in lieu there-
of "and 106", and

(2) by inserting "and for purposes of applying section 125 with
respect to cafeteria plans," before "the term ".

(f) AMENDMENTS RELATED TO SECTION 1168 OF THE REFORM

ACT.-
(1) Paragraph (1) of section 134(b) of the 1986 Code is amend-

ed by striking out "or regulation thereunder" and inserting in
lieu thereof ", regulation, or administrative practice".

(2)(A) Section 134(b)(1) of the 1986 Code is amended by insert-
ing "(other than personal use of a vehicle)" after "in-kind bene-
fit".

(B) The amendment made by subparagraph (A) shall apply to
taxable years beginning after December 31, 1986.

(3) Section 134(b)(3)(A) of the 1986 Code is amended by strik-
ing out "under any provision of law or regulation described in
paragraph (1)".

(4) Section 1168(c) of the Reform Act is amended by striking
out "1986" and inserting in lieu thereof "1984 ".

(g) AMENDMENTS RELATED TO SECTION 1172 OF THE REFORM

ACT.-
(1) Section 1172(b)(1)(A) of the Reform Act is amended by in-

serting "each place it appears" before the comma.
(2) Paragraphs (2) and (3) of section 409(n) of the 1986 Code

(relating to securities received in certain transactions) is amend-
ed by inserting "or section 2057" after "section 1042" each place
it appears.

(3) Paragraph (1) of section 2057(b) of the 1986 Code (relating
to qualified sale) is amended by striking out "is".

(h) AMENDMENTS RELATED TO SECTION 1173 OF THE REFORM

ACT.-
(1) Section 133 of the 1986 Code (relating to exclusion of inter-

est on securities acquisition loans) is amended by adding at the
end thereof the following new subsection:

"(e) PERIOD TO WHICH INTEREST EXCLUSION APPLIES.-

"(1) IN GENERAL-In the case of-
"(A) an original securities acquisition loan, and
"(B) any securities acquisition loan (or series of such

loans) used to refinance the original securities acquisition
loan,

subsection (a) shall apply only to interest accruing during the
excludable period with respect to the original securities acquisi-
tion loan.

"(2) EXCLUDABLE PERIOD.-For purposes of this subsection,
the term 'excludable period' means, with respect to any original
securities acquisition loan-

"(A) IN GENERAL-The 7-year period beginning on the
date of such loan.

"(B) LOANS DESCRIBED IN SUBSECTION o)(1)(A).-If the
term of an original securities acquisition loan described in
subsection (b)(1)(A) is greater than 7 years, the term of such
loan. This subparagraph shall not apply to a loan de-
scribed in subsection (b)(3)(B).



"(3) ORIGINAL SECURITIES ACQUISITION LOAN.-For the pur-
poses of this subsection, the term 'original securities acquisition
loan' means a securities acquisition loan described in subpara-
graph (A) or (B) of subsection (b)(1). "

(2)(A) Section 133(b) of the 1986 Code (defining securities ac-
quisition loan) is amended-

(i) by striking out "or are used to refinance such a loan,"
in paragraph (1)(A),

(ii) by striking out ", except that this subparagraph shall
not apply to any loan the commitment period of which ex-
ceeds 7 years" in paragraph (1)(B), and

(iii) by adding at the end thereof the following new para-
graph:

"(5) TREATMENT OF REFINANCINGS.-The term 'securities ac-
quisition loan'shall include any loan which-

"(A) is (or is part of a series of loans) used to refinance a
loan described in subparagraph (A) or (B) of paragraph (1),
and

"(B) meets the requirements of paragraphs (2) and (3)."
(B) Subparagraph (B) of section 133(b)(3) of the 1986 Code is

amended to read as follows:
"(B) repayment terms providing for more rapid repayment

of principal or interest on such loan, but only if allocations
under the plan attributable to such repayment do not dis-
criminate in favor of highly compensated employees (within
the meaning of section 414(q))."

(3) Section 404(k) of the 1986 Code is amended-
(A) by inserting "(whether or not allocated to partici-

pants)" after "employer securities " in paragraph (2)(C), and
(B) by adding at the end thereof the following new sen-

tence: "Paragraph (2)(C) shall not apply to dividends from
employer securities which are allocated to any participant
unless the plan provides that employer securities with a
fair market value not less than the amount of such divi-
dends are allocated to such participant for the year which
(but for paragraph (2)(C)) such dividends would have been
allocated to such participant. "

(4) Subparagraph (C) of section 852(b)(5) of the 1986 Code (re-
lating to interest on certain loans used to acquire employer secu-
rities) is amended by striking out "paragraph" and inserting in
lieu thereof "section ".

(5)(A) The amendments made by paragraphs (1) and (2) shall
apply to-

(i) any loan used to acquire employer securities after
July 18, 1984, and

(ii) loans made after July 18, 1984, which were used (or
were part of a series of loans used) to refinance any loan
which-

(I) was used to acquire employer securities after
May 2, 1984 (July 18, 1984, in the case of a loan de-
scribed in section 133(b)(3)(B) of the Internal Revenue
Code of 1986), and

(II) met the requirements of section 133 (other than
subsection (b)(2) thereof) of such Code as in effect as of



the later of the date on which the loan was made, or
July 19, 1984.

In no event shall such amendments apply to any loan described
in section 133(b)(1)(B) of such Code which is made before Octo-
ber 22, 1986 (or loan used, or part of a series of loans used, to
refinance such a loan).

(B) Subparagraph (B) of section 1173(c)(2) of the Reform Act
is amended to read as follows:

"(B) Section 133(b)(1)(A) of the Internal Revenue Code of
1986, as amended by subsection (b)(2), shall apply to any
loan used (or part of a series of loans used) to refinance a
loan which-

"(i) was used to acquire employer securities after May
23, 1984, and

"(ii) met the requirements of section 133 of the Inter-
nal Revenue Code of 1986 as in effect as of the later
of-_

"(I) the date on which the loan was made, or
"(II) July 19, 1984. "

(6) Section 404(k) of the 1986 Code is amended by striking out
.'merely by reason of any distribution" in the third sentence
and inserting in lieu thereof "or as engaging in a prohibited
transaction for purposes of section 4975(d)(3) merely by reason of
any distribution or payment".

(i) AMENDMENTS RELATED TO SECTION 1174 OF THE REFORM

ACT.-
(1) Clause (ii) of section 409(o)(1)(A) of the 1986 Code (relating

to distribution requirement) is amended by striking out "such
year" and inserting in lieu thereof "distribution is required to
begin under this clause".

(2) Section 1174(a)(2) of the Reform Act is amended by strik-
ing out ''plan terminations" and inserting in lieu thereof "dis-
tributions ".
(3) Section 409(o)(1)(A) of the 1986 Code is amended by strik-

ing out "unless the participant otherwise elects" and inserting
in lieu thereof "if the participant and, if applicable pursuant to
sections 401 (a)(11) and 417, with the consent of the partici-
pant's spouse elects".

() AMENDMENTS RELATED TO SECTION 1175 OF THE REFORM

ACT.-
(1) Subclause (II) of section 401(a)(28)(B) of the 1986 Code (re-

lating to method of meeting requirements) is amended by insert-
ing "and within 90 days after the period during which the elec-
tion may be made, the plan invests the portion of the partici-
pant's account covered by the election in accordance with such
election" after "clause (i)".

(2) Clause (iv) of section 401(a)(28)(B) of the 1986 Code is
amended to read as follows:

"(iv) QUALIFIED ELECTION PERIOD.-For purposes of
this subparagraph, the term 'qualified election period'
means the 6-plan-year period beginning with the later
of--

"(I) the 1st plan year in which the individual
first became a qualified participant, or



"(II) the 1st plan year beginning after Decem-
ber 31, 1986.

For purposes of the preceding sentence, an employer
may elect to treat an individual first becoming a quali-
fied participant in the 1st plan year beginning in 1987
as having become a participant in the 1st plan year be-
ginning in 1988."

(3) The last sentence of section 409(d) of the 1986 Code (relat-
ing to employer securities must stay in the plan) is amended by
inserting "or to any distribution or reinvestment required under
section 401(a)(28)" after "section 401(a)(9)".

(4) Section 4978(d) of the 1986 Code (relating to section not to
apply to certain dispositions) is amended by adding at the end
thereof the following new paragraph:

"(4) DISPOSITIONS TO MEET DIVERSIFICATION REQUIREMENTS.-
This section shall not apply to any disposition of qualified secu-
rities which is required under section 401(a)(28)."

(5) Section 409(h) of the 1986 Code (relating to right to
demand employer securities; put option) is amended by adding
at the end thereof the following new paragraph:

"(7) EXCEPTION WHERE EMPLOYEE ELECTED DIVERSIFICA-
TiON.-Paragraph (1)(A) shall not apply with respect to the por-
tion of the participant's account which the employee elected to
have reinvested under section 401(a)(28)(B). "

(6) Section 401(a)(28)(B) of the 1986 Code is amended by
adding at the end thereof the following new clause:

"(v) COORDINATION WITH DISTRIBUTION RULES.-Any
distribution required by this subparagraph shall not be
taken into account in determining whether-

"(I) a subsequent distribution is a lump-sum dis-
tribution under section 402(e)()(A), or

"(II) section 402(a)(5)(D)(iii) applies to a subse-
quent distribution. "

(k) AMENDMENTS RELATED TO SECTION 1176 OF THE REFORM
ACT.-

(1) Section 401(a)(22) of the 1986 Code is amended by striking
out "is not publicly traded" each place it appears and inserting
in lieu thereof "is not readily tradable on an established
market ".

(2) Section 401(a)(22) of the 1986 Code is amended by adding
at the end thereof the following new sentence: "For purposes of
the preceding sentence, subsections (b), (c), (m), and (o) of section
414 shall not apply except for determining whether stock of the
employer is not readily tradable on an established market. "

(3) Section 409(l)(4) of the 1986 Code (relating to nonvoting
common stock may be acquired in certain cases), as added by
section 1176(b) of the Reform Act, is redesignated as para-
graph (5).

(1) AMENDMENTS RELATED TO SECTION 1177 OF THE REFORM

ACT.-
(1) Paragraph (2) of section 1177(b) of the Reform Act is

amended by striking out "section 143(d)(3)(C)" and inserting in
lieu thereof "section 146(d)(3)(C)".



(2) Subsection (b) of section 1177 of the Reform Act is amend-
ed by striking out "made by this subtitle" and inserting in lieu
thereof "made by section 1175".

(3) If any newspaper corporation described in section 1177(b)
of the Reform Act, as amended by this subsection, pays in cash
a dividend within 60 days after the date of the enactment of
this Act to the corporation's employee stock ownership plans
and if a corporate resolution declaring such dividend was
adopted before November 30, 1987, and such resolution specifies
that such dividend shall be contingent upon passage by the
Congress of technical corrections, then such dividend (to the
extent the aggregate amount so paid does not exceed $3,500,000)
shall be treated as if it had been declared and paid in 1987 for
all purposes of the Internal Revenue Code of 1986.

SEC. 1012. AMENDMENTS RELATED TO TITLE XII OF THE REFORM ACT.
(a) AMENDMENTS RELATED TO SECTION 1201 OF THE REFORM

ACT.-
(1)(A) Subparagraph (C) of section 904(d)(2) of the 1986 Code

is amended to read as follows:
"(C) FINANCIAL SERVICES INCOME. -

"(i) IN GENERAL.-Except as otherwise provided in
this subparagraph, the term 'financial services income'
means any income which is received or accrued by any
person predominantly engaged in the active conduct of
a banking, insurance, financing, or similar business,
and which is-

"(I) described in clause (ii),
"(II) passive income (determined without regard

to subclause (I) of subparagraph (A)(iii)), or
"(i1) export financing interest which (but for

subparagraph (B)(ii)) would be high withholding
tax interest.

"(ii) GENERAL DESCRIPTION OF FINANCIAL SERVICES
INCOME.-Income is described in this clause if such
income is-

"(I) derived in the active conduct of a banking,
financing, or similar business,

"(II) derived from the investment by an insur-
ance company of its unearned premiums or reserves
ordinary and necessary for the proper conduct of
its insurance business, or

"(III) of a kind which would be insurance
income as defined in section 953(a) determined
without regard to those provisions of paragraph
(1)(A) of such section which limit insurance income
to income from countries other than the country in
which the corporation was created or organized.

"(iii) EXCEPTIONS.-The term 'financial services
income' does not include-

"(I) any high withholding tax interest,
"(II) any dividend from a noncontrolled section

902 corporation, and



"(III) any export financing interest not described
in clause (i)(III). "

(B) Clause (i) of section 864(d)(5)(A) of the 1986 Code is
amended by striking out "(C)(iii)" and inserting in lieu thereof
"(C)( i i i)(III "

(2) Subparagraph (D) of section 904(d)(2) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: "Such term does not include any dividend from a noncon-
trolled section 902 corporation and does not include any finan-
cial services income. "
(3) Paragraph (3) of section 904(d) of the 1986 Code is amend-

ed by adding at the end thereof the following new subpara-
graph:

"(H) EXCEPTION FOR CERTAIN HIGH WITHHOLDING TAX IN-

TEREST.-This paragraph shall not apply to any amount
which-

"(i) without regard to this paragraph, is high with-
holding tax interest (including any amount treated as
high withholding tax interest under paragraph
(2)(B)(iii)), and

"(ii) would (but for this subparagraph) be treated as
financial services income under this paragraph.

The amount to which this paragraph does not apply by
reason of the preceding sentence shall not exceed the inter-
est or equivalent income of the controlled foreign corpora-
tion taken into account in determining financial services
income without regard to this subparagraph."

(4) Subparagraph (E) of section 904(d)(3) of the 1986 Code is
amended-

(A) by striking out the first sentence and inserting in lieu
thereof the following: "If a controlled foreign corporation
meets the requirements of section 954(b)(3)(A) (relating to de
minimis rule) for any taxable year, for purposes of this
paragraph, none of its foreign base company income (as de-
fined in section 954(a) without regard to section 954(b)(5))
and none of its gross insurance income (as defined in sec-
tion 954(b)(3)(C)) for such taxable year shall be treated as
income in a separate category, except that this sentence
shall not apply to any income which (without regard to this
sentence) would be treated as financial services income.",
and

(B) by striking out "income (other than high withholding
tax interest and dividends from a noncontrolled section 902
corporation)" and inserting in lieu thereof "passive
income .

(5) Paragraph (2) of section 1201(e) of the Reform Act is
amended by adding at the end thereof the following new sub-
paragraph:

"(J) TREATMENT OF AFFILIATED GROUP FILING CONSOLI-

DATED RETURN.-For purposes of this paragraph, all mem-
bers of an affiliated group of corporations filing a consoli-
dated return shall be treated as 1 corporation. "

(6) Subparagraph (A) of section 904(d)(2) of the 1986 Code is
amended-
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(A) by striking out "The term" in clause (ii) and inserting
in lieu thereof "Except as provided in clause (iii), the
term", and

(B) by adding at the end thereof the following new
clause:

"(iv) CLARIFICATION OF APPLICATION OF SECTION

864(d)(6).-In determining whether any income is of a
kind which would be foreign personal holding compa-
ny income, the rules of section 864(d)(6) shall apply
only in the case of income of a controlled foreign corpo-
ration. "

(7) Subparagraph (F) of section 904(d)(3) of the 1986 Code is
amended to read as follows:

"(F) SEPARATE CATEGORY.-For purposes of this para-
graph-"(i) IN GENERAL.-Except as provided in clause (ii),

the term 'separate category' means any category of
income described in subparagraph (A), (B), (C), (D), or
(E) of paragraph (1).

"(ii) COORDINATION WITH HIGH-TAXED INCOME PROVI-

SIONS.- "(I) In determining whether any income of a con-
trolled foreign corporation is in a separate catego-
ry, subclause (III) of paragraph (2)(A)(iii) shall not
apply.

"(II) Any income of the taxpayer which is treated
as income in a separate category under this para-
graph shall be so treated notwithstanding any pro-
vision of paragraph (2); except that the determina-
tion of whether any amount is high-taxed income
shall be made after the application of this para-
graph. "

(8) Clause (iii) of section 904(d)(2)(B) of the 1986 Code is
amended to read as follows:

"(iii) REGULATIONS.-The Secretary may by regula-
tions provide that-

"(I) amounts (not otherwise high withholding
tax interest) shall be treated as high withholding
tax interest where necessary to prevent avoidance
of the purposes of this subparagraph, and

"(II) a tax shall not be treated as a withholding
tax or other tax imposed on a gross basis if such
tax is in the nature of a prepayment of a tax im-
posed on a net basis."

(9) Clause (ii) of section 904(d)(2)(I) of the 1986 Code is amend-
ed by striking out "except to the extent that" and all that fol-
lows down through "and" at the end thereof and inserting in
lieu thereof the following:

"except that-
"(I) such taxes shall be treated as paid or ac-

crued with respect to shipping income to the extent
the taxpayer establishes to the satisfaction of the
Secretary that such taxes were paid or accrued
with respect to such income,



"(II) in the case of a person described in sub-
paragraph (C)(i), such taxes shall be treated as
paid or accrued with respect to financial services
income to the extent the taxpayer establishes to the
satisfaction of the Secretary that such taxes were
paid or accrued with respect to such income, and

"(III) such taxes shall be treated as paid or ac-
crued with respect to high withholding tax interest
to the extent the taxpayer establishes to the satis-
faction of the Secretary that such taxes were paid
or accrued with respect to such income, and".

(10) Clause (i) of section 904(d)(2)(E) of the 1986 Code is
amended by striking out "during which it was a controlled for-
eign corporation" and inserting in lieu thereof "during which it
was a controlled foreign corporation and except as provided in
regulations, the taxpayer was a United States shareholder in
such corporation ".

(11) Subparagraph (E) of section 904(d)(1) of the 1986 Code is
amended by striking out "dividends" and inserting in lieu
thereof "in the case of a corporation, dividends".

(b) AMENDMENT RELATED TO SECTION 1202 OF THE REFORM

ACT.-
(1) Paragraph (7) of section 902(c) of the 1986 Code is amend-

ed-
(A) by striking out "secton 960" and inserting in lieu

thereof "section 960", and
(B) by striking out "this section" the second place it ap-

pears and inserting in lieu thereof "this section and section
960".

(2) Paragraph (1) of section 902(c) of the 1986 Code is amend-
ed by striking out "sections 964 and 986" and inserting in lieu
thereof "sections 964(a) and 986".

(3) For purposes of sections 902 and 960 of the 1986 Code, the
increase in earnings and profits of any foreign corporation
under section 1023(e)(3)(C) of the Reform Act shall be taken into
account ratably over the 10-year period beginning with the cor-
poration's first taxable year beginning after December 31, 1986.

(4) Paragraph (3) of section 404A(d) of the 1986 Code is
amended by striking out "the amount determined" and insert-
ing in lieu thereof "except as provided in regulations, the
amount determined ".

(c) AMENDMENT RELATED TO SECTION 1203 OF THE REFORM

AcT.-Paragraph (5) of section 904(f) of the 1986 Code is amended
by adding at the end thereof the following new subparagraph:

"(F) DIsPosITIoNs.-If any separate limitation loss for
any taxable year is allocated against any separate limita-
tion income for such taxable year, except to the extent pro-
vided in regulations, rules similar to the rules of paragraph
(3) shall apply to any disposition of property if gain from
such disposition would be in the income category with re-
spect to which there was such separate limitation loss. "

(d) AMENDMENTS RELATED TO SECTION 1211 OF THE REFORM

ACT.-



(1) Subsection (d) of section 865 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(4) COORDINATION WITH SUBSECTION (C).-

"(A) GAIN NOT IN EXCESS OF DEPRECIATION ADJUSTMENTS

SOURCED UNDER SUBSECTION (c). -Notwithstanding para.
graph (1), any gain from the sale of an intangible shall be
sourced under subsection (c) to the extent such gain does
not exceed the depreciation adjustments with respect to
such intangible.

"(B) SUBSECTION (C)(2) NOT TO APPLY TO INTANGIBLES.-

Paragraph (2) of subsection (c) shall not apply to any gain
from the sale of an intangible."

(2) Subparagraph (A) of section 865(e)(1) of the 1986 Code is
amended by striking out "(d), or (f)" and inserting in lieu there-
of "(d)(1)(B) or (3), or (f)".

(3)(A) Clause (ii) of section 865(g)(1)(A) of the 1986 Code is
amended by striking out "partnership, ".

(B) Subsection (h) of section 865 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(5) TREATMENT OF PARTNERSHIPS.-In the case of a partner-
ship, except as provided in regulations, this section shall be ap-
plied at the partner level. "

(4) Subsection (f) of section 865 of the 1986 Code is amended
to read as follows:

"(f) STOCK OF AFFILIA TES.-If--

"(1) a United States resident sells stock in an affiliate which
is a foreign corporation,

"(2) such sale occurs in a foreign country in which such affili-
ate is engaged in the active conduct of a trade or business, and

"(3) more than 50 percent of the gross income of such affiliate
for the 3-year period ending with the close of such affiliate's
taxable year immediately preceding the year in which the sale
occurred was derived from the active conduct of a trade or busi-
ness in such foreign country,

any gain from such sale shall be sourced outside the United States.
For purposes of paragraphs (2) and (3), the United States resident
may elect to treat an affiliate and all other corporations which are
wholly owned (directly or indirectly) by the affiliate as one corpora-
tion. "

(5) Effective with respect to taxable years beginning after De-
cember 31, 1987, subparagraph (B) of section 865(e)(2) of the
1986 Code is amended to read as follows:

"(B) ExCEpTION. -Subparagraph (A) shall not apply to
any sale of inventory property which is sold for use, disposi-
tion, or consumption outside the United States if an office
or other fixed place of business of the taxpayer in a foreign
country materially participated in the sale."

(6)(A) Subsection (g) of section 865 of the 1986 Code is amend-
ed by adding at the end thereof the following new paragraph:

"(2) SPECIAL RULE FOR CERTAIN STOCK SALES BY RESIDENTS OF

PUERTO RICO.-Paragraph (2) shall not apply to the sale by an
individual who was a bona fide resident of Puerto Rico during
the entire taxable year of stock in a corporation if-



"(A) such corporation is engaged in the active conduct of
a trade or business in Puerto Rico, and

"(B) more than 50 percent of its gross income for the 3-
year period ending with the close of such corporation's tax-
able year immediately preceding the year in which such
sale occurred was derived from the active conduct of a
trade or business in Puerto Rico.

For purposes of the preceding sentence, the taxpayer may elect to
treat a corporation and all other corporations which are wholly
owned (directly or indirectly) by such corporation as one corpo-
ration."

(B) Subsection (i) of section 865 of the 1986 Code is amended
by striking out "and" at the end of paragraph (1), by striking
out the period at the end of paragraph (2) and inserting in lieu
thereof ", and", and by adding at the end thereof the following
new paragraph:

"(3) providing that, subject to such conditions (which may in-
clude provisions comparable to section 877) as may be provided
in such regulations, subsections (e)(1)(B) and (g)(2) shall not
apply for purposes of sections 931, 933, and 936."

(7) Subparagraph (B) of section 864(c)(4) of the 1986 Code is
amended by striking out "or" at the end of clause (i), by strik-
ing out the period at the end of clause (ii) and inserting in lieu
thereof "- or", and by adding at the end thereof the following
new clause:

"(iii) is derived from the sale or exchange (outside
the United States) through such office or other fixed
place of business of personal property described in sec-
tion 1221(1), except that this clause shall not apply if
the property is sold or exchanged for use, consumption,
or disposition outside the United States and an office
or other fixed place of business of the taxpayer in a for-
eign country participated materially in such sale. "

(8) Section 865 of the 1986 Code is amended by redesignating
subsections (h), (i), and (i) as subsections (i), (J), and (k), respec-
tively, and by inserting after subsection (g) the following new
subsection:

"(h) TREATMENT OF GAINS FROM SALE OF CERTAIN STOCK OR IN-
TANGIBLES AND FROM CERTAIN LIQUIDATIONS.-

"(1) IN GENERAL.-In the case of gain to which this subsec-
tion applies-

"(A) such gain shall be sourced outside the United States,
but

"(B) subsections (a), (b), and (c) of section 904 and sections
902, 907, and 960 shall be applied separately with respect to
such gain.

"(2) GAIN TO WHICH SUBSECTION APPLIES.-This subsection
shall apply to-

"(A) GAIN FROM SALE OF CERTAIN STOCK OR INTANGI-

BLES.-Any gain-
"(i) which is from the sale of stock in a foreign corpo-

ration or an intangible (as defined in subsection (d)(2))
and which would otherwise be sourced in the United
States under this section,



"(ii) which, under a treaty obligation of the United
States (applied without regard to this section), would
be sourced outside the United States, and

"(iii) with respect to which the taxpayer chooses the
benefits of this subsection.

"(B) GAIN FROM LIQUIDATION IN POSSESSION. -Any gain
which is derived from the receipt of any distribution in liq-
uidation of a corporation-"(i) which is organized in a possession of the United

States, and
"(ii) more than 50 percent of the gross income of

which during the 3-taxable year period ending with the
close of the taxable year immediately preceding the tax-
able year in which the distribution is received from the
active conduct of a trade or business in such posses-
sion. "

(9) Subparagraph (A) of section 865(e)(1) of the 1986 Code is
amended by striking out "outside the United States" the first
place it appears and inserting in lieu thereof "in a foreign coun-
try '

(10) Subparagraph (B) of section 864(c)(4) of the 1986 Code is
amended-

(A) by striking out "(including any gain or loss realized
on the sale or exchange of such property)" in clause (i), and

(B) by striking out ", or gain or loss from the sale or ex-
change of stock or notes, bonds, or other evidences of in-
debtedness" in clause (ii).

(11) Clause (i) of section 865(g)(1)(A) of the 1986 Code is
amended to read as follows-

"(i) any individual who-
"(I) is a United States citizen or a resident alien

and does not have a tax home (as so defined) in
section 911(d)(3)) in a foreign country, or

"(II) is a nonresident alien and has a tax home
(as so defined) in the United States, and".

(12) Paragraph (2) of section 865(d) of the 1986 Code is
amended by inserting "franchise, "after "trade brand, ".

(e) AMENDMENTS RELATED TO SECTION 1212 OF THE REFORM

ACT.-
(1)(A) Paragraph (3) of section 883(c) of the 1986 CGde is

amended to read as follows:
"(3) SPECIAL RULES FOR PUBLICLY TRADED CORPORATIONS.-

"(A) ExCEPTON. -Paragraph (1) shall not apply to any
corporation which is organized in a foreign country meeting
the requirements of paragraph (1) or (2) of subsection (a) (as
the case may be) and the stock of which is primarily and
regularly traded on an established securities market in
such foreign country, another foreign country meeting the
requirements of such paragraph, or the United States.

"(B) TREATMENT OF STOCK OWNED BY PUBLICLY TRADED

CORPORATION.-Any stock in another corporation which is
owned (directly or indirectly) by a corporation meeting the
requirements of subparagraph (A) shall be treated as owned
by individuals who are residents of the foreign country in



which the corporation meeting the requirements of subpara-
graph (A) is organized."

(B) Paragraph (1) of section 883(c) of the 1986 Code is amend-
ed-

(i) by striking out "Paragraphs (1) and (2) of subsection
(a)" and inserting in lieu thereof "Paragraph (1) or (2) of
subsection (a) (as the case may be)", and

(ii) by striking out "such paragraphs (1) and (2)" and in-
serting in lieu thereof "such paragraph ".

(2)(A) Paragraphs (1) and (2) of section 883(a) of the 1986 Code
are each amended by striking out "to citizens of the United
States and".

(B) Paragraphs (1) and (2) of section 872(b) of the 1986 Code
are each amended by striking out "to citizens of the United
States and to corporations organized in the United States" and
inserting in lieu thereof "to individual residents of the United
States ".

(3)(A) The section heading for section 863 of the 1986 Code is
amended to read as follows:

"SEC. 863. SPECIAL RULES FOR DETERMINING SOURCE."
(B) The table of sections for part I of subchapter N of chapter

1 of the 1986 Code is amended by striking out the item relating
to section 863 and inserting in lieu thereof the following:

"Sec. 863. Special rules for determining source. "

(4) Subsection (c) of section 862 is hereby repealed.
(5) Paragraphs (1) and (2) of section 872(b) of the 1986 Code

and paragraphs (1) and (2) of section 883(a) of the 1986 Code are
each amended by striking out "operation" and inserting in lieu
thereof "international operation ".

(6) Paragraph (1) of section 887(b) of the 1986 Code is amend-
ed-

(A) by striking out "under section 863(c)" and inserting in
lieu thereof "under section 863(c)(2)", and

(B) by adding at the end thereof the following new sen-
tence: "To the extent provided in regulations, such term
does not include any income of a kind to which an exemp-
tion under paragraph (1) or (2) of section 883(a) would not
apply."

(f) AMENDMENT RELATED TO SECTION 1213 OF THE REFORM A CT.-
Paragraph (2) of section 863(e) of the 1986 Code is amended by strik-
ing out "foreign country" each place it appears and inserting in lieu
thereof "foreign country (or possession of the United States)"

(g) AMENDMENTS RELATED TO SECTION 1214 OF THE REFORM
ACT.-

(1) (A) Paragraph (1) of section 1214(d) of the Reform Act is
amended to read as follows:

"(1) IN GENERAL.-The amendments made by this section
shall apply to payments made in a taxable year of the payor be-
ginning after December 31, 1986."

(B) A taxpayer may elect not to have the amendment made by
subparagraph (A) apply and to have section 1214(d)(1) of the
Reform Act apply as in effect before such amendment. Such



election shall be made at such time and in such manner as the
Secretary of the Treasury or his delegate may prescribe.

(2) Subparagraph (B) of section 1214(d)(2) of the Reform Act is
amended by striking out "section 904(d)(2)(G)" and inserting in
lieu thereof "section 904(d)(2)(H) ".

(3) Subparagraph (B) of section 861(c)(1) of the 1986 Code is
amended-

(A) by striking out "subchapter)" in clause (i) and insert-
ing in lieu thereof "subchapter) or, in the case of a corpora-
tion, is attributable to income so derived by a subsidiary of
such corporation ",

(B) by striking out "or chain of subsidiaries of such cor-
poration" in clause (ii), and

(C) by adding at the end thereof the following new sen-
tence:

"For purposes of this subparagraph, the term 'subsidiary'
means any corporation in which the corporation referred to in
this subparagraph owns (directly or indirectly) stock meeting
the requirements of section 1504(a)(2) (determined by substitut-
ing '50 percent'for '80 percent' each place it appears)."

(4) Paragraph (1) of section 2105(b) of the 1986 Code is amend-
ed by striking out "section 861(c), if any interest thereon would
be treated by reason of section 861(a)(1)(A) as income from
sources without the United States" and inserting in lieu thereof
"section 871(i)(3), if any interest thereon would not be subject to
tax by reason of section 871(i)(1)".

(5) Paragraph (2) of section 864(c) of the 1986 Code is amend-
ed by striking out the last sentence.

(6) Paragraph (3) of section 907(c) of the 1986 Code is amend-
ed:

(A) by striking out subparagraph (B) and redesignating
subparagraphs (C) and (D) as subparagraphs (B) and (C), re-
spectively, and
(B) by striking out "and dividends described in subpara-

graph (B)".
(7) Subsection (a) of section 1442 of the 1986 Code is amend-

ed-
(A) by striking out "and the references in" and inserting

in lieu thereof "the references in ", and
(B) by inserting before the period at the end thereof the

following: ", and the reference in section 1441(c)(10) to sec-
tion 871(i)(2) shall be treated as referring to section 881(d)".

(h) AMENDMENTS RELATED TO SECTION 1215 OF THE REFORM

ACT.-

(1) Paragraph (4) of section 864(e) of the 1986 Code is amend-
ed to read as follows:

"(4) BASIS OF STOCK IN NONAFFILIATED 10-PERCENT OWNED
CORPORATIONS ADJUSTED FOR EARNINGS AND PROFITS

CHANGES.-

"(A) IN GENERAL.-For purposes of allocating and appor-
tioning expenses on the basis of assets, the adjusted basis of
any stock in a nonaffiliated 10-percent owned corporation
shall be-



"(i) increased by the amount of the earnings and
profits of such corporation attributable to such stock
and accumulated during the period the taxpayer held
such stock, or

"(ii) reduced (but not below zero) by any deficit in
earnings and profits of such corporation attributable to
such stock for such period.

"(B) NONAFFILIATED 10-PERCENT OWNED CORPORATION.-

For purposes of this paragraph, the term 'nonaffiliated 10-
percent owned corporation' means any corporation if-

"(i) such corporation is not included in the taxpayer's
affiliated group, and

"(ii) members of such affiliated group own 10 percent
or more of the total combined voting power of all class-
es of stock of such corporation entitled to vote.

"(C) EARNINGS AND PROFITS OF LOWER TIER CORPORA-

TIONS TAKEN INTO ACCOUNT.-

"(i) IN GENERAL.-If, by reason of holding stock in a
nonaffiliated 10-percent owned corporation, the taxpay-
er is treated under clause (iii) as owning stock in an-
other corporation with respect to which the stock own-
ership requirements of clause (ii) are met, the adjust-
ment under subparagraph (A) shall include an adjust-
ment for the amount of the earnings and profits (or
deficit therein) of such other corporation which are at-
tributable to the stock the taxpayer is so treated as
owning and to the period during which the taxpayer is
treated as owning such stock.

"(ii) STOCK OWNERSHIP REQUIREMENTS. -The stock
ownership requirements of this clause are met with re-
spect to any corporation if members of the taxpayer's
affiliated group own (directly or through the applica-
tion of clause (iii)) 10 percent or more of the total com-
bined voting power of all classes of stock of such corpo-
ration entitled to vote.

"(iii) STOCK OWNED THROUGH ENTITIES.-For pur-
poses of this subparagraph, stock owned (directly or in-
directly) by a corporation, partnership, or trust shall be
treated as being owned proportionately by its share-
holders, partners, or beneficiaries. Stock considered to
be owned by a person by reason of the application of
the preceding sentence, shall, for purposes of applying
such sentence, be treated as actually owned by such
person.

"(D) COORDINATION WITH SUBPART F, ETC.-For purposes
of this paragraph, proper adjustment shall be made to the
earnings and profits of any corporation to take into account
any earnings and profits included in gross income under
section 951 or under any other provision of this title and
reflected in the adjusted basis of the stock."

(2)(A) Paragraph (1) of section 864(e) of the 1986 Code is
amended by striking out 'from sources outside the United
States ".



(B) Subsection (h) of section 936 of the 1986 Code is amended
by redesignating paragraph (7) as paragraph (8) and by insert-
ing after paragraph (6) the following new paragraph:

"(7) SECTION 864(e)(1) NOT TO APPLY.-This subsection shall
be applied as if section 864(e)(1) (relating to treatment of affili-
ated groups) had not been enacted."

(C) The heading for part I of subchapter N of chapter 1 of the
1986 Code is amended to read as follows:

"PART I-SOURCE RULES AND OTHER GENERAL RULES
RELATING TO FOREIGN INCOME'

(D) The table of parts for subchapter N of chapter 1 of the
1986 Code is amended by striking out the item relating to part I
and inserting in lieu thereof the following:

"Part I. Source rules and other general rules relating to foreign income."

(3) Paragraph (3) of section 864(e) of the 1986 Code is amend-
ed by striking out the last sentence and inserting in lieu thereof
the following: "A similar rule shall apply in the case of the por-
tion of any dividend (other than a qualifying dividend as de-
fined in section 243(b)) equal to the deduction allowable under
section 243 or 245(a) with respect to such dividend and in the
case of a like portion of any stock the dividends on which
would be so deductible and would not be qualifying dividends
(as so defined)."

(4)(A) Paragraph (5) of section 864(e) of the 1986 Code is
amended by adding at the end thereof the following new sub-
paragraph:

"(D) TREATMENT OF BANK HOLDING COMPANIES.-To the
extent provided in regulations-

"(i) a bank holding company (within the meaning of
section 2(a) of the Bank Holding Company Act of 1956),
and

"(ii) any subsidiary of a financial institution de-
scribed in section 581 or 591 or of any bank holding
company if such subsidiary is predominantly engaged
(directly or indirectly) in the active conduct of a bank-
ing, financing, or similar business,

shall be treated as a corporation described in subparagraph
(C). "

(B) Subparagraph (B) of section 864(e)(5) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: "This subparagraph shall not apply for purposes of para-
graph (6)."

(5) Paragraph (6) of section 864(e) of the 1986 Code is amend-
ed by striking out "directly allocable and apportioned" and in-
serting in lieu thereof "directly allocable or apportioned".

(6)(A) Paragraph (7) of section 864(e) of the 1986 Code is
amended by striking out "and" at the end of subparagraph (B),
by striking out the period at the end of subparagraph (C) and
inserting in lieu thereof a comma, and by adding at the end
thereof the following new subparagraphs:



"(D) for direct allocation of interest expense in the case of
indebtedness resulting in a disallowance under section
246A,

"(E) for appropriate adjustments in the application of
paragraph (3) in the case of an insurance company, and

"(F) that this subsection shall not apply for purposes of
any provision of this subchapter to the extent the Secretary
determines that the application of this subsection for such
purposes would not be appropriate. "

(B) Subsection (e) of section 864 of the 1986 Code is amended
by striking out "(except as provided in regulations)" in the ma-
terial preceding paragraph (1).

(7) Paragraph (2) of section 1215(c) of the Reform Act is
amended to read as follows:

"(2) TRANSITIONAL RULES.-

"(A) GENERAL PHASE-IN.-
"(i) IN GENERAL.-In the case of the 1st 3 taxable

years of the taxpayer beginning after December 31,
1986, the amendments made by this section shall not
apply to interest expenses paid or accrued by the tax-
payer during the taxable year with respect to an aggre-
gate amount of indebtedness which does not exceed the
general phase-in amount.

"(ii) GENERAL PHASE-IN AMOUNT.-Except as provid-
ed in clause (iii), the general phase-in amount for pur-
poses of clause (i) is the applicable percentage (deter-
mined under the following table) of the aggregate
amount of indebtedness of the taxpayer outstanding on
November 16, 1985:

The applicable
"In the case of the: percentage is:

1st taxable year ........................................................... .. 75
2nd taxable year .......................................................... .. 50
3rd taxa ble year .............................................................. 25.

"(iii) LOWER LIMIT WHERE TAXPAYER REDUCES IN-
DEBTEDNESS.-For purposes of applying this subpara-
graph to interest expenses attributable to any month,
the general phase-in amount shall in no event exceed
the lowest amount of indebtedness of the taxpayer out-
standing as of the close of any preceding month begin-
ning after November 16, 1985. To the extent provided
in regulations, the average amount of indebtedness out-
standing during any month shall be used (in lieu of
the amount outstanding as of the close of such month)
for purposes of the preceding sentence.

"(B) CONSOLIDATION RULE NOT TO APPLY TO CERTAIN IN-

TEREST. -

"(i) IN GENERAL.-In the case of the 1st 5 taxable
years of the taxpayer beginning after December 31,
1986-

"(I) subparagraph (A) shall not apply for pur-
poses of paragraph (1) of section 864(e) of the Inter-
nal Revenue Code of 1986 (as added by this sec-
tion), but
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"(II) such paragraph (1) shall not apply to inter-
est expenses paid or accrued by the taxpayer
during the taxable year with respect to an aggre-
gate amount of indebtedness which does not exceed
the special phase-in amount.

"(ii) SPECIAL PHASE-IN AMOUNT.-The special phase-
in amount for purposes of clause (i) is the sum of-

"(I) the general phase-in amount as determined
for purposes of subparagraph (A),

"(II) the 5-year phase-in amount, and
"(III) the 4-year phase-in amount.

For purposes of applying this subparagraph to interest
expense attributable to any month, the special phase-in
amount shall in no event exceed the limitation deter-
mined under subparagraph (A)(iii).

"(iii) 5-YEAR PHASE-IN AMOUNT.-The 5-year phase-in
amount is the lesser of-

"(I) the applicable percentage (determined under
the following table for purposes of this subclause)
of the 5-year debt amount, or

"(II) the applicable percentage (determined under
the following table for purposes of this subclause)
of the 5-year debt amount reduced by paydowns:

The applicable The applicable
percentage for percentage for

In flu ease of lh: purposes of purposes of
subclause (I) is: subclause (I) is:

Ist tax a ble yea r...... ............. .... .... ................. ... 813 .............. 1....... ... 10

2nd taxable year ........................................... 16 1 ...................... 25
Jrd taxable year ...................................... 5............... 50
4 th ta x a b le wea r ................... .. ............ ........................................... 3 3 1/. ......................... 10 0
.5th taxable Near . . ................................. ........................ 16% ......................... 100.

"(iv) 4-YEAR PHASE-IN AMOUNT.-The 4-year phase-in
amount is the lesser of-

"(I) the applicable percentage (determined under
the following table for purposes of this subclause)
of the 4-year debt amount, or

"(II) the applicable percentage (determined under
the following table for purposes of this subclause)
of the 4-year debt amount reduced by paydowns to
the extent such paydowns exceed the 5-year debt
amount:

The applicable The applicable

"In the case of the: percentage far percentage for
purposes of purposes of

subrlause (1) is: subrlause (11) is:

s t ta x a b le ,ea r '................................................................................. .5 .............................. 6 ',
2 n d ta x a b le yea r .............................................................................. 1 0 ............................ 1 6%

d rd ta x a b le y ea r ............................................................................... 15 ............................ YN
4 th ta x a b le yea r ............................................................................. 2 0 ............................ 100

5 th ta x a b le Y ea r .. ........................................................................... 0 .............................. 0.

"(v) 5-YEAR DEBT AMOUNT.-The term '5-year debt
amount' means the excess (if any) of-



"(I) the amount of the outstanding indebtednessof the taxpayer on May 29, 1985, over
"(II) the amount of the outstanding indebtedness

of the taxpayer as of the close of December 31,
1983.

The 5-year debt amount shall not exceed the aggregate
amount of indebtedness of the taxpayer outstanding on
November 16, 1985.

"(vi) 4-YEAR DEBT AMOUNT.-The term '4-year debt
amount' means the excess (if any) of-

"(I) the amount referred to in clause (v)(II), over
"(II) the amount of the outstanding indebtedness

of the taxpayer as of the close of December 31,
1982.

The 4-year debt amount shall not exceed the aggregate
amount of indebtedness of the taxpayer outstanding on
November 16, 1985, reduced by the 5-year debt amount.

"(vii) PAYDOWNS.-For purposes of applying this sub-
paragraph to interest expenses attributable to any
month, the term 'paydowns' means the excess (if any)
of--

"(I) the aggregate amount of indebtedness of the
taxpayer outstanding on November 16, 1985, over

"(II) the lowest amount of indebtedness of the
taxpayer outstanding as of the close of any preced-
ing month beginning after November 16, 1985 (or,
to the extent provided in regulations under sub-
paragraph (A)(iii), the average amount of indebted-
ness outstanding during any such month).

"(C) COORDINATION OF SUBPARAGRAPHS (A) AND (B).-In
applying subparagraph (B), there shall first be taken into
account indebtedness to which subparagraph (A) applies.

"(D) SPECIAL RULES.-

"(i) In the case of the 1st 9 taxable years of the tax-
payer beginning after December 31, 1986, the amend-
ments made by this section shall not apply to interest
expenses paid or accrued by the taxpayer during the
taxable year with respect to an aggregate amount of in-
debtedness which does not exceed the applicable per-
centage (determined under the following table) of the
indebtedness described in clause (iii) or (iv):

The applicable
"In the case of the: percentage is:

1st taxable year ........................................................... .. 90
2nd taxable year ............. .................... 80
3rd taxable year ............................................................. 70
4th taxable year ............................................................. 60
5th taxable year ............................................................. 50
6th taxable year ............................................................ 40
7th taxable year ............................................................. 30
8th taxable year ............................................................. 20
9th taxable year .............................................................. 10.

"(ii) The provisions of this subparagraph shall apply
in lieu of the provisions of subparagraphs (A) and (B).



"(iii) INDEBTEDNESS OUTSTANDING ON MAY 29, 1985.-

Indebtedness is described in this clause if it is indebt-
edness (which was outstanding on May 29, 1985) of a
corporation incorporated on June 13, 1917, which has
its principal place of business in Bartlesville, Oklaho-
ma.

"(iv) INDEBTEDNESS OUTSTANDING ON MAY 29, 1985.-

Indebtedness is described in this clause if it is indebt-
edness (which was outstanding on May 29, 1985) of a
member of an affiliated group (as defined in section
1504(a)), the common parent of which was incorporated
on August 26, 1926, and has its principal place of busi-
ness in Harrison, New York.

"(E) TREATMENT OF AFFILIATED GROUP.-For purposes of
this paragraph, all members of the same affiliated group of
corporations (as defined in section 864(e)(5)(A) of the Inter-
nal Revenue Code of 1986, as added by this section) shall
be treated as 1 taxpayer whether or not such members filed
a consolidated return. "

"(F) ELECTION TO HAVE PARAGRAPH NOT APPLY.-A tax-
payer may elect (at such time and in such manner as the
Secretary of the Treasury or his delegate may prescribe) to
have this paragraph not apply. In the case of members of
the same affiliated group (as so defined), such an election
may be made only if each member consents to such elec-
tion.

(i) AMENDMENTS RELATED TO SECTION 1221 OF THE REFORM

ACT.-
(1)(A) Subparagraph (C) of section 953(c)(3) of the 1986 Code is

amended by adding at the end thereof the following new sen-
tence:

"An election under this subparagraph made for any taxable
year shall not be effective if the corporation (or any prede-
cessor thereof) was a disqualified corporation for the tax-
able year for which the election was made or for any prior
taxable year beginning after 1986."

(B) Clause (i) of section 953(c)(3)(D) of the 1986 Code is amend-
ed to read as follows:

"(i) PERIOD DURING WHICH ELECTION IN EFFECT.-

"(I) IN GENERAL.-Except as provided in sub-

clause (II), any election under subparagraph (C)
shall apply to the taxable year for which made
and all subsequent taxable years unless revoked
with the consent of the Secretary.

"(II) TERMINATION.-If a foreign corporation
which made an election under subparagraph (C)
for any taxable year is a disqualified corporation
for any subsequent taxable year, such election
shall not apply to any taxable year beginning after
such subsequent taxable year.

(C) Paragraph (3) of section 953(c) of the 1986 Code is amend-
ed by adding at the end thereof the following new subpara-
graph:



"(E) DISQUALIFIED CORPORATION. -For purposes of this
paragraph the term 'disqualified corporation' means, with
respect to any taxable year, any foreign corporation which
is a controlled foreign corporation for an uninterrupted
period of 30 days or more during such taxable year (deter-
mined without regard to this subsection) but only if a
United States shareholder (determined without regard to
this subsection) owns (within the meaning of section 958(a))
stock in such corporation at some time during such taxable
year. "

(2)(A) Paragraph (1) of section 953(c) of the 1986 Code is
amended by striking out "and" at the end of subparagraph (A),
by striking out the period at the end of subparagraph (B) and
inserting in lieu thereof ", and", and by adding at the end
thereof the following new subparagraph:

"(C) the pro rata share referred to in section 951(a)(1)(A)(i)
shall be determined under paragraph (5) of this subsec-
tion. "

(B) Subsection (c) of section 953 of the 1986 Code is amended
by redesignating paragraph (5) as paragraph (6) and by insert-
ing after paragraph (4) the following new paragraph:

"(5) DETERMINATION OF PRO RATA SHARE.-
"(A) IN GENERAL.-The pro rata share determined under

this paragraph for any United States shareholder is the
lesser of-

"(i) the amount which would be determined under
paragraph (2) of section 951(a) if-

"(I) only related person insurance income were
taken into account,

"(II) stock owned (within the meaning of section
958(a)) by United States shareholders on the last
day of the taxable year were the only stock in the
foreign corporation, and

"(III) only distributions received by United
States shareholders were taken into account under
subparagraph (B) of such paragraph (2), or

"(ii) the amount which would be determined under
paragraph (2) of section 951(a) if the entire earnings
and profits of the foreign corporation for the taxable
year were subpart F income.

"(B) COORDINATION WITH OTHER PROVISIONS.-The Secre-
tary shall prescribe regulations providing for such modifi-
cations to the provisions of this subpart as may be neces-
sary or appropriate by reason of subparagraph (A)."

(3)(A) Paragraph (2) of section 953(c) of 1986 Code is amended
by striking out "with respect to which the primary insured is"
and inserting in lieu thereof "with respect to which the person
(directly or indirectly) insured is ".

(B) Subparagraph (A) of section 953(c)(3) of the 1986 Code is
amended-

(i) by striking out "persons who are the primary insured"
and inserting in lieu thereof "persons who are (directly or
indirectly) insured", and



(ii) by striking out "to any such primary insured" and in-
serting in lieu thereof "to any such person ".

(C) The amendments made by this paragraph to the extent
such amendments add the phrase "(directly or indirectly)" shall
apply only to taxable years beginning after December 31, 1987.

(4)(A) Subsection (c) of section 953 of the 1986 Code (as
amended by paragraph (2)) is amended by redesignating para-
graph (6) as paragraph (7) and by inserting after paragraph (5)
the following new paragraph:

"(6) RELATED PERSON. -For purposes of this subsection-
"(A) IN GENERAL.-Except as provided in subparagraph

(B), the term 'related person' has the meaning given such
term by section 954(d)(3).

"(B) TREATMENT OF CERTAIN LIABILITY INSURANCE POLI-

CIES. -In the case of any policy of insurance covering liabil-
ity arising from services performed as a director, officer, or
employee of a corporation or as a partner or employee of a
partnership, the person performing such services and the
entity for which such services are performed shall be treat-
ed as related persons. "

(B) Paragraphs (2) and (3)(A) of section 953(c) of the 1986
Code are each amended by striking out "(within the meaning of
section 954(d)(3))".

(5) Paragraph (2) of section 953(c) of the 1986 Code is amend-
ed by striking out "insurance income attributable" and insert-
ing in lieu thereof "insurance income (within the meaning of
subsection (a)) attributable".

(6) For purposes of applying section 952(c)(1)(A) of the 1986
Code, the earnings and profits of any corporation shall be deter-
mined without regard to any increase in earnings and profits
under section 1023(e)(3)(C) of the Reform Act.

(7) Subsection (b) of section 953 of the 1986 Code is amend-
ed-

(A) by striking out paragraph (1) and redesignating para-
graphs (2), (3), and (4) as paragraphs (1), (2), and (3), respec-
tively,

(B) by striking out subparagraph (A) of paragraph (1) (as
so redesignated) and inserting in lieu thereof the following:

"(A) The small life insurance company deduction. ", and
(C) by striking out "(other than those taken into account

under paragraph (3))" in paragraph (3) (as so redesignated).
(8) Subparagraph (B) of section 953(c)(3) of the 1986 Code is

amended-
(A) by striking out "related person insurance income"

and inserting in lieu thereof "related person insurance
income (determined on a gross basis)", and

(B) by striking out "its insurance income" and inserting
in lieu thereof "its insurance income (as so determined)".

(9) Subclause (II) of section 953(c)(3)(C)(i) of the 1986 Code is
amended-

(A) by striking out "all benefits" and inserting in lieu
thereof "all benefits (other than with respect to section
884)", and



(B) by striking out "under any income tax treaty" and in-
serting in lieu thereof "granted by the United States under
any treaty".

(10) Paragraph (7) of section 861(a) of the 1986 Code is amend-
ed to read as follows:

"(7) Amounts received as underwriting income (as defined in
section 832(b)(3)) derived from the issuing (or reinsuring) of any
insurance or annuity contract-

"(A) in connection with property in, liability arising out
of an activity in, or in connection with the lives or health
of residents of, the United States, or

"(B) in connection with risks not described in subpara-
graph (A) as a result of any arrangement whereby another
corporation receives a substantially equal amount of premi-
ums or other consideration in respect to issuing (or reinsur-
ing) any insurance or annuity contract in connection with
property in, liability arising out of activity in, or in connec-
tion with the lives or health of residents of, the United
States."

(11) Subparagraph (A) of section 955(a)(2) of the 1986 Code is
amended by striking out "beginning before 1987" and inserting
in lieu thereof "beginning before 1987 (to the extent such
amount exceeds the sum of the decreases in qualified invest-
ments determined under this paragraph for prior taxable years
beginning after 1986)".

(12) Paragraphs (6) and (7) of section 954(b) of the 1986 Code
are each amended by striking out "(determined without regard
to the exclusion under paragraph (2) of this subsection)".
(13)(A) Subparagraph (C) of section 1221(g)(3) of the Reform

Act is amended-
(i) by striking out "July 9" and inserting in lieu thereof

"June 9", and
(ii) by striking out "March 31, 1982" and inserting in lieu

thereof "November , 1981 ".
(B) Subparagraph (D) of section 1221(g)(3) of the Reform Act

is amended-
(i) by striking out "as of August 16, 1986, under a rein-

surance contract in effect on such date" and inserting in
lieu thereof "under a reinsurance contract",

(ii) by striking out "the preceding sentence" and inserting
in lieu thereof "this subparagraph", and

(iii) by adding at the end thereof the following. "For pur-
poses of this paragraph, the amount of qualified reinsur-
ance income shall not exceed the amount of insurance
income from reinsurance contracts for calendar year 1985.
In the case of controlled foreign corporations described in
subparagraph (C)(ii), the preceding sentence shall not apply
and the qualified reinsurance income of any such corpora-
tion shall not exceed such corporation's proportionate share
of $27,000,000 (determined on the basis of respective
amounts of qualified reinsurance income determined with-
out regard to this subparagraph)."



(14)(A) Paragraph (3) of section 954(d) of the 1986 Code is
amended by striking out '50 percent or more" each place it ap-
pears and inserting in lieu thereof "more than 50 percent".

(B) Clause (ii) of section 861(c)(2)(B) of the 1986 Code is
amended to read as follows:

"(ii) such section shall be applied by substituting '10
percent or more' for 'more than 50 percent' each place
it appears. "

(15) Subsection (b) of section 951 of the 1986 Code is amended
by striking out "section 957(d)" and inserting in lieu thereof
"section 957(c)".

(16) Subsection (c) of section 952 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(3) SPECIAL RULE FOR DETERMINING EARNINGS AND PROF-
ITS.-For purposes of this subsection, earnings and profits of
any controlled foreign corporation shall be determined without
regard to paragraphs (4), (5), and (6) of section 312(n). Under
regulations, the preceding sentence shall not apply to the extent
it would increase earnings and profits by an amount which was
previously distributed by the controlled foreign corporation."

(17) Subparagraph (A) of section 881(c)(4) of the 1986 code is
amended by striking out clauses (ii), (iii), (iv), and (v) and in-
serting in lieu thereof the following:

"(ii) Paragraph (4) of section 954(b) (relating to excep-
tion for certain income subject to high foreign taxes).

"(iii) Clause (i) of section 954(c)(3)(A) (relating to cer-
tain income received from related persons). "

(18) Subparagraph (B) of section 954(c)(1) of the 1986 Code is
amended by striking out "or" at the end of clause (i), by redesig-
nating clause (ii) as clause (iii), and by inserting after clause (i)
the following new clause:

"(ii) which is an interest in a trust, partnership, or
REMIC, or".

(19)(A) Subsection (a) of section 6046 of the 1986 Code is
amended by striking out "and" at the end of paragraph (2), by
redesignating paragraph (3) as paragraph (4), and by inserting
after paragraph (2) the following new paragraph:

"(3) each person (not described in paragraph (2)) who, at any
time after January 1, 1987, is treated as a United States share-
holder under section 953(c) with respect to a foreign corporation,
and ".

(B) Subsection (b) of section 6046 of the 1986 Code is amended
by striking out "subsection (a)(2)" and inserting in lieu thereof
"paragraph (2) or (3) of subsection (a)"

(C) Subsection (a) of section 6046 of the 1986 Code is amended
by adding at the end thereof the following new sentence:

"In the case of a foreign corporation with respect to which any
person is treated as a United States shareholder under section
953(c), paragraph (1) shall be treated as including a reference to
each United States person who is an officer or director of such cor-
poration. "

(20) Subparagraph (B) of section 954(c)(1) of the 1986 Code is
amended by striking out the last sentence and inserting in lieu
thereof the following:



"In the case of any regular dealer in property, gains and losses
from the sale or exchange of any such property or arising out of
bona fide hedging transactions reasonably necessary to the con-
duct of the business of being a dealer in such property shall not
be taken into account under this subparagraph. Gains and
losses from the sale or exchange of any property which, in the
hands of the controlled foreign corporation, is property de-
scribed in section 1221(1) also shall not be taken into account
under this subparagraph."

(21) Subsection (c) of section 953 (as amended by this subsec-
tion) is amended by striking out paragraph (7) and inserting in
lieu thereof the following:

"(7) COORDINATION WITH SECTION 1248.-For purposes of sec-
tion 1248, if any person is (or would be but for paragraph (3))
treated under paragraph (1) as a United States shareholder
with respect to any foreign corporation which would be taxed
under subchapter L if it were a domestic corporation and which
is (or would be but for paragraph (3)) treated under paragraph
(1) as a controlled foreign corporation-

"(A) such person shall be treated as meeting the stock
ownership requirements of section 1248(a)(2) with respect to
such foreign corporation, and

"(B) such foreign corporation shall be treated as a con-
trolled foreign corporation.

"(8) REGULATIONS. -The Secretary shall prescribe such regu-
lations as may be necessary to carry out the purposes of this
subsection, including-

"(A) regulations preventing the avoidance of this subsec-
tion through cross insurance arrangements or otherwise,
and

"(B) regulations which may provide that a person will
not be treated as a United States shareholder under para-
graph (1) with respect to any foreign corporation if neither
such person (nor any related person to such person) is (di-
rectly or indirectly) insured under any policy of insurance
or reinsurance issued by such foreign corporation. "

(22) Subclause (III) of section 952(c)(1)(B)(iii) of the 1986 Code
is amended by striking out "insurance income" and inserting in
lieu thereof "insurance income or foreign personal holding com-
pany income, "

(23) Clause (iii) of section 952(c)(1)(B) of the 1986 Code is
amended by redesignating subclauses (III) and (IV) as sub-
clauses (V) and (VI), respectively, and by inserting after sub-
clause (II) the following new subclauses:

"(III) foreign base company sales income,
"(IV) foreign base company services income,

(24) Clause (ii) of section 952(c)(1)(B) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: "In determining the deficit attributable to qualified ac-
tivities described in clause (iii)(III) or (IV), deficits in earnings
and profits (to the extent not previously taken into account
under this section) for taxable years beginning after 1962 and
before 1987 also shall be taken into account. In the case of the
qualified activity described in clause (iii)(II), the rule of the pre-



ceding sentence shall apply, except that '1982' shall be substi-
tuted for '1962'. "

(25)(A) Paragraph (1) of section 952(c) of the 1986 Code is
amended by adding at the end thereof the following new sub-
paragraph:

"(C) CERTAIN DEFICITS OF MEMBER OF THE SAME CHAIN OF

CORPORATIONS MAY BE TAKEN INTO ACCOUNT.-

"(i) IN GENERAL.-A controlled foreign corporation
may elect to reduce the amount of its subpart F income
for any taxable year which is attributable to any quali-
fied activity by the amount of any deficit in earnings
and profits of a qualified chain member for a taxable
year ending with (or within) the taxable year of such
controlled foreign corporation to the extent such deficit
is attributable to such activity. To the extent any defi-
cit reduces subpart F income under the preceding sen-
tence, such deficit shall not be taken into account
under subparagraph (B).

"(ii) QUALIFIED CHAIN MEMBER.-For purposes of this
subparagraph, the term 'qualified chain member'
means, with respect to any controlled foreign corpora-
tion, any other corporation which is created or orga-
nized under the laws of the same foreign country as the
controlled foreign corporation but only if-

"(I) all the stock of such other corporation (other
than directors' qualifying shares) is owned at all
times during the taxable year in which the deficit
arose (directly or through 1 or more corporations
other than the common parent) by such controlled
foreign corporation, or

"(II) all the stock of such controlled foreign cor-
poration (other than directors' qualifying shares) is
owned at all times during the taxable year in
which the deficit arose (directly or through 1 or
more corporations other than the common parent)
by such other corporation.

"(iii) COORDINATION. -This subparagraph shall be
applied after subparagraphs (A) and (B). "

(B) Subparagraph (B) of section 954(c)(3) of the 1986 Code is
amended by inserting before the period at the end thereof the
following: "or creates (or increases) a deficit which under sec-
tion 952(c) may reduce the subpart F income of the payor or an-
other controlled foreign corporation".

(0) AMENDMENT RELATED TO SECTION 1224 OF THE REFORM A cT.-

Paragraph (2) of section 901(g) of the 1986 Code and section
936(d)(3)(B) of the 1986 Code are each amended by striking out "sec-
tion 957(c)" and inserting in lieu thereof "section 957(c) (as in effect
on the day before the date of the enactment of the Tax Reform Act
of 1986)".

(k) AMENDMENT RELATED TO SECTION 1225 OF THE REFORM

ACT.-Subsection (c) of section 1225 of the Reform Act is amended
by striking out "March 1, 1986" and inserting in lieu thereof "Janu-
ary 1, 1986".



(1) AMENDMENTS RELATED TO SECTION 1226 OF THE REFORM

ACT.-
(1) Subsection (a) of section 246A of the 1986 Code is amended

by striking out the last sentence.
(2)(A) Paragraph (8) of section 245 of the 1986 Code is amend-

ed to read as follows:
"(8) DISALLOWANCE OF FOREIGN TAX CREDIT.-No credit shall

be allowed under section 901 for any taxes paid or accrued (or
treated as paid or accrued) with respect to the United States-
source portion of any dividend received by a coloration from a
qualified 10-percent-owned foreign corporation.

(B) Subsection (a) of section 245 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(10) COORDINATION WITH TREATIES. -If-
"(A) any portion of a dividend received by a corporation

from a qualified 10-percent-owned foreign corporation
would be treated as from sources in the United States
under paragraph (9),

"(B) under a treaty obligation of the United States (ap-
plied without regard to this subsection), such portion would
be treated as arising from sources outside the United
States, and

"(C) the taxpayer chooses the benefits of this paragraph,
this subsection shall not apply to such dividend (but subsections
(a), (b), and (c) of section 904 and sections 902, 907, and 960
shall be applied separately with respect to such portion of such
dividend).'

(3) Subsection (a) of section 245 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(11) COORDINATION WITH SECTION 1248.-For purposes of this
subsection, the term 'dividend' does not include any amount
treated as a dividend under section 1248."

(m) AMENDMENTS RELATED TO SECTION 1228 OF THE REFORM

ACT.-
(1) Subsection (a) of section 1228 of the Reform Act is amend-

ed by striking out "and" at the end of paragraph (3), and by
striking out paragraph (4) and inserting in lieu thereof the fol-
lowing:

"(4) the transfer, sale, exchange, or other disposition is part of
a single integrated plan, whereby the stock of the corporation
described in paragraph (1) becomes owned directly by the 2 cor-
porations specifically referred to in subsection (b) or by such 2
corporations and by 1 or both of their jointly owned direct sub-
sidiaries,

"(5) within 20 days after each transfer, sale, exchange, or
other disposition, the person making such transfer, sale, ex-
change, or other disposition notifies the Internal Revenue Serv-
ice of the transaction, the date of the transaction, the basis of
the stock involved, the holding period for such stock, and such
other information as the Internal Revenue Service may require,
and

"(6) the integrated plan is completed before the date 4 years
after the date of the enactment of the Technical and Miscella-
neous Revenue Act of 1988.



In the case of any underpayment attributable to a failure to meet
any requirement of this subsection, the period during which such
underpayment may be assessed shall in no event expire before the
date 5 years after the date of the enactment of the Technical and
Miscellaneous Revenue Act of 1988."

(2) Subsection (c) of section 1228 of the Reform Act is hereby
repealed.

(n) AMENDMENTS RELATED TO SECTION 1231 OF THE REFORM

ACT.-
(1) Subparagraph (A) of section 1231(g)(2) of the Reform Act is

amended by adding at the end thereof the following new sen-
tence: "In the case of any transfer (or license) which is not to a
foreign person, the preceding sentence shall be applied by substi-
tuting 'August 16, 1986'for 'November 16, 1985'"

(2) Subparagraph (B) of section 1231(g)(2) of the Reform Act is
amended by striking out "was made" and inserting in lieu
thereof ", if any, was made".
(3) Subsection (g) of section 1231 of the Reform Act is amend-

ed by adding at the end thereof the following new paragraph:
"(5) TRANSITIONAL RULE FOR INCREASE IN GROSS INCOME

TEST. -
"(A) IN GENERAL.-If-

"(i) a corporation fails to meet the requirements of
subparagraph (B) of section 936(a)(2) of the Internal
Revenue Code of 1986 (as amended by subsection (d)(1))
for any taxable year beginning in 1987 or 1988,

"(ii) such corporation would have met the require-
ments of such subparagraph (B) if such subparagraph
had been applied without regard to the amendment
made by subsection (d)(1), and

"(iii) 75 percent or more of the gross income of such
corporation for such taxable year (or, in the case of a
taxable year beginning in 1988, for the period consist-
ing of such taxable year and the preceding taxable
year) was derived from the active conduct of a trade or
business within a possession of the United States, such
corporation shall nevertheless be treated as meeting the
requirements of such subparagraph (B) for such taxable
year if it elects to reduce the amount of the qualified
possession source investment income for the taxable
year by the amount of the shortfall determined under
subparagraph (B) of this paragraph.

"(B) DETERMINATION OF SHORTFALL.-The shortfall deter-
mined under this subparagraph for any taxable year is an
amount equal to the excess of-

"(i) 75 percent of the gross income of the corporation
for the 3-year period (or part thereof) referred to in sec-
tion 936(a)(2)(A) of such Code, over

"(ii) the amount of the gross income of such corpora-
tion for such period (or part thereof) which was derived
from the active conduct of a trade or business within a
possession of the United States.

"(C) SPECIAL RULE.-Any income attributable to the in-
vestment of the amount not treated as qualified possession



source investment income under subparagraph (A) shall not
be treated as qualified possession source investment income
for any taxable year."

(4) Subparagraph (B) of section 1231(a)(1) of the Reform Act is
amended by striking out "at the end thereof" and inserting in
lieu thereof "at the end of the material relating to payment of
cost sharing".

(5)(A) Clause (ii) of section 936(d)(4)(A) of the 1986 Code is
amended to read as follows:

"(ii) in accordance with a specific authorization
granted by the Commissioner of Financial Institutions
of Puerto Rico pursuant to regulations issued by such
Commissioner."

(B) Clauses (i) and (ii) of section 936(d)(4)(C) of the 1986 Code
are each amended by striking out "the Secretary of the Treasury
of Puerto Rico" and inserting in lieu thereof "the Commissioner
of Financial Institutions of Puerto Rico".

(o) AMENDMENT RELATED TO SECTION 1234 OF THE REFORM

AcT.-Subsection (d) of section 6039E of the 1986 Code is amended
by adding at the end thereof the following new sentence:
"Nothing in the preceding sentence shall be construed to require the
disclosure of information which is subject to section 245A of the Im-
migration and Nationality Act (as in effect on the date of the enact-
ment of this sentence)."

(p) AMENDMENTS RELATED TO SECTION 1235 OF THE REFORM

ACT.-
(1) Paragraph (1) of section 1291(d) of the 1986 Code is

amended to read as follows:
"(1) IN GENERAL.-This section shall not apply with respect to

any distribution paid by a passive foreign investment company,
or any disposition of stock in a passive foreign investment com-
pany, if such company is a qualified electing fund for each of
its taxable years-

"(A) which begins after December 31, 1986, and for which
such company is a passive foreign investment company, and

"(B) which includes any portion of the taxpayer's holding
period."

(2) Subsection (c) of section 1296 of the 1986 Code is amended
by striking out "owns at least" and inserting in lieu thereof
"owns (directly or indirectly) at least"

(3) Paragraph (3) of section 1291(b) of the 1986 Code is amend-
ed by striking out "and" at the end of subparagraph (D), by
striking out the period at the end of subparagraph (E) and in-
serting in lieu thereof ", and", and by adding at the end thereof
the following new subparagraph:

"(F) proper adjustment shall be made for amounts not in-
cludible in gross income by reason of section 551(d), 959(a),
or 1293(c)."

(4) Paragraph (2) of section 1294(c) of the 1986 Code is amend-
ed- (A) by striking out "is disposed of" in subparagraph (A)

and inserting in lieu thereof "is transferred",



(B) by striking out "such disposition or cessation" each
place it appears and inserting in lieu thereof "such transfer
or cessation " and

(C) by striking out "DISPOSITIONS" in the paragraph
heading and inserting in lieu thereof "TRANSFERS ".

(5) Paragraph (1) of section 1296(b) of the 1986 Code is amend-
ed to read as follows:

"(1) IN GENERAL.-Except as provided in paragraph (2), 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). "

(6)(A) Subsection (f) of section 1291 of the 1986 Code is
amended to read as follows:

"(f) RECOGNITION OF GAIN.-To the extent provided in regula-
tions, in the case of any transfer of stock in a passive foreign invest-
ment company where (but for this subsection) there is not full recog-
nition of gain, the excess (if any) of-

"(1) the fair market value of such stock, over
"(2) 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 any such stock for gain
recognized under the preceding sentence."

(B) Subsection (e) of section 1291 of the 1986 Code is amended
by striking out "Rules similar" and inserting in lieu thereof
"Except to the extent inconsistent with the regulations pre-
scribed under subsection (f), rules similar".

(7)(A) Paragraphs (4) and (5) of section 1291(a) of the 1986
Code are hereby repealed.

(B) Section 1291 of the 1986 Code is amended by adding at
the end thereof the following new subsection:

"(g) COORDINATION 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 investment company-

"(A) the amount of such distribution shall be determined
for purposes of this section with regard to section 78,

"(B) the excess distribution taxes shall be allocated rat-
ably to each day in the taxpayer's holding period for the
stock, and

"(C) to the extent-
"(i) that such excess distribution taxes are allocated

to a taxable year referred to in subsection (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 allocated
to any other taxable year, such taxes shall reduce (sub-
ject to the principles of section 904(d) and not below
zero) the increase in tax determined under subsection
(c)(2) for such taxable year by reason of such distribu-
tion (but such taxes shall not be taken into account
under section 901).

"(2) DEFINITIONS. -For purposes of this subsection-



"(A) CREDITABLE FOREIGN TAXES.-The term 'creditable
foreign taxes' means, with respect to any distribution-

"(i) 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 (1)(C)(ii)).

"(B) EXCESS DISTRIBUTION TAXES.-The term 'excess dis-
tribution 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 distribu-
tion.

"(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."

(8) Section 1294 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

"(g) CROSS REFERENCE.-
"For provisions providing for interest for the period of the extension under

this section, see section 6601. "

(9) Paragraph (2) of section 1291(e) of the 1986 Code is amend-
ed by striking out "not" the second place it appears.

(10)(A) Subsection (a) of section 1297 of the 1986 Code is
amended by redesignating paragraph (4) as paragraph (5) and
by inserting after paragraph (3) the following new paragraph:

"(4) OPTIoNS.-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."

(B) Paragraph (5) of section 1297(a) of the 1986 Code (as redes-
ignated by subparagraph (A)) is amended by striking out "para-
graph (2) or (3)" and inserting in lieu thereof '"paragraph (2),
(3), or (4)".

(11) Paragraph (3) of section 904(d) of the 1986 Code is
amended by adding at the end thereof the following new sub-
paragraph:

"(I) LOOK-THRU APPLIES TO PASSIVE FOREIGN INVESTMENT

COMPANY INCLUSION.-If-

"(i) a passive foreign investment company is a con-
trolled foreign corporation, and

"(ii) the taxpayer is a United States shareholder in
such controlled foreign corporation,

any amount included in gross income under section 1293
shall be treated as income in a separate category to the
extent such amount is attributable to income in such cate-
gory.



(12) Clause (ii) of section 1291(a)(1)(B) of the 1986 Code is
amended to read as follows:

"(ii) any period in the taxpayer's holding period
before the 1st day of the 1st taxable year of the compa-
ny which begins after December 31, 1986, and for
which it was a passive foreign investment company,
and"

(13) Subparagraph (A) of section 1291(b)(2) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence:

"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 (a)(1)(B).

(14) Subparagraph (A) of section 1291(a)(3) of the 1986 Code is
amended by striking out "in the case of an excess distribution"
and inserting in lieu thereof "for purposes of applying this sec-
tion to an excess distribution"

(15) Subsection (b) of section 1293 of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence: "To
the extent provided in regulations, if the fund establishes to the
satisfaction of the Secretary that it uses a shorter period than
the taxable year to determine shareholders' interests in the
earnings of such fund, pro rata shares may be determined by
using such shorter period."

(16) Subparagraph (B) of section 1296(b)(2) of the 1986 Code is
amended by striking out "by a corporation which" and insert-
ing in lieu thereof "by a corporation which is predominantly en-
gaged in an insurance business and which ".

(17) Paragraph (5) of section 1297(b) of the 1986 Code is
amended to read as follows:)

"(5) APPLICATION OF PART WHERE STOCK HELD BY OTHER

ENTITY. -

"(A) IN GENERAL.-Under regulations, in any case in
which a United States person is treated as owning stock in
a passive foreign investment company by reason of subsec-
tion (a)-

"(i) any disposition by the United States person or
the person owning such stock which results in the
United States person being treated as no longer owning
such stock, or

"(ii) any disposition of property in respect of such
stock to the person holding such stock,

shall be treated as a disposition to, the United States
person with respect to the stock in the passive foreign in-
vestment company.

"(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)
and to any amount included in gross income under section
1293(a) (or which would have been so included but for sec-
tion 951(f)) in respect of stock which the taxpayer is treated
as owning under subsection (a)."



(18) Subsection (e) of section 1293 of the 1986 Code is amend-
ed by adding at the end thereof the following new paragraph:

"(3) DETERMINATION OF EARNINGS AND PROFITS.-The earn-

ings and profits of any qualified electing fund shall be deter-
mined without regard to paragraphs (4), (5), and (6) of section
312(n). Under regulations, the preceding sentence shall not
apply to the extent it would increase earnings and profits by an
amount which was previously distributed by the qualified elect-
ing fund."

(19) Subsection (d) of section 1248 of the 1986 Code is amend-
ed by adding at the end thereof the following new paragraph:

"(7) AMOUNTS INCLUDED IN GROSS INCOME UNDER SECTION
1293.-Earnings and profits of the foreign corporation attributa-
ble to any amount previously included in the gross income of
such person under section 1293 with respect to the stock sold or
exchanged, but only to the extent the inclusion of such amount
did not result in an exclusion of an amount under section
1293(c)."

(20) Paragraph (6) of section 1297(b) of the 1986 Code is
amended by striking out "If a" and inserting in lieu thereof
"Except as provided in regulations, if a ".

(21) Section 1246 of the 1986 Code is amended by redesignat-
ing the subsection relating to information with respect to cer-
tain foreign investment companies as subsection (f), by redesig-
nating the subsection relating to coordination with section 1248
as subsection (g), and by redesignating the subsection relating to
cross reference as subsection (h).

(22) Subparagraph (A) of section 1297(b)(3) of the 1986 Code is
amended to read as follows:

"(A) neither such corporation (nor any predecessor) was a
passive foreign investment company for any prior taxable
year, ".

(23) Subsection (c) of section 1293 of the 1986 Code is amend-
ed by striking out "shall be treated as a distribution which is
not a dividend" and inserting in lieu thereof "shall be treated,
for purposes of this chapter, as a distribution which is not a
dividend, except that such distribution shall immediately
reduce earnings and profits".

(24) Subsection (b) of section 1297 of the 1986 Code is amend-
ed by adding at the end thereof the following new paragraph:

"(8) TREATMENT OF CERTAIN FOREIGN CORPORATIONS OWNING

STOCK IN 25-PERCENT OWNED DOMESTIC CORPORATION.-

"(A) IN GENERAL.-If-
"(i) a foreign corporation is subject to the tax im-

posed by section 531 (or waives any benefit under any
treaty which would otherwise prevent the imposition of
such tax), and

"(ii) such foreign corporation owns at least 25 percent
(by value) of the stock of a domestic corporation,

for purposes of determining whether such foreign corporation is
a passive foreign investment company, 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 produc-
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tion of passive income) and any amount included in gross
income with respect to such stock shall not be treated as passive
income.

"(B) QUALIFIED STOCK.-For purposes of subparagraph

(A), the term 'qualified stock' means any stock in a C corpo-

ration which is a domestic corporation and which is not a

regulated investment company or real estate investment
trust. "

(25) Section 1294 of the 1986 Code is amended by adding at

the end thereof the following new subsection:
"(f) TREATMENT OF LOANS TO SHAREHOLDER.-For purposes of

this section and section 129, any loan by a qualified electing fund

(directly or indirectly) to a shareholder of such fund shall be treated

as a distribution to such shareholder.
(26)(A) Paragraph (2) of section 1296(b) of the 1986 Code is

amended by striking out "or" at the end of subparagraph (A),
by striking out the period at the end of subparagraph (B) and

inserting in lieu thereof ", or", and by adding at the end there-
of the following:

"(C) 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(d)(3)) 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.

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)."

(B) The paragraph heading for paragraph (2) of section
1296(b) of the 1986 Code is amended by striking out "ExCEPTION
FOR CERTAIN BANKS AND INSURANCE COMPANIES" and inserting
in lieu thereof "ExCEPTIONS"

(27) Subsection (a) of section 1296 of the 1986 Code is amend-
ed by adding at the end thereof the following new sentences:

"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. "

(28) Paragraph (2) of section 1291(d) of the 1986 Code is
amended by striking out subparagraph (B) and inserting in lieu
thereof the following:

"(B) ADDITIONAL ELECTION FOR SHAREHOLDER OF CON-

TROLLED FOREIGN CORPORATIONS.-
"(i) IN GENERAL. -If-

"(I) a passive foreign investment company be-
comes a qualified electing fund for a taxable year
which begins after December 31, 1986,

"(II) the taxpayer holds stock in such company
on the first day of such taxable year, and

"(III) such company is a controlled foreign corpo-
ration (as defined in section 957(a)),



the taxpayer may elect to include in gross income as a
dividend received on such first day an amount equal to
the portion of the post-1986 earnings and profits of
such company attributable (under regulations pre-
scribed by the Secretary) to the stock in such company
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 subsection (a)(1)(A) only to days during
periods taken into account in determining the post-1986
earnings and profits so attributable.

"(ii) POST-1986 EARNINGS AND PROFITS.-For purposes
of clause (i), the term 'post-1986 earnings and profits'
means earnings and profits which were accumulated in
taxable years of such company beginning after Decem-
ber 31, 1986, and during the period or periods the stock
was held by the taxpayer while the company was a pas-
sive foreign investment company.

"(iii) COORDINATION WITH SECTION 959(e).-For pur-
poses of section 959(e), any amount included in gross
income under this subparagraph shall be treated as in-
cluded in gross income under section 1248(a).

"(C) ADJUSTMENTS.-In the case of any stock to which
subparagraph (A) or (B) applies-

"(i) 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."

(29)(A) Clause (ii) of section 904(d)(2)(A) of the 1986 Code is
amended by striking out "or section 1293" and inserting in lieu
thereof "or, except as provided in subparagraph (E)(iii) or para-
graph (3)(I), section 1293".

(B) Subparagraph (E) of section 904(d)(2) of the 1986 Code is
amended by adding at the end thereof the following new clause:

"(iii) TREATMENT OF INCLUSIONS UNDER SECTION 1293.-If

any foreign corporation is a non-controlled section 902 cor-
poration with respect to the taxpayer, any inclusion under
section 1293 with respect to such corporation shall be treat-
ed as a dividend from such corporation. "

(30) Clause (ii) of section 864(b)(2)(A) of the 1986 Code is
amended by striking out "section 542(c)(7)" and inserting in lieu
thereof "section 542(c)(7), 542(c)(10), ".

(31) Paragraph (1) of section 1291(c) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: "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
interest paid under section 6601 on the due date for the current
year."

(32) Section 1293 of the 1986 Code is amended by adding at
the end thereof the following new subsection:



"(g) OTHER SPECIAL RULES.-

"(1) EXCEPTION FOR CERTAIN INCOME.-For purposes of deter-
mining the amount included in the gross income of any person
under this section, the ordinary earnings and net capital gain
of a qualified electing fund shall not include any item of
income received by such fund if-

"(A) such fund is a controlled foreign corporation (as de-
fined in section 957(a)) and such person is a United States
shareholder (as defined in section 951(b)) in such fund, and

"(B) such person establishes to the satisfaction of the Sec-
retary that-

"(i) such income was subject to an effective rate of
income tax imposed by a foreign country greater than
90 percent of the maximum rate of tax specified in sec-
tion 11, or

"(ii) such income is-
"() from sources within the United States,
"(II) effectively connected with the conduct by

the qualified electing fund of a trade or business
in the United States, and

"(III) not exempt from taxation (or subject to a
reduced rate of tax) pursuant to a treaty obligation
of the United States.

"(2) PREVENTION OF DOUBLE INCLUSION.-The Secretary shall
prescribe such adjustment to the provisions of this section as
may be necessary to prevent the same item of income of a quali-
fied electing fund from being included in the gross income of a
United States person more than once."
(33) Paragraph (3) of section 1291(b) of the 1986 Code (as

amended by paragraph (3)) is amended by striking out "and" at
the end of subparagraph (E), by striking out the period at the
end of subparagraph (F) and inserting in lieu thereof ", and",
and by adding at the end thereof the following new subpara-
graph:

"(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 investment company."

(34) Paragraph (2) of section 1294(c) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: "To the extent provided in regulations, the preceding sen-
tence shall not apply in the case of a transfer in a transaction
with respect to which gain or loss is not recognized (in whole or
in part), and the transferee in such transaction shall succeed to
the treatment under this section of the transferor."
(35) Section 1297 of the 1986 Code is amended by redesignat-

ing subsection (c) as subsection (d) and by inserting after subsec-
tion (b) the following new subsection:

"(C) TREATMENT OF STOCK HELD BY POOLED INCOME FuND.-If

stock in a passive foreign investment company is owned (or treated
as owned under subsection (a)) by a pooled income fund (as defined
in section 642(c)(5)) and no portion of any gain from a disposition of



such stock may be allocated to income under the terms of the gov-
erning instrument of such fund-

"(1) section 1291 shall not apply to any gain on a disposition
of such stock by such fund if (without regard to section 1291) a
deduction would be allowable with respect to such gain under
section 642(c)(3),

"(2) section 1293 shall not apply with respect to such stock,
and

"(3) in determining whether section 1291 applies to any distri-
bution in respect of such stock, subsection (d) of section 1291
shall not apply."

(36) Paragraph (1) of section 1297(b) of the 1986 Code is
amended by striking out "passive foreign investment corpora-
tion" and inserting in lieu thereof '"passive foreign investment
company".

(37)(A) Paragraph (2) of section 1295(b) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: "To the extent provided in regulations, such an election
may be made later than as required by the preceding sentence
in cases where the company failed to make a timely election be-
cause it reasonably believed it was not a passive foreign invest-
ment company."

(B) The period during which an election under section 1295(b)
of the 1986 Code may be made shall in no event expire before
the date 60 days after the date of enactment of this Act.

(q) AMENDMENTS RELATED TO SECTION 1241 OF THE ACT.-

(1)(A) Subparagraph (B) of section 884(b)(2) of the 1986 Code
is amended to read as follows:

"(B) LIMITATION.-
"(i) IN GENERAL.-The increase under subparagraph

(A) for any taxable year shall not exceed the accumu-
lated effectively connected earnings and profits as of
the close of the preceding taxable year.

"(ii) ACCUMULATED EFFECTIVELY CONNECTED EARN-
INGS AND PROFITS.-For purposes of clause (i), the term
'accumulated effectively connected earnings and prof-
its' means the excess of-

"(I) the aggregate effectively connected earnings
and profits for preceding taxable years beginning
after December 31, 1986, over

"(II) the aggregate dividend equivalent amounts
determined for such preceding taxable years. "

(B) For purposes of applying section 884 of the 1986 Code, the
earnings and profits of any corporation shall be determined
without regard to any increase in earnings and profits under
sections 1023(e)(3)(C) and 1021(e)(2)(C) of the Reform Act or aris-
ing from section 823(b)(4)(C) of the 1986 Code.

(2)(A) Paragraph (1) of section 884(e) of the 1986 Code is
amended to read as follows:

"(1) LIMITATION ON TREATY EXEMPTION.-NO treaty between
the United States and a foreign country shall exempt any for-
eign corporation from the tax imposed by subsection (a) (or
reduce the amount thereof) unless-

"(A) such treaty is an income tax treaty, and



"(B) such foreign corporation is a qualified resident of
such foreign country. "

(B) Paragraph (3) of section 884(e) of the 1986 Code is amend-
ed to read as follows:

"(3) COORDINATION WITH WITHHOLDING TAX.-

"(A) IN GENERAL.-If a foreign corporation is subject to

the tax imposed by subsection (a) for any taxable year (de-
termined after the application of any treaty), no tax shall
be imposed by section 871(a), 881(a), 1441, or 1442 on any
dividends paid by such corporation out of its earnings and
profits for such taxable year.

"(B) LIMITATION ON CERTAIN TREATY BENEFITS.-If-
"(i) any dividend described in section 861(a)(2)(B) is

received by a foreign corporation, and
"(ii) subparagraph (A) does not apply to such divi-

dend,
rules similar to the rules of subparagraphs (A) and (B) of
subsection (f)(3) shall apply to such dividend."

(C) Subsection (f) of section 884 of the 1986 Code is amend-
ed-

(i) by striking out the 2nd sentence of paragraph (1), and
(ii) by adding at the end thereof the following new para-

graph:
"(3) COORDINATION WITH TREATIES.-

"(A) PA YOR MUST BE QUALIFIED RESIDENT. -In the case of
any interest described in paragraph (1) which is paid or ac-
crued by a foreign corporation, no benefit under any treaty
between the United States and the foreign country of which
such corporation is a resident shall apply unless-

"(i) such treaty is an income tax treaty, and
"(ii) such foreign corporation is a qualified resident

of such foreign country.
"(B) RECIPIENT MUST BE QUALIFIED RESIDENT.-In the

case of any interest described in paragraph (1) which is re-
ceived or accrued by any corporation, no benefit under any
treaty between the United States and the foreign country of
which such corporation is a resident shall apply unless-

"(i) such treaty is an income tax treaty, and
"(ii) such foreign corporation is a qualified resident

of such foreign country."
(3) Paragraph (1) of section 884(f) of the 1986 Code is amend-

ed-
(A) by striking out "sections 871, 881, 1441, and 1442"

and inserting in lieu thereof "this subtitle", and
(B) by adding at the end thereof the following new sen-

tence:
"To the extent provided in regulations, subparagraph (A) shall
not apply to interest in excess of the amounts reasonably expect-
ed to be deductible under section 882 in computing the effective-
ly connected taxable income of such foreign corporation. "

(4) Paragraph (4) of section 884(e) of the 1986 Code is amend-
ed by redesignating subparagraph (C) as subparagraph (D) and



by inserting after subparagraph (B) the following new subpara-
graph:

"(C) CORPORATIONS OWNED BY PUBLICLY TRADED DOMES-

TIC CORPORATIONS.-A foreign corporation which is a resi-
dent of a foreign country shall be treated as a qualified
resident of such foreign country if-

"(i) such corporation is wholly owned (directly or in-
directly) by a domestic corporation, and

"(ii) the stock of such domestic corporation is primar-
ily and regularly traded on an established securities
market in the United States."

(5) Subparagraph (A) of section 884(e)(4) of the 1986 Code is
amended-

(A) by striking out "more than 50 percent" in clause (i)
and inserting in lieu thereof "50 percent or more", and

(B) by striking out "or the United States" in clause (ii)
and inserting in lieu thereof "or citizens or residents of the
United States".

(6) Subsection (e) of section 884 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(5) EXCEPTION FOR INTERNATIONAL ORGANIZATIONS. -This
section shall not apply to an international organization (as de-
fined in section 7701(a)(18))."

(7) Subparagraph (B) of section 861(a)(2) of the 1986 Code is
amended by striking out "other than under section 884(d)(2)"
each place it appears and inserting in lieu thereof "other than
income described in section 884(d)(2)".

(8) Paragraph (2) of section 26(b) of the 1986 Code is amended
by striking out "and" at the end of subparagraph (J), by strik-
ing out the period at the end of subparagraph (K) and inserting
in lieu thereof ", and", and by adding at the end thereof the
following new subparagraph:

"(L) section 884 (relating to branch profits tax)."
(9) Section 861 of the 1986 Code is amended by adding at the

end thereof the following new subsection:
"(f) CROSS REFERENCE.-

"For treatment of interest paid by the branch of a foreign corporation, see
section 884(f)."

(10) The paragraph (6) of section 906(b) of the 1986 Code
which was added by section 1241(c) of the Reform Act is redes-
ignated as paragraph (7).

(11) Subsection (c) of section 2104 of the 1986 Code is amend-
ed by striking out "section 861(a)(1)(B), section 861(a)(1)(G), or
section 861(a)(1)(H)" and inserting in lieu thereof "subpara-
graph (A), (C), or (D) of section 861(a)(1)".

(12) Subparagraph (A) of section 904(g)(9) of the 1986 Code is
amended by striking out "861(a)(1)(B)" and inserting in lieu
thereof "861(a)(1)(A)".

(13)(A) Paragraph (1) of section 4373 of the 1986 Code is
amended to read as follows:

"(1) EFFECTIVELY CONNECTED ITEMS.-Any amount which is
effectively connected with the conduct of a trade or business
within the United States unless such amount is exempt from



the application of section 882(a) pursuant to a treaty obligation
of the United States."

(B) The amendment made by subparagraph (A) shall apply
with respect to premiums paid after the date 30 days after the
date of the enactment of this Act.

(14) Paragraph (1) of section 884(f) of the 1986 Code is amend-
ed by inserting "(or having gross income treated as effectively
connected with the conduct of a trade or business in the United
States)" after "United States" in the material preceding sub-
paragraph (A) thereof

(15) Section 861(a)(2)(C) of the 1986 Code is amended by strik-
ing out "section 243(d)"and inserting in lieu thereof "section
243(e)"

(r) AMENDMENTS RELATED TO SECTION 1242 OF THE REFORM

ACT.-
(1) Paragraph (7) of section 864(c) of the 1986 Code is amend-

ed to read as follows:
"(7) TREATMENT OF CERTAIN PROPERTY TRANSACTIONS.-For

purposes of this title, if-
"(A) any property ceases to be used or held for use in con-

nection with the conduct of a trade or business within the
United States, and

"(B) such property is disposed of within 10 years after
such cessation,

the determination of whether any income or gain attributable to
such disposition is taxable under section 871(b) or 882 (as the
case may be) shall be made as if such sale or exchange occurred
immediately before such cessation and without regard to the re-
quirement that the taxpayer be engaged in a trade or business
within the United States during the taxable year for which
such income or gain is taken into account."

(2) Paragraph (6) of section 864(c) of the 1986 Code is amend-
ed to read as follows:

"(6) TREATMENT OF CERTAIN DEFERRED PAYMENTS, ETC.-For

purposes of this title, in the case of any income or gain of a
nonresident alien individual or a foreign corporation which-

"(A) is taken into account for any taxable year, but
"(B) is attributable to a sale or exchange of property or

the performance of services (or any other transaction) in
any other taxable year,

the determination of whether such income or gain is taxable
under section 871(b) or 882 (as the case may be) shall be made
as if such income or gain were taken into account in such other
taxable year and without regard to the requirement that the
taxpayer be engaged in a trade or business within the United
States during the taxable year referred to in subparagraph (A)."

(s) AMENDMENTS RELATED TO SECTION 1246 OF THE REFORM

ACT.-
(1)(A) Section 1446 of the 1986 Code is amended to read as

follows:
"SEC. 1446. WITHHOLDING TAX ON FOREIGN PARTNERS' SHARE OF EFFEC-

TI VEL Y CONNECTED INCOME.

"(a) GENERAL RULE.-If-



"(1) a partnership has effectively connected taxable income
for any taxable year, and

"(2) any portion of such income is allocable under section 704
to a foreign partner,

such partnership shall pay a withholding tax under this section at
such time and in such manner as the Secretary shall by regulations
prescribe.

"(b) AMOUNT OF WITHHOLDING TAX.-
"(1) IN GENERAL.-The amount of the withholding tax pay-

able by any partnership under subsection (a) shall be equal to
the applicable percentage of the effectively connected taxable
income of the partnership which is allocable under section 704
to foreign partners.

"(2) APPLICABLE PERCENTAGE.-For purposes of paragraph (1),
the term 'applicable percentage' means-

"(A) the highest rate of tax specified in section 1 in the
case of the portion of the effectively connected taxable
income which is allocable under section 704 to foreign part-
ners who are not corporations, and

"(B) the highest rate of tax specified in section 11(b) in
the case of the portion of the effectively connected taxable
income which is allocable under section 704 to foreign part-
ners which are corporations.

"(C) EFFECTIVELY CONNECTED TAXABLE INCOME.-For purposes of
this section, the term 'effectively connected taxable income' means
the taxable income of the partnership which is effectively connected
(or treated as effectively connected) with the conduct of a trade or
business in the United States computed with the following adjust-
ments:

"(1) Paragraph (1) of section 703(a) shall not apply.
"(2) The partnership shall be allowed a deduction for deple-

tion with respect to oil and gas wells but the amount of such
deduction shall be determined without regard to sections 613
and 613A.

"(3) There shall not be taken into account any item of income,
gain, loss, or deduction to the extent allocable under section 704
to any partner who is not a foreign partner.

"(d) TREATMENT OF FOREIGN PARTNERS.-

"(1) ALLOWANCE OF CREDIT.-Each foreign partner of a part-
nership shall be allowed a credit under section 33 for such part-
ner's share of the withholding tax paid by the partnership
under this section. Such credit shall be allowed for the part-
ner's taxable year in which (or with which) the partnership tax-
able year (for which such tax was paid) ends.

"(2) CREDIT TREATED AS DISTRIBUTED TO PARTNER.-A foreign
partner's share of any withholding tax paid by the partnership
under this section shall be treated as distributed to such part-
ner by such partnership on the last day of the partnership's tax-
able year (for which such tax was paid).

"(e) FOREIGN PARTNER.-For purposes of this section, the term
'foreign partner' means any partner who is not a United States

person.
"(f) REGULATIONS.-The Secretary shall prescribe such regulations

as may be necessary to carry out the purposes of this section, includ-



ing regulations providing for the application of this section in the
case of publicly traded partnerships."

(B) Paragraph (2) of section 6401(b) of the 1986 Code is

amended by striking out the last sentence and inserting in lieu
thereof the following: "The preceding sentence shall not apply

to any credit so allowed by reason of section 1446."
(C) The table of sections for subchapter A of chapter 3 of the

1986 Code is amended by striking out the item relating to sec-
tion 1446 and inserting in lieu thereof the following:

"Sec. 1446. Withholding of tax on foreign partners' share of effectively connected
income.

(D) The amendments made by this paragraph shall apply to

taxable years beginning after December 31, 1987. No amount
shall be required to be deducted and withheld under section
1446 of the 1986 Code (as in effect before the amendment made
by subparagraph (A)).

(2)(A) Subsection (a) of section 872 of the 1986 Code is amend-
ed by striking out "the case of a nonresident alien individual"
and inserting in lieu thereof "the case of a nonresident alien in-
dividual, except where the context clearly indicates otherwise".

(B) Subsection (b) of section 882 of the 1986 Code is amended
by striking out the "the case of a foreign corporation" and in-
serting in lieu thereof "the case of a foreign corporation, except
where the context clearly indicates otherwise".

(t) AMENDMENTS RELATED TO SECTION 1247 OF THE REFORM

ACT.-
(1) Subparagraph (A) of section 892(a)(2) of the 1986 Code is

amended by striking out "or" at the end of clause (i), by strik-
ing out the period at the end of clause (ii) and inserting in lieu
thereof " or", and by adding at the end thereof the following
new clause:

"(iii) derived from the disposition of any interest in a
controlled commercial entity."

(2) Clause (ii) of section 892(a)(2)(A) of the 1986 Code is
amended to read as follows:

"(ii) received by a controlled commercial entity or re-
ceived (directly or indirectly) from a controlled commer-
cial entity."

(3) Subsection (a) of section 892 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(3) TREATMENT AS RESIDENT.-For purposes of this title, a

foreign government shall be treated as a corporate resident of
its country. A foreign government shall be so treated for pur-
poses of any income tax treaty obligation of the United States if
such government grants equivalent treatment to the Govern-
ment of the United States."

(4) Section 893 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

"(C) LIMITATION ON EXCLuSiON.-Subsection (a) shall not apply
to-

"(1) any employee of a controlled commercial entity (as de-
fined in section 892(a)(2)(B)), or



"(2) any employee of a foreign government whose services are
primarily in connection with a commercial activity (whether
within or outside the United States) of the foreign government. "

(u) AMENDMENT RELATED TO SECTION 1249 OF THE REFORM
AcT.-Subsection (d) of section 1503 of the 1986 Code is amended by
adding at the end thereof the following new paragraphs:

"(3) TREATMENT OF LOSSES OF SEPARATE BUSINESS UNITS.-To
the extent provided in regulations, any loss of a separate unit of
a domestic corporation shall be subject to the limitations of this
subsection in the same manner as if such unit were a wholly
owned subsidiary of such corporation.

"(4) INCOME ON ASSETS ACQUIRED AFTER THE LOSS.-The Sec-
retary shall prescribe such regulations as may be necessary or
appropriate to prevent the avoidance of the purposes of this sub-
section by contributing assets to the corporation with the dual
consolidated loss after such loss was sustained. "

(V) AMENDMENTS RELATED TO SECTION 1261 OF THE REFORM

ACT.-
(1)(A) So much of section 986 of the 1986 Code as precedes

subsection (c) thereof is amended to read as follows:
"SEC. 986. DETERMINATION OF FOREIGN TAXES AND FOREIGN CORPORA-

TION'S EARNINGS AND PROFITS.
"(a) FOREIGN TAXES. -

"(1) IN GENERAL.-For purposes of determining the amount of
the foreign tax credit-

"(A) any foreign income 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 foreign income
taxes shall be translated into dollars using-

"(i) 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 taxes, using the exchange rate as of the time of
original payment of such foreign income taxes.

"(2) FOREIGN INCOME TAXES. -For purposes of paragraph (1),
'foreign income taxes' means any income, war profits, or excess
profits taxes paid to any foreign country or to any possession of
the United States.

"(b) EARNINGS AND PROFITS AND DISTRIBUTIONS.- -For purposes of
determining the tax under this subtitle-

"(1) of any shareholder of any foreign corporation, the earn-
ings and profits of such corporation shall be determined in the
corporation's functional currency, and

"(2) in the case of any United States person, the earnings and
profits determined under paragraph (1) (when distributed,
deemed distributed, or otherwise taken into account under this
subtitle) shall (if necessary) be translated into dollars using the
appropriate exchange rate."

(B) Section 987 of the 1986 Code is amended by inserting
"and" at the end of paragraph (2), by striking out ", and" at



the end of paragraph (3) and inserting in lieu thereof a period,
and by striking out paragraph (4).

(C) The table of sections for subpart J of part III of subchap-
ter N of chapter 1 is amended by striking out the item relating
to section 986 and inserting in lieu thereof the following:

"Sec. 986. Determination of foreign taxes and foreign corporation's earnings and prof
its."

(2)(A) Subsection (c) of section 988 of the 1986 Code is amend-
ed by adding at the end thereof the following new paragraph:

"(5) SPECIAL RULES WHERE TAXPAYER TAKES OR MAKES DELIV-

ERY.-If the taxpayer takes or makes delivery in connection
with any section 988 transaction described in paragraph
(1)(B)(iii), any gain or loss (determined as if the taxpayer sold
the contract, option, or instrument on the date on which he took
or made delivery for its fair market value on such date) shall be
recognized in the same manner as if such contract, option, or
instrument were so sold."

(B) The amendment made by subparagraph (A) shall not
apply in any case in which the taxpayer takes or makes delivery
before June 11, 1987.

(3)(A) Subsection (b) of section 988 of the 1986 Code is amend-
ed by adding at the end thereof the following new paragraph:

"(3) SPECIAL RULE FOR CERTAIN CONTRACTS, ETC.-In the case
of any section 988 transaction described in subsection
(c)(1)(B)(iii), any gain or loss from such transaction shall be
treated as foreign currency gain or loss (as the case may be)."

(B) Subclause (II) of section 988(c)(1)(C)(i) of the 1986 Code is
amended to read as follows:

"(II) any gain or loss from such transaction
shall be treated as foreign currency gain or loss (as
the case may be)."

(C) Paragraph (2) of section 988(c) of the 1986 Code is amend-
ed by inserting "or" at the end of subparagraph (A), by striking
out ", or" at the end of subparagraph (B) and inserting in lieu
thereof a period, and by striking out subparagraph (C).

(D) Paragraph (3) of section 988(c) of the 1986 Code is amend-
ed to read as follows:

"(2) PAYMENT DATE.-The term 'payment date' means the
date on which the payment is made or received."

(4) The first sentence of paragraph (1) of section 988(d) is
amended by striking out "this section" and inserting in lieu
thereof "this subtitle".

(5) Subsection (b) of section 989 of the 1986 Code is amend-
ed-

(A) by striking out "951(a)" in paragraph (3) and insert-
ing in lieu thereof "951(a)(1)(A)", and

(B) by adding at the end thereof the following new sen-
tence:

"For purposes of the preceding sentence, any amount included in
income under section 951(a)(1)(B) shall be treated as an actual dis-
tribution made on the last day of the taxable year for which such
amount was so included."



(6) Clause (iii) of section 988(c)(1)(B) of the 1986 Code is
amended to read as follows:

"(iii) Entering into or acquiring any forward con-
tract, futures contract, option, or similar financial in-
strument unless such instrument would be marked to
market under section 1256 if held on the last day of
the taxable year."

(7) Subparagraph (B) of section 988(a)(3) of the 1986 Code is
amended by adding at the end thereof the following new clause:

"(iii) SPECIAL RULE FOR PARTNERSHIPS. -To the extent
provided in regulations, in the case of a partnership, the
determination of residence shall be made at the partner
level."

(8) Clause (i) of section 988(a)(3)(B) of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence: "If
an individual does not have a tax home (as so defined), the resi-
dence of such individual shall be the United States if such in-
dividual is a United States citizen or a resident alien and shall
be a country other than the United States if such individual is
not a United States citizen or a resident alien."

(9) Section 903 of the 1986 Code is amended by striking out
"this subpart" and inserting in lieu thereof "this part".

(W) AMENDMENTS RELATED TO SECTION 1274 OF THE REFORM

ACT.-
(1) Subsection (e) of section 932 of the 1986 Code is amended

to read as follows:
"(e) SPECIAL RULE FOR APPLYING SECTION TO TAX IMPOSED IN

VIRGIN ISLANDS.-In applying this section for purposes of determin-
ing income tax liability incurred to the Virgin Islands, the provi-
sions of this section shall not be affected by the provisions of Feder-
al law referred to in section 934(a)."

(2) Paragraph (4) of section 932(c) of the 1986 Code is amend-
ed to read as follows:

"(4) RESIDENTS OF THE VIRGIN ISLANDS.-In the case of an in-
dividual-

"(A) who is a bona fide resident of the Virgin Islands at
the close of the taxable year,

"(B) who, on his return of income tax to the Virgin Is-
lands, reports income from all sources and identifies the
source of each item shown on such return, and

"(C) who fully pays his tax liability referred to in section
934(a) to the Virgin Islands with respect to such income,

for purposes of calculating income tax liability to the United
States, gross income shall not include any amount included in
gross income on such return, and allocable deductions and cred-
its shall not be taken into account. "

(3) Paragraph (2) of section 932(c) of the 1986 Code is amend-
ed by striking out "his income tax return" and inserting in lieu
thereof "an income tax return".

(4) Subsection (c) of section 1274 of the Reform Act is amend-
ed by striking out "this title" and inserting in lieu thereof "the
Internal Revenue Code of 1986".



(x) AMENDMENT RELATED TO SECTION 1275 OF THE REFORM

AcT.-Section 1444 of the 1986 Code is amended by striking out "(as
modified by section 934A)".

(y) AMENDMENT RELATED TO SECTION 1276 OF THE REFORM

AcT.-Subsection (a) of section 7654 of the 1986 Code is amended by

striking out "an individual to which" and inserting in lieu thereof
"an individual to whom"

(z) AMENDMENT RELATED TO SECTION 1277 OF THE REFORM

ACT.-
(1) Section 1277 of the Reform Act is amended by adding at

the end thereof the following new subsection:
"(f) EXEMPTION FROM WITHHOLDING. -Notwithstanding subsec-

tion (b), the modification of section 884 of the Internal Revenue
Code of 1986 by reason of the amendment to section 881 of such
Code by section 1273(b)(1) of this Act shall apply to taxable years
beginning after December 31, 1986. "

(2) Subsection (e) of section 1277 of the Reform Act is amend-
ed by striking out "The preceding sentence" and inserting in
lieu thereof "Notwithstanding subsection (b), the preceding sen-
tence "

(aa) COORDINATION WITH TREATIES.-

(1) TREATY OBLIGATIONS.-

(A) Subsection (d) of section 7852 of the 1986 Code is
amended to read as follows:

"(d) TREATY OBLIGATIONS-

"(1) IN GENERAL-For purposes of determining the relation-
ship between a provision of a treaty and any law of the United
States affecting revenue, neither the treaty nor the law shall
have preferential status by reason of its being a treaty or law.

"(2) SAVINGS CLAUSE FOR 1954 TREATIES.-No provision of this
title (as in effect without regard to any amendment thereto en-
acted after August 16, 1954) shall apply in any case where its
application would be contrary to any treaty obligation of the
United States in effect on August 16, 1954. "

(B) Section 7852(d)(1) of the 1986 Code, as added by sub-
paragraph (A), shall apply to any taxable period with re-
spect to which the time for assessment of any deficiency has
not expired by reason of any law or rule of law before the
date of the enactment of this Act.

(2) CERTAIN AMENDMENTS TO APPLY NOTWITHSTANDING TREA-

TIES.-The following amendments made by the Reform Act
shall apply notwithstanding any treaty obligation of the United
States in effect on the date of the enactment of the Reform Act:

(A) The amendments made by section 1201 of the Reform
Act.

(B) The amendments made by title VII of the Reform Act
to the extent such amendments relate to the alternative
minimum tax foreign tax credit.

(3) CERTAIN AMENDMENTS NOT TO APPLY TO THE EXTENT IN-

CONSISTENT WITH TREATIES.-The following amendments made
by the Reform Act shall not apply to the extent the application
of such amendments would be contrary to any treaty obligation
of the United States in effect on the date of the enactment of
the Reform Act:



(A) The amendments made by section 1211 of the Reform
Act to the extent-

(i) such amendments apply in the case of an individ-
ual treated as a resident of a foreign country under a
treaty obligation of the United States as so in effect, or

(ii) such amendments relate to income of a nonresi-
dent from the sale or exchange of inventory property
which would otherwise be sourced under section
865(e)(2) of the 1986 Code.

(B) The amendments made by section 1212(a) of the
Reform Act,; except for purposes of determining the amount
of the foreign tax credit.

(C) The amendments made by subsections (b) and (c) of
section 1212 of the Reform Act.

(D) The amendments made by section 1214 of the Reform
Act; except for purposes of determining the amount of the
foreign tax credit.

(E) The amendment made by section 1241(a) of the
Reform Act to the extent that, under a treaty obligation of
the United States, interest described in section 884(f)(1)(A)
of the 1986 Code (as added by such amendment) which is in
excess of amounts deducted would be treated as other than
United States source.

(F) The amendment made by section 1241(b)(2)(A) of the
Reform Act.

(G) The amendment made by section 1241(a) of the
Reform Act to the extent such amendment relates to section
884(f)(1)(B) of the 1986 Code.

(H) The amendments made by section 1242 of the Reform
Act to the extent they relate to paragraph (7) of section
864(c) of the 1986 Code.

(I) The amendment made by section 1247(a) of the Reform
Act.

(J) The amendments made by section 123 of the Reform
Act.

(4) TREATMENT OF TECHNICAL CORRECTIONS.-For purposes of
paragraphs (2) and (3), any amendment made by this title shall
be treated as if it had been included in the provision of the
Reform Act to which such amendment relates.

(5) REPORTING OF CERTAIN TREATY-BASED RETURN POSI-

TIONS. -
(A) Subchapter B of chapter 61 of the 1986 Code is

amended by redesignating section 6114 as section 6115 and
by inserting after section 6113 the following new section:

"SEC. 6114. TREA TY-BASED RETURN POSITIONS.

"(a) IN GENERAL-Each taxpayer who, with respect to any tax
imposed by this title, takes the position that a treaty of the United
States overrules (or otherwise modifies) an internal revenue law of
the United States shall disclose (in such manner as the Secretary
may prescribe) such position-

"(1) on the return of tax for such tax (or any statement at-
tached to such return), or



"(2) if no return of tax is required to be filed, in such form as
the Secretary may prescribe.

"(b) WAIVER AUTHORITY.-The Secretary may by regulations
waive the requirements of subsection (a) with respect to classes of
cases for which the Secretary determines that the waiver will not
impede the assessment and collection of tax."

(B) Part I of subchapter B of chapter 68 of the 1986 Code is
amended by adding at the end thereof the following new sec-
tion:

"SEC. 6712. FAILURE TO DISCLOSE TREATY-BASED RETURN POSITIONS.
"(a) GENERAL RULE.-If a taxpayer fails to meet the requirements

of section 6114, there is hereby imposed a penalty equal to $1,000
($10,000 in the case of a C corporation) on each such failure.

"(b) AUTHORITY TO WAIVE.-The Secretary may waive all or any
part of the penalty provided by this section on a showing by the tax-
payer that there was reasonable cause for the failure and that the
taxpayer acted in good faith.

"(C) PENALTY IN ADDITION TO OTHER PENALTIES.-The penalty im-
posed by this section shall be in addition to any other penalty im-
posed by law. "

(C)(i) The table of sections for subchapter B of chapter 61 of
the 1986 Code is amended by striking out the item relating to
section 6114 and inserting in lieu thereof the following:

"Sec. 6114. Treaty-based return positions.
"Sec. 6115. Cross reference. "

(ii) The table of sections for part I of subchapter B of chapter
68 of the 1986 Code is amended by adding at the end thereof
the following new item:

"Sec. 6712. Failure to disclose treaty-based return positions."
(D) The amendments made by this paragraph shall apply to

taxable periods the due date for filing returns for which (with-
out extension) occurs after December 31, 1988.

(6) Subsection (a) of section 894 of the 1986 Code is amended
to read as follows:

"(a) TREATY PROVISIONS.-
"(1) IN GENERAL.-The provisions of this title shall be applied

to any taxpayer with due regard to any treaty obligation of the
United States which applies to such taxpayer.

"(2) CROSS REFERENCE. -
For relationship between treaties and this title, see section 7852(d)."

(bb) MISCELLANEOUS FOREIGN TECHNICAL CORRECTIONS.-
(1) PROVISIONS RELATING TO FOREIGN PERSONAL HOLDING

COMPANIES.-
(A) Subsection (f) of section 551 of the 1986 Code is

amended-
(i) by amending paragraph (1) to read as follows:

"(1) a foreign partnership or an estate or trust which is a for-
eign estate or trust, or", and

(ii) by striking out the last sentence and inserting in
lieu thereof the following: "In any case to which the
preceding sentence applies, the Secretary may by regula-
tions provide that rules similar to the rules of section
1297(b)(5) shall apply, and provide for such other ad-



justments in the application of this subchapter as may
be necessary to carry out the purposes of this subsec-
tion. "

(B) Subsection (a) of section 551 of the 1986 Code is
amended by striking out "(other than estates or trusts the
gross income of which under this subtitle includes only
income from sources within the United States)" and insert-
ing in lieu thereof "(other than foreign estates or trusts)".

(C) Subsection (c) of section 552 of the 1986 Code is
amended to read as follows:

"(c) LOOK-THRU FOR CERTAIN DIVIDENDS AND INTEREST.-
"(1) IN GENERAL.-For purposes of this part, any related

person dividend or interest shall be treated as foreign personal
holding company income only to the extent such dividend or in-
terest is attributable (determined under rules similar to the
rules of subparagraphs (C) and (D) of section 904(d)(3)) to
income of the related person which would be foreign personal
holding company income.

"(2) RELATED PERSON DIVIDEND OR INTEREST.-For purposes
of paragraph (1), the term 'related person dividend or interest'
means any dividend or interest which-

"(A) is described in subparagraph (A) of section 954(c)(3),
and

"(B) is received from a related person which is not a for-
eign personal holding company (determined without regard
to this subsection)

For purposes of the preceding sentence, the term 'related person'
has the meaning given such term by section 954(d)(3) (deter-
mined by substituting 'foreign personal holding company' for
'controlled foreign corporation' each place it appears). "

(D) The amendments made by this paragraph shall apply
to taxable years of foreign corporations beginning after De-
cember 31, 1986.

(2) TREATMENT OF CERTAIN PAYMENTS OUTSIDE THE UNITED

S TA TES. -

(A) Subparagraph (A) of section 3405(d)(13) of the 1986
Code is amended by striking out "the United States" and
inserting in lieu thereof "the United States and any posses-
sion of the United States *

(B) Clause (i) of section 3405(d)(13)(B) of the 1986 Code is
amended to read as follows:

"(i) a United States citizen or a resident alien of the
United States, or".

(C) The heading of paragraph (13) of section 3405(d) of
the 1986 Code is amended by striking out "UNITED STATES"
and inserting in lieu thereof "UNITED STATES OR ITS POSSES-
SIONS ' .

(D) The amendments made by this paragraph shall apply
to distributions made after the date of the enactment of
this Act.

(3) CLARIFICATION OF DISCLOSURE UNDER CERTAIN AGREE-

MENTS. -



(A) Paragraph (4) of section 6103(k) of the 1986 Code is
amended-

(i) by striking out "or other convention" and insert-
ing in lieu thereof "or other convention or bilateral
agreement", and

(ii) by striking out "such convention" and inserting
in lieu thereof "such convention or bilateral agree-
ment"'.

(B) Subparagraph (A) of section 6103(b)(5) of the 1986
Code is amended by striking out "the Commonwealth of the
Northern Mariana Islands, the Republic of the Marshall
Islands, the Federated States of Micronesia, and the Re-
public of Palau" and inserting in lieu thereof "and the
Commonwealth of the Northern Mariana Islands ".

(C) The amendments made by this paragraph shall take
effect on the date of the enactment of the Tax Reform Act
of 1986.

(4) COORDINATION OF TREATIES WITH SECTION 904(g).-

(A) Subsection (g) of section 904 of the 1986 Code is
amended by redesignating paragraph (10) as paragraph (11)
and by inserting after paragraph (9) the following new
paragraph:

"(10) COORDINATION WITH TREATIES.-

"(A) IN GENERAL.-If-
"(i) any amount derived from a United States-owned

foreign corporation would be treated as derived from
sources within the United States under this subsection
by reason of an item of income of such United States-
owned foreign corporation,

"(ii) under a treaty obligation of the United States
(applied without regard to this subsection and by treat-
ing any amount included in gross income under section
951(a)(1) as a dividend), such amount would be treated
as arising from sources outside the United States, and

"(iii) the taxpayer chooses the benefits of this para-
graph,

this subsection shall not apply to such amount to the extent
attributable to such item of income (but subsections (a), (b),
and (c) of this section and sections 902, 907, and 960 shall
be applied separately with respect to such amount to the
extent so attributable).

"(B) SPECIAL RULE.-Amounts included in gross income
under section 951(a)(1) shall be treated as a dividend under
subparagraph (A)(ii) only if dividends paid by each corpora-
tion (the stock in which is taken into account in determin-
ing whether the shareholder is a United States shareholder
in the United States-owned foreign corporation), if paid to
the United States shareholder, would be treated under a
treaty obligation of the United States as arising from
sources outside the United States (applied without regard
to this subsection)."



(B) The amendment made by subparagraph (A) shall take
effect as if included in the amendment made by section 121
of the Tax Reform Act of 1984.

(5) TREATMENT OF ELECTION UNDER SECTION 338.-
(A) IN GENERAL. -Subsection (h) of section 338 of the

1986 Code is amended by adding at the end thereof the fol-
lowing new paragraph:

"(16) COORDINATION WITH FOREIGN TAX CREDIT PROVISIONS.-

Except as provided in regulations, this section shall not apply
for purposes of determining the source or character of any item
for purposes of subpart A of part III of subchapter N of this
chapter (relating to foreign tax credit). The preceding sentence
shall not apply to any gain to the extent such gain is includible
in gross income as a dividend under section 1248 (determined
without regard to any deemed sale under this section by a for-
eign corporation). "

(B) EFFECTIVE DATE.-The amendment made by subpara-
graph (A) shall apply to qualified stock purchases (as de-
fined in section 338(d)(3) of the 1986 Code) after March 31,
1988, except that, in the case of an election under section
338(h)(10) of the 1986 Code, such amendment shall apply to
qualified stock purchases (as so defined) after June 10,
1987.

(6) TREATMENT OF TAX-EXEMPT SHAREHOLDERS OF A DISC.-
(A) Section 995 of the 1986 Code is amended by adding at

the end thereof the following new subsection:
"(g) TREATMENT OF TAX-EXEMPT SHAREHOLDERS.-If any organi-

zation described in subsection (a)(2) or (b)(2) of section 511 is a
shareholder in a DISC-

"(1) any amount deemed distributed to such shareholder
under subsection (b),

"(2) any actual distribution to such shareholder which under
section 996 is treated as out of accumulated DISC income, and

"(3) any gain which is treated as a dividend under subsection
(c),

shall be treated as derived from the conduct of an unrelated trade
or business (and the modifications of section 512(b) shall not apply).
The rules of the preceding sentence shall apply also for purposes of
determining any such shareholder's DISC-related deferred tax li-
ability under subsection (f)."

(B) The amendment made by subparagraph (A) shall
apply to taxable years beginning after December 31, 1987.

(7) TREATMENT OF CERTAIN AMOUNTS PREVIOUSLY TAXED

UNDER SECTION 1248.-

(A) IN GENERAL.-Subsection (e) of section 959 of the 1986
Code is amended by striking out "such person under" and
inserting in lieu thereof "such person (or, in any case to
which section 1248(e) applies, of the domestic corporation
referred to in section 1248(e)(2)) under"

(B) EFFECTIVE DATE.-The amendment made by subpara-
graph (A) shall apply in the case of transactions to which
section 1248(e) of the 1986 Code applies and which occur
after December 31, 1986.



(8) TREATMENT OF SHARED FSC S. -

(A) IN GENERAL.-Section 927 of the 1986 Code is amend-
ed by adding at the end thereof the following new subsec-
tion:

"(g) TREATMENT OF SHARED FSC's.-
"(1) IN GENERAL.-Except as provided in paragraph (2), each

separate account referred to in paragraph (3) maintained by a
shared FSC shall be treated as a separate corporation for pur-
poses of this subpart.

"(2) CERTAIN REQUIREMENTS APPLIED AT SHARED FSC LEVEL.-

Paragraph (1) shall not apply-
"(A) for purposes of-

"(i) subparagraphs (A), (B), (D), and (E) of section
922(a)(1),

"(ii) paragraph (2) of section 922(a),
"(iii) subsections (b), (c), and (e) of section 924, and
"(iv) subsection (f) of this section, and

"(B) for such other purposes as the Secretary may by regu-
lations prescribed.

"(3) SHARED FSC.-For purposes of this subsection, the term
'shared FSC' means any corporation if-

"(A) such corporation maintains a separate account for
transactions with each shareholder (and persons related to
such shareholder),

"(B) distributions to each shareholder are based on the
amounts in the separate account maintained with respect to
such shareholder, and

"(C) such corporation meets such other requirements as
the Secretary may by regulations prescribe. "

(B) The amendment made by subparagraph (A) shall apply as
if included in the provision of the Tax Reform Act of 1984 to
which it relates.

(9) CLARIFICATION OF DIVIDENDS RECEIVED DEDUCTION FOR

DIVIDENDS FROM A FSC.-
(A) Subsection (c) of section 245 of the 1986 Code is

amended to read as follows:
"(C) CERTAIN DIVIDENDS RECEIVED FROM FSC.-

"(1) IN GENERAL.-In the case of a domestic corporation, there
shall be allowed as a deduction an amount equal to-

"(A) 100 percent of any dividend received from another
corporation which is distributed out of earnings and profits
attributable to foreign trade income for a period during
which such other corporation was a FSC, and

"(B) 70 percent (80 percent in the case of dividends from
a 20-percent owned corporation as defined in section
243(c)(2)) of any dividend received from another corporation
which is distributed out of earnings and profits attributa-
ble to effectively connected income received or accrued by
such other corporation while such other corporation was a
FSC.

"(2) EXCEPTION FOR CERTAIN DIVIDENDS.-Paragraph (1) shall
not apply to any dividend which is distributed out of earnings
and profits attributable to foreign trade income which-



"(A) is section 923(a)(2) nonexempt income (within the
meaning of section 927(d)(6)), or

"(B) would not, but for section 923(a)(4), be treated as
exempt foreign trade income.

"(3) No DEDUCTION UNDER SUBSECTION (a) OR (b).-No deduc-
tion shall be allowable under subsection (a) or (b) with respect
to any dividend which is distributed out of earnings and profits
of a corporation accumulated while such corporation was a
FSC.

"(4) DEFINITIONS. -For purposes of this subsection-
"(A) FOREIGN TRADE INCOME; EXEMPT FOREIGN TRADE

INCOME.-The terms 'foreign trade income' and 'exempt for-
eign trade income' have the respective meanings given such
terms by section 923.

"(B) EFFECTIVELY CONNECTED INCOME.-The term 'effec-
tively connected income' means any income which is effec-
tively connected (or treated as effectively connected) with
the conduct of a trade or business in the United States and
is subject to tax under this chapter. Such term shall not in-
clude any foreign trade income."

(B) The amendment made by subparagraph (A) shall
apply as if included in the provision of the Tax Reform Act
of 1984 to which it relates.

SEC. 1013. AMENDMENTS RELATED TO TITLE XIII OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 1301 OF THE REFORM

ACT.-
(1) Clause (iii) of section 142(d)(4)(B) of the 1986 Code is

amended by striking out "average rent" and inserting in lieu
thereof "average gross rent".

(2) Clause (iii) of section 143(a)(2)(A) of the 1986 Code is
amended by striking out "no bond which is part of such issue
meets" and inserting in lieu thereof "such issue does not meet".
(3) Paragraph (4) of section 143(b) of the 1986 Code is amend-

ed by inserting "is part of an issue which" after "which ".
(4)(A) Clause (ii) of section 144(a)(12)(A) of the 1986 Code is

amended by inserting "(or series of bonds) ' before "issued to
refund ".

(B)(i) Subclause (I) of section 144(a)(12)(A)(ii) of the 1986 Code
is amended to read as follows:

"(I) the average maturity date of the issue of
which the refunding bond is a part is not later
than the average maturity date of the bonds to be
refunded by such issue,"

(ii) Subparagraph (A) of section 144(a)(12) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence:

"For purposes of clause (ii)(I), average maturity shall be de-
termined in accordance with section 147(b)(2)(A)."

(iii) A refunding bond issued before July 1, 1987, shall be
treated as meeting the requirement of subclause (I) of section
144(a)(12)(A)(ii) of the 1986 Code if such bond met the require-
ment of such subclause as in effect before the amendments
made by this subparagraph.



(C) Clause (ii) of section 144(a)(12)(A) of the 1986 Code is
amended by adding "and" at the end of subclause (II), by strik-
ing out subclause (III), and by redesignating subclause (IV) as
subclause (III).

(5) Subparagraph (B) of section 144(b)(1) of the 1986 Code is
amended-

(A) by striking out "to which part B of title IV of the
Higher Education Act of 1965 (relating to guaranteed stu-
dent loans) does not apply", and

(B) by striking out "of such Act" and inserting in lieu
thereof "of the Higher Education Act of 1965", and

(C) by striking out "eligible" and all that follows in such
subparagraph and inserting in lieu thereof the following.:
"eligible. A program shall not be treated as described in
this subparagraph if such program is described in subpara-
graph (A).

A bond shall not be treated as a qualified student loan bond if
the issue of which such bond is a part meets the private busi-
ness tests of paragraphs (1) and (2) of section 141(b) (determined
by treating 501(c)(3) organizations as governmental units with
respect to their activities which do not constitute unrelated
trades or businesses, determined by applying section 513(a))."

(6) Subclause (I) of section 145(b)(2)(B)(ii) of the 1986 Code is
amended by striking out "103(b)" and inserting in lieu thereof
"103(b)(2)"

(7) Clause (i) of section 145(b)(2)(C) of the 1986 Code is amend-
ed by striking out "subparagraph (B)(ii)" and inserting in lieu
thereof "subparagraph (B)".

(8) Paragraph (4) of section 145(b) of the 1986 Code is amend-
ed by striking out "subparagraphs (C) and (D)" and inserting in
lieu thereof "subparagraphs (C), (D), and (E)".

(9) Subparagraph (A) of section 146(f)(5) of the 1986 Code (as
in effect before the amendments made by section 10631 of the
Revenue Act of 1987) is amended to read as follows:

"(A) the purpose of issuing exempt facility bonds de-
scribed in 1 of the paragraphs of section 142(a), ".

(10)(A) Paragraph (1) of section 146(k) of the 1986 Code is
amended by striking out "paragraph (2)" and inserting in lieu
thereof '"paragraphs (2) and (3)".

(B) Subsection (k) of section 146 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(3) TREATMENT OF GOVERNMENTAL BONDS TO WHICH VOLUME
CAP ALLOCATED.-Paragraph (1) shall not apply to any bond to
which volume cap is allocated under section 141(b)(5)-

"(A) for an output facility, or
"(B) for a facility of a type described in paragraph (4), (5),

(6), or (10) of section 142(a),
if the issuer establishes that the State's share of the private
business use (as defined by section 141(b)(6)) of the facility will
equal or exceed the State's share of the volume cap allocated
with respect to bonds issued to finance the facility. "

(11) Subsection (e) of section 147 of the 1986 Code is amended
by striking out "treated as".



(12) Subsection (f) of section 147 of the 1986 Code (relating to
public approval requirement for private activity bonds) is
amended by adding at the end thereof the following new para-
graph:

"(4) SPECIAL RULES FOR SCHOLARSHIP FUNDING BOND ISSUES

AND VOLUNTEER FIRE DEPARTMENT BOND ISSUES. -
"(A) SCHOLARSHIP FUNDING BONDS.-In the case of a

qualified scholarship funding bond, any governmental unit
which made a request described in section 150(d)(2)(B) with
respect to the issuer of such bond shall be treated for pur-
poses of paragraph (2) of this subsection as the governmen-
tal unit on behalf of which such bond was issued. Where
more than one governmental unit within a State has made
a request described in section 150(d)(2)(B), the State may
also be treated for purposes of paragraph (2) of this subsec-
tion as the governmental unit on behalf of which such
bond was issued.

"(B) VOLUNTEER FIRE DEPARTMENT BONDS.-In the case
of a bond of a volunteer fire department which meets the
requirements of section 150(e), the political subdivision
described in section 150(e)(2)(B) with respect to such depart-
ment shall be treated for purposes of paragraph (2) of this
subsection as the governmental unit on behalf of which
such bond was issued. "

(13)(A) Paragraph (1) of section 147(g) of the 1986 Code (relat-
ing to restriction on issuance costs financed by issue) is amend-
ed by striking out "aggregate face amount of the issue" and in-
serting in lieu thereof "proceeds of the issue

(B) Paragraph (2) of section 147(g) of the 1986 Code is amend-
ed by striking out "aggregate authorized face amount of the
issue does not" and inserting in lieu thereof '"proceeds of the
issue do not".
(C) The amendments made by this paragraph shall apply to

bonds issued after June 30, 1987.
(14) Paragraph (2) of section 148(d) of the 1986 Code (relating

to special rules for reasonably required reserve or replacement
fund) is amended by striking out "any fund described in para-
graph (1)" and inserting in lieu thereof "any reserve or replace-
ment fund".

(15) Paragraph (3) of section 148(f) of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence: "A
series of issues which are redeemed during a 6-month period (or
such longer period as the Secretary may prescribe) shall be
treated (at the election of the issuer) as I issue for purposes of
the preceding sentence if no bond which is part of any issue in
such series has a maturity of more than 270 days or is a private
activity bond."

(16)(A) Subclause (I) of section 148(f)(4)(B)(iii) of the 1986 Code
(relating to safe harbor for determining when proceeds of tax or
revenue anticipation bonds are expended) is amended by strik-
ing out "aggregate face amount of such issue" and inserting in
lieu thereof '"proceeds of such issue".

(B) The amendment made by subparagraph (A) shall apply to
bonds issued after June 30, 1987.



(17)(A) Subparagraph (C) of section 148(f)(4) of the 1986 Code
is amended-

(i) by striking out the heading and inserting in lieu there-
of."

"(C) EXCEPTION FOR GOVERNMENTAL UNITS ISSUING

$5,000,000 OR LESS OF BONDS.-
"(i) IN GENERAL.- ",

(ii) by redesignating clauses i) through (iv) as subclauses
(I) through (IV), respectively, and moving the margins of
such subclauses 2 ems to the right, and

(iii) by striking out the last sentence and inserting in lieu
thereof the following new clauses:

"(ii) AGGREGATION OF ISSUERS.-For purposes of sub-
clause (IV) of clause (i)-"(I) an issuer and all entities which issue bonds

on behalf of such issuer shall be treated as 1
issuer,

"(II) all bonds issued by a subordinate entity
shall, for purposes of applying such subclause to
each other entity to which such entity is subordi-
nate, be treated as issued by such other entity, and

"(III) an entity formed (or, to the extent provided
by the Secretary, availed of) to avoid the purposes
of such subclause (IV) and all other entities bene-
fiting thereby shall be treated as 1 issuer.

"(iii) CERTAIN REFUNDING BONDS NOT TAKEN INTO AC-

COUNT IN DETERMINING SMALL ISSUER STATUS.-There

shall not be taken into account under subclause (IV) of
clause (i) any bond issued to refund (other than to ad-
vance refund) any bond to the extent the amount of the
refunding bond does not exceed the outstanding
amount of the refunded bond.

"(iv) CERTAIN ISSUES ISSUED BY SUBORDINATE GOV-

ERNMENTAL UNITS, ETC., EXEMPT FROM REBATE RE-

QUIREMENT.-An issue issued by a subordinate entity of
a governmental unit with general taxing powers shall
be treated as described in clause (i)(I) if the aggregate
face amount of such issue does not exceed the lesser
of-

"(I) $5,000,000, or
"(II) the amount which, when added to the ag-

gregate face amount of other issues issued by such
entity, does not exceed the portion of the $5,000,000
limitation under clause (i)(IV) which such govern-
mental unit allocates to such entity.

For purposes of the preceding sentence, an entity which
issues bonds on behalf of a governmental unit with
general taxing powers shall be treated as a subordinate
entity of such unit. An allocation shall be taken into
account under subclause (II) only if it is irrevocable
and made before the issuance date of such issue and
only to the extent that the limitation so allocated bears
a reasonable relationship to the benefits received by



such governmental unit from issues issued by such
entity.

"(v) DETERMINATION OF WHETHER REFUNDING BONDS

ELIGIBLE FOR EXCEPTION FROM REBATE REQUIRE-

MENT.-If any portion of an issue is issued to refund
other bonds, such portion shall be treated as a separate
issue which does not meet the requirements of para-
graphs (2) and (3) by reason of this subparagraph
unless-

"(I) the aggregate face amount of such issue does
not exceed $5,000,000,

"(II) each refunded bond was issued as part of
an issue which was treated as meeting the require-
ments of paragraphs (2) and (3) by reason of this
subparagraph,

"(III) the average maturity date of the refunding
bonds issued as part of such issue is not later than
the average maturity date of the bonds to be re-
funded by such issue, and

"(IV) no refunding bond has a maturity date
which is later than the date which is 30 years
after the date the original bond was issued.

Subclause (III) shall not apply if the average maturity
of the issue of which the original bond was a part (and
of the issue of which the bonds to be refunded are a
part) is 3 years or less. For purposes of this clause, av-
erage maturity shall be determined in accordance with
section 14 7(b)(2)(A).

"(vi) REFUNDINGS OF BONDS ISSUED UNDER LAW

PRIOR TO TAX REFORM ACT OF 1986.-If section 141(a)
did not apply to any refunded bond, the issue of which
such refunded bond was a part shall be treated as
meeting the requirements of subclause (II) of clause (v)
if-

"(I) such issue was issued by a governmental
unit with general taxing powers,

"(II) no bond issued as part of such issue was an
industrial development bond (as defined in section
103(b)(2), but without regard to subparagraph (B)
of section 103(b)(3)) or a private loan bond (as de-
fined in section 103(o)(2)(A), but without regard to
any exception from such definition other than sec-
tion 103(o)(2)(C)), and

"(III) the aggregate face amount of all tax-
exempt bonds (other than bonds described in sub-
clause (II)) issued by such unit during the calendar
year in which such issue was issued did not exceed
$5,000,000.

References in subclause (II) to section 103 shall be to
such section as in effect on the day before the date of
the enactment of the Tax Reform Act of 1986. Rules
similar to the rules of clauses (ii) and (iii) shall apply
for purposes of subclause (III). For purposes of sub-
clause (II) of clause (i), bonds described in subclause



(II) of this clause to which section 141(a) does not apply
shall not be treated as private activity bonds."

(B) Subclause (IV) of section 148(f)(4)(C)(i) of the 1986 Code (as
redesignated by subparagraph (A)) is amended by striking out
"(and all subordinate entities thereof)".

(C)(i) Except as provided in clause (ii), the amendments made
by this paragraph shall apply to bonds issued after June 30,
1987.

(ii) At the election of an issuer (made at such time and in
such manner as the Secretary of the Treasury or his delegate
may prescribe), the amendments made by this paragraph shall
apply to such issuer as if included in the amendments made by
section 1301(a) of the Tax Reform Act of 1986.

(18) Clause (i) of section 148(f)(4)(D) of the 1986 Code is
amended-

(A) by inserting "for a program" before "described in sec-
tion 144(b)(1)(A)",

(B) by striking out "such a program" and inserting in
lieu thereof "such program", and

(C) by adding at the end thereof the following: "Amounts
designated as interest on student loans shall not be taken
into account in determining whether the issuer is reim-
bursed for such costs. Except as otherwise hereafter provid-
ed in regulations prescribed by the Secretary, costs de-
scribed in subclause (I) paid from amounts earned as de-
scribed in the first sentence of this clause may also be
taken into account in determining the yield on the student
loans under a program described in section 144(b)(1)(A). "

(19) Subparagraph (B) of section 148(f)(7) of the 1986 Code is
amended by striking out "due to reasonable cause and not" and
inserting in lieu thereof "not due".

(20) Clause (iii) of section 149(b)(3)(A) of the 1986 Code is
amended by striking out "with respect to any bond issued before
July 1, 1989".

(21) Subparagraph (A) of section 149(b)(4) of the 1986 Code is
amended by striking out "a qualified student loan bond, and a
qualified redevelopment bond" and inserting in lieu thereof
"and a qualified student loan bond".

(22) Paragraph (3) of section 149(e) of the 1986 Code (relating
to information reporting) is amended by striking out "there is
reasonable cause for the failure to file such statement in a
timely fashion" and inserting in lieu thereof "the failure to file
in a timely fashion is not due to willful neglect".

(23)(A) Subparagraph (B) of section 150(b)(4) of the 1986 Code
(relating to change in use of facilities financed with tax-exempt
private activity bonds) is amended by inserting before the period
"or a qualified small issue bond".

(B) The heading for paragraph (4) of section 150(b) of the 1986
Code is amended by inserting "AND SMALL ISSUE BONDS" after
"EXEMPT FACILITY BONDS".

(C) Subparagraph (A) of section 150(b)(1) of the 1986 Code is
amended by inserting "tax-exempt" before "qualified mortgage
bond ".



(24)(A) Subsection (e) of section 150 of the 1986 Code is
amended by adding at the end thereof the following new para-
graph:

"(3) TREATMENT AS PRIVATE ACTIVITY BONDS ONLY FOR CER-

TAIN PURPOSES.-Bonds which are part of an issue which meets
the requirements of paragraph (1) shall not be treated as private
activity bonds except for purposes of sections 147(f) and 149(d)."

(B) The amendment made by subparagraph (A) shall apply to
bonds issued after October 21, 1988.

(25) Clause (ii) of section 1301(f)(2)(C) of the Reform Act is
amended to read as follows:

"(ii) Clause (ii) of section 25(c)(2)(A) is amended by strik-
ing out all that follows 'an amount of' and inserting in
lieu thereof 'private activity bonds which it may otherwise
issue during such calendar year under section 146, '. "

(26) Subsection (h) of section 25 of the 1986 Code (relating to
credit for interest on certain home mortgages) is amended by
striking out "1987" and inserting in lieu thereof "1988".

(27) The date contained in section 143(a)(1)(B) of the 1986
Code shall be treated as contained in section 103A(c)(1)(B) of the
Internal Revenue Code of 1954, as in effect on the day before
the date of the enactment of the Reform Act, for purposes of
any bond issued to refund a bond to which such 103A(c)(1) ap-
plies.

(28)(A) Subparagraph (A) of section 146(i)(2) of the 1986 Code
is amended to read as follows:

"(A) the average maturity date of the qualified student
loan bonds to be refunded by the issue of which the refund-
ing bond is apart, or".

(B) Subparagraph (A) of section 146(i)(3) of the 1986 Code is
amended to read as follows:

"(A) the average maturity date of the qualified mortgage
bonds to be refunded by the issue of which the refunding
bond is a part, or".

(C) Subsection (i) of section 146 of the 1986 Code is amended
by redesignating paragraph (4) as paragraph (5) and by insert-
ing after paragraph (3) the following new paragraph:

"(4) AVERAGE MATURITY.-For purposes of paragraphs (2) and
(3), average maturity shall be determined in accordance with
section 147(b)(2)(A). "

(29) Subparagraph (D) of section 147(f)(2) of the 1986 Code is
amended by striking out 'the maturity date and all that fol-
lows and inserting in lieu thereof "the average maturity date of
the issue of which the refunding bond is a part is later than the
average maturity date of the bonds to be refunded by such issue.
For purposes of the preceding sentence, average maturity shall
be determined in accordance with subsection (b)(2)(A)."
(30) Subparagraph (A) of section 150(b)(1) of the 1986 Code is

amended by inserting before the period "and before the date
such residence is again the principal residence of at least I of
the mortgagors who received such financing"

(31) Subparagraph (A) of section 150(b)(2) of the 1986 Code is
amended by striking out "described paragraph" and inserting
in lieu thereof "described in paragraph ".



(32) Paragraph (2) of section 150(b) of the 1986 Code is amend-
ed by adding at the end thereof the following: "If the provisions
of prior law corresponding to section 142(d) apply to a refunded
bond, such provisions shall apply (in lieu of section 142(d)) to
the refunding bond."

(33) Subsection (b) of section 150 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(6) SMALL ISSUE BONDS WHICH EXCEED CAPITAL EXPENDITURE

LIMITATION.-In the case of any financing provided from the
proceeds of any bond which, when issued, purported to be a
qualified small issue bond, no deduction shall be allowed
under this chapter for interest on such financing which accrues
during the period such bond is not a qualified small issue
bond."

(34)(A) Paragraph (7) of section 103(c) of the Internal Revenue
Code of 1954 (as in effect on the day before the date of the en-
actment of the Tax Reform Act of 1986) is amended by striking
out "necessary" and inserting in lieu thereof "necessary".

(B) Subparagraph (A) shall apply to obligations sold after
May 2, 1978, and to which Treasury regulation section 1.103-13
(1979) was provided to apply.

(35) VALIDATION OF SINKING FUND REGULATIONS.-
(A) Treasury Regulation section 1.103-13(g) (1979) is

hereby enacted into positive law.
(B)(i) Except as provided in clause (ii), subparagraph (A)

shall apply to obligations sold after May 2, 1978, and to
which such regulation was provided to apply.

(ii) Treasury Regulation section 1.103-13(g) (1979) as en-
acted into positive law by subparagraph (A) shall cease to
apply to the extent hereafter modified by the Secretary of
the Treasury or his delegate by regulations.

(36) Clause (i) of section 147(f)(2)(E) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence:

"If the office of any elected official described in sub-
clause (I) is vacated and an individual is appointed by
the chief elected executive officer of the governmental
unit and confirmed by the elected legislative body of
such unit (if any) to serve the remaining term of the
elected official, the individual so appointed shall be
treated as the elected official for such remaining
term. "

(37) The table of sections for part III of subchapter B of chap-
ter 1 of the 1986 Code is amended by striking out the items re-
lating to sections 103 and 103A and inserting in lieu thereof the
following new item:

"Sec. 103. Interest on State and local bonds."

(38) Subparagraph (B) of section 141(b)(5) of the 1986 Code is
amended by striking out "which would cause bond" and insert-
ing in lieu thereof "which would cause a bond".

(39) Clause (ii) of section 142(b)(1)(B) of the 1986 Code is
amended by striking out "(as defined in 168(i)(3))" and inserting
in lieu thereof "(as defined in section 168(i)(3))".



(40) Subparagraph (B) of section 146(d)(4) of the 1986 Code is
amended by striking out "with respect a possession" and insert-
ing in lieu thereof "with respect to a possession ".

(41) Clause (ii) of section 48(l)(11)(A) of the 1986 Code is
amended by striking out "an industrial development bond
(within the meaning of section 103(b)(2))" and inserting in lieu
thereof "a private activity bond (within the meaning of section
141)".

(42) Subsection (a) of section 7478 of the 1986 Code is amend-
ed-

(A) by striking out "whether prospective obligations are
described in section 103(a)" in paragraph (1) and inserting
in lieu thereof "whether interest on prospective obligations
will be excludable from gross income under section 103(a)",
and

(B) by striking out "whether such prospective obligations
are described in section 103(a)" and inserting in lieu there-
of "whether interest on such prospective obligations will be
excludable from gross income under section 103(a)".

(43)(A) Subsection (b) of section 148 of the 1986 Code (defining
higher yielding investments) is amended by adding at the end
thereof the following new paragraph:

"() ALTERNATIVE MINIMUM TAX BONDS TREATED AS INVEST-
MENT PROPERTY IN CERTAIN CASES.-

"(A) IN GENERAL.-Except as provided in subparagraph
(B), the term 'investment property' does not include any tax-
exempt bond.

"(B) EXCEPTION.-With respect to an issue other than an
issue a part of which is a specified private activity bond (as
defined in section 57(a)(5)(C)), the term 'investment property'
includes a specified private activity bond (as so defined)."

(B) Paragraph (2) of section 148(b) of the 1986 Code (defining
investment property) is amended by striking the last sentence.

(C) The amendments made by this paragraph shall apply to
obligations issued after March 31, 1988.

(44) Subparagraph (B) of section 46(c)(5) of the 1986 Code is
amended-

(A) by striking out "INDUSTRIAL DEVELOPMENT BONDS" in
the heading and inserting in lieu thereof "PRIVATE ACTIVI-
TY BONDS", and

(B) by striking "an industrial development bond (within
the meaning of section 103(b)(2))" and inserting in lieu
thereof "a private activity bond (within the meaning of sec-
tion 141)".

(b) AMENDMENTS RELATED TO SECTION 1311 OF THE REFORM

ACT.-
(1) Section 1311 of the Reform Act is amended by redesignat-

ing subsection (d) as subsection (f), and by inserting after sub-
section (c) the following new subsections:

"(d) PUBLIC APPROVAL AND INFORMATION REPORTING. -Sections
147(f) and 149(e) of the 1986 Code shall apply to bonds issued after
December 31, 1986.



"(e) REBATE REQUIREMENT FOR QUALIFIED SCHOLARSHIP FUNDING

BONDS.-Section 150(d) of the 1986 Code shall apply to payments
made after August 15, 1986. "

(2) Paragraph (2) of section 1311(b) of the Reform Act (relat-
ing to effective date for section 1301(f)) is amended by inserting
"with respect to non-issued bond amounts elected" after
"issued".

(c) AMENDMENTS RELATED TO SECTION 1313 OF THE REFORM

ACT.-
(1) Clause (i) of section 1313(a)(1)(B) of the Reform Act is

amended by striking out "the proceeds" and inserting in lieu
thereof "the net proceeds ".

(2)(A) Subparagraph (C) of section 1313(a)(3) of the Reform
Act is amended by striking out "section 148" and inserting in
lieu thereof "sections 143(g) and 148".

(B) The amendment made by subparagraph (A) shall apply to
bonds issued after June 30, 1987.

(3) Subparagraph (E) of section 1313(a)(3) of the Reform Act is
amended by striking out "of such Code".

(4) Paragraph (3) of section 1313(a) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: "In the case of a refunding bond described in paragraph
(1) with respect to a qualified bond described in paragraph
(2)(B), the requirements of section 1312(b)(1) which applied to
such qualified bond shall be treated as specified in this para-
graph with respect to such refunding bond. "

(5) Subparagraph (A) of section 1313(a)(4) of the Reform Act is
amended by inserting "and by substituting 'September 1, 1986'
for 'August 16, 1986' "before the comma at the end thereof

(6) Paragraph (2) of section 1313(b) of the Reform Act is
amended by adding at the end thereof "For purposes of the pre-
ceding sentence, the determination of whether a bond is de-
scribed in such subsection (o)(2)(A) shall be made without
regard to any exception other than section 103(o)(2)(C) of such
Code."

(7) Subparagraph (F) of section 1313(b)(3) of the Reform Act is
amended by striking out "of such Code".

(8) Paragraph (3) of section 1313(b) of the Reform Act is
amended by adding after subparagraph (F) the following new
subparagraph:

"(G) Except as provided in the last sentence of subsection
(c)(2) of this section, the requirements of section 145(b) (re-
lating to $150,000,000 limitation on bonds other than hos-
pital bonds)."

(9) Paragraph (5) of section 1313(b) of the Reform Act is
amended by striking out "are to be" and inserting in lieu there-
of "are or will be".

(10)(A) The heading for subsection (c) of section 1313 of the
Reform Act is amended by striking out "CURRENT" and insert-
ing in lieu thereof "CERTAIN"'

(B) Paragraph (1) of section 1313(c) of the Reform Act is
amended-

(i) by striking out "apply to any bond" and inserting in
lieu thereof "apply to any bond (or series of bonds)" and



(ii) by striking out "law do not" and inserting in lieu
thereof "law did not".

(11)(A) Subparagraph (A) of section 1313(c)(1) of the Reform
Act is amended to read as follows:

"(A) the average maturity date of the issue of which the
refunding bond is a part is not later than the averae ma-
turity date of the bonds to be refunded by such issue,

(B) Paragraph (1) of section 1313(c) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence:
"For purposes of subparagraph (A), average maturity shall be
determined in accordance with section 147(b)(2)(A) of the 1986
Code."

(C) Paragraph (1) of section 1313(c) of the Reform Act is
amended by adding "and" at the end of subparagraph (B), by
striking out subparagraph (C), and by redesignating subpara-
graph (D) as subparagraph (C).

(D) Subparagraph (B) of section 1313(c)(2) of the Reform Act
is amended by striking out "and (D)" and inserting in lieu
thereof "and (C)".

(E) A refunding bond issued before July 1, 1987, shall be
treated as meeting the requirement of subparagraph (A) of sec-
tion 1313(c)(1) of the Reform Act if such bond met the require-
ment of such subparagraph as in effect before the amendments
made by this paragraph.

(12)(A) Subparagraph (N) of section 103(b)(6) of the Internal
Revenue Code of 1954, as in effect on the day before the date of
the enactment of the Reform Act (relating to termination dates),
is amended by redesignating clauses (ii) and (iii) as clauses (iii)
and (iv), respectively, and by striking out clause (i) and insert-
ing in lieu thereof the following new clauses:

"(i) IN GENERAL.-Except as provided in clause (ii),
this paragraph shall not apply to any obligation issued
after December 31, 1986.

"(ii) CERTAIN REFUNDINGS.- This paragraph shall
apply to any obligation (or series of obligations) issued
to refund an obligation issued on or before December
31, 1986, if-

"(I) the average maturity date of the issue of
which the refunding obligation is a part is not
later than the average maturity date of the obliga-
tions to be refunded by such issue,

"(II) the amount of the refunding obligation does
not exceed the outstanding amount of the refunded
obligation, and

"(III) the proceeds of the refunding obligation
are used to redeem the refunded obligation not
later than 90 days after the date of the issuance of
the refunding obligation.

For purposes of subclause (I), average maturity shall be
determined in accordance with subsection (b)(14)(B)(i). "

(B) The date applicable under section 144(a)(12)(B) of the 1986
Code shall be treated as contained in section 103(b)(6)(N)(iii) of
the Internal Revenue Code of 1954, as in effect on the day



before the date of the enactment of the Reform Act, for purposes
of any bond issued to refund a bond to which such section
103(b)(6)(N)(iii) applies.

(13) Paragraph (2) of section 1313(c) of the Reform Act is
amended-

(A) by striking out "apply to any bond" and inserting in
lieu thereof "apply to any bond (or series of bonds)",

(B) by striking out "subsection does not 'and inserting in
lieu thereof "subsection did not", and

(C) by striking out "the proceeds" in subparagraph (A)(i)
and inserting in lieu thereof "the net proceeds ".

(14)(A) Section 1313 of the Reform Act is amended by adding
at the end thereof the following new subsection:

"(d) MORTGAGE AND STUDENT LOAN TARGETING RULES To APPLY

TO LOANS MADE MORE THAN 3 YEARS AFTER THE DATE OF THE

ORIGINAL ISSuE.-Subsections (a)(3) and (b)(3) shall be treated as in-
cluding the requirements of subsections (e) and (f) of section 143 and
paragraphs (3) and (4) of section 144(b) of the 1986 Code with respect
to bonds the proceeds of which are used to finance loans made more
than 3 years after the date of the issuance of the original bond."

(B) The amendment made by subparagraph (A) shall apply
with respect to refunding bonds issued after October 16, 1987.

(15) A bond issued to refund an obligation described in sec-
tion 103(o)(3) of the Internal Revenue Code of 1954 (as in effect
on the day before the date of the enactment of the Tax Reform
Act of 1986) shall not be treated as described in section 144(b) of
the 1986 Code unless it is described in section 144(b)(1)(A) of the
1986 Code.

(d) AMENDMENTS RELATED TO SECTION 1314 OF THE REFORM

ACT.-
(1) Subsection (a) of section 1314 of the Reform Act is amend-

ed by adding at the end thereof the following: "The preceding
sentence shall not apply to the first advance refunding after
September 25, 1985, of a bond issued before September 26,
1985."

(2) Subsection (f) of section 1314 of the Reform Act is amend-
ed by striking out "December" and inserting in lieu thereof
"August"
(3) Section 1314 of the Reform Act is amended by redesignat-

ing subsection (g) as subsection (i) and by inserting after subsec-
tion (f) the following new subsections:

"(g) TERMINATION OF MORTGAGE BOND POLICY STATEMENT RE-

QUIREMENT. -Paragraph (5) of section 103A0) of the 1954 Code (re-
lating to policy statement) shall not apply to any bond issued after
August 15, 1986, and shall not apply to nonissued bond amounts
elected under section 25 of the 1986 Code after such date.

"(h) ARBITRAGE RESTRICTION ON INVESTMENTS IN INVESTMENT-

TYPE PROPERTY.-In the case of a bond issued before August 16,
1986 (September 1, 1986 in the case of a bond described in section
1312(c)(2)), section 103(c) of the 1954 Code shall be applied by treat-
ing the reference to securities in paragraph (2) thereof as including
a reference to investment-type property but only for purposes of de-
termining whether any bond issued after October 16, 1987, to ad-
vance refund such bond (or a bond which is part of a series of re-



fundings of such bond) is an arbitrage bond (within the meaning of
section 148(a) of the 1986 Code)."

(e) AMENDMENTS RELATED TO SECTION 1315 OF THE REFORM

ACT.-
(1) Subsection (c) of section 1315 of the Reform Act is amend-

ed-
(A) by inserting "for calendar year 1986" after "1954

Code" each place it appears,
(B) by striking out "before August 16" each place it ap-

pears and inserting in lieu thereof "on August 15" and
(C) by adding at the end thereof the following new sen-

tence:
"The preceding sentence shall not apply to the extent section
1313(b)(5) treats any bond as a private activity bond for purposes of
section 146 of the 1986 Code."

(2)(A) Subsection (e) of section 1315 of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: "The preceding sentence shall not apply to any bond
which (if issued on August 15, 1986) would have been an indus-
trial development bond (as defined in section 103(b)(2) of the
1954 Code)."

(B) The amendment made by subparagraph (A) shall apply to
bonds issued after June 10, 1987.

(f) AMENDMENTS RELATED TO SECTION 1316 OF THE REFORM

ACT.-
(1)(A) Subsections (a)(1), (b)(1), (c)(1), and (f)(1) of section 1316

of the Reform Act are each amended by inserting "and as
having a carryforward purpose described in section 146(f)(5) of
such Code" after "the 1986 Code ".

(B) The amendment made by subparagraph (A) shall apply
only with respect to carryforwards of volume cap for years after
1986.

(2) Subsection (c) of section 1316 of the Reform Act is amend-
ed by adding at the end thereof the following new paragraph:

"(4) APPLICATION OF SECTION 147(b).-A bond to which this
subsection applies (other than a refunding bond) shall be treat-
ed as meeting the requirements of section 147(b) of the 1986
Code if the average maturity (determined in accordance with
section 147(b)(2)(A) of such Code) of the issue of which such
bond is a part does not exceed 20 years. A bond issued to refund
(or which is part of a series of bonds issued to refund) a bond
described in the preceding sentence shall be treated as meeting
the requirements of such section if the refunding bond has a
maturity date not later than the date which is 20 years after
the date on which the original bond was issued."

(3) Paragraph (1) of section 1316(e) of the Reform Act is
amended-

(A) by inserting "(and section 103(h)(2)(B)(ii) of the 1954
Code)" after "1986 Code" the first place it appears, and

(B) by inserting "(and section 103(b)(16) of the 1954
Code)" after "1986 Code" in the last sentence.

(4) Paragraph (2) of section 1316(g) of the Reform Act is
amended-



(A) by striking out "described in the paragraph (3)" in
subparagraph (A) and inserting in lieu thereof "issued to
provide a facility described in paragraph (3)" and

(B) by striking out "which paragraph (3)" in subpara-
graph (C) and inserting in lieu thereof "which such para-
graph (3)".

(5) Paragraph (6) of section 1316(g) of the Reform Act is
amended by inserting "(and the provisions of section 1314)"
after "section 1301 ".

(6) Paragraph (7) of section 1316(g) of the Reform Act is
amended to read as follows:

"(7) In the case of a bond described in section 632(d) of the
Tax Reform Act of 1984-

"(A) section 141 of the 1986 Code shall be applied with-
out regard to subsection (a)(2) and paragraphs (4) and (5) of
subsection (b),

"(B) paragraphs (1) and (2) of section 141(b) of the 1986
Code shall be applied by substituting '25 percent' for '10
percent' each place it appears, and

"(C) section 149(b) of the 1986 Code shall not apply.
This paragraph shall not apply to any bond issued after Decem-
ber 31, 1990. "

(7)(A) Subparagraph (A) of section 1316(g)(8) of the Reform
Act is amended by inserting "and as having a carryforward
purpose described in section 146(f)(5) of such Code" after "the
1986 Code ".

(B) The amendment made by subparagraph (A) shall apply
only with respect to carryforwards of volume cap for years after
1986.

(8) Paragraph (2) of section 1316(j) of the Reform Act is
amended to read as follows:

"(2) by adding at the end thereof the following new sentence:
'In the case of refunding obligations not to exceed $100,000,000
issued after October 21, 1986, by Dade County, Florida, for the
purpose of advance refunding its Aviation Revenue Bonds
(Series J), the first sentence of this paragraph shall be applied
by substituting "the date which is 1 year after the date of the
enactment of the Technical and Miscellaneous Revenue Act of
1988" for "December 31, 1984" and the amendments made by
section 1301 of the Tax Reform Act of 1986 shall not apply.'"

(9) Paragraph (2) of section 1316(k) of the Reform Act is
amended by striking out "$55,000,000 must be redeemed no
later than November 1, 1987" and inserting in lieu thereof "no
more than $55,000,000 shall be outstanding later than Novem-
ber 1, 1987".

(10) Section 1104 of the Mortgage Subsidy Bond Tax Act of
1980 is amended by adding at the end of subsection (r) the fol-
lowing new sentence:

"Section 148(f) of the Internal Revenue Code of 1986 and the
amendments made by section 1301 of the Tax Reform Act of 1986
shall not apply to any bonds described in paragraph (1) which may
be issued as a result of the amendments made by the Tax Reform
Act of 1986."



(11) Subsection (1) of section 1316 of the Reform Act is hereby
repealed.

(g) AMENDMENTS RELATED TO SECTION 1317 OF THE REFORM

ACT.-
(1) Subparagraph (J) of section 1317(2) of the Reform Act is

amended by striking out "began construction in 1980" and in-
serting in lieu thereof ", a subsidiary of Sierra Pacific Re-
sources, began in 1980 work to design, finance, construct, and
operate ".

(2) Subparagraph (C) of section 1317(3) of the Reform Act is
amended to read as follows:

"(C) A facility is described in this subparagraph if-
"(i) it is one or more stadiums to be used either by an

American League baseball team or a National Football
League team currently using a stadium in a city
having a population in excess of 2,500,000 and de-
scribed in section 146(d)(3) of the 1986 Code,

"(ii) the bonds to be used to provide financing for one
or more such stadiums are issued by a political subdi-
vision or a State agency pursuant to a resolution ap-
proving an inducement resolution adopted by a State
agency on November 20, 1985, as it may be amended
(whether or not the beneficiaries of such issue or issues
are the beneficiaries (if any) specified in such induce-
ment resolution and whether or not the number of such
stadiums and the locations thereof are as specified in
such inducement resolution) or pursuant to P.A. 84-
1470 of the State in which such city is located (and by
an agency created thereby), and

"(iii) such stadium or stadiums are located in the
city described in (i).

The aggregate face amount of bonds to which this subpara-
graph applies shall not exceed $250,000,000. In the case of
any carryforward of volume cap for one or more stadiums
described in the first sentence of this subparagraph, such
carryforward shall be valid with respect to bonds issued for
such stadiums notwithstanding any other provision of the
1986 Code or the 1954 Code, and whether or not (i) there is
a change in the number of stadiums or the beneficiaries or
sites of the stadium or stadiums and (ii) the bonds are
issued by either of the state agencies described in the first
sentence of this subparagraph. "

(3)(A) Subparagraph (P) of section 1317(3) of the Reform Act
is amended-

(i) by striking out "approved" and inserting in lieu there-
of "authorized" and

(ii) by striking out "December 9, 1985" and inserting in
lieu thereof "December 2, 1985"

(B) Section 1317(3)(A) of the Reform Act is amended by strik-
ing out "domed".

(C) Section 1317(3)(U) of the Reform Act is amended by delet-
ing "coliseum complex. " and inserting in lieu thereof "coliseum
complex, or is a renovation of an existing stadium located in



Oakland, California, and used by an American League baseball
team . "

(D) Section 1317(3)(W) of the Reform Act is amended by strik-
ing ou t "$225, 000, 000" and inserting "$25, 000, 000".

(4) Paragraph (3) of section 1317 of the Reform Act is amend-
ed by adding at the end thereof the following new subpara-
graph:

"(Z) A facility is described in this subparagraph if-
"(i) such facility was a redevelopment project that

was approved in concept by the city council sitting as
the redevelopment agency in October 1984, and

"(ii) $20,000,000 in funds for such facility was identi-
fied in a 5-year budget approved by the city redevelop-
ment agency on October 25, 1984.

The aggregate face amount of bonds to which this subpara-
graph applies shall not exceed $80,000,000."

(5) Paragraph (4) of section 1317 of the Reform Act is amend-
ed-

(A) by striking out "1986. The bonds" and inserting in
lieu thereof "1986, and the bonds",

(B) by striking out "and" at the end the subparagraph
(A), and

(C) by adding "and" at the end of subparagraph (B).
(6) Subparagraph (W) of section 1317(6) of the Reform Act is

amended to read as follows:
"(W) A project is described in this subparagraph if such

project is-
"(i a part of the Kenosha Downtown Redevelopment

project, and
"(ii) located in an area bounded-

"(I) on the east by the east wall of the Army
Corps of Engineers Confined Disposal Facility (ex-
tended),

"(II) on the north by 48th Street (extended),
"(III) on the west by the present Chicago &

Northwestern Railroad tracks, and
"(IV) on the south by the north line of Eichel-

man Park (60th Street) (extended).
The aggregate face amount of bonds to which this subpara-
graph applies shall not exceed $105,000,000."

(7) Paragraph (6) of section 1317 of the Reform Act is amend-
ed by redesignating subparagraph (X) as subparagraph (Z) and
by inserting after subparagraph (W) the following new subpara-
graphs:

"(X) A project is described in this subparagraph if a rede-
velopment plan for such project was approved by the city
council of Bell Gardens, California, on June 12, 1979. The
aggregate face amount of bonds to which this subparagraph
applies shall not exceed $10,000,000.

"(Y) Nothing in this paragraph shall be construed as
having the effect of exempting from tax interest on any
bond issued after June 10, 1987, if such interest would not
have been exempt from tax were such bond issued on
August 15, 1986.



(8) The last sentence of subparagraph (A) of section 1317(7) of
the Reform Act is amended by inserting before the period "and
section 149(d)(2) of the 1986 Code shall not apply to bonds so
treated".

(9) Subparagraph (D) of section 1317(7) of the Reform Act is
amended to read as follows:

"(D) A facility is described in this subparagraph if-
"(i) it is a convention, trade, or spectator facility,
"(ii) a regional convention, trade, and spectator fa-

cilities study committee was created before March 19,
1985, with respect to such facility, and

"(iii) feasibility and preliminary design consultants
were hired on May 1, 1985, and October 31, 1985, with
respect to such facility.

The aggregate face amount of bonds to which this subpara-
graph applies shall not exceed the excess of $175,000,000
over the amount of bonds to which paragraph (48)(B) ap-
plies."

(10) Clause (ii) of section 1317(7)(G) of the Reform Act is
amended to read as follows:

"(ii) such facility's location was approved in Decem-
ber 1985 by a task force created jointly by the Governor
of the State within which such facility will be located
and the mayor of the capital city of such State, and".

(11) Subparagraph (J) of section 1317(7) of the Reform Act is
amended-

(A) by striking out "civic festival" in clause (i) and insert-
ing in lieu thereof "aquafestival",

(B) by striking out clause (ii) and inserting in lieu thereof
the following:

"(ii) a referendum was held on April 6, 1985, in
which voters permitted the city council to lease 130
acres of dedicated parkland for the purpose of con-
structing such facility, and", and

(C) by striking out "$5,000,000" and inserting in lieu
thereof "$10,000,000".

(12) Subparagraph (E) of section 1317(9) of the Reform Act is
amended by striking out "March 5, 1985" and inserting in lieu
thereof "March 6, 1985".

(13) Clause (iii) of section 1317(9)(J) of the Reform Act is
amended by striking out all that precedes "by the governor"
and inserting in lieu thereof the following:

"(iii) such facility's location was approved in Decem-
ber 1985 by a task force created jointly".

(14) Subparagraph (A) of section 1317(11) of the Reform Act is
amended by striking out "and section 142(a)" and inserting in
lieu thereof "in section 142(a)".

(15) Subparagraph (C) of section 1317(11) of the Reform Act is
amended to read as follows:

"(C) A facility is described in this subparagraph if it is
described in section 1865(c)(2)(C) of this Act."

(16) Subparagraph (X) of section 1317(13) of the Reform Act is
amended by striking out the last sentence.



(17) Paragraph (13) of section 1317 of the Reform Act is
amended by adding at the end thereof the following new sub-
paragraphs:-

'(a A) A residential rental property project is described in
this subparagraph if it is the Carriage Trace residential
rental project in Clinton, Tennessee. The aggregate face
amount of bonds to which this subparagraph applies shall
not exceed $10,000,000.

"(BB) A residential rental property project is described in
this subparagraph if-

"(i) a contract to purchase such property was dated
as of August 9, 1985,

"(ii) there was an inducement resolution adopted on
September 27, 1985, for the issuance of obligations to fi-
nance such property,

"(iii) there was a State court final validation of such
financing on November 15, 1985, and

"(iv) the certificate of nonappeal from such valida-
tion was available on December 15, 1985.

The aggregate face amount of bonds to which this subpara-
graph applies shall not exceed $27,750,000. "

(18) Paragraph (14) of section 1317 of the Reform Act is
amended by striking out "$90,000,000" and inserting in lieu
thereof "$130,000,000" and by inserting "incorporated on Febru-
ary 20, 1985" before the period at the end of the 1st sentence.

(19) Subparagraph (B) of section 1317(15) of the Reform Act is
amended-

(A) by striking out all that follows "areement with" in
clause (i) and inserting in lieu thereof 'an underwriter to
provide planning and financial guidance for a possible
bond issue, and', and

(B) by striking out "certificates" in clause (ii) and insert-
ing in lieu thereof "bond issue"

(20) Paragraph (16) of section 1317 of the Reform Act is
amended by striking out the last sentence.

(21) Clause (i) of section 1317(19)(D) of the Reform Act is
amended by striking out "light rail transitway" and inserting
in lieu thereof "fixed guideway".

(22) Paragraph (20) of section 1317 of the Reform Act is
amended by striking out "Section 148(f)" and inserting in lieu
thereof "Subsections (c)(2) and (f) of section 148".

(23) Subparagraph (B) of section 1317(21) of the Reform Act is
amended-

(A) by striking out "Subsection (c)" and inserting in lieu
thereof "Subsections (c)(2)". and

(B) by striking out "103A(g)(5)(C)l" and inserting in lieu
thereof "103A(g)(5)(C)".

(24) Paragraph (22) of section 1317 of the Reform Act is
amended to read as follows:

"(22) DOWNTOWN REDEVELOPMENT PROJECT.-Subsection (b) of
section 626 of the Tax Reform Act of 1984 is amended by
adding at the end thereof the following new paragraph:

"'(7) EXCEPTION FOR CERTAIN DOWNTOWN REDEVELOPMENT

PROJECT.-The amendments made by this section shall not



apply to any obligation which is issued as part of an issue 95
percent or more of the proceeds of which are to be used to pro-
vide a project to acquire and redevelop a downtown area if-

"'(A) on August 15, 1985, a downtown redevelopment au-
thority adopted a resolution to issue obligations for such
project,

"'(B) before September 26, 1985, the city expended, or en-
tered into binding contracts to expend, more than
$10,000,000 in connection with such project, and" '(C) the State supreme court issued a ruling regarding
the proposed financing structure for such project on Decem-
ber 11, 1985.

The aggregate face amount of obligations to which this para-
graph applies shall not exceed $85,000,000 and such obligations
must be issued before January 1, 1992.' "

(25) Subparagraph (A) of section 1317(24) of the Reform Act is
amended by adding at the end thereof the following: "The last
paragraph of this section shall not apply to the treatment under
the preceding sentence."

(26)(A) Clause (i) of section 1317(25)(A) of the Reform Act is
amended by striking out "3 counties" and inserting in lieu
thereof "1 or more of 3 counties ".

(B) Clause (i) of section 1317(25)(B) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: "For purposes of applying section 146(k) of the 1986 Code,
the public utility facility described in subparagraph (A) shall be
treated as described in paragraph (2) of such section and such
paragraph shall be applied without regard to the requirement
that the issuer establish that a State's share of the use of a fa-
cility (or its output) will equal or exceed the State's share of the
private activity bonds issued to finance the facility."

(27) Subparagraph (I) of section 1317(27) of the Reform Act is
amended by adding at the end thereof the following: "For pur-
poses of determining whether any bond to which this subpara-
graph applies is a qualified small issue bond, there shall not be
taken into account under section 144(a) of the 1986 Code capital
expenditures with respect to any facility of the United States
Government and there shall not be taken into account any bond
allocable to the United States Government."

(28) Clause (i) of section 1317(29)(B) of the Reform Act is
amended by striking out all that follows "1993" and inserting
in lieu thereof ", by the State of Connecticut, and".

(29) Subparagraph (D) of section 1317(29) of the Reform Act is
amended by striking out "the net proceeds" and inserting in
lieu thereof "the proceeds ".

(30) Section 1317(33)(A)(ii) of the Reform Act is amended-
(A) by striking out "on" and inserting in lieu thereof

"dated" each place it appears, and
(B) &y inserting "dated an December 1, 1985" after

"(Series 1985A and 1985B)" in subclause (III).
(31) Subparagraph (B) of section 1317(33) of the Reform Act is

amended-
(A) by striking out "and before August 7, 1988, ", and



(B) by adding at the end thereof the following new sen-
tence: "The aggregate face amount of bonds to which this
subparagraph applies shall not exceed $90,000,000. "

(32) Subparagraph (G) of section 1317(33) of the Reform Act is
amended by striking out "subparagraph (H)" and inserting in
lieu thereof "subparagraph (F)'.

(33) Subparagraph (H) of section 1317(33) of the Reform Act is
amended-

(A) by striking out clause (ii) and inserting in lieu thereof
the following.:

"(ii) the proceeds of the issue are to be used to fi-
nance projects (to be determined by such university and
the issuer) which are similar to those projects intended
to be financed by bonds that were the subject of a re-
quest transmitted to Congress on November 7, 1985",
and

(B) by adding at the end thereof the following: "Bonds to
which this subparagraph applies shall be treated as quali-
fied 501(c)(3) bonds if such bonds would not (if issued on
August 15, 1986) be industrial development bonds (as de-
fined in section 103(b)(2) of the 1954 Code), and section
147(f) of the 1988 Code shall not apply to the issue of which
such bonds are a part. Bonds issued to finance facilities de-
scribed in this subparagraph shall be treated as issued to
finance such facilities notwithstanding the fact that a
period in excess of 1 year has expired since the facilities
were placed in service. "

(34) Subparagraph (K) of section 1317(33) of the Reform Act is
amended-

(A) by striking out "the issue is" in clause (i) and insert-
ing in lieu thereof "the issue or issues are",

(B) by inserting "at least" before "900 units",
(C) by striking out "2,000 square feet" and inserting in

lieu thereof "245,000 square feet", and
(D) by striking out "$150,000,000" and inserting in lieu

thereof "$112, 000, 000"
(35) Paragraph (33) of section 1317 of the Reform Act is

amended by striking out subparagraphs (M), (N), and (0) and
inserting in lieu thereof the following new subparagraphs:

"(M) Proceeds of an issue are described in this subpara-
graph if such issue is issued on behalf of the Society of the
New York Hospital to finance completion of a project com-
menced by such hospital in 1981 for construction of a diag-
nostic and treatment center or to refund bonds issued on
behalf of such hospital in connection with the construction
of such diagnostic and treatment center or to finance con-
struction and renovation projects associated with an inpa-
tient psychiatric care facility. The aggregate face amount of
bonds to which this subparagraph applies shall not exceed
$150,000,000.

"(N) Any bond to which section 145(b) of the 1986 Code
does not apply by reason of this paragraph (other than sub-
paragraph (A) thereof) shall be taken into account in deter-
mining whether such section applies to any later issue.



"(0) In the case of any refunding bond-
"(i) to which any subparagraph of this paragraph ap-

plies, and
"(ii) to which the last sentence of section 1313(c)(2)

applies,
such bond shall be treated as having such subparagraph
apply (and the refunding bond shall be treated for purposes
of such section as issued before January 1, 1986, and as not
being an advance refunding) unless the issuer elects the op-
posite result."

(36) Paragraph (36) of section 1317 of the Reform Act is
amended by striking out "$80,000,000" and inserting in lieu
thereof "$400,000,000".

(37) Paragraph (38) of section 1317 of the Reform Act is
amended by striking out "and sections 148 and 149 .

(38) Paragraphs (39) and (40) of section 1317 of the Reform
Act are amended to read as follows:

"(39) CERTAIN BONDS TREATED AS QUALIFIED 501(C)(3)
BONDS.-A bond issued as part of an issue shall be treated for
purposes of part IV of subchapter B of chapter 1 of the 1986
Code as a qualified 501(c)(3) bond if-

"(A) such bond would not (if issued on August 15, 1986)
be an industrial development bond (as defined in section
103(b)(2) of the 1954 Code), and

"(B) such issue was approved by city voters on January
19, 1985, for construction or renovation of facilities for the
cultural and performing arts.

The aggregate face amount of bonds to which this paragraph
applies shall not exceed $5,000,000.

"(40) CERTAIN LIBRARY BONDS.-In the case of a bond issued
before January 1, 1986, by the City of Los Angeles Community
Redevelopment Agency to provide the library and related struc-
tures associated with the City of Los Angeles Central Library
Project, the ownership and use of the land and facilities associ-
ated with such project by persons which are not governmental
units (or payments from such persons) shall not adversely affect
the exclusion from gross income under section 103 of the 1954
Code of interest on such bonds."

(39) Paragraph (41) of section 1317 of the Reform Act is
amended to read as follows:

"(41) CERTAIN REFUNDING OBLIGATIONS FOR CERTAIN POWER

FACILITIES.-With respect to 2 net billed nuclear power facilities
located in the State of Washington on which construction has
been suspended, the requirements of section 147(b) of the 1986
Code shall be treated as satisfied with respect to refunding
bonds issued before 1992 if-

"(A) each refunding bond has a maturity date not later
than the maturity date of the refunded bond, and

"(B) the facilities have not been placed in service as of
the date of issuance of the refunding bond.

The aggregate face amount of bonds to which this paragraph
applies shall not exceed $2,000,000,000. Section 146 of the 1986
Code and the last paragraph of this section shall not apply to
bonds to which this paragraph applies."



(40) Paragraph (43) of section 1317 of the Reform Act is
amended by inserting before the period "and the Internal Reve-
nue Code of 1986 shall be applied without regard to section
149(d)(2)."

(41) Paragraph (44) of section 1317 of the Reform Act is
amended-

(A) by inserting after "1986 Code" the following: "and
the temporary period limitation of section 148(c)(2) of the
1986 Code ",

(B) by striking out "$100,000,000" and inserting in lieu
thereof "$200,000,000", and

(C) by striking out "Hospitals Bond Pool" in the second
item in the table and inserting in lieu thereof "Hospital
Equipment Loan Council".

(42) Paragraph (48) of section 1317 of the Reform Act is
amended by striking out "either" in the material preceding sub-
paragraph (A) and inserting in lieu thereof "any".

(43) Subparagraph (B) of section 1317(48) of the Reform Act is
amended by striking out "subparagraph (0)" and inserting in
lieu thereof "paragraph (6)(U)'.

(44) Paragraph (48) of section 1317 of the Reform Act is
amended by adding at the end thereof the following new sub-
paragraph:

"(C) A facility which is part of a project described in
paragraph (6)(0). The aggregate face amount of bonds to
which this subparagraph applies shall not exceed
$20,000,000."

(45) Paragraph (49) of section 1317 of the Reform Act is
amended-

(A) by striking out "149(d)" and inserting in lieu thereof
"149(d)(2)", and

(B) by inserting "United States" before "Housing Act of
1937".

(46) Paragraph (50) of section 1317 of the Reform Act is
amended to read as follows:

"(50) TRANSITIONED BONDS SUBJECT TO CERTAIN RULES.-In

the case of any bond to which any provision of this section ap-
plies, except as otherwise expressly provided, sections 103 and
103A of the 1954 Code shall be applied as if the requirements of
sections 147(g), 148, and 149(d) of the 1986 Code were included
in each such section."

(47) Paragraph (51) of section 1317 of the Reform Act is
amended-

(A) by striking out "Section 141(a)" and inserting in lieu
thereof "Section 141(b)", and

(B) by striking out "141(a)(3)" and inserting in lieu there-
of "141(b)(3)".

(48) Paragraph (52) of section 1317 of the Reform Act is
amended by striking out "This section" and inserting in lieu
thereof "Except as otherwise provided in this section, this sec-
tion ".

(49) The material preceding subparagraph (A) of section
1317(2) of the Reform Act is amended by striking out "section
103(b)(4)(C)" and inserting in lieu thereof "section 103(b)(4)(F)".



(50) Clause (ii) of section 1317(27)(H) of the Reform Act is
amended by striking out "November 14, 1985" and inserting in
lieu thereof "November 13, 1985".

(51) Subparagraph (I) of section 1317(33) of the Reform Act is
amended by striking out "November 11, 1985" and inserting in
lieu thereof "November 1, 1985".

(52) Subparagraph (J) of section 1317(3) of the Reform Act is
amended by striking out "October 29" in clause (iv) and insert-
ing in lieu thereof "November 5".

(h) AMENDMENTS RELATED TO SECTION 1318 OF THE REFORM
AcT.-Section 1318 of the Reform Act (relating to definitions, etc.,
relating to effective dates and transitional rules) is amended-

(1) by inserting "(a) DEFINITIONS.-" before "For purposes of
this subtitle-", and

(2) by adding at the end thereof the following new subsec-
tions:

"(b) MINIMUM TAX TREATMENT. -
"(1) IN GENERAL.-Any bond described in paragraph (2) shall

not be treated as a private activity bond for purposes of section
57 of the 1986 Code unless such bond would (if issued on
August 7, 1986) be-

"(A) an industrial development bond (as defined in sec-
tion 103(b)(2) of the 1954 Code), or

"(B) a private loan bond (as defined in section
103(o)(2)(A) of the 1954 Code, without regard to any excep-
tion from such definition other than section 103(o)(2)(C) of
such Code).

"(2) BONDS DESCRIBED.-For purposes of paragraph (1), a
bond is described in this paragraph if-

"(A) the amendments made by section 1301 do not apply
to such bond by reason of section 1312 or 1316(g),

"(B) any provision of section 1317 applies to such bond, or
"(C) the proceeds of such bond are used to refund any

bond referred to in subparagraph (A) or (B) (or any bond
which is part of a series of refundings of such a bond) if
the requirements of paragraphs (1), (2), and (3) of subsection
(c) are met with respect to the refunding bond.

"(c) CURRENT REFUNDINGS NOT TAKEN INTO ACCOUNT IN APPLY-
ING AGGREGATE LIMIT ON BONDS TO WHICH TRANSITIONAL RULES
APPLY.-The limitation on the aggregate face amount of bonds to
which any provision of section 1316(g) or 1317 applies shall not be
reduced by the face amount of any bond the proceeds of which are
to be used exclusively to refund any bond to which such provision
applies (or any bond which is part of a series of refundings of such
bond) if-

"(1) the average maturity date of the issue of which the re-
funding bond is a part is not later than the average maturity
date of the bonds to be refunded by such issue,

"(2) the amount of the refunding bond does not exceed the
outstanding amount of the refunded bond, and

"(3) the net proceeds of the refunding bond are used to redeem
the refunded bond not later than 90 days after the date of the
issuance of the refunding bond.



For purposes of paragraph (1), average maturity shall be determined
in accordance with section 147(b)(2)(A) of the 1986 Code. No limita-
tion in section 1316(g) or 1317 on the period during which bonds
may be issued under such section shall apply to any refunding bond
which meets the requirements of this subsection.

"(d) SPECIAL RULE PERMITTING CARRYFORWARD OF VOLUME CAP

FOR CERTAIN TRANSITIONED PROJECTS.-A bond to which section
1312 or 1317 applies shall be treated as having a carryforward pur-
pose described in section 146(f)(5) of the 1986 Code, and the require-
ment of section 146(f)(2)(A) of the 1986 Code shall be treated as met
if such project is identified with reasonable specificity. The preced-
ing sentence shall not apply so as to permit a carryforward with re-
spect to any qualified small issue bond."

(i) APPLICATION TO 501(c)(3) BONDS.-In accordance with section
1302 of the Reform Act, each amendment and other provision of
this Act which applies to private activity bonds shall, unless other-
wise expressly provided, apply to qualified 501(c)(3) bonds.
SEC. 1014. AMENDMENTS RELA TED TO TITLE XIV OF THE REFORM A CT.

(a) AMENDMENTS RELATED TO SECTION 1401 OF THE REFORM

ACT.-
(1) Subsection (e) of section 672 of the 1986 Code is amended

to read as follows:
"(e) GRANTOR TREATED AS HOLDING ANY POWER OR INTEREST OF

GRANTOR'S SPOUSE.-
"(1) IN GENERAL.-For purposes of this subpart, a grantor

shall be treated as holding any power or interest held by-
"(A) any individual who was the spouse of the grantor at

the time of the creation of such power or interest, or
"(B) any individual who became the spouse of the grantor

after the creation of such power or interest, but only with
respect to periods after such individual became the spouse
of the grantor.

"(2) MARITAL STATUS.-For purposes of paragraph (1)(A), an
individual legally separated from his spouse under a decree of
divorce or of separate maintenance shall not be considered as
married. "

(2) Paragraph (3) of section 675 of the 1986 Code is amended
by adding at the end thereof the following new sentence:
"For periods during which an individual is the spouse of the
grantor (within the meaning of section 672(e)(2)), any reference
in this paragraph to the grantor shall be treated as including a
reference to such individual."

(3) Subsection (c) of section 674 of the 1986 Code is amended
by adding at the end thereof the following new sentence: "For
periods during which an individual is the spouse of the grantor
(within the meaning of section 672(e)(2)), any reference in this
subsection to the grantor shall be treated as including a refer-
ence to such individual."

(b) AMENDMENT RELATED TO SECTION 1402 OF THE REFORM

AcT.-Section 673 of the 1986 Code is amended by adding at the
end thereof the following new subsections:

"(c) SPECIAL RULE FOR DETERMINING VALUE OF REVERSIONARY

INTEREST.-For purposes of subsection (a), the value of the grantor's



reversionary interest shall be determined by assuming the maximum
exercise of discretion in favor of the grantor.

"(d) POSTPONEMENT OF DATE SPECIFIED FOR REACQUISITION.-
Any postponement of the date specified for the reacquisition of pos-
session or enjoyment of the reversionary interest shall be treated as
a new transfer in trust commencing with the date on which the
postponement is effective and terminating with the date prescribed
by the postponement. However, income for any period shall not be
included in the income of the grantor by reason of the preceding
sentence if such income would not be so includible in the absence of
such postponement."

(c) AMENDMENTS RELATED TO SECTION 1403 OF THE REFORM
ACT.-

(1) If a beneficiary of a trust to which section 664 of the 1986
Code applies elects (at such time and in such manner as the
Secretary of the Treasury or his delegate may prescribe) to have
this paragraph apply, such beneficiary shall be entitled to the
benefits of section 1403(c)(2) of the Reform Act with respect to
amounts included in gross income under section 664(b) of the
1986 Code in the same manner as if such amounts were includ-
ed in gross income under section 652(a) of the 1986 Code.

(2) Any trust beneficiary may elect (at such time and in such
manner as the Secretary of the Treasury or his delegate may
prescribe) to waive the benefits of section 1403(c)(2) of the
Reform Act.

(3)(A) For purposes of determining the gross income of any
pass-thru entity, such pass-thru entity shall not be allowed the
benefits of section 806(e)(2)(C) (other than with respect to income
from a common trust fund) or 1403(c)(2) of the Reform Act if
such pass-thru entity is required to change its taxable year by
reason of the amendments made by section 806 or 1403 of the
Reform Act.

(B) For purposes of subparagraph (A), the term "pass-thru
entity" means any trust, partnership, S corporation, or common
trust fund.

(4) If any trust was required to change its taxable year by the
amendments made by section 1403 of the Reform Act, such
change shall be treated as initiated by such trust and approved
by the Secretary of the Treasury or his delegate.

(d) AMENDMENTS RELATED TO SECTION 1404 OF THE REFORM

ACT.-
(1) Subsection (a) of section 1404 of the Reform Act is amend-

ed-
(A) by striking out "Subsection (k) of section 6654" and

inserting in lieu thereof "Subsection (1) of section 6654, as
amended by section 1841 of this Act", and

(B) by striking out " '(k) TRUSTS" and inserting in lieu
thereof " '(1) TRUSTS"

(2) Subsection (1) of section 6654 of the 1986 Code is amended
to read as follows:

"(7) ESTATES AND TRUSTS.--
"(1) IN GENERAL.-Except as otherwise provided in this sub-

section, this subsection shall apply to any estate or trust.



"(2) EXCEPTION FOR ESTATES AND CERTAIN TRUSTS.- With re-
spect to any taxable year ending before the date 2 years after
the date of the decedent's death, this section shall not apply
to- "(A) the estate of such decedent, or

"(B) any trust-
"(i) all of which was treated (under subpart E of part

I of subchapter J of chapter 1) as owned by the dece-
dent, and

"(ii) to which the residue of the decedent's estate will
pass under his will.

"(3) EXCEPTION FOR CHARITABLE TRUSTS AND PRIVATE FOUN-

DATIONS.-This section shall not apply to any trust which is
subject to the tax imposed by section 511 or which is a private
foundation.

"(4) SPECIAL RULE FOR ANNUALIZATIONS.-In the case of any
estate or trust to which this section applies, subsection
(d)(2)(B)(i) shall be applied by substituting ending before the
date 1 month before the due date for the installment' for
'ending before the due date for the installment'."

(3) Subsection (g) of section 643 of the 1986 Code is amend-
ed-

(A) by striking out the last sentence of paragraph (1), and
(B) by amending paragraph (2) to read as follows:

"(2) TIME FOR MAKING ELECTION.-An election under para-
graph (1) shall be made on or before the 65th day after the close
of the taxable year of the trust and in such manner as the Sec-
retary may prescribe."

(4) Subsection (g) of section 643 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(3) EXTENSION TO LAST YEAR OF ESTATE.-In the case of a
taxable year reasonably expected to be the last taxable year of
an estate-

"(A) any reference in this subsection to a trust shall be
treated as including a reference to an estate, and

"(B) the fiduciary of the estate shall be treated as the
trustee."

(e) AMENDMENTS RELATED TO SECTION 1411 OF THE REFORM

ACT.-
(1) Paragraph (3) of section 1(i) of the 1986 Code is amended

by adding at the end thereof the following new subparagraph:
"(C) COORDINATION WITH SECTION 644.-If tax is imposed

under section 644(a)(1) with respect to the sale or exchange
of any property of which the parent was the transferor, for
purposes of applying subparagraph (A) to the taxable year
of the parent in which such sale or exchange occurs-

"(i) taxable income of the parent shall be increased
by the amount treated as included in gross income
under section 644(a)(2)(A)(i), and

"(ii) the amount described in subparagraph (A)(ii)
shall be increased by the amount of the excess referred
to in section 644(a)(2)(A)."

(2) The last sentence of subparagraph (A) of section 1(i)(3) of
the 1986 Code is amended by striking out "any deduction or



credit" and inserting in lieu thereof "any exclusion, deduction,
or credit".

(3) Subparagraph (A) of section 1(i)(4) of the 1986 Code is
amended-

(A) by striking out "gross income for the taxable year
which is not earned income" in clause (i) and inserting in
lieu thereof "adjusted gross income for the taxable year
which is not attributable to earned income",

(B) by striking out "his deduction" in clause (ii)(IJ) and
inserting in lieu thereof "his deductions ",

(C) by striking out "the deductions allowed" in clause
(ii)(II) and inserting in lieu thereof "the itemized deduc-
tions allowed" and

(D) by striking out "gross income" in clause (ii)(II) and
inserting in lieu thereof "adjusted gross income".

(4) Clause (iv) of section 6103(e)(1)(A) of the 1986 Code is
amended by striking out "section 10)" and inserting in lieu
thereof "section 1(i) or 59)".

(5)(A) Section 59 of the 1986 Code is amended by adding at
the end thereof the following new subsection:

"() TREATMENT OF UNEARNED INCOME OF MINOR CHILDREN.-

"(1) LIMITATION ON EXEMPTION AMOUNT.-In the case of a
child to whom section 1(i) applies, the exemption amount for
purposes of section 55 shall not exceed the sum of-

"(A) such child's earned income (as defined in section
911(d)(2)) for the taxable year, plus

"(B) $1,000.
"(2) LIMITATION BASED ON PARENTAL MINIMUM TAX.-

"(A) IN GENERAL.-In the case of a child to whom section
1(i) applies, the amount of the tax imposed by section 55
shall not exceed such child's share of the allocable parental
minimum tax.

"(B) ALLOCABLE PARENTAL MINIMUM TAx.-For purposes
of this paragraph, the term 'allocable parental minimum
tax' means the excess of-

"(i) the tax which would be imposed by section 55 on
the parent if-

"(I) the amount of the parent's tentative mini-
mum tax were increased by the aggregate of the
tentative minimum taxes of all children of the
parent to whom section 1(i) applies, and

"(II) the amount of the parent's regular tax were
increased by the aggregate of the regular taxes of
all children of the parent to whom section 1(i) ap-
plies, over

"(ii) the tax imposed by section 55 on the parent
without regard to this subparagraph.

"(C) CHILD SHARE.-A child's share of any allocable pa-
rental minimum tax shall be determined under rules s-mi-
lar to the rules of section 1(i3)(B).

"(D) OTHER RULES MADE APPLICABLE. -For purposes of
this paragraph, rules similar to the rules of paragraphs (5)
and (6) of section 1(i) shall apply. "



(B) The amendment made by subparagraph (A) shall
apply to taxable years beginning after December 31, 1988.

(6) Subparagraph (A) of section 1(i)(5) of the 1986 Code is

amended by striking out "custodial parent" and inserting in
lieu thereof "custodial parent (within the meaning of section
152(e))".

(7) Paragraph (3) of section 1(i) of the 1986 Code is amended
by adding at the end thereof the following new subparagraph:

"(C) SPECIAL RULE WHERE PARENT HAS DIFFERENT TAX-

ABLE YEAR.-Except as provided in regulations, if the
parent does not have the same taxable year as the child,
the allocable parental tax shall be determined on the basis
of the taxable year of the parent ending in the child's tax-
able year. "

(f) AMENDMENT RELATED TO SECTION 1421 OF THE REFORM ACT.-

Subsection (a) of section 1421 of the Reform Act is amended by
striking out "within the time prescribed for filing such return (in-
cluding extensions thereof)".

(g) AMENDMENTS RELATED TO SECTION 1431 OF THE REFORM

ACT.-
(1) Subsection (a) of section 2611 of the 1986 Code is amended

by striking out "generation-skipping transfers" and inserting in
lieu thereof "generation-skipping transfer".

(2) Subsection (b) of section 2611 of the 1986 Code is amended
by striking out paragraph (1) and by redesignating paragraphs
(2) and (3) as paragraphs (1) and (2), respectively.

(3)(A) Section 2642 of the 1986 Code is amended by adding at
the end thereof the following new subsection:

(e) SPECIAL RULES FOR CHARITABLE LEAD ANNUITY TRUSTS.-

"(1) IN GENERAL.-For purposes of determining the inclusion
ratio for any charitable lead annuity trust, the applicable frac-
tion shall be a fraction-

"(A) the numerator of which is the adjusted GST exemp-
tion, and

"(B) the denominator of which is the value of all of the
property in such trust immediately after the termination of
the charitable lead annuity.

"(2) ADJUSTED GST EXEMPTION.-For purposes of paragraph
(1), the adjusted GST exemption is an amount equal to the GST
exemption allocated to the trust increased by interest deter-
mined-

"(A) at the interest rate used in determining the amount
of the deduction under section 2055 or 2522 (as the case
may be) for the charitable lead annuity, and

"(B) for the actual period of the charitable lead annuity.
"(3) DEFINITIONS.-For purposes of this subsection-

"(A) CHARITABLE LEAD ANNUITY TRUT.-The term 'chari-
table lead annuity trust' means any trust in which there is
a charitable lead annuity.

"(B) CHARITABLE LEAD ANNUITY.-The term 'charitable
lead annuity' means any interest in the form of a guaran-
teed annuity with respect to which a deduction was al-
lowed under section 2055 or 2522 (as the case may be).



"(4) COORDINATION WITH SUBSECTION (d).-Under regulations,
appropriate adjustments shall be made in the application of
subsection (d) to take into account the provisions of this subsec-
tion. "

(B) The amendment made by subparagraph (A) shall apply
for purposes of determining the inclusion ratio with respect to
property transferred after October 13, 1987.

(4)(A) Section 2642 of the 1986 Code is amended by adding at
the end thereof the following new subsection:

"(f) SPECIAL RULES FOR CERTAIN INTER VIvos TRANSFERS.-

Except as provided in regulations-
"(1) IN GENERAL.-For purposes of determining the inclusion

ratio, if-
"(A) an individual makes an inter vivos transfer of prop-

erty, and
"(B) the value of such property would be includible in the

gross estate of such individual under chapter 11 if such in-
dividual died immediately after making such transfer
(other than by reason of section 2035),

any allocation of GST exemption to such property shall not be
made before the close of the estate tax inclusion period (and the
value of such property shall be determined under paragraph
(2)). If such transfer is a direct skip, such skip shall be treated
as occurring as of the close of the estate tax inclusion period.

"(2) VALUATION.-In the case of any property to which para-
graph (1) applies, the value of such property shall be-

"(A) if such property is includible in the gross estate of
the transferor (other than by reason of section 2035), its
value for purposes of chapter 11, or

"(B) if subparagraph (A) does not apply, its value as of
the close of the estate tax inclusion period (or, if any alloca-
tion of GST exemption to such property is not made on a
timely filed gift tax return for the calendar year in which
such period ends, its value as of the time such allocation is
filed with the Secretary).

"(3) ESTATE TAX INCLUSION PERIOD.-For purposes of this sub-
section, the term 'estate tax inclusion period' means any period
after the transfer described in paragraph (1) during which the
value of the property involved in such transfer would be includ-
ible in the gross estate of the transferor under chapter 11 if he
died. Such period shall in no event extend beyond the earlier
of-

"(A) the date on which there is a generation-skipping

transfer with respect to such property, or
"(B) the date of the death of the transferor.

"(4) TREATMENT OF SPOUSE.-Except as provided in regula-
tions, any reference in this subsection to an individual or trans-
feror shall be treated as including a reference to the spouse of
such individual or transferor.

"(5) COORDINATION WITH SUBSECTION (d).-Under regulations,
appropriate adjustments shall be made in the application of
subsection (d) to take into account the provisions of this subsec-
tion. "



(B) Paragraph (2) of section 2642(a) of the 1986 Code is
amended by striking out the last sentence.

(C) Subparagraph (A) of section 2642(b)(2) of the 1986 Code is
amended by inserting before the period at the end thereof the
following: '" except that, if the requirements prescribed by the
Secretary respecting allocation of post-death changes in value
are not met, the value of such property shall be determined as
of the time of the distribution concerned."

(D) Subsection (b) of section 2642 of the 1986 Code is amended
by inserting "Except as provided in subsection (f)-" immediate-
ly after the subsection heading.

(E) Subparagraph (B) of section 2642(b)(2) of the 1986 Code is
amended-

(i) by striking out "at or after the death of the transfer-
or" and inserting in lieu thereof "to property transferred as
a result of the death of the transferor'" and

(ii) by striking out "AT OR AFTER DEATH" in the subpara-
graph heading and inserting in lieu thereof "TO PROPERTY
TRANSFERRED AT DEATH".

(F) Paragraph (3) of section 2642(b) of the 196 Code is
amended-

(i) by striking out "to any property is made during the
life of the transferor but is" and inserting in lieu thereof
"to any property not transferred as a result of the death of
the transferor is '" and

(ii) by striking out "INTER VIVOS ALLOCATIONS" in the
subparagraph heading and inserting in lieu thereof 'ALLo-
CATIONS TO INTER VIVOS TRANSFERS

(5)(A) Paragraph (1) of section 2613(a) of the 1986 Code is
amended by striking out "a person assigned" and inserting in
lieu thereof "a natural person assigned".

(B) Subsection (c) of section 2612 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(3) LOOK-THRU RULES NOT TO APPLY.-Solely for purposes of
determining whether any transfer to a trust is a direct skip, the
rules of section 2651(e)(2) shall not apply."

(6) Subsection (c) of section 2652 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(3) CERTAIN SUPPORT OBLIGATIONS DISREGARDED.-The fact
that income or corpus of the trust may be used to satisfy an ob-
ligation of support arising under State law shall be disregarded
in determining whether a person has an interest in the trust,
if-

"(A) such use is discretionary, or
"(B) such use is pursuant to the provisions of any State

law substantially equivalent to the Uniform Gifts to
Minors Act."

(7) Paragraph (2) of section 2612(c) of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence: "If
any transfer of property to a trust would be a direct skip but for
this paragraph, any generation assignment under this para-
graph shall apply also for purposes of applying this chapter to
transfers from the portion of the trust attributable to such prop-
erty. "



(8) Paragraph (2) of section 2652(c) of the 1986 Code is amend-
ed-

(A) by striking out "NOMINAL INTERESTS" in the para-
graph heading and inserting in lieu thereof "INTERESTS",
and

(B) by striking out "the tax" and inserting in lieu thereof
"any tax ".

(9) Paragraph (1) of section 2652(a) of the 1986 Code is amend-
ed-

(A) by striking out "a transfer of a kind" each place it
appears and inserting in lieu thereof "any property", and

(B) by adding at the end thereof the following new sen-
tence:

"An individual shall be treated as transferring any property with
respect to which such individual is the transferor. "

(10) Section 2663 of the 1986 Code is amended by striking out
"and" at the end of paragraph (1), by striking out the period at
the end of paragraph (2) and inserting in lieu thereof ", and",
and by adding at the end thereof the following new paragraph:

"(3) regulations providing for such adjustments as may be
necessary to the application of this chapter in the case of any
arrangement which, although not a trust, is treated as a trust
under section 2652(b)."

(11) Paragraph (3) of section 2651(e) of the 1986 Code is
amended to read as follows:

"(3) TREATMENT OF CERTAIN CHARITABLE ORGANIZATIONS AND

GOVERNMENTAL ENTITIES.-Any-
"(A) organization described in section 511(a)(2),
"(B) charitable trust described in section 511(b)(2), and
"(C) governmental entity,

shall be assigned to the transferor's generation."
(12) Paragraph (2) of section 2654(a) of the 1986 Code is

amended-
(A) by striking out "any increase" and inserting in lieu

thereof "any increase or decrease", and
(B) by striking out "such increase" and inserting in lieu

thereof "such increase or decrease (as the case may be)".
(13) Subsection (b) of section 2654 of the 1986 Code is amend-

ed to read as follows:
"(b) CERTAIN TRUSTS TREATED AS SEPARATE TRUTS.-For pur-

poses of this chapter-
"(1) the portions of a trust attributable to transfers from dif-

ferent transferors shall be treated as separate trusts, and
"(2) substantially separate and independent shares of differ-

ent beneficiaries in a trust shall be treated as separate trusts.
Except as provided in the preceding sentence, nothing in this chap-
ter shall be construed as authorizing a single trust to be treated as 2
or more trusts. "

(14) Paragraph (3) of section 2652(a) of the 1986 Code is
amended-

(A) by striking out "any property" in subparagraphs (A)
and (B) and inserting in lieu thereof "any trust", and



(B) by striking out "may elect to treat such property" and
inserting in lieu thereof "may elect to treat all of the prop-
erty in such trust".

(15) Paragraph (2) of section 2612(a) of the 1986 Code is
amended to read as follows:

"(2) CERTAIN PARTIAL TERMINATIONS TREATED AS TAXABLE.-

If, upon the termination of an interest in property held in trust
by reason of the death of a lineal descendant of the transferor,
a specified portion of the trust's assets are distributed to I or
more skip persons (or 1 or more trusts for the exclusive benefit
of such persons), such termination shall constitute a taxable ter-
mination with respect to such portion of the trust property. "

(16) Paragraph (2) of section 2632(b) of the 1986 Code is
amended by striking out "paragraph (1)) with respect to a prior
direct skip" and inserting in lieu thereof '"paragraph (1) with
respect to a prior direct skip)".

(17)(A) Subsection (c) of section 2642 of the 1986 Code is
amended to read as follows:

"(c) TREATMENT OF CERTAIN DIRECT SKIPS WHICH ARE NONTAX-

ABLE GIFTS.-

"(1) IN GENERAL.-In the case of a direct skip which is a non-
taxable gift, the inclusion ratio shall be zero.

"(2) EXCEPTION FOR CERTAIN TRANSFERS IN TRUST.-Para-

graph (1) shall not apply to any transfer to a trust for the bene-
fit of an individual unless-

"(A) during the life of such individual, no portion of the
corpus or income of the trust may be distributed to (or for
the benefit of) any person other than such individual, and

"(B) if such individual dies before the trust is terminat-
ed, the assets of such trust will be includible in the gross
estate of such individual.

"(3) NONTAXABLE GIFT.-For purposes of this subsection, the
term 'nontaxable gift' means any transfer of property to the
extent such transfer is not treated as a taxable gift by reason
of-_

"(A) section 2503(b) (taking into account the application
of section 2513), or

"(B) section 2503(e)."
(B) Paragraph (1) of section 2642(d) of the 1986 Code is

amended by striking out "(other than a nontaxable gift)".
(C) The amendments made by this paragraph shall apply to

transfers after March 31, 1988.
(18) Clause (i) of section 2642(d)(2)(B) of the 1986 Code is

amended to read as follows:
"(i) the value of the property involved in such trans-

fer reduced by the sum of-
"(I) any Federal estate tax or state death tax ac-

tually recovered from the trust attributable to such
property, and

"(I) any charitable deduction allowed under sec-
tion 2055 or 2522 with respect to such property,
and ".

(19) Paragraph (2) of section 2651(b) of the 1986 Code is
amended by striking out "a spouse of the transferor" and insert-



ing in lieu thereof "a spouse (or former spouse) of the transfer-
or".

(20) Section 2652 of the 1986 Code is amended by adding at
the end thereof the following new subsection:

"(d) Executor.-For purposes of this chapter, the term 'executor'
has the meaning given such term by section 2203."

(h) AMENDMENTS RELATED TO SECTION 1433 OF THE REFORM

ACT.-
(1) Subsection (a) of section 1433 of the Reform Act is amend-

ed by striking out "this part" and inserting in lieu thereof "this
subtitle ".

(2) Paragraph (2) of section 1433(b) of the Reform Act is
amended-

(A) by striking out "this part" in the material preceding
subparagraph (A) and inserting in lieu thereof "this sub-
title "

(B) by inserting before the comma at the end of subpara-
graph (A) the following: "(or out of income attributable to
corpus so added)", and

(C) by inserting "or revocable trust" after "a will" in sub-
paragraph (B).

(3)(A) Subsection (b) of section 1433 of the Reform Act is
amended by striking out paragraph (3) and inserting in lieu
thereof the following new paragraphs:

"(3) TREATMENT OF CERTAIN TRANSFERS TO GRANDCHIL-

DREN. -
"(A) IN GENERAL.-For purposes of chapter 13 of the In-

ternal Revenue Code of 1986, the term 'direct skip' shall
not include any transfer before January 1, 1990, from a
transferor to a grandchild of the transferor to the extent
the aggregate transfers from such transferor to such grand-
child do not exceed $2,000,000.

"(B) TREATMENT OF TRANSFERS IN TRUST.-For purposes
of subparagraph (A), a transfer in trust for the benefit of a
grandchild shall be treated as a transfer to such grand-
child if (and only ifi-

"(i) during the life of the grandchild, no portion of
the corpus or income of the trust may be distributed to
(or for the benefit of) any person other than such
grandchild,

"(ii) the assets of the trust will be includible in the
gross estate of the grandchild if the grandchild dies
before the trust is terminated, and

"(iii) all of the income of the trust for periods after
the grandchild has attained age 21 will be distributed
to (or for the benefit of) such grandchild not less fre-
quently than annually.

"(C) COORDINATION WITH SECTION 2653(a) OF THE 1986

CODE.-In the case of any transfer which would be a gen-
eration-skipping transfer but for subparagraph (A), the
rules of section 2653(a) of the Internal Revenue Code of
1986 shall apply as if such transfer were a generation-skip-
ping transfer.



"(D) COORDINATION WITH TAXABLE TERMINATIONS AND

TAXABLE DISTRIBUTIONS.-For purposes of chapter 13 of the
Internal Revenue Code of 1986, the terms 'taxable termina-
tion' and 'taxable distribution' shall not include any trans-
fer which would be a direct skip but for subparagraph (A).

"(4.) DEFINITIONS.-Term used in this section shall have the
same respective meanings as when used in chapter 13 of the In-
ternal Revenue Code of 1986; except that section 2612(c)(2) of
such Code shall not apply in determining whether an individ-
ual is a grandchild of the transferor. "

(B) Clause (iii) of section 1443(b)(3)(B) of the Reform Act (as
amended by subparagraph (A)) shall apply only to transfers
after June 10, 1987.

(4) Subsection (d) of section 1433 of the Reform Act is amend-
ed-

(A) by striking out "shall be treated as a direct skip" and
inserting in lieu thereof "shall be treated as a direct skip to
such grandchild",

(B) by striking out "would be a direct skip" in subpara-
graph (B) and inserting in lieu thereof "would be a direct
skip to a grandchild", and

(C) by adding at the end thereof the following new sen-
tence: "Unless the grandchild otherwise directs by will, the
estate of such grandchild shall be entitled to recover from
the person receiving the property on the death of the grand-
child any increase in Federal estate tax on the estate of the
grandchild by reason of the preceding sentence."

(5) Subparagraph (C) of section 1433(b)(2) of the Reform Act
shall not exempt any direct skip from the amendments made by
subtitle D of title XIV of the Reform Act if-

(A) such direct skip results from the application of sec-
tion 2044 of the 1986 Code, and

(B) such direct skip is attributable to property transferred
to the trust after October 21, 1988.

SEC. 1015. AMENDMENTS RELATED TO TITLE XV OF THE REFORM ACT.
(a) AMENDMENT RELATED TO SECTION 1501 OF THE REFORM

AcT.-Subparagraph (B) of section 6724(d)(2) of the 1986 Code is
amended by striking out "6031(b)" and inserting in lieu thereof
"6031(b) or (c)".

(b) AMENDMENTS RELATED TO SECTION 1503 OF THE REFORM

AcT.-
(1) Subparagraph (A) of section 6013(b)(5) of the 1986 Code is

amended to read as follows:
"(A) COORDINATION WITH SECTION 6653.-For purposes of

section 6653, where the sum of the amounts shown as tax
on the separate returns of each spouse is less than the
amount shown as tax on the joint return made under this
subsection-

"(i) such sum shall be treated as the amount shown
on the joint return,

"(ii) any negligence (or disregard of rules or regula-
tions) on either separate return shall be treated as neg-
ligence (or such disregard) on the joint return, and



"(iii) any fraud on either separate return shall be
treated as fraud on the joint return. "

(2)(A) Paragraph (1) of section 6653(a) of the 1988 Code is
amended to read as follows:

"(1) IN GENERAL.-If any part of any underpayment (as de-
fined in subsection (c)) of tax required to be shown on a return
is due to negligence (or disregard of rules or regulations), there
shall be added to the tax an amount equal to 5 percent of the
underpayment. "

(B) Paragraph (1) of section 6653(b) of the 1986 Code is
amended to read as follows:

"(1) IN GENERAL.-If any part of any underpayment (as de-
fined in subsection (c)) of tax required to be shown on a return
is due to fraud, there shall be added to the tax an amount
equal to 75 percent of the portion of the underpayment which is
attributable to fraud."

(C) Paragraph (2) of section 6601(e) of the 1986 Code is
amended by striking out "6659" each place it appears and in-
serting in lieu thereof "6653, 6659".

(3) Subsection (g) of section 6653 of the 1986 Code is amended
by adding at the end thereof the following new sentence: "If any
penalty is imposed under subsection (a) by reason of the preced-
ing sentence, only the portion of the underpayment which is at-
tributable to the failure described in the preceding sentence
shall be taken into account in determining the amount- of the
penalty under subsection (a)."

(4) The amendments made by this subsection (other than
paragraph (3)) shall apply to returns the due date for which (de-
termined without regard to extensions) is after December 31,
1988.

(c) AMENDMENT RELATED TO SECTION 1504 OF THE REFORM
ACT.-The repeal made by section 8002(c) of the Omnibus Budget
Reconciliation Act of 1986 shall take effect as if the Tax Reform
Act of 1986 had been enacted on the day before the date of the en-
actment of the Omnibus Budget Reconciliation Act of 1986.

(d) AMENDMENTS RELATED TO SECTION 1511 OF THE REFORM
AcT.-Section 6621 of the 1986 Code is amended-

(1) by striking out "short-term Federal rate" each place it ap-
pears in subsections (a) and (b)(1) and inserting in lieu thereof
"Federal short-term rate", and

(2) by striking out "SHORT-TERM FEDERAL RATE" in the head-
ing of subsection (b) and inserting in lieu thereof "FEDERAL
SHORT- TERM RATE ".

(e) AMENDMENTS RELATED TO SECTION 1521 OF THE REFORM

ACT.-
(1)(A) Paragraph (1) of section 6045(c) of the 1986 Code is

amended by adding at the end thereof the following new sen-
tence:
"A person shall not be treated as a broker with respect to activi-
ties consisting of managing a farm on behalf of another
person.

(B) The amendment made by subparagraph (A) shall take
effect as if included in the amendments made by section



311(a)(1) of the Tax Equity and Fiscal Responsibility Act of
1982.

(2)(A) Subsection (e) of section 6045 of the 1986 Code is
amended by adding at the end thereof the following new para-
graph:

"(3) PROHIBITION OF SEPARATE CHARGE FOR FILING RETURN.-

It shall be unlawful for any real estate reporting person to sepa-
rately charge any customer for complying with any requirement
of paragraph (1). "

(B) The amendment made by subparagraph (A) shall take
effect on the date of the enactment of this Act.
(3) Subsection (e) of section 6045 of the 1986 Code is amend-

ed-
(A) by striking out "real estate broker" each place it ap-

pears in the text and inserting in lieu thereof "real estate
reporting person ", and

(B) by striking out "REAL ESTATE BROKER" in the head-
ing of paragraph (2) and inserting in lieu thereof "REAL
ESTATE REPORTING PERSON".

(f) AMENDMENT RELATED TO SECTION 1522 OF THE REFORM A CT.-

Section 6050M of the 1986 Code is amended by adding at the end
thereof the following new subsection:

"(e) EXCEPTION FOR CERTAIN CLASSIFIED OR CONFIDENTIAL CON-

TRA CTS. -
"(1) IN GENERAL.-Except as provided in paragraph (2), this

section shall not apply in the case of a contract described in
paragraph (3).

"(2) REPORTING REQUIREMENT. -Each Federal executive
agency which has entered into a contract described in para-
graph (3) shall, upon a request of the Secretary which identifies
a particular person, acknowledge whether such person has en-
tered into such a contract with such agency and, if so, provide
to the Secretary-

"(A) the information required under this section with re-
spect to such person, and

"(B) such other information with respect to such person
which the Secretary and the head of such Federal executive
agency agree is appropriate.

"(3) DESCRIPTION OF CONTRACT.-For purposes of this subsec-
tion, a contract between a Federal executive agency and another
person is described in this paragraph if-

"(A) the fact of the existence of such contract or the sub-
ject matter of such contract has been designated and clear-
ly marked or clearly represented, pursuant to the provisions
of Federal law or an Executive order, as requiring a specific
degree of protection against unauthorized disclosure for
reasons of national security, or

"(B) the head of such Federal executive agency (or his
designee) pursuant to regulations issued by such agency de-
termines, in writing, that filing the required return under
this section would interfere with the effective conduct of a
confidential law enforcement or foreign counterintelligence
activity."



(g) AMENDMENTS RELATED TO SECTION 1523 OF THE REFORM

ACT.-Section 6676 of the 1986 Code is amended-
(1) by striking out "6049, or 6050N" in subsection (a)(3) and

inserting in lieu thereof "or 6049",
(2) by striking out "6049, or 6050N" in subsection (b)(1)(A) and

inserting in lieu thereof "or 6049" and
(3) by striking out ", DIVIDENDS, AND ROYALTIES" in the

heading for subsection (b) and inserting in lieu thereof "AND

DIVIDEND ".

(h) AMENDMENTS RELATED TO SECTION 1542 OF THE REFORM

AcT.-Subsection (h) of section 6154 of the 1986 Code (as in effect
before its repeal by the Revenue Act of 1987) is amended-

(1) by striking out "subject to the tax imposed by section
4940" in paragraph (1),

(2) by amending paragraph (2) to read as follows:
"(2) any tax imposed by section 511, and any tax imposed by

section 1 or 4940 on a private foundation, shall be treated as a
tax imposed by section 11, and", and

(3) by adding at the end thereof the following new sentence:
"In the case of an organization described in paragraph (1), subsec-
tion (c) of section 6655 shall be applied by substituting '5th month'
for 'third month' and subsection (d)(3)(A) of section 6655 shall be
applied by substituting '2 months' for '2 months' in clause (i), by
substituting '4 months' for '5 months, in clause (ii), by substituting
'7 months' for '8 months' in clause (iii), and by substituting '10
months'for '11 months'in clause (iv)."

(i) AMENDMENT RELATED TO SECTION 1551 OF THE REFORM ACT.-

Clause (iii) of section 7430(c)(2)(A) of the 1986 Code is amended to
read as follows:

"(iii) meets the requirements of the 1st sentence of
section 2412(d)(1)(B) of title 28, United States Code (as
in effect on October 22, 1986) and meets the require-
ments of section 2412(d)(2)(B) of such title 28 (as so in
effect)."

(7) PROVISION RELATED TO SECTION 1556 OF THE REFORM ACT.-
To the extent the salary recommendations submitted by the Presi-
dent on January 5, 1987, are inconsistent with the provisions of sec-
tion 7443A(d)(1) of the 1986 Code, such recommendations shall not
be effective for any period.

(k) AMENDMENT RELATED TO SECTION 1557 OF THE REFORM

ACT.-
(1) Subsection (d) of section 7447 of the 1986 Code is amended

by adding at the end thereof the following new sentence: "In
computing the rate of the retired pay under paragraph (1) of
this subsection for any individual who is entitled thereto, any
period during which such individual performs services under
subsection (c) on a substantially full-time basis shall be treated
as a period during which he has served as a judge."

(2) The amendment made by paragraph (1) shall apply for
purposes of determining the amount of retired pay for months
beginning after the date of the enactment of this Act regardless
of when the services under section 7447(c) of the 1986 Code were
performed.



(1) AMENDMENTS RELATED TO SECTION 1561 OF THE REFORM

ACT.-
(1) Subsection (e)(2) of section 7609 of the 1986 Code is amend-

ed-
(A) by inserting "or the summoned party's response to a

summons described in subsection (f)," after "the summons
described in subsection (c), ", and

(B) by striking out "the summons is issued other" and in-
serting in lieu thereof "the summons is issued"

(2) Subsection (i) of section 7609 of the 1986 Code is amend-
ed-

(A) by striking out "the third-party recordkeeper" in
paragraph (4) and inserting in lieu thereof "the summoned
party", and

(B) by inserting "AND SUMMONED PARTY" after "RECORD-
KEEPER " in the subsection heading.

(3) The amendments made by this subsection shall take effect
on the date of the enactment of this Act.

(i) AMENDMENT RELATED TO SECTION 1562 OF THE REFORM

AcT.-Subsection (d) of section 6212 of the 1986 Code is amended by
adding at the end thereof the following new sentence: "Nothing in
this subsection shall affect any suspension of the running of any
period of limitations during any period during which the rescinded
notice was outstanding."

(n) AMENDMENT RELATED TO SECTIoN 1563 OF THE REFORM
AcT.-Subparagraph (B) of section 6404(e)(1) of the 1986 Code is
amended-

(1) by inserting "error or" before "delay", and
(2) by inserting "erroneous or" before "dilatory".

(o) AMENDMENT RELATED TO SECTIoN 1565 OF THE REFORM
AcT.-Effective with respect to levies made after December 31, 1988,
paragraph (10) of section 6334(a) of the 1986 Code is amended-

(1) in subparagraph (A)-
(A) by striking out "IV" and inserting in lieu thereof

"II, IV, V, ' and
(B) by adding "or" at the end thereof

(2) in subparagraph (C) by striking out '21, " and inserting in
lieu thereof "13, 21, 2, "and

(3) by striking out subparagraph (B) and redesignating sub-
paragraph (C) as subparagraph (B).

(p) AMENDMENT RELATED TO SECTION 1581 OF THE REFORM

AcT.-Subsection (c) of section 1581 of the Reform Act is amended
by adding at the end thereof the following new sentence:
'The preceding sentence shall not apply if its application would
result in an increase in the number of withholding allowances for
the employee."

(q) GENERAL REQUIREMENT OF RETURN, STATEMENT, OR LIsT.-

(17 Subsection (a) of section 6011 of the 1986 Code is amended
by striking out "for the collection thereof" and inserting in lieu
thereof "with respect to the collection thereof".

(2) The amendment made by paragraph (1) shall take effect
on the date of the enactment of this Act.

(r) CERTAIN REFUNDABLE CREDITS To BE ASSESSED UNDER DEFI-

CIENCY PROCEDURES.-



(1) Subsection (a) of section 6201 of the 1986 Code is amended
by striking out paragraph (4).

(2) Paragraph (4) of section 6211(b) is amended to read as fol-
lows:

"(4) For purposes of subsection (a)-
"(A) any excess of the sum of the credits allowable under

sections 32 and 34 over the tax imposed by subtitle A (deter-
mined without regard to such credits), and

"(B) any excess of the sum of such credits as shown by
the taxpayer on his return over the amount shown as the
tax by the taxpayer on such return (determined without
regard to such credits),

shall be taken into account as negative amounts of tax."
(3) Subsection (h) of section 6211 of the 1986 Code is amended

by striking out paragraph (3) and by redesignating paragraph
(4) as paragraph (3).

(4) The amendments made by this subsection shall apply to
notices of deficiencies mailed after the date of the enactment of
this Act.

(s) NOTICE OF LIEN ON PERSONAL PROPERTY.-
(1) Subsection (f) of section 6323 of the 1986 Code is amend-

ed-
(A) by inserting " except that State law merely conform-

ing to or reenacting Federal law establishing a national
filing system does not constitute a second office for filing as
designated by the laws of such State" after "situated" in
paragraph (1)(A)(ii), and

(B) by adding at the end thereof the following new para-
graph:

"(5) NATIONAL FILING SYSTEMS.-The filing of a notice of lien
shall be governed solely by this title and shall not be subject to
any other Federal law establishing a place or places for the
filing of liens or encumbrances under a national filing system. "

(2) The amendments made by this subsection shall take effect
on the date of the enactment of this Act.

(t) EFFECT OF HONORING LEVY.-
(1) Subsection (d) of section 6332 of the 1986 Code is amend-

ed-
(A) by inserting "and any other person" after "delinquent

taxpayer", and
(B) by striking out the last sentence thereof.

(2) The amendment made by this subsection shall apply to
levies issued after the date of the enactment of this Act.

(u) COLLECTION AFTER COMMENCEMENT OF JUDICIAL PROCEED-

INGS.-

(1) The last sentence of section 6502(a) of the 1986 Code is
amended to read as follows: "If a timely proceeding in court for
the collection of a tax is commenced, the period during which
such tax may be collected by levy shall be extended and shall
not expire until the liability for the tax (or a judgment against
the taxpayer arising from such liability) is satisfied or becomes
enforceable."

(2) The amendment made by this subsection shall apply to
levies issued after the date of the enactment of this Act.



SEC. 1016. AMENDMENTS RELATED TO TITLE XVI OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 1603 OF THE REFORM
ACT.-

(1)(A) Subparagraph (A) of section 501(c)(25) of the 1986 Code
is amended by adding at the end thereof the following new sen-
tence:
"For purposes of clause (iii), the term 'real property' shall not
include any interest as a tenant in common (or similar interest)
and shall not include any indirect interest. "

(B) The amendment made by subparagraph (A) shall apply
with respect to property acquired by the organization after June
10, 1987, except that such amendment shall not apply to any
property acquired after June 10, 1987, pursuant to a binding
written contract in effect on June 10, 1987, and at all times
thereafter before such acquisition.

(2) Subparagraph (D) of section 501(c)(25) of the 1986 Code is
amended by striking out so much of such subparagraph as pre-
cedes clause (i) and inserting in lieu thereof the following:

"(D) A corporation or trust shall in no event be treated as
described in subparagraph (A) unless such corporation or
trust permits its shareholders or beneficiaries-

(3)(A) Paragraph (25) of section 501(c) of the 1986 Code is
amended by adding at the end thereof the following new sub-
paragraph:

"(E)(i) For purposes of this title-
"(I) a corporation which is a qualified subsidiary

shall not be treated as a separate corporation, and
"(II) all assets, liabilities, and items of income, de-

duction, and credit of a qualified subsidiary shall be
treated as assets, liabilities, and such items (as the case
may be) of the corporation or trust described in sub-
paragraph (A).

"(ii) For purposes of this subparagraph, the term 'quali-
fied subsidiary' means any corporation if, at all times
during the period such corporation was in existence, 100
percent of the stock of such corporation is held by the corpo-
ration or trust described in subparagraph (A).

"(iii) For purposes of this subtitle, if any corporation
which was a qualified subsidiary ceases to meet the re-
quirements of clause (ii), such corporation shall be treated
as a new corporation acquiring all of its assets (and assum-
ing all of its liabilities) immediately before such cessation
from the corporation or trust described in subparagraph (A)
in exchange for its stock. "

(B) Subparagraph (C) of section 501(c)(25) of the 1986 Code is
amended by inserting "or" at the end of clause (iii), by striking
out ", or" at the end of clause (iv) and inserting in lieu thereof
a period, and by striking out clause (v).

(4) Paragraph (25) of section 501(c) of the 1986 Code is amend-
ed by adding at the end thereof the following new subpara-
graph:

"(F) For purposes of subparagraph (A), the term 'real
property' includes any personal property which is leased
under, or in connection with, a lease of real property, but



only if the rent attributable to such personal property (de-
termined under the rules of section 856(d)(1)) for the tax-
able year does not exceed 15 percent of the total rent for the
taxable year attributable to both the real and personal
property leased under, or in connection with, such lease."

(5)(A) Paragraph (9) of section 514(c) of the 1986 Code is
amended by adding at the end thereof the following new sub-
paragraph:

"(E) SPECIAL RULES FOR ORGANIZATIONS DESCRIBED IN
SECTION 501(C)(25).-

"(i) IN GENERAL.-In computing under section 512
the unrelated business taxable income of a disqualified
holder of an interest in an organization described in
section 501(c)(25), there shall be taken into account-

"(I) as gross income derived from an unrelated
trade or business, such holder's pro rata share of
the items of income described in clause (ii)(I) of
such organization, and

"(II) as deductions allowable in computing unre-
lated business taxable income, such holder's pro
rata share of the items of deduction described in
clause (ii)(II) of such organization.

Such amounts shall be taken into account for the tax-
able year of the holder in which (or with which) the
taxable year of such organization ends.

"(ii) DESCRIPTION OF AMOUNTS.-For purposes of
clause (i)-

"(I) gross income is described in this clause to
the extent such income would (but for this para-
graph) be treated under subsection (a) as derived
from an unrelated trade or business, and

"(II) any deduction is described in this clause to
the extent it would (but for this paragraph) be al-
lowable under subsection (a)(2) in computing unre-
lated business taxable income.

"(iii) DISQUALIFIED HOLDER.-For purposes of this
subparagraph, the term 'disqualified holder' means
any shareholder (or beneficiary) which is not described
in clause (i) or (ii) of subparagraph (C). "

(B) The amendment made by subparagraph (A) shall apply
with respect to interests in the organization acquired after June
10, 1987, except that such amendment shall not apply to any
such interest acquired after June 10, 1987, pursuant to a bind-
ing written contract in effect on June 10, 1987, and at all times
thereafter before such acquisition.

(6) The last sentence of section 514(c)(9)(B) of the 1986 Code is
amended by striking out "clause (vi)" and inserting in lieu
thereof "this paragraph ".

(b) REPEAL OF SECTION 1608 OF THE REFORM AcT.-Section 1608
of the Reform Act is hereby repealed.
SEC. 1017. AMENDMENTS RELATED TO TITLE XVII OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 1701 OF THE REFORM
AcT.-Clause (i) of section 51(d)(12)(B) of the 1986 Code is amended



by striking out "subsection (a)(1)" and inserting in lieu thereof "sub-
section (a)"

(b) AMENDMENT RELATED TO SECTION 1702 OF THE REFORM

AcT.-Subsection (j) of section 6652 of the 1986 Code, as added by
section 1702(b) of the Reform Act and as in effect before its repeal
by the Revenue Act of 1987, is amended by inserting "(and the corre-
sponding provision of section 4041(d)(1))" after "section 4041(a)(1)".

(c) AMENDMENTS RELATED TO SECTION 1703 OF THE REFORM

ACT.-
(1)(A) Subsection (a) of section 4081 of the 1986 Code, as

amended by section 1703 of the Reform Act, is amended by re-
designating paragraph (2) as paragraph (3) and by striking out
paragraph (1) and inserting in lieu thereof the following new
paragraphs:

"(1) IN GENERAL.-There is hereby imposed a tax at the rate
specified in paragraph (2) on the earlier of-

"(A) the removal, or
"(B) the sale,

of gasoline by the refiner or importer thereof or the terminal op-
era tor.

"(2) RATES OF TAX.-

"(A) IN GENERAL.-The rate of the tax imposed by this
section is the sum of-

"(i) the Highway Trust Fund financing rate, and
"(ii) the Leaking Underground Storage Tank Trust

Fund financing rate.
"(B) RATES. -For purposes of subparagraph (A)-

"(i) the Highway Trust Fund financing rate is 9
cents a gallon, and

"(ii) the Leaking Underground Storage Tank Trust
Fund financing rate is 0.1 cent a gallon."

(B) Subsections (b) and (c) of section 4081 of the 1986 Code, as
amended by section 1703 of the Reform Act, are each amended
by striking out "subsection (d)" and inserting in lieu thereof
"subsection (a)".

(C) Subsection (e) of section 4081 of the 1986 Code, as amend-
ed by section 1703 of the Reform Act, is amended-

(i) by striking out "subsection (d)(2)(A)" in paragraph (1)
and inserting in lieu thereof "subsection (a)(2)", and

(ii) by striking out "subsection (d)(2)(B)" each place it ap-
pears in paragraph (2) and inserting in lieu thereof "subsec-
tion (a)(2)".

(D) Section 4081 of the 1986 Code, as amended by section 1703
of the Reform Act, is amended by striking out subsection (d)
and by redesignating subsection (e) as subsection (d).

(2) Subsection (b) of section 34 of the 1986 Code is amended by
striking out "section 6421(i) or 6427(j)" and inserting in lieu
thereof "section 6421U) or 6427(k)".

(3) Sections 4041(b)(1)(C) and 6427(m)(3) of the 1986 Code are
each amended by striking out "section 6421(d)(2)" and inserting
in lieu thereof "section 6421(e)(2)".

(4) Paragraph (3) of section 4041(f) of the 1986 Code is amend-
ed to read as follows:



"(3) TERMINATION.-Except with respect to the taxes imposed
by subsection (d), paragraph (1) shall not apply on and after Oc-
tober 1, 1993."

(5) The amendment made by section 10502(d)(4) of the Reve-
nue Act of 1987 shall be treated as if included in the amend-
ments made by section 1703 of the Reform Act except that the
reference to section 4091 of the Internal Revenue Code of 1986
shall not apply to sales before April 1, 1988.

(6) Section 6421 of the 1986 Code is amended by redesignating
subsection (i) (relating to income tax credit in lieu of payment)
and subsection (J) (relating to cross references) as subsections (J)
and (k), respectively.

(7) Subsections (a) and (b)(1) of section 6421 of the 1986 Code
are each amended by striking out "subsection (i)" and inserting
in lieu thereof "subsection (j)".

(8) Paragraph (2) of section 6421(j) of the 1986 Code (as redes-
ignated by paragraph (6)) is amended by striking out "subsec-
tion (c)(2)" and inserting in lieu thereof "subsection (d)(2)".

(9) Sections 7210, 7603, 7604(b), 7604(c)(2), 7605(a), 7609(c)(1),
and 7610(c) of the 1986 Code are each amended by striking out
"6421(f)(2)" and inserting in lieu thereof "6421(g)(2)".

(10) Paragraph (2) of section 6427(k) of the 1986 Code is
amended by striking out "subsection" and all that follows and
inserting in lieu thereof "paragraph (2) or (2) of subsection (i)."

(11) Paragraph (6) of section 6511(i) of the 1986 Code is
amended by striking out "section 6421(c)" and inserting in lieu
thereof "section 6421(d)".

(12) Subparagraph (G) of section 1703(e)(2) of the Reform Act
is amended by striking out all that follows "are amended" and
inserting in lieu thereof "by striking out '6427(i)(2)' and insert-
ing in lieu thereof '6427()(2)'. "

(13) Paragraph (2) of section 1702(f) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: "All other provisions of law, including penalties, applica-
ble with respect to the taxes imposed by section 4081 of the In-
ternal Revenue Code of 1986 shall apply to the floor stocks
taxes imposed by this section. "

(14) Paragraph (1) of section 4081(c) of the 1986 Code, as
amended by section 1702 of the Reform Act, is amended by
striking out "2 cents" and inserting in lieu thereof "3'3 cents"

(15) Subsection (d) of section 6421 of the 1986 Code is amend-
ed by adding at the end thereof the following new paragraph:

"(2) APPLICATION TO SALES UNDER SUBSECTION (c).-For pur-
poses of this subsection, gasoline shall be treated as used for a
purpose referred to in subsection (c) when it is sold for such a
purpose.

(16) Section 4222(d) of the 1986 Code is amended by striking
out "4082" and inserting in lieu thereof "4101 ".

SEC. 1018. AMENDMENTS RELATED TO TITLE XVIII OF THE REFORM ACT.

(a) AMENDMENT RELATED TO SECTION 1801 OF THE REFORM
AcT.-Clause (iii) of section 1801(a)(2)(A) of the Reform Act is
amended to read as follows:



"(iii) a person became a partner in such partnership
(or a beneficiary in such trust) after its formation but
before September 26, 1985, ".

(b) AMENDMENTS RELATED TO SECTION 1802 OF THE REFORM

ACT.-
(1) The last sentence of section 31(g)(17)(L) of the Tax Reform

Act of 1984, as added by section 1802(a)(10)(G) of the Reform
Act, is amended-

(A) by striking out "Registry of Deeds" each place it ap-
pears and inserting in lieu thereof "Register of Deed", and

(B) by striking out "May 7, 1985" and inserting in lieu
thereof "May 7, 1984 ".

(2) Subparagraph (E) of section 168U)(9) of the 1986 Code (as
amended by section 1802(a)(2) of the Reform Act and as in effect
before the amendments made by section 201 of the Reform Act)
is amended-

(A) by striking out "this paragraph" in clauses (i) and
(ii)(I) and inserting in lieu thereof "this paragraph and
paragraph (8)", and

(B) by striking out clause (iii) and inserting in lieu there-
of the following:

"(iii) TAX-EXEMPT CONTROLLED ENTITY.-

"(I) IN GENERAL.-The term 'tax-exempt con-
trolled entity' means any corporation (which is not
a tax-exempt entity determined without regard to
this subparagraph and paragraph (4)(E)) if 50 per-
cent or more (in value) of the stock in such corpora-
tion is held by 1 or more tax-exempt entities (other
than a foreign person or entity).

"(II) ONLY 5-PERCENT SHAREHOLDERS TAKEN INTO
ACCOUNT IN CASE OF PUBLICLY TRADED STOCK.-For
purposes of subclause (I), in the case of a corpora-
tion the stock of which is publicly traded on an es-
tablished securities market, stock held by a tax-
exempt entity shall not be taken into account
unless such entity holds at least 5 percent (in
value) of the stock in such corporation. For pur-
poses of this subclause, related entities (within the
meaning of paragraph (7)) shall be treated as 1
entity.

"(III) SECTION 318 TO APPLY.-For purposes of
this clause, a tax-exempt entity shall be treated as
holding stock which it holds through application
of section 318 (determined without regard to the
50-percent limitation contained in subsection
(a)(2)(C) thereof). "

(c) AMENDMENT RELATED TO SECTION 1803 OF THE REFORM

ACT.-
(1) Subparagraph (A) of section 1803(a)(8) of the Reform Act is

amended by striking out "September 27, 1985" and inserting in
lieu thereof "December 31, 1985".

(2) Subsection (c) of section 1278 of the 1986 Code is amended
by inserting before the period ", including regulations providing



proper adjustments in the case of a bond the principal of which
may be paid in 2 or more payments ".
(3) Section 1278(b) of the 1986 Code is amended by adding at

the end thereof the following new paragraph:
"(4) BASIS ADJUSTMENT.-The basis of any bond in the hands

of the taxpayer shall be increased by the amount included in
gross income pursuant to this subsection."

(d) AMENDMENTS RELATED TO SECTION 1804 OF THE REFORM

ACT.-
(1) Paragraph (3) of section 1804(b) of the Reform Act is

amended by striking out "Paragraph (3) of section 54" and in-
serting "Paragraph (3) of section 54(d)".

(2) Clause (i) of section 54(d)(3)(D) of the Tax Reform Act of
1984 is amended by striking out "subtitle D of title VI" and in-
serting "subtitle D of title VI of the Tax Reform Act of 1986".
(3) Clause (ii) of section 54(d)(3)(D) of the Tax Reform Act of

1984 (as added by section 1804(b)(3) of the Tax Reform Act of
1986) is amended-

(A) by striking out "December 9, 1968, " each place it ap-
pears and inserting in lieu thereof "December 10, 1968, ",

and
(B) by striking out "October 5, 1981" and inserting in lieu

thereof "March 2, 1978, ".
(4) Subsection (b) of section 312 of the 1986 Code is amended

by striking out "of any property" and inserting in lieu thereof
"of any property (other than an obligation of such corpora-
tion)".

(5)(A) Section 361 of the 1986 Code is amended to read as fol-
lows:

"SEC. 361. NONRECOGNITION OF GAIN OR LOSS TO CORPORATIONS; TREAT-
MENT OF DISTRIBUTIONS.

"(a) GENERAL RULE.-No gain or loss shall be recognized to a cor-
poration if such corporation is a party to a reorganization and ex-
changes property, in pursuance of the plan of reorganization, solely
for stock or securities in another corporation a party to the reorgani-
zation.

"(b) EXCHANGES NOT SOLELY IN KIND.-

"(1) GAIN.-If subsection (a) would apply to an exchange but
for the fact that the property received in exchange consists not
only of stock or securities permitted by subsection (a) to be re-
ceived without the recognition of gain, but also of other proper-
ty or money, then-

"(A) PROPERTY DISTRIBUTED.-If the corporation receiv-
ing such other property or money distributes it in pursuance
of the plan of reorganization, no gain to the corporation
shall be recognized from the exchange, but

"(B) PROPERTY NOT DISTRIBUTED.-If the corporation re-
ceiving such other property or money does not distribute it
in pursuance of the plan of reorganization, the gain, if any,
to the corporation shall be recognized.

The amount of gain recognized under subparagraph (B) shall
not exceed the sum of the money and the fair market value of
the other property so received which is not so distributed.



"(2) Loss.-If subsection (a) would apply to an exchange but
for the fact that the property received in exchange consists not
only of property permitted by subsection (a) to be received with-
out the recognition of gain or loss, but also of other property or
money, then no loss from the exchange shall be recognized.

"(3) TREATMENT OF TRANSFERS TO CREDITORS.-For purposes
of paragraph (1), any transfer of the other property or money re-
ceived in the exchange by the corporation to its creditors in con-
nection with the reorganization shall be treated as a distribu-
tion in pursuance of the plan of reorganization. The Secretary
may prescribe such regulations as may be necessary to prevent
avoidance of tax through abuse of the preceding sentence or
subsection (c)(3).

"(c) TREATMENT OF DISTRIBUTIONS.-

"(1) IN GENERAL.-Except as provided in paragraph (2), no
gain or loss shall be recognized to a corporation a party to a
reorganization on the distribution to its shareholders of proper-
ty in pursuance of the plan of reorganization.

"(2) DISTRIBUTIONS OF APPRECIATED PROPERTY.-

"(A) IN GENERAL.-If-
"(i) in a distribution referred to in paragraph (1), the

corporation distributes property other than qualified
property, and

'(ii) the fair market value of such property exceeds
its adjusted basis (in the hands of the distributing cor-
poration),

then gain shall be recognized to the distributing corpora-
tion as if such property were sold to the distributee at its
fair market value.

"(B) QUALIFIED PROPERTY.-For purposes of this subsec-
tion, the term 'qualified property' means-

"(i) any stock in (or right to acquire stock in) the dis-
tributing corporation or obligation of the distributing
corporation, or

"(ii) any stock in (or right to acquire stock in) an-
other corporation which is a party to the reorganiza-
tion or obligation of another corporation which is such
a party if such stock (or right) or obligation is received
by the distributing corporation in the exchange.

"(C) TREATMENT OF LIABILITIES.-If any property distrib-
uted in the distribution referred to in paragraph (1) is sub-
ject to a liability or the shareholder assumes a liability of
the distributing corporation in connection with the distri-
bution, then, for purposes of subparagraph (A), the fair
market value of such property shall be treated as not less
than the amount of such liability.

"(3) TREATMENT OF CERTAIN TRANSFERS TO CREDITORS.-For

purposes of this subsection, any transfer of qualified property by
the corporation to its creditors in connection with the reorgani-
zation shall be treated as a distribution to its shareholders pur-
suant to the plan of reorganization.

"(4) COORDINATION WITH OTHER PRO VISIONS.-Section 311
and subpart B of part 11 of this subchapter shall not apply to
any distribution referred to in paragraph (1). "



(B) Section 358 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

"(f) DEFINITION OF NONRECOGNITION PROPERTY IN CASE OF SEC-
TION 361 EXCHANGE.-For purposes of this section, the property per-
mitted to be received under section 361 without the recognition of
gain or loss shall be treated as consisting only of stock or securities
in another corporation a party to the reorganization."

(C) Section 355 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

"(c) TAXABILITY OF CORPORATION ON DIsTRiBuTION.-Section 311
shall apply to any distribution-

"(1) to which this section (or so much of section 356 as relates
to this section) applies, and

"(2) which is not in pursuance of a plan of reorganization,
in the same manner as if such distribution were a distribution to
which subpart A of part I applies; except that subsection (b) of sec-
tion 311 shall not apply to any distribution of stock or securities in
the controlled corporation."

(D) Subsection (c) of section 336 of the 1986 Code (as amended
by section 631 of the Reform Act) is amended to read as follows:

"(c) EXCEPTION FOR LIQUIDATIONS WHICH ARE PART OF A REOR-
GANIZATION. -

"For provision providing that this subpart does not apply to distributions in

pursuance of a plan of reorganization, see section 361(c)(4). "

(E) Subsection (a) of section 311 of the 1986 Code is amended
by striking out "distribution, with respect to its stock, " and in-
serting in lieu thereof "distribution (not in complete liquida-
tion) with respect to its stock'.

(F) The table of sections for subpart C of part III of subchap-
ter C of chapter 1 of the 1986 Code is amended by striking out
the item relating to section 361 and inserting in lieu thereof the
following new item:

"Sec. 361. Nonrecognition of gain or loss to corporations; treatment of distributions."

(G) Effective with respect to transfers on or after June 21,
1988, section 351 of the 1986 Code is amended by redesignating
subsection (f) as subsection (g) and by inserting after subsection
(e) the following new subsection:

"(f) TREATMENT OF CONTROLLED CORPORATION. -If-

"(1) property is transferred to a corporation (hereinafter in
this subsection referred to as the 'controlled corporation') in an
exchange with respect to which gain or loss is not recognized (in
whole or in part) to the transferor under this section, and

"(2) such exchange is not in pursuance of a plan of reorgani-
zation,

section 311 shall apply to any transfer in such exchange by the con-
trolled corporation in the same manner as if such transfer were a
distribution to which subpart A of part I applies."

(6) Subparagraph (A) of section 280G(b)(5) of the 1986 Code is
amended-

(A) in clause (i) by striking out "section 1361(b))" and in-
serting in lieu thereof "section 1361(b) but without regard
to paragraph (1)(C) thereof)", and



(B) by adding at the end thereof the following: "Stock de-
scribed in section 1504(a)(4) shall not be taken into account
under clause (ii)(I) if the payment does not adversely affect
the shareholder's redemption and liquidation rights. "

(7) Subparagraph (B) of section 280G(b)(5) of the 1986 Code
(relating to shareholder approval requirements) is amended by
adding at the end thereof the following new sentence:

"The regulations prescribed under subsection (e) shall in-
clude regulations providing for the application of this sub-
paragraph in the case of shareholders which are not indi-
viduals (including the treatment of nonvoting interests in
an entity which is a shareholder) and where an entity
holds a de minimis amount of stock in the corporation."

(8) Paragraph (5) of section 280G(d) of the 1986 Code is
amended by striking out "officer or any member" and inserting
in lieu thereof "officer of any member".

(9) Paragraph (3) of section 338(e) of the 1986 Code is amend-
ed by striking out "which meet the 80 percent requirements of
subparagraphs (A) and (B) of subsection (d)(3)" and inserting in
lieu thereof "which meet the requirements of section 1504(a)(2)"

(10)(A) Paragraph (7) of section 1504(b) of the 1986 Code is
amended to read as follows:

"(7) A DISC (as defined in section 992(a)(1))."
(B) Section 1504 of the 1986 Code is amended by adding at

the end thereof the following new subsection:
"(f) SPECIAL RULE FOR CERTAIN AMOUNTS DERIVED FROM A COR-

PORATION PREVIOUSLY TREATED AS A DISC.-In determining the
consolidated taxable income of an affiliated group for any taxable
year beginning after December 31, 1984, a corporation which had
been a DISC and which would otherwise be a member of such group
shall not be treated as such a member with respect to-

"(1) any distribution (or deemed distribution) of accumulated
DISC income which was not treated as previously taxed income
under section 805(b)(2)(A) of the Tax Reform Act of 1984, and

"(2) any amount treated as received under section 805(b)(3) of
such Act."

(e) PROvIsION RELATED TO SECTION 1806 OF THE REFORM ACT.-

If-

(1) on a return for the 1st taxable year of the trusts involved
beginning after March 1, 1984, 2 or more trusts were treated as
a single trust for purposes of the tax imposed by chapter 1 of
the Internal Revenue Code of 1954,

(2) such trusts would have been required to be so treated but
for the amendment made by section 1806(b) of the Reform Act,
and

(3) such trusts did not accumulate any income during such
taxable year and did not make any accumulation distributions
during such taxable year,

then, notwithstanding the amendment made by section 1806(b) of
the Reform Act, such trusts shall be treated as one trust for pur-
poses of such taxable year.

(f) AMENDMENTS RELATED TO SECTION 1807 OF THE REFORM

ACT.-



(1) Paragraphs (1)(A) and (2)(E) of section 468B(d) of the 1986
Code are each amended by striking out "the taxpayer" and in-
serting in lieu thereof "the taxpayer (or any related person)".

(2) Subparagraph (A) of section 468B(d)(2) of the 1986 Code is
amended to read as follows:

"(A) which is established pursuant to a court order and
which extinguishes completely the taxpayer's tort liability
with respect to claims described in subparagraph (D), ".

(3) Clause (i) of section 1807(a)(7)(C) of the Reform Act is
amended to read as follows:

"(0 any portion of such fund which is established
pursuant to a court order and with qualified payments,
which meets the requirements of subparagraphs (C)
and (D) of section 468B(d)(2) of the Internal Revenue
Code of 1954 (as added by this paragraph), and with
respect to which an election is made under subpara-
graph (F) thereof, shall be treated as a designated set-
tlement fund for purposes of section 468B of such
Code,"

(4) Paragraph (2) of section 468B(b) of the 1986 Code is
amended-

(A) by striking out "the corporation, " and inserting in
lieu thereof "a corporation. ", and

(B) by striking out "no other" and inserting in lieu there-
of "No other".

(5)(A) Section 468B of the 1986 Code is amended by adding at
the end thereof the following new subsection:

"(g) CLARIFICATION OF TAXATION OF CERTAIN FuNDs.-Nothing in
any provision of law shall be construed as providing that an escrow
account, settlement fund, or similar fund is not subject to current
income tax. The Secretary shall prescribe regulations providing for
the taxation of any such account or fund whether as a grantor trust
or otherwise."

(B) Subparagraph (D) of section 1807(a)(7) of the Reform Act
is hereby repealed.

(g) AMENDMENTS RELATED TO SECTION 1810 OF THE REFORM
ACT.-

(1) Paragraph (5) of section 1810(a) of the Reform Act is
amended by striking out "section 125(b)(5)" each place it ap-
pears and inserting in lieu thereof "section 121(b)(5)"

(2) Section 133(d)(3)(B)(iii) of the Tax Reform Act of 1984, as
amended by section 1810(i)(2) of the Reform Act, is amended by
striking out "Tax Reform Act of 1985" and inserting in lieu
thereof "Tax Reform Act of 1986".

(3) Clause (iv) of section 7701(b)(5)(A) of the 1986 Code is
amended by striking out "section 274(k)(2)" and inserting in
lieu thereof "section 274(l)(1)(B)".

(h) AMENDMENT RELATED TO SECTION 1821 OF THE REFORM
ACT.-

(1) Subsection (e) of section 812 of the 1986 Code (relating to
dividends from certain subsidiaries not included in gross in-
vestment income) is amended to read as follows:

"(e) DIVIDENDS FROM CERTAIN SUBSIDIARIES NOT INCLUDED IN

GROSS INVESTMENT INCOME. -



"(1) IN GENERAL.-For purposes of this section, the term 'gross
investment income' shall not include any dividend received by
the life insurance company which is a 100 percent dividend.

"2) 100 PERCENT DIVIDEND DEFINED.--

"(A) IN GENERAL.-Except as provided in subparagraphs

(B) and (C), the term '100 percent dividend' means any divi-
dend if the percentage used for purposes of determining the
deduction allowable under section 243, 244, or 245(b) is 100
percent.

"(B) CERTAIN DIVIDENDS OUT OF TAX-EXEMPT INTEREST,

ETC.-The term '100 percent dividend' does not include any
distribution by a corporation to the extent such distribution
is out of tax-exempt interest or out of dividends which are
not 100 percent dividends (determined with the application
of this subparagraph).

"(C) CERTAIN DIVIDENDS RECEIVED BY FOREIGN CORPORA-

TIONS.-The term '100 percent dividends' does not include
any dividend described in section 805(a)(4)(E) (relating to
certain dividends in the case of foreign corporations). "

(2) The amendment made by paragraph (1) shall take effect as
if included in the amendments made by section 211 of the Tax
Reform Act of 1984.

(i) AMENDMENT RELATED TO SECTION 1822 OF THE REFORM ACT.-

Clause (i) of section 216(b)(4)(C) of the Tax Reform Act of 1984 (re-
lating to section 818(c) elections made by certain acquired compa-
nies) is amended by striking out "clause (i)" and inserting in lieu
thereof "subclause (I)".

(j) AMENDMENT RELATED TO SECTION 1825 OF TvE REFORM AcT.-

Paragraph (4) of section 1825(a) of the Reform Act (relating to
amendments related to section 221 of the Tax Reform Act of 1984) is
amended by striking out "Section 7702(e)(2)" and inserting in lieu
thereof "Effective with respect to contracts entered into after October
22, 1986, section 7702(e)(2)

(k) AMENDMENTS RELATED TO SECTION 1826 OF THE REFORM

ACT.-
(1) Paragraph (5) of section 72(s) of the 1986 Code is amended

by striking out "or" at the end of subparagraph (B), by striking
out the period at the end of subparagraph (C) and inserting in
lieu thereof ", or", and by adding at the end thereof the follow-
ing new subparagraph:

"(D) which is a qualified funding asset (as defined in sec-
tion 130(d), but without regard to whether there is a quali-
fied assignment)."

(2) The paragraph heading of paragraph (5) of section 72(s) of
the 1986" Code is amended by striking out "ANNUITY CONTRACTS

WHICH ARE PART OF QUALIFIED PLANS" and inserting in lieu
thereof "CERTAIN ANNUITY CONTRACTS ".

(1) AMENDMENTS RELATED TO SECTION 1842 OF THE REFORM

ACT.-
(1) Subsection (c) of section 425 of the 1986 Code is amended

by adding at the end thereof the following new paragraph:
"(4) TRANSFERS BETWEEN SPOUSES OR INCIDENT TO DIVORCE.-

In the case of any transfer described in subsection (a) of section
1041-



"(A) such transfer shall not be treated as a disposition
for purposes of this part, and

"(B) the same tax treatment under this part with respect
to the transferred property shall apply to the transferee as
would have applied to the transferor. "

(2) Paragraph (1) of section 425(c) of the 1986 Code is amend-
ed by striking out "paragraph (2) and (3)" and inserting in lieu
thereof '"paragraphs (2), (3), and (4)".

(2) Effective with respect to transfers after June 21, 1988, sub-
section (d) of section 1041 of the 1986 Code is amended-

(A) by striking out "Paragraph (1) of subsection (a)" and
inserting in lieu thereof "Subsection (a)", and

(B) by striking out "the spouse" and inserting in lieu
thereof "the spouse (or former spouse)".

(m) AMENDMENTS RELATED TO SECTION 1866 OF THE REFORM

ACT.-
(1) Section 1866 of the Reform Act is amended by striking out

"obligation issued to refund" and inserting in lieu thereof "ob-
ligation (or series of obligations) issued to refund".

(2)(A) Paragraph (1) of section 1866 of the Reform Act is
amended to read as follows:

"(1) the average maturity of the issue of which the refunding
obligation is a part does not exceed the average maturity of the
obligations to be refunded by such issue,

(B) Section 1866 of the Reform Act is amended by adding at
the end thereof the following new sentence: "For purposes of
paragraph (1), average maturity shall be determined in accord-
ance with subsection (b)(14)(B)(i) of such Code. "

(3) Paragraph (4) of section 1866 of the Reform Act is amend-
ed by striking out "30 days" and inserting in lieu thereof "90
days ".

(4) Section 1866 of the Reform Act is amended by adding
"and" at the end of paragraph (2), by striking out paragraph
(3), and by redesignating paragraph (4) as paragraph (3).

(5) A refunding obligation issued before July 1, 1987, shall be
treated as meeting the requirement of paragraph (1) of section
1866 of the Reform Act if such obligation met the requirement
of such paragraph as enacted by the Reform Act.

(n) AMENDMENTS RELATED TO SECTION 1869 OF THE REFORM

ACT.-
(1) Clause (ii) of section 1869(c)(2)(A) of the Reform Act is

amended by striking out '"pursuant to the exercise of eminent
domain" and inserting in lieu thereof "(by a governmental unit
having the power to exercise eminent domain)".

(2) Subparagraph (C) of section 1869(c)(3) of the Reform Act is
amended by inserting "(or similar issues)" after "resulting from
the issue".

(o) AMENDMENTS RELATED TO SECTION 1875 OF THE REFORM

ACT.-
(1) Clause (ii) of section 6230(a)(2)(A) of the 1986 Code is

amended by striking out "nonpartnership items" and inserting
in lieu thereof "nonpartnership items (other than by reason of
section 6231(b)(1)(C))".



(2) Subsection (g) of section 1246 of the 1986 Code (as redesig-
nated by this Act) is amended by striking out "1248(g)(3)" and
inserting in lieu thereof "1248(g)(2)".

(3) Subsection (f) of section 6229 of the 1986 Code is amended
by adding at the end thereof the following new sentence: "The
period described in the preceding sentence (including any exten-
sion period under this sentence) may be extended with respect to
any partner by agreement entered into by the Secretary and
such partner. "

(p) AMENDMENT RELATED TO SECTION 1878 OF THE REFORM

ACT.-Paragraph (1) of section 852(e) of the 1986 Code is amended
by striking out "subsection (a)(3)" and inserting in lieu thereof "sub-
section (a)(2)"

(q) AMENDMENTS RELATED TO SECTION 1879 OF THE REFORM

ACT.-
(1) Subclause (II) of section 28(b)(2)(A)(ii) of the 1986 Code is

amended to read as follows:
"(II) before the date on which an application

with respect to such drug is approved under section
505(b) or 507 of such Act or, if the drug is a biolog-
ical product, before the date on which a license for
such drug is issued under section 351 of the Public
Health Service Act; and".

(2) The last sentence of section 1361(d)(3) of the 1986 Code is
amended by striking out "treated as a separate trust under sec-
tion 663(c)" and inserting in lieu thereof "within the meaning
of section 663(c)".

(3) Subsection (p) of section 1879 of the Reform Act is amend-
ed-

(A) by striking out "Subsection (a)" in paragraph (2) and
inserting "Paragraph (1)", and

(B) by striking out "subsection (a)" each place it appears
in paragraphs (2) and (3) and inserting in lieu thereof
"paragraph (1)".

(W(A) Subsection (d) of section 1286 of the 1986 Code is
amended to read as follows:

"(d) SPECIAL RULES FOR TAX-EXEMPT OBLIGATIONS.-
"(1) IN GENERAL.-In the case of any tax-exempt obligation

(as defined in section 1275(a)(3)) from which I or more coupons
have been stripped-

"(A) the amount of the original issue discount deter-
mined under subsection (a) with respect to any stripped
bond or stripped coupon-

"(i) shall be treated as original issue discount on a
tax-exempt obligation to the extent such discount does
not exceed the tax-exempt portion of such discount, and

"(ii) shall be treated as original issue discount on an
obligation which is not a tax-exempt obligation to the
extent such discount exceeds the tax-exempt portion of
such discount,

"(B) subsection (b)(1)(A) shall not apply, and
"(C) subsection (b)(2) shall be applied by increasing the

basis of the bond or coupon by the sum of-



"(i) the interest accrued but not paid before such
bond or coupon was disposed of (and not previously re-
flected in basis), plus

"(ii) the amount included in gross income under sub-
section (b)(1)(B).

"(2) TAX-EXEMPT PORTION. -For purposes of paragraph (1), the
tax-exempt portion of the original issue discount determined
under subsection (a) is the excess of-

"(A) the amount referred to in subsection (a)(1), over
"(B) an issue price which would produce a yield to matu-

rity as of the purchase date equal to the lower of-
"(i) the coupon rate of interest on the obligation from

which the coupons were separated, or
"(ii) the yield to maturity (on the basis of the pur-

chase price) of the stripped obligation or coupon.
The purchaser of any stripped obligation or coupon may
elect to apply clause (i) by substituting 'original yield to
maturity of' for 'coupon rate of interest on'."

(B)(i) Except as provided in clause (ii), the amendment
made by subparagraph (A) shall apply to any purchase or
sale after June 10, 1987, of any stripped tax-exempt obliga-
tion or stripped coupon from such an obligation.

(ii) If-
(I) any person held any obligation or coupon in

stripped form on June 10, 1987, and
(II) such obligation or coupon was held by such

person on such date for sale in the ordinary course of
such person's trade or business,

the amendment made by subparagraph (A) shall not apply
to any sale of such obligation or coupon by such person and
shall not apply to any such obligation or coupon while held
by another person who purchased such obligation or coupon
from the person referred to in subclause (I).

(5) Clause (ii) of section 368(a)(2)(F) of the 1986 Code is
amended-

(A) by striking out the two parenthetical phrases in the
first sentence, and

(B) by adding at the end thereof the following new sen-
tence: "For purposes of this clause, a person holding stock
in a regulated investment company, a real estate investment
trust, or an investment company which meets the require-
ments of this clause shall, except as provided in regula-
tions, be treated as holding its proportionate share of the
assets held by such company or trust. "

(r) AMENDMENTS RELATED TO SECTION 1895 OF THE REFORM

ACT.-
(1) Subsection (b) of section 1895 of the Reform Act is amend-

ed by striking out paragraphs (1) and (2).
(2)(A) Clause (ii) of section 3121(u)(2)(B) of the 1986 Code is

amended by striking out "or" at the end of subclause (IV), by
striking out the period at the end of subclause (V) and inserting
in lieu thereof ", or", and by inserting after subclause (V) the
following new subclause:



"(VI) by an individual in a position described in
section 1402(c)(2)(E)."

(B) The amendment made by subparagraph (A) shall apply to
services performed after March 31, 1986.

(S) MISCELLANEOUS PROVISIONS. -

(1) Subsection (a) of section 8021 of the 1986 Code is amended
by striking out "6103(d)" and inserting in lieu thereof "6103(f)".

(2)(A) Section 2503 of the 1986 Code is amended by adding at
the end thereof the following new subsection:

"(f) TREATMENT OF CERTAIN LOANS OF ARTWORKS.-

"(1) IN GENERAL.-For purposes of this subtitle, any loan of a
qualified work of art shall not be treated as a transfer (and the
value of such qualified work of art shall be determined as if
such loan had not been made) if-

"(A) such loan is to an organization described in section
501(c)(3) and exempt from tax under section 501(c) (other
than a private foundation), and

"(B) the use of such work by such organization is related
to the purpose or function constituting the basis for its ex-
emption under section 501.

"(2) DEFINITIONS.-For purposes of this section-
"(A) QUALIFIED WORK OF ART.-The term 'qualified work

of art' means any archaeological, historic, or creative tangi-
ble personal property.

"(B) PRIVATE FOUNDATION.-The term 'private founda-
tion' has the meaning given such term by section 509,
except that such term shall not include any private operat-
ing foundation (as defined in section 4942(j)(3))."

(B) The amendment made by subparagraph (A) shall apply to
loans after July 31, 1969.

(3)(A) Subparagraph (B) of section 1563(d)(1) of the 1986 Code
is amended by striking out "subsection (e)(1)" and inserting in
lieu thereof '"paragraphs (1), (2), and (3) of subsection (e)".

(B) The amendment made by subparagraph (A) shall apply to
taxable years beginning after the date of the enactment of this
Act.

(t) ADDITIONAL AMENDMENTS RELATED TO PENSION PLANS.-

(1) AMENDMENTS RELATED TO SECTION 1826 OF THE REFORM

ACT.-

(A) Section 72(s)(7) of the 1986 Code is amended by strik-
ing out '"primary annuity" and inserting in lieu thereof
"primary annuitant".

(B) Section 72(q)(2)(B) of the 1986 Code is amended by
striking out the last parenthesis.

(C) Section 419A(f)(5) of the 1986 Code is amended by
striking out "accounts" and inserting in lieu thereof "ac-
count".

(D) Section 1826(c) of the Reform Act is amended by strik-
ing out "made" and inserting in lieu thereof "commenc-
ing".

(2) AMENDMENTS RELATED TO SECTION 1851 OF THE REFORM
ACT. -

(A) Section 1851(a) of the Reform Act is amended by
striking out paragraph (4) thereof



(B) Subclause (II) of section 512(a)(3)(E)(ii) of the 1986
Code is amended, (i) by striking out "subclause (I)" and in-
serting in lieu thereof "subclause (I)", and (ii) by striking
out the comma at the end thereof and inserting in lieu
thereof a period.

(C) Section 419(a)(1) of the 1986 Code is amended by strik-
ing out "subchapter" and inserting in lieu thereof "chap-
ter".

(D) Subparagraph (B) of section 1851(a)(3) of the Reform
Act is amended by inserting ", section 505, and section
4976(b)(1)(B)" after "section 419A "

(3) AMENDMENTS RELATED TO SECTION 1852 OF THE REFORM

ACT.-
(A) Paragraph (4) of section 1852(a) of the Reform Act is

amended by adding at the end thereof the following new
subparagraph:

"(C) An individual whose required beginning date would,
but for the amendment made by subparagraph (A), occur
after December 31, 1986, but whose required beginning date
after such amendment occurs before January 1, 1987, shall
be treated as if such individual had become a 5-percent
owner during the plan year ending in 1986."

(B) Section 1852(h)(2) of the Reform Act is amended by
striking out "section 416(l)" and inserting in lieu thereof
"section 415(l)".

(C) Section 1852(h)(1) of the Reform Act is amended by
striking out "Subsection" and inserting in lieu thereof "Ef-
fective for years beginning after December 31, 1985, subsec-
tion".

(D) Subparagraph (E) of section 408(d)(3) of the 1986 Code
is amended by striking out "subparagraph" and inserting
in lieu thereof "paragraph ".

(4) AMENDMENTS RELATED TO SECTION 1854 OF THE REFORM

ACT. -

(A) Section 404(k) of the 1986 Code is amended by strik-
ing out "avoidance" in the 4th sentence and inserting in
lieu thereof "evasion ".

(B) Section 409(h)(2) of the 1986 Code (relating to plan
may distribute cash) is amended by striking out "section
409(o)" and inserting in lieu thereof '"paragraph (1)(B)".

(C) Subparagraph (C) of section 409(n)(3) of the 1986 Code
(defining nonallocation period) is amended to read as fol-
lows:

"(C) NONALLOCATION PERIOD.-The term 'nonallocation
period' means the period beginning on the date of the sale
of the qualified securities and ending on the later of-

"(i) the date which is 10 years after the date of sale,
or

"(ii) the date of the plan allocation attributable to
the final payment of acquisition indebtedness incurred
in connection with such sale."

(D) Subparagraph (A) of section 1042(c)(4) of the 1986
Code (defining qualified replacement property) is amended



by inserting "(as in effect immediately before the Tax
Reform Act of 1986)" after "section 954(c)(3)"

(E) Clause (i) of section 1042(c)(4)(B) of the 1986 Code (re-
lating to operating corporation) is amended by striking out
"placement period" and inserting in lieu thereof "replace-
ment period".

(F) Section 1854(a)(3)(B) of the Reform Act is amended by
striking out "1042(b)(3)" and inserting in lieu thereof
"1042(b)".

(G) Subparagraph (C) of section 1854(a)(3) of the Reform
Act is amended to read as follows:

"(C)(i) Except as provided in clause (ii), the amendments
made by this paragraph shall apply to sales of securities after
the date of the enactment of this Act.

"(ii) A taxpayer or executor may elect to have section
1042(b)(3) of the Internal Revenue Code of 1954 (as in effect
before the amendment made by subparagraph (B)) apply to sales
before the date of the enactment of this Act as if such section
included the last sentence of section 409(n)(1) of the Internal
Revenue Code of 1986 (as added by subparagraph (A)). "

(H) Section 409(e)(5) of the 1986 Code is amended by strik-
ing out "(2) or".

(5) AMENDMENT RELATED TO SECTION 1875 OF THE REFORM

ACT.-Section 1875(c)(7)(B) of the Reform Act is amended by
striking out "and section 405(c)".

(6) AMENDMENT RELATED TO SECTION 1879 OF THE REFORM

ACT. -Subparagraph (B) of section 125(c)(2) of the 1986 Code (re-
lating to exception for cash and deferred arrangements) is
amended by inserting "or rural electric cooperative plan (within
the meaning of section 401(k)(7))" after "stock bonus plan ".

(7) AMENDMENTS RELATED TO SECTION 1895 OF THE REFORM

ACT. -

(A) Section 106(b)(1) of the 1986 Code (relating to excep-
tion for highly compensated individuals where plan fails to
provide certain continuation coverage) is amended-

(i) by striking out "any amount contributed by an
employer" and inserting in lieu thereof "any employer-
provided coverage", and

(ii) by striking out "to a group" and inserting in lieu
thereof "under a group".

(B) Section 1895(d)(5)(A) of the Reform Act is amended by
striking out "section 162(k)(2)" and inserting in lieu thereof
"section 162(k)(5)".

(8) AMENDMENTS RELATED TO SECTION 1898 OF THE REFORM

ACT. -

(A) Subparagraph (G) of section 402(a)(6) of the 1986 Code
(relating to treatment of potential future vesting), as added
by section 1898(a)(3) of the Reform Act, is redesignated as
subparagraph (I).

(B) Subparagraph (A) of section 411(a)(11) of the 1986
Code is amended by striking out "vested" and inserting in
lieu thereof "nonforfeitable".



(C) Section 402(f)(1) of the 1986 Code is amended by strik-
ing out "a eligible" and inserting in lieu thereof "an eligi-
ble ".

(D) Section 1899A of the Reform Act is amended by strik-
ing out paragraph (13).

(E) Subparagraph (B) of section 414(p)(4) of the 1986 Code
is amended-

(i) by striking out "means earlier of" and inserting in
lieu thereof "means the earlier of', and

(ii) by striking out "in" each place it appears.
(F) Section 414(p)(10) of the 1986 Code (relating to waiver

of certain distribution requirements) is amended by insert-
ing ", 403(b), "after "section 401 ".

(G) Section 414(p)(9) of the 1986 Code is amended by
adding at the end thereof the following new sentence: "For
purposes of this title, except as provided in regulations, any
distribution from an annuity contract under section 403(b)
pursuant to a qualified domestic relations order shall be
treated in the same manner as a distribution from a plan
to which section 401(a)(13) applies."

(u) ADDITIONAL CLERICAL AMENDMENTS.--

(1) Paragraph (5) of section 104(b) of the Reform Act is
amended by striking out "1222(b)" and inserting in lieu thereof
"1122(b)".

(2) The amendment made by section 122(c)(2) of the Reform
Act shall be applied as if it also struck out the comma at the
end of section 274(b)(1)(B) of the 1986 Code.

(3) Clause (i) of section 280F(b)(3)(B) of the 1986 Code is
amended by striking out "recovery deductions" and inserting in
lieu thereof "depreciation deductions"

(4) Subparagraph (A) of section 803(b)(3) of the Reform Act is
amended by inserting closing quotation marks after "section
189)" and by striking out the closing quotation marks following
"subparagraph (B)".

(5) Paragraph (1) of section 823(b) of the Reform Act is
amended to read as follows:

"(1) Paragraph (5) of section 461(h), as amended by section
805(c)(5), is amended by striking out subparagraph (B) and by
redesignating subparagraph (C) as subparagraph (B). "

(6) The amendment made by section 1122(b)(2)(B)(iii) of the
Reform Act shall be applied as if it struck out "Initial separate
tax".

(7) The amendment made by section 1122(b)(2)(C) of the
Reform Act shall be applied as if it did not strike out "the"

(8) Paragraph (2) of section 72(q)(2) of the 1986 Code is
amended by striking out the period at the end of subparagraph
(D) and inserting in lieu thereof a comma.

(9) Subparagraph (A) of section 417(e)(3) of the 1986 Code is
amended by striking out "subclause (II)" and inserting in lieu
thereof "clause (ii)".

(10) Subparagraph (A) of section 246(c)(1) of the 1986 Code is
amended by striking out "Which" and inserting in lieu thereof
"which"



(11) Subsection (a) of section 164 of the 1986 Code is amended
by striking out "the GST tax" and inserting in lieu thereof
"The GST tax"

(12) Subparagraph (B) of section 1851(a)(6) of the Reform Act
is amended by striking out "Subsection (b)" and inserting in
lieu thereof "Subsection (a)".

(13)A) Paragraph (1) of section 1878(e) of the Reform Act is
amended by striking out "last sentence of section 514(c)(9)(B) (re-
lating to exceptions)" and inserting in lieu thereof "second to
the last sentence of section 514(c)(9)(B) (as amended by para-
graph (3))".

(B) Paragraph (3) of section 1878(e) of the Reform Act is
amended by striking out "is amended" and inserting in lieu
thereof "' and the last sentence of such section, are amended".

(14) Paragraph (23) of section 501(c) of the 1986 Code is
amended by striking out "any association" and inserting in lieu
thereof "Any association".

(15) Paragraph (1) of section 501(c) of the 1986 Code is amend-
ed by striking out "any corporation organized" and inserting in
lieu thereof "Any corporation organized"

(16) The table of chapters for subtitle E of the 1986 Code is
amended by inserting "smokeless tobacco, " after "cigarettes," in
the item relating to chapter 52.

(17) Paragraph (4) of section 3321(c) of the 1986 Code is
amended by adding a period at the end thereof

(18) Paragraph (3) of section 521(b) of the Superfund Revenue
Act of 1986 is amended by striking out "Paragraph (1) of section
9506(b)" and inserting in lieu thereof "Subsection (b) of section
9506".

(19) Paragraph (2) of section 5054(a) of the 1986 Code is
amended by adding a period at the end thereof

(20) Paragraph (3) of section 9507(b) of the 1986 Code is
amended by striking out "Deep Water" each place it appears
and inserting in lieu thereof "Deepwater".

(21) Subparagraph (I) of section 231(d)(3) of the Reform Act is
amended by striking out "section 6511(d)(6)" and inserting in
lieu thereof "section 6511(d)(4)".

(22) Subsection (a) of section 1016 of the 1986 Code is amend-
ed by striking out all that follows paragraph (20) and inserting
in lieu thereof the following:

"(21) to the extent provided in section 48(q), in the case of ex-
penditures with respect to which a credit has been allowed
under section 38;

"(22) for amounts allowed as deductions under section 59(e)
(relating to optional 10-year writeoff of certain tax preferences);

"(23) to the extent provided in section 1059 (relating to reduc-
tion in basis for extraordinary dividends); and

"(24) in the case of qualified replacement property the acquisi-
tion of which resulted under section 1042 in the nonrecognition
of any part of the gain realized on the sale or exchange of any
property, to the extent provided in section 1042(d). "

(23) Paragraph (1) of section 7518(g) of the 1986 Code is
amended by striking out "not qualified withdrawal" and in-
serting in lieu thereof "not a qualified withdrawal".



(24) The table of sections for part IV of subchapter P of chap-
ter I of the 1986 Code is amended by striking out the item relat-
ing to section 1254 and inserting in lieu thereof the following:

"Sec. 1254. Gain from disposition of interest in oil, gas, geothermal, or other mineral
properties. "

(25) Paragraph (1) of section 453(f) of the 1986 Code is amend-
ed by striking out "subsection (g)" and inserting in lieu thereof
"subsections (g)".

(26) Paragraph (8) of section 453(f) of the 1986 Code is amend-
ed by striking out "payment to be" and inserting in lieu thereof
'"payments to be".

(27) Subparagraph (B) of section 668(b)(1) of the Reform Act is
amended by striking out "section 856" and inserting in lieu
thereof "section 858".

(28) The second to the last sentence of section 857(b)(3)(C) of
the 1986 Code is amended by striking out "such capital loss
such" and inserting in lieu thereof "such capital loss shall .

(29) Subsection (a) of section 669 of the Reform Act is amend-
ed by striking out "this part" and inserting in lieu thereof "this
subtitle ".

(30) The table of parts for subchapter M of chapter 1 of the
1986 Code is amended by adding at the end thereof the follow-
ing new item:

"Part IV. Real estate mortgage investment conduits."

(31) Subsection (c) of section 1277 of the 1986 Code is amend-
ed by inserting a closing parenthesis after "section 585(a)(2)".

(32) The table of parts for subchapter L of chapter 1 of the
1986 Code is amended by striking out the items relating to parts
II, III, and IV and inserting in lieu thereof the following:

"Part II. Other insurance companies.
"Part III. Provisions of general application."

(33) Paragraph (7) of section 6051(a) of the 1986 Code is
amended by adding a comma at the end thereof

(34) Paragraph (14) of section 1114(b) of the Reform Act is
amended-

(A) by striking out "section 501(c)(17)" and inserting in
lieu thereof "section 501(c)(17)(A)", and

(B) by striking out "duties consists" and inserting in lieu
thereof "duties consist".

(35) Subparagraph (C) of section 3121(v)(3) of the 1986 Code is
amended by striking out "Saving" and inserting in lieu thereof
"Savings ".

(36) Paragraph (4) of section 6652(k) of the 1986 Code is
amended by striking out "or section 6678" and inserting in lieu
thereof "or part II of subchapter B of this chapter".

(37) The table of sections for part I of subchapter N of chapter
I of the 1986 Code is amended by adding at the end thereof the
following new item:

"Sec. 865. Source rules for personal property sales."



(38) The amendment made by section 1221(b)(3)(B) of the
Reform Act shall be construed as striking out paragraph (3) of
section 954(e) of the 1986 Code.

(39) The heading of section 861(a)(6) of the 1986 Code is
amended by striking out "personal property" and inserting in
lieu thereof "inventory property".

(40) Subsection (a) of section 1296 of the 1986 Code is amend-
ed by inserting a comma after "this subpart".

(41) Subsection (b) of section 7703 of the 1986 Code is amend-
ed by striking out "section 151(e)(3)" and inserting in lieu there-
of "section 151(c)(3)".

(42) Paragraph (3) of section 1404(c) of the Reform Act is
amended by striking out "section 6601" and inserting in lieu
thereof "section 6601(b)".

(43) Subsection (a) of section 2611 of the 1986 Code is amend-
ed by striking out "mean" and inserting in lieu thereof
"means ".

(44) Subparagraph (D) of section 3406(h)(5) of the 1986 Code is
amended by adding a period at the end thereof

(45) The table of sections for part III of subchapter C of chap-
ter 76 of the 1986 Code is amended by adding at the end thereof
the following new item:

"Sec. 7475. Practice fee."

(46) The paragraph added to section 1276(b) of the 1986 Code
by section 1803(a)(13)(A)(iii) of the Reform Act is amended-

(A) by inserting "(3)" before "SPECIAL" in the paragraph
heading,

(B) by inserting a I em dash after "PAYMENTS. " in the
heading, and

(C) by adding a period at the end thereof
(47) Subparagraph (C) of section 809(d)(4) of the 1986 Code is

amended by striking out "the Secretary-" and inserting in lieu
thereof "The Secretary--".

(48) Subsection (f) of section 7872 of the 1986 Code is amended
by redesignating the paragraph (11) added by section 1854 of
the Reform Act as paragraph (12).

(49) Paragraph (5) of section 7611(i) of the 1986 Code is
amended by striking out "the title" and inserting in lieu thereof
"this title".

(50) Section 13303(a) of Public Law 99-272 is amended (in the
matter proposed to be inserted in section 3306(c) of the Internal
Revenue Code of 1954), effective as of the date of its enactment,
by inserting a comma immediately after "1988".

(51) Subsection (f) of section 6511 of the 1986 Code is amend-
ed-

(A) by striking out "chapter 42" in the text and inserting
in lieu thereof "section 4912, chapter 42, ", and

(B) by striking out "CERTAIN CHAPTER 43 TAXES" in the
subsection heading and inserting in lieu thereof "SIMILAR
TAXES ".

(52) Section 2503(e)(2)(B) of the 1986 Code is amended by strik-
ing out "section 213(e)" and inserting in lieu thereof "section
213(d)".



SEC. 1019. EFFECTIVE DATE.

(a) GENERAL RULE.-Except as otherwise provided in this title,
any amendment made by this title shall take effect as if included in
the provision of the Reform Act to which such amendment relates.

(b) WAIVER OF ESTIMATED TAX PENALTIES.-No addition to tax

shall be made under section 6654 or 6655 of the 1986 Code for any
period before April 16, 1989, (March 16, 1989 in the case of a tax-
payer subject to section 6655 of the 1986 Code) with respect to any
underpayment to the extent such underpayment was created or in-
creased by any provision of this title or title II.

TITLE II-AMENDMENTS RELA TED TO TAX
PRO VISIONS IN OTHER LEGISLATION

SEC. 2001. AMENDMENTS RELATED TO SUPERFUND REVENUE ACT OF 1986.

(a) AMENDMENTS RELATED TO SECTION 513 OF THE A CT.-

(1) Subsection (e) of section 4662 of the 1986 Code is amended
by redesignating paragraph (3) as paragraph (4) and by insert-
ing after paragraph (2) the following new paragraph:

"(3) REFUNDS DIRECTLY TO EXPORTER.-The Secretary shall
provide, in regulations, the circumstances under which a credit
or refund (without interest) of the tax under section 4661 shall
be allowed or made to the person who exported the taxable
chemical or taxable substance, where-

"(A) the person who paid the tax waives his claim to the
amount of such credit or refund, and

"(B) the person exporting the taxable chemical or taxable
substance provides such information as the Secretary may
require in such regulations. "

(2) Subparagraph (A) of section 4662(b)(10) of the 1986 Code is
amended by striking out "a mixture of" and inserting in lieu
thereof "one or more".

(b) AwXENDMENTS RELATED TO SECTION 515 OF THE A CT.-

(1) Subparagraph (B) of section 4672(a)(2) of the 1986 Code is
amended by inserting "(or more than 50 percent of the value)"
after "more than 50 percent of the weight".

(2) Paragraph (2) of section 4672(a) of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence:
"If an importer or exporter of any substance requests that the
Secretary determine whether such substance be listed as a tax-
able substance under paragraph (1) or be removed from such
listing, the Secretary shall make such determination within 180
days after the date the request was filed. "

(3) Paragraph (4) of section 4672(a) of such Code is amended
to read as follows:

"(4) MODIFICATIONS TO LIST.-The Secretary shall add to the
list under paragraph (3) substances which meet either the
weight or value tests of paragraph (2)(B) and may remove from
such list only substances which meet neither of such tests.

(c) AMENDMENTS RELATED TO SECTION 516 OF THE ACT.-

(1) Section 59A of the 1986 Code (relating to environmental
tax) is amended by redesignating subsections (c) and (d) as sub-



sections (d) and (e), respectively, and by inserting after subsec-
tion (b) the following new subsection:

"(c) EXCEPTION FOR RIC'S AND REIT's.-The tax imposed by sub-
section (a) shall not apply to-

"(1) a regulated investment company to which part I of sub-
chapter M applies, and

"(2) a real estate investment trust to which part 11 of sub-
chapter M applies."

(2) Paragraph (1) of section 882(a) of the 1986 Code is amend-
ed by inserting "59A, "after "55, ".

(3)(A) Subparagraph (B) of section 56(f)(2) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: "No adjustment shall be made under this subparagraph
for the tax imposed by section 59A. "

(B) Paragraph (2) of section 59A(b) of the 1986 Code is amend-
ed by inserting "(and the last sentence of section 56(f)(2)(B))"
before the period at the end thereof

(d) AMENDMENTS RELATED TO SECTION 521 OF THE ACT.-
(1)(A) The amendments made by subsections (b)(3) and (d)(17)

of section 10502 of the Revenue Act of 1987 shall be treated as
if included in the amendments made by section 521 of the Su-
perfund Revenue Act of 1986 except that the last sentence of
paragraphs (2) and (3) of section 4041(d) of the Internal Revenue
Code of 1986 (as amended by such subsection (b)(3)) and the ref-
erence to section 4091 of such Code in section 9508(c)(2)(A) of
such Code (as amended by such subsection (d)(1)) shall not
apply to sales before April 1, 1988.

(B) Paragraph (2) of section 6416(b) of the 1986 Code is
amended by striking out "(or under paragraph (1)(A) or (2)(A) of
section 4041(a) or under paragraph (1)(A) or (2)(A) of section
4041(d) or under section 4051)" and inserting in lieu thereof "(or
under subsection (a) or (d) of section 4041 in respect of sales or
under section 4051)".

(2) Paragraph (3) of section 4041(c) of the 1986 Code is amend-
ed by striking out "the rate at which" and inserting in lieu
thereof "the Highway Trust Fund financing rate at which ".

(3)(A) Subparagraph (A) of section 4041(b)(1) of the 1986 Code
is amended by striking out "subsection (a)" and inserting in
lieu thereof "subsection (a) or (d)(1)".

(B) Subparagraph (B) of section 4041(b)(1) of the 1986 Code is
amended by inserting before the period "and by the correspond-
ing provision of subsection (d)(1)".

(C) Subsection (b) of section 4041 of the 1986 Code is amended
by striking out paragraph (3).

(D) Subparagraph (A) of section 4041(b)(2) of the 1986 Code is
amended to read as follows:

"(A) IN GENERAL-In the case of any qualified methanol
or ethanol fuel-

"(i) subsection (a)(2) shall be applied by substituting
' cents'for '9 cents', and

"(ii) subsection (d)(1) shall be applied by substituting
'0.05 cent' for '0.1 cent' with respect to the sales and
uses to which clause (i) applies. "



(E) Subsection (f) of section 6421 of the 1986 Code is amended
by striking out all that follows paragraph (1) and inserting in
lieu thereof the following new paragraphs:

"(2) GASOLINE USED IN AVIATION.-This section shall not
apply in respect of gasoline which is used as a fuel in an air-
craft-

"(A) in noncommercial aviation (as defined in section
4041(c)(4)), or

"(B) in aviation which is not noncommercial aviation (as
so defined) with respect to the tax imposed by section 4081
at the Leaking Underground Storage Tank Trust Fund fi-
nancing rate.

"(3) LEAKING UNDERGROUND STORAGE TANK TRUST FUND TAX

ON GASOLINE USED IN TRAINS.-This section shall not apply
with respect to the tax imposed by section 4081 at the Leaking
Underground Storage Tank Trust Fund financing rate on gaso-
line used as a fuel in a train. "

(F) The second sentence of section 6421(a) of the 1986 Code is
amended by striking out "paragraph (3) of subsection (e)" and
inserting in lieu thereof '"paragraph (2) of subsection (f)".

(4)(A) Paragraph (1) of section 1703(f) of the Reform Act (re-
lating to floor stock taxes) is amended by striking out "9 cents"
and inserting in lieu thereof "9.1 cents".

(B) Paragraph (4) of section 1703(f) of the Reform Act is
amended to read as follows:

"(4) TRANSFER OF FLOOR STOCK TAX REVENUES TO TRUST

FUNDS.-For purposes of determining the amount transferred to
any trust fund, the tax imposed by this section shall be treated
as imposed by section 4081 of the Internal Revenue Code of
1986-

"(A) at the Highway Trust Fund financing rate under
such section to the extent of 9 cents per gallon, and

"(B) at the Leaking Underground Storage Tank Trust
Fund financing rate under such section to the extent of 0.1
cent per gallon. "

(5)(A) Paragraph (1) of section 4081(c) of the 1986 Code, as
amended by section 1703 of the Reform Act, is amended by in-
serting "and by substituting '1/9 cent' for '0.1 cent' " before "in
the case of the removal"

(B) The last sentence of section 4081(c)(2) of the 1986 Code, as
amended by such section 1703, is amended by striking out "52/3
cents a gallon" and inserting in lieu thereof "reduced by the
amount of tax imposed (and not credited or refunded) on any
prior removal or sale of such fuel"'

(6)(A) Paragraph (1) of section 4091(c) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence:
"In the case of a sale described in subparagraph (B), the Leak-
ing Underground Storage Tank Trust Fund financing rate shall
be 1/ cent per gallon. "

(B) Paragraph (4) of section 4091(b) of the 1986 Code is
amended by inserting "except as provided in subsection (c),"
after '"paragraph (1), "



(C) The last sentence of section 4091(c)(2) of the 1986 Code is
amended by striking out "5 cents a gallon" and inserting in
lieu thereof "reduced by the amount of tax imposed (and not
credited or refunded) on any prior sale of such fuel".

(D) The amendments made by this paragraph shall take
effect as if included in the amendments made by section 10502
of the Revenue Act of 1987.

(7)(A) The amendment made by section 10502(c)(4) of the Reve-
nue Act of 1987 shall be treated as if included in the amend-
ments made by section 1703 of the Reform Act except that refer-
ences to section 4091 of the Internal Revenue Code of 1986 shall
not apply to sales before April 1, 1988.

(B) Subparagraph (A) of section 6427(f)(1) of the 1986 Code is
amended-

(i) by striking out "regular Highway Trust Fund financ-
ing rate" each place it appears and inserting in lieu thereof
"regular tax rate", and

(ii) by striking out "incentive Highway Trust Fund fi-
nancing rate" and inserting in lieu thereof "incentive tax
rate'"

(C) Subparagraph (B) of section 6427(g)(1) of the 1986 Code is
amended to read as follows:

"(B) DEFINITIONS. -For purposes of subparagraph (A)-
"(i) REGULAR TAX RATE.-The term 'regular tax rate'

means-
"(I) in the case of gasoline, the aggregate rate of

tax imposed by section 4081 determined without
regard to subsection (c) thereof, and

"(II) in the case of diesel fuel, the aggregate rate
of tax imposed by section 4091 on such fuel deter-
mined without regard to subsection (c) thereof

"(ii) INCENTIVE TAX RATE.-The term 'incentive tax
rate' means-

"(I) in the case of gasoline, the aggregate rate of
tax imposed by section 4081 with respect to fuel de-
scribed in subsection (c)(1) thereof, and

"(II) in the case of diesel fuel, the aggregate rate
of tax imposed by section 4091 with respect to fuel
described in subsection (c)(1)(B) thereof"

(D) Paragraph (2) of section 6427(l) of the 1986 Code is
amended by inserting "under section 4041" after "exempt".

(E) The amendments made by this paragraph shall take effect
as if included in the amendments made by section 10502 of the
Revenue Act of 1987.

(e) EFFECTIVE DATE.-Except as otherwise provided in this sec-
tion, the amendments made by this section shall take effect as if in-
cluded in the provision of the Superfund Revenue Act of 1986 to
which it relates.

SEC. 2002. AMENDMENTS RELATED TO HARBOR MAINTENANCE REVENUE
ACT OF 1986.

(a) ORDER OF ENACTMENTS.--

(1) For purposes of section 4042 of the 1986 Code, the amend-
ment made by section 521(a)(3) of the Superfund Revenue Act of



1986 shall be treated as enacted after the amendment made by
section 1404(a) of the Harbor Maintenance Revenue Act of 1986.

(2) Paragraph (2) of section 4042(b) of the 1986 Code is amend-
ed to read as follows:

"(2) RATES.-For purposes of paragraph (1)-
"(A) The Inland Waterways Trust Fund financing rate is

the rate determined in accordance with the following table:
The tax per

If the use occurs: gallon is:
B efore 1990 .......................................................................... 10 cen ts
D uring 1990 ......................................................................... 11 cen ts
D uring 1991 ......................................................................... 13 cen ts
D uring 1.992 ......................................................................... 15 cen ts
D uring 1993 ......................................................................... 17 cen ts
D uring 1994 ......................................................................... 19 cen ts
A fter 1994 ............................................................................ 20 cen ts.

"(B) The Leaking Underground Storage Tank Trust Fund
financing rate is 0.1 cent per gallon."

(b) CARGO TRANSPORTED BETWEEN POSSESSIONS, ETc.-Subpara-
graph (B) of section 4462(b)(1) of the 1986 Code is amended to read
as follows:

"(B) cargo loaded on a vessel in Alaska, Hawaii, or any
possession of the United States for transportation to the
United States mainland, Alaska, Hawaii, or such a posses-
sion for ultimate use or consumption in the United States
mainland, Alaska, Hawaii, or such a possession, '.

(c) DELAY IN DUE DATE FOR STUDY OF CARGO DIvERsioN.-Sec-
tion 1407 of the Harbor Maintenance Revenue Act of 1986 is amend-
ed by striking out "1 year from the date of the enactment of this
Act" and inserting in lieu thereof "December 1, 1988".

(d) EFFECTIVE DATE.-The amendments made by this section
shall take effect as if included in the provision of the Harbor Main-
tenance Revenue Act of 1986 to which it relates.
SEC. 2003. AMENDMENTS RELATED TO OMNIBUS BUDGET RECONCILIATION

ACT OF 1986.

(a) AMENDMENT RELATED TO SECTION 1011 OF THE ACT.-
(1) Subparagraph (B) of section 501(c)(12) of the 1986 Code is

amended by striking out "or" at the end of clause (ii), by strik-
ing out the period at the end of clause (iii), and inserting in
lieu thereof ", or", and by adding at the end thereof the follow-
ing new clause.

"(iv) from the prepayment of a loan under section
306A, 306B, or 311 of the Rural Electrification Act of
1936 (as in effect on January 1, 1987). "

(2) Subparagraph (C) of section 501(c)(12) of the 1986 Code is
amended to read as follows:

"(C) In the case of a mutual or cooperative electric com-
pany, subparagraph (A) shall be applied without taking
into account any income received or accrued-

"(i) from qualified pole rentals, or
"(ii) from the prepayment of a loan under section

306A, 306B, or 311 of the Rural Electrification Act of
1936 (as in effect on January 1, 1987). "



(3) The amendments made by this subsection shall apply to
taxable years ending after the date of the enactment of the Om-
nibus Budget Reconciliation Act of 1986.

(b) AMENDMENTS RELATED TO SECTION 8011 OF THE A CT.-

(1) The following provisions of the 1986 Code are each amend-
ed by striking out "the 14th day after the date on which" and
inserting in lieu thereof "the 14th day after the last day of the
semimonthly period during which "-

(A) Subparagraphs (A) and (B) of section 5061(d)(2).
(B) Paragraph (3) of section 5061(d).
(C) Clauses (i) and (ii) of section 5703(b)(2)(B).
(D) Subparagraph (C) of section 5703(b)(2).

(2) The amendments made by paragraph (1) shall take effect
as if included in the amendments made by section 8011 of the
Omnibus Budget Reconciliation Act of 1986.

(c) AMENDMENT RELATED TO SECTION 8041 OF THE ACT.-

(1) IN GENERAL.-Paragraph (3) of section 901(j) of the 1986
Code is amended-

(A) by striking out "Section 275" and inserting in lieu
thereof "Sections 275 and 78", and

(B) by inserting ", ETC. " after "DEDUCTION" in the para-
graph heading.

(2) EFFECTIVE DATE.-The amendments made by paragraph
(1) shall take effect on January 1, 1987.

(d) AMENDMENT RELATED TO SECTION 9002 OF THE ACT.-Para-
graph (3) of section 3509(d) of the 1986 Code is amended by striking
out "subsection (d)(3)" and inserting in lieu thereof "subsection
(d)(4) "

SEC. 2004. AMENDMENTS RELATED TO THE REVENUE ACT OF 1987.
(a) AMENDMENT RELATED TO SECTION 10101 OF THE ACT.-Section

10101(b) of the Revenue Act of 1987 is amended to read as follows:
"(b) EFFECTIVE DATE. -

"(1) IN GENERAL.-The amendment made by subsection (a)
shall apply to expenses paid in taxable years beginning after
December 31, 1987.

"(2) SPECIAL RULE FOR CAFETERIA PLANS.-For purposes of
section 125 of the Internal Revenue Code of 1986, a plan shall
not be treated as failing to be a cafeteria plan solely because
under the plan a participant elected before January 1, 1988, to
receive reimbursement under the plan for dependent care assist-
ance for periods after December 31, 1987, and such assistance
included reimbursement for expenses at a camp where the de-
pendent stays overnight."

(b) AMENDMENTS RELATED TO SECTION 10102 OF THE ACT.-
(1) Subsection (h) of section 163 of the 1986 Code is amended

by redesignating paragraph (6) as paragraph (5).
(2) Clause (ii) of section 56(b)(1)(C) of the 1986 Code is amend-

ed by striking out "163(h)(6)" and inserting in lieu thereof
"1 63(h)(5)".

(3) Paragraph (1) of section 56(e) of the 1986 Code is amend-
ed-

(A) by striking out "substantially rehabilitating" and in-
serting in lieu thereof "substantially improving", and



(B) by striking out "or is paid" in subparagraph (A).
(c) AMENDMENT RELATED TO SECTION 10103.-Paragraph (1) of

section 10103(a) of the Revenue Act of 1987 is amended by inserting"in a plan established for its employees by the United States" after"participant ".
(d) AMENDMENTS RELATED TO SECTION 10202 OF THE ACT.-

(1) Subparagraph (A) of section 453(l)(1) of the 1986 Code, is
amended by striking out "disposes of personal property" and in-
serting in lieu thereof "disposes of personal property of the same
type ".

(2) Section 453A of the 1986 Code is amended by adding at
the end thereof the following new subsection:"(e) REGULATIONS.-The Secretary shall prescribe such regulations

as may be necessary to carry out the purposes of this section, includ-
ing regulations-

"(1) disallowing the use of the installment method in whole
or in part for transactions in which the rules of this section
otherwise would be avoided through the use of related persons,
pass-thru entities, or intermediaries, and

"(2) providing that the sale of an interest in a partnership or
other pass-thru entity will be treated as a sale of the proportion-
ate share of the assets of the partnership or other entity. "

(3) Paragraph (3) of section 10202(e) of the Revenue Act of
1987 is amended by adding at the end thereof the following new
subparagraph:

"(C) CERTAIN DISPOSITIONS DEEMED MADE ON 1ST DAY OF
TAXABLE YEAR.-If the taxpayer makes an election under
subparagraph (A), in the case of the taxpayer's 1st taxable
year ending after December 31, 1986-

"(i) dispositions after August 16, 1986, and before the
1st day of such taxable year shall be treated as made
on such 1st day, and

"(ii) subsections (b)(2)(B) and (c)(4) of section 453A of
such Code shall be applied separately with respect to
such dispositions by substituting for '$5,000,000' the
amount which bears the same ratio to $5,000,000 as the
number of days after August 16, 1986, and before such
1st day bears to 365. "

(4) Paragraph (2) of section 10202(e) of the Revenue Act of
1987 is amended by adding at the end thereof the following new
subparagraph:

"(C) CERTAIN RULES MADE APPLICABLE.-For purposes of
this paragraph, rules similar to the rules of paragraphs (4)
and (5) of section 812(c) of the Tax Reform Act of 1986 (as
added by the Technical and Miscellaneous Revenue Act of
1988) shall apply."

(5) Subsection (k) of section 453 of the 1986 Code is amended
by striking out "and section 453A ".

(6) Subparagraph (A) of section 10202(e)(2) of the Revenue Act
of 1987 is amended by striking out "section 453A of the Internal
Revenue Code of 1986" and inserting in lieu thereof "section
453(l)(1) of the Internal Revenue Code of 1986 as added by this
section"



(7) Paragraph (2) of section 453A(b) of the 1986 Code is
amended by striking out "for purposes of this paragraph" and
inserting in lieu thereof "for purposes of this paragraph and
subsection (c)(4)"

(8) Paragraph (3) of section 453A(b) of the 1986 Code is
amended to read as follows:

"(3) EXCEPTION FOR FARM PROPERTY.-An installment obliga-
tion shall not be treated as described in paragraph (1) if it
arises from the disposition of any property used or produced in
the trade or business of farming (within the meaning of section
2032A(e) (4) or (5). "

(e) AMENDMENTS RELATED TO SECTION 10206 OF THE ACT.-

(1)(A) Subsection (a) of section 444 of the 1986 Code is amend-
ed by striking out "as provided in subsections (b) and (c)" and
inserting in lieu thereof "as otherwise provided in this section".

(B) Paragraph (3) of section 444(d) of the 1986 Code is amend-
ed to read as follows:

"(3) TIERED STRUCTURES, ETC.-

"(A) IN GENERAL.-Except as otherwise provided in this
paragraph-

"(i) no election may be under subsection (a) with re-
spect to any entity which is part of a tiered structure,
and

"(ii) an election under subsection (a) with respect to
any entity shall be terminated if such entity becomes
part of a tiered structure.

"(B) EXCEPTIONS FOR STRUCTURES CONSISTING OF CERTAIN

ENTITIES WITH SAME TAXABLE YEAR. -Subparagraph (A)
shall not apply to any tiered structure which consists only
of partnerships or S corporations (or both) all of which
have the same taxable year. "

(C) Subparagraph (B) of section 444(d)(2) of the 1986 Code is
amended by striking out "under subparagraph (A)" and insert-
ing in lieu thereof "under subparagraph (A) or paragraph
(3)(A)"

(2)(A) Section 444 of the 1986 Code is amended by redesignat-
ing subsection (f) as subsection (g) and inserting after subsection
(e) the following new subsection:

"(f) PERSONAL SERVICE CORPORATION.-For purposes of this sec-

tion, the term 'personal service corporation' has the meaning given
to such term by section 441(i)(2)."

(B) Subsection (f) of section 280H of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(5) PERSONAL SERVICE CORPORA TION.-The term 'personal
service corporation' has the meaning given to such term by sec-
tion 441(i)(2). "

(3) Paragraph (2) of section 280H(f) of the 1986 Code is
amended by striking out "section 296A(b)(2)" and inserting in
lieu thereof "section 269A(b)(2) (as modified by section
4 41 (i)(2)) ".

(4)(A) Paragraph (2) of section 7519(b) of the 1986 Code is
amended to read as follows:

"(2) the net required payment balance.



(B) Subsection (e) of section 7519 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(4) NET REQUIRED PAYMENT BALANCE.-The term 'net re-
quired payment balance' means the excess (if any) of-

"(A) the aggregate of the required payments under this
section for all preceding applicable election years, over

"(B) the aggregate amount allowable as a refund to the
entity under subsection (c) for all preceding applicable elec-
tion years.

(5) Subsection (c) of section 7519 of the 1986 Code is amended
to read as follows:

"(c) REFUND OF PAYMENTS.-
"(1) IN GENERAL.-If, for any applicable election year, the

amount determined under subsection (b)(2) exceeds the amount
determined under subsection (b)(1), the entity shall be entitled
to a refund of such excess for such year.

"(2) TERMINATION OF ELECTIONS, ETC.-If-
"(A) an election under section 4 is terminated effective

with respect to any year, or
"(B) the entity is liquidated during any year, the entity

shall be entitled to a refund of the net required payment
balance.

"(3) DATE ON WHICH REFUND PAYABLE.-Any refund under
this subsection shall be payable on later of-

"(A) April 15 of the calendar year following-
"(i) in the case of the year referred to in paragraph

(1), the calendar year in which it begins,
"(ii) in the case of the year referred to in paragraph

(2), the calendar year in which it ends, or
"(B) the day 90 days after the day on which claim there-

for is filed with the Secretary. "
(6) Subsection (g) of section 7519 of the 1986 Code is amended

by striking out "including regulations" and all that follows
down through the period at the end thereof and inserting in
lieu thereof

"including regulations providing for appropriate adjustments in the
application of this section and sections 280H and 444 in cases
where-

"(1) 2 or more applicable election years begin in the same cal-
endar year, or

"(2) the base year is a taxable year of less than 12 months."
(7) Subparagraph (B) of section 7519(d)(2) of the 1986 Code is

amended by inserting before the period at the end thereof the
following: "(and such corporation shall be treated as an S cor-
poration for such taxable year for purposes of paragraph (3))".

(8) Subsection (d) of section 7519 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(5) TREATMENT OF GUARANTEED PAYMENTS.-

"(A) IN GENERAL.-Any guaranteed payment by a part-
nership shall not be treated as an applicable payment, and
the amount of the net income of the partnership shall be
determined by not taking such guaranteed payment into ac-
count.



"(B) GUARANTEED PAYMENT.-For purposes of subpara-
graph (A), the term 'guaranteed payment' means any pay-
ment referred to in section 707(c).

(9) Paragraph (4) of section 7519(d) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: "Notwithstanding the preceding provisions of this para-
graph, for taxable years beginning after 1987, the applicable
percentage for any partnership or S corporation shall be 100

percent if more than 50 percent of such entity's net income for
the short taxable year which would have resulted if the entity
had not made an election under section 444 would have been
allocated to partners or shareholders who would not have been
entitled to the benefits of section 806(e)(2)(C) of the Tax Reform
Act of 1986 with respect to such income. "

(10) Subparagraphs (A) and (B) of section 7519(d)(2) of the
1986 Code are each amended by striking out "(other than cred-
its)" and inserting in lieu thereof "(other than credits and tax-
exempt income)".

(11) Paragraph (4) of section 10206(d) of the Revenue Act of
1987 is amended by adding at the end thereof the following new
sentence: "The preceding sentence shall apply only in the case of
an election under section 444 of such Code made for a taxable
year beginning before 1989. "

(12) Subparagraph (A) of section 444(d)(2) of the 1986 Code is
amended by inserting "or otherwise terminates such election"
before the period at the end of the first sentence thereof

(13) Paragraph (4) of section 444(b) of the 1986 Code is amend-
ed by striking out "the term" and inserting in lieu thereof
"except as provided in regulations, the term"

(14)(A) Paragraph (4) of section 280H(f) of the 1986 Code is
amended to read as follows:

"(4) ADJUSTED TAXABLE INCOME.-The term 'adjusted taxable
income' means taxable income determined without regard to-

"(A) any amount paid to an employee-owner which is in-
cludible in the gross income of such employee-owner, and

"(B) any net operating loss carryover to the extent such
carryover is attributable to amounts described in subpara-
graph (A). "

(B) Subparagraph (A) of section 7519(d)(3) of the 1986 Code is
amended by striking out "or incurred".

(C) Subsections (c)(1)(A)(i) and (d)(1) of section 280H of the
1986 Code are each amended by striking out "or incurred".

(f) AMENDMENTS RELATED TO SECTION 10211 OF THE A CT.-

(1) Paragraph (4) of section 7704(e) of the 1986 Code is amend-
ed by striking out "as may be required" and inserting in lieu
thereof "or to pay such amounts as may be required".

(2) Paragraph (2) of section 10211(c) of the Revenue Act of
1987 is amended by adding at the end thereof the following new
subparagraph:

"(C) COORDINATION WITH PASSIVE-TYPE INCOME REQUIRE-

MENTS.-In the case of an existing partnership, paragraph
(1) of section 7704(c) of the Internal Revenue Code of 1986
(as added by this section) shall be applied by substituting
for 'December 31, 1987' the earlier of-



"(i) December 31, 1997, or
"(ii) the day (if any) as of which such partnership

ceases to be treated as an existing partnership by
reason of subparagraph (B). "

(3) Paragraph (1) of section 7704(c) of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence:
"For purposes of the preceding sentence, a partnership shall not
be treated as being in existence during any period before the 1st
taxable year in which such partnership (or a predecessor) was a
publicly traded partnership."

(4) Paragraph (1) of section 7704(d) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: "For purposes of subparagraph (E), the term 'mineral or
natural resource' means any product of a character with respect
to which a deduction for depletion is allowable under section
611; except that such term shall not include any product de-
scribed in subparagraph (A) or (B) of section 613(b)(7)."

(5) Paragraph (3) of section 7704(d) of the 1986 Code is
amended to read as follows:

"(3) REAL PROPERTY RENT.-The term 'real property rent'
means amounts which would qualify as rent from real property
under section 856(d) if-

"(A) such section were applied without regard to para-
graph (2)(C) thereof (relating to independent contractor re-
quirements), and

"(B) stock owned, directly or indirectly, by or for a part-
ner would not be considered as owned under section
318(a)(3)(A) by the partnership unless 5 percent or more (by
value) of the interests in such partnership are owned, di-
rectly or indirectly, by or for such partner.

(g) AMENDMENT RELATED TO SECTION 10212 OF THE AcT.-Subsec-
tion (k) of section 469 of the 1986 Code is amended by adding at the
end thereof the following new paragraph:

"(3) COORDINATION WITH SUBSECTION (g).-For purposes of
subsection (g), a taxpayer shall not be treated as having dis-
posed of his entire interest in an activity of a publicly traded
partnership until he disposes of his entire interest in such part-
nership. "

(h) AMENDMENTS RELATED TO SECTION 10214 OF THE ACT.-

(1) Subparagraph (E) of section 514(c)(9) of the 1986 Code is
amended by adding at the end thereof the following new clause:

"(iii) REGULATIONS. -The Secretary shall prescribe
such regulations as may be necessary to carry out the
purposes of this subparagraph, including regulations
which may provide for exclusion or segregation of
items."

(2) Clause (i) of section 514(c)(9)(E) of the 1986 Code is amend-
ed by striking out subclause (I) and by redesignating subclauses
(II) and (III) as subclauses (I) and (II), respectively.

(i) AMENDMENTS RELATED TO SECTION 10221 OF THE ACT.-
(1) Paragraph (2) of section 10221(e) of the Revenue Act of

1987 is amended by striking out "amendments made by subsec-
tion (b)" and inserting in lieu thereof "amendments made by
subsection (c)".



(2) Subsection (b) of section 244 of the 1986 Code is amended
by striking out "section 243(c)(4)" and inserting in lieu thereof
"section 243(d)(4)".

(7) AMENDMENTS RELATED TO SECTION 10222 OF THE A CT.-

(1)(A) Paragraph (1) of section 1503(e) of the 1986 Code is
amended by striking out so much of such paragraph as precedes
subparagraph (A) thereof and inserting in lieu thereof the fol-
lowing:

"(1) IN GENERAL.-Solely for purposes of determining gain or
loss on the disposition of intragroup stock and the amount of
any inclusion by reason of an excess loss account, in determin-
ing the adjustments to the basis of such intragroup stock on ac-
count of the earnings and profits of any member of an affili-
ated group for any consolidated year (and in determining the
amount in such account)-"

(B) Paragraph (2) of section 10222(a) of the Revenue Act of
1987 is amended by adding at the end thereof the following new
subparagraph:

"(C) TREATMENT OF CERTAIN EXCESS LOSS ACCOUNTS.-

"(i) IN GENERAL.-If-
"(I) any disposition on or before December 15,

1987, of stock resulted in an inclusion of an excess
loss account (or would have so resulted if the
amendments made by paragraph (1) had applied to
such disposition), and

"(II) there is an unrecaptured amount with re-
spect to such disposition,

the portion of such unrecaptured amount allocable to
stock disposed of in a disposition to which the amend-
ment made by paragraph (1) applies shall be taken into
account as negative basis. To the extent permitted by
the Secretary of the Treasury or his delegate, the pre-
ceding sentence shall not apply to the extent the tax-
payer elects to reduce its basis in indebtedness of the
corporation with respect to which there would have
been an excess loss account.

"(ii) SPECIAL RULES.-For purposes of this subpara-
graph-

"(I) UNRECAPTURED AMOUNT.-The term 'unre-
captured amount' means the amount by which the
inclusion referred to in clause (i)(I) would have
been increased if the amendment made by para-
graph (1) and applied to the disposition.

"(II) COORDINATION WITH BINDING CONTRACT EX-
CEPTION.-A disposition shall be treated as occur-
ring on or before December 15, 1987, if the amend-
ment made by paragraph (1) does not apply to such
disposition by reason of subparagraph (B). "

(2) Subsection (e) of section 1503 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(3) ADJUSTMENTS.-Under regulations prescribed by the Sec-
retary, proper adjustments shall be made in the application of
paragraph (1)-



"(A) in the case of any property acquired by the corpora-
tion before consolidation, for the difference between the ad-
justed basis of such property for purposes of computing tax-
able income and its adjusted basis for purposes of comput-
ing earnings and profits, and

"(B) in the case of any property, for any basis adjustment
under section 48(q). "

(3)(A) Paragraph (2) of section 1503(e) of the 1986 Code is
amended by adding at the end thereof the following new sub-
paragraph:

"(C) APPLICATION OF SECTION 312(n)(7) NOT AFFECTED.-
The reference in paragraph (1) to subsection (n) of section
312 shall be treated as not including a reference to para-
graph (7) of such subsection."

(B) Subsection (e) of section 301 of the 1986 Code (as redesig-
nated by section 106(e)(12) of this Act) is amended by redesignat-
ing paragraph (3) as paragraph (4) and by inserting after para-
graph (2) the following new paragraph:

"(3) APPLICATION OF SECTION 312(n)(7) NOT AFFECTED.-The
reference in paragraph (1) to subsection (n) of section 312 shall
be treated as not including a reference to paragraph (7) of such
subsection."

(4) Subparagraph (B) of section 10222(b)(2) of the Revenue Act
of 1987 is amended to read as follows:

"(B) ExcEPTION.-The amendment made by paragraph (1)
shall not apply for purposes of determining gain or loss on
any disposition of stock after December 15, 1987, and before
January 1, 1989, if such disposition is pursuant to a writ-
ten binding contract, governmental order, letter of intent or
preliminary agreement, or stock acquisition agreement, in
effect on or before December 15, 1987. "

(k) AMENDMENTS RELATED TO SECTION 10223 OF THE ACT.-
(1) Subparagraph (D) of section 355(b)(2) of the 1986 Code is

amended by striking out clauses (i) and (ii) and inserting in lieu
thereof the following:

"(0 was not acquired by any distributee corporation
directly (or through I or more corporations, whether
through the distributing corporation or otherwise)
within the period described in subparagraph (B) and
was not acquired by the distributing corporation direct-
ly (or through I or more corporations) within such
period, or

"(ii) was so acquired by any such corporation within
such period, but, in each case in which such control
was so acquired, it was so acquired, only by reason of
transactions in which gain or loss was not recognized
in whole or in part, or only by reason of such transac-
tions combined with acquisitions before the beginning
of such period."

(2) Subparagraph (A) of section 304(b)(4) of the 1986 Code is
amended by striking out "stock of I member" and inserting in
lieu thereof "stock from 1 member".



(2) Paragraph (2) of section 10223(d) of the Revenue Act of

1987 is amended by adding at the end thereof the following new

subparagraph:
"(D) TREATMENT OF CERTAIN MEMBERS OF AFFILIATED

GROUP. -

"(i) IN GENERAL.-For purposes of subparagraph (A),
all corporations which were in existence on the desig-
nated date and were members of the same affiliated
group which included the distributees on such date
shall be treated as I distributee.

"(ii) LIMITATION TO STOCK HELD ON DESIGNATED

DATE.-Clause (i) shall not exempt any distribution
from the amendments made by this section if such dis-
tribution is with respect to stock not held by the dis-
tributee (determined without regard to clause () on the
designated date directly or indirectly through a corpo-
ration which goes out of existence in the transaction.

"(iii) DESIGNATED DATE.-For purposes of this sub-
paragraph, the term 'designated date' means the later
of-

"(I) December 15, 1987, or
"(II) the date on which the acquisition meeting

the requirements of subparagraph (A) occurred."
(4) Subparagraph (B) of section 10223(d)(2) of the Revenue Act

of 1987 is amended-
(A) by striking out "before January 1, 1993" and insert-

inNg in lieu thereof "on or before March 31, 1988", and
(B) by striking out "before January 1, 1989,"

(1) AMENDMENT RELATED TO SECTION 10224 OF THE ACT.-Sec-
tions 1201(a) and 1561(a) of the 1986 Code, and section
904(b)(3)(D)(ii) of the 1986 Code (as amended by section 106(b)(2) of
this Act), are each amended by striking out "section 11(b)" and in-
serting in lieu thereof "section 11(b)(1)"

(m) AMENDMENTS RELATED TO SECTION 10226 OF THE ACT.-
(1)(A) Subsection (a) of section 384 of the 1986 Code is amend-

ed to read as follows:
"(a) GENERAL RULE.-If-

"(1)(A) a corporation acquires directly (or through 1 or more
other corporations) control of another corporation, or

"(B) the assets of a corporation are acquired by another corpo-
ration in a reorganization described in subparagraph (A), (C), or
(D) of section 368(a)(1), and

"(2) either of such corporations is a gain corporation,
income for any recognition period taxable year (to the extent attrib-
utable to recognized built-in gains) shall not be offset by any preac-
quisition loss (other than a preacquisition loss of the gain corpora-
tion). "

(B) Subsection (c) of section 384 of the 1986 Code is amended
by redesignating paragraph (4) as paragraph (8) and by insert-
ing after paragraph (3) the following new paragraphs:

"(4) GAIN CORPORATION. -The term 'gain corporation' means
any corporation with a net unrealized built-in gain.



"(5) CONTROL.-The term 'control' means ownership of stock
in a corporation which meets the requirements of section
1504(a)(2).

"(6) TREATMENT OF MEMBERS OF SAME GROUP.-Except as pro-
vided in regulations and except for purposes of subsection (b),
all corporations which are members of the same affiliated
group immediately before the acquisition date shall be treated
as 1 corporation. To the extent provided in regulations, section
1504 shall be applied without regard to subsection (b) thereof
for purposes of the preceding sentence.

"(7) TREATMENT OF PREDECESSORS AND SUCCESSORS.-Any ref-
erence in this section to a corporation shall include a reference
to any predecessor or successor thereof"

(C) Paragraph (2) of section 384(c) of the 1986 Code is amend-
ed to read as follows:

"(2) ACQUISITION DATE.-The term 'acquisition date' means-
"(A) in any case described in subsection (a)(1)(A), the date

on which the acquisition of control occurs, or
"(B) in any case described in subsection (a)(1)(B), the date

of the transfer in the reorganization."
(D) Paragraph (1) of section 384(c) of the 1986 Code is amend-

ed by striking out "subsection (a)(2)" and inserting in lieu there-
of "subsection (a)(1)(B)".
(2) Paragraph (2) of section 384(e) of the 1986 Code is amend-

ed by striking out "the gain corporation" and inserting in lieu
thereof "a corporation ".

(3) Subsection (b) of section 384 of the 1986 Code is amended
to read as follows:

"(b) EXCEPTION WHERE CORPORATIONS UNDER COMMON CON-
TROL.-

"(1) IN GENERAL.-Subsection (a) shall not apply to the preac-
quisition loss of any corporation if such corporation and the
gain corporation were members of the same controlled group at
all times during the 5-year period ending on the acquisition
date.

"(2) CONTROLLED GROUP.-For purposes of this subsection, the
term 'controlled group' means a controlled group of corporations
(as defined in section 1563(a)); except that-

"(A) 'more than 50 percent shall be substituted for 'at
least 80 percent' each place it appears,

"(B) the ownership requirements of section 1563(a) must
be met both with respect to voting power and value, and

"(C) the determination shall be made without regard to
subsection (a)(4) of section 1563.

"(3) SHORTER PERIOD WHERE CORPORATIONS NOT IN EXISTENCE
FOR 5 YEARS.-If either of the corporations referred to in para-
graph (1) was not in existence throughout the 5-year period re-
ferred to in paragraph (1), the period during which such corpo-
ration was in existence (or if both, the shorter of such periods)
shall be substituted for such 5-year period."

(4) Section 384 of the 1986 Code is amended by redesignating
subsection (e) as subsection (f) and by inserting after subsection
(d) the following new subsection:

"(e) ORDERING RULES FOR NET OPERATING LOSSES, ETC. -



"(1) CARRYOVER RULES.-If any preacquisition loss may not

offset a recognized build-in gain by reason of this section, such
gain shall not be taken into account in determining under sec-
tion 172(b)(2) the amount of such loss which may be carried to
other taxable years. A similar rule shall apply in the case of
any excess credit or net capital loss limited by reason of subsec-
tion (d).

'2) ORDERING RULE FOR LOSSES CARRIED FROM SAME TAXABLE

YEAR.-In any case in which-
"(A) a preacquisition loss for any taxable year is subject

to limitation under subsection (a), and
"(B) a net operating loss from such taxable year is not

subject to such limitation,
taxable income shall be treated as having been offset 1st by the
loss subject to such limitation. "

(5) In any case where the acquisition date (as defined in sec-
tion 384(c)(2) of the 1986 Code as amended by this subsection) is
before March 31, 1988, the acquiring corporation may elect to
have the amendments made by this subsection not apply. Such
an election shall be made in such manner as the Secretary of
the Treasury or his delegate shall prescribe and shall be made
not later than the later of the due date (including extensions)
for filing the return for the taxable year of the acquiring corpo-
ration in which the acquisition date occurs or the date 120 days
after the date of the enactment of this Act. Such an election,
once made, shall be irrevocable.

(n) AMENDMENTS RELATED TO SECTION 10227 OF THE ACT.-Para-
graph (4) of section 1363(d) of the 1986 Code (relating to recapture of
LIFO benefits) is amended by adding at the end thereof the follow-
ing new subparagraph:

"(D) NOT TREATED AS MEMBER OF AFFILIATED GROUP.-

Except as provided in regulations, the corporation referred
to in paragraph (1) shall not be treated as a member of an
affiliated group with respect to the amount included in
gross income under paragraph (1). "

(o) AMENDMENTS RELATED TO SECTION 10228 OF THE ACT.-

(1)(A) Subsection (a) of section 5881 of the 1986 Code is
amended by striking out "gain realized by such person on such
receipt" and inserting in lieu thereof "gain or other income of
such person by reason of such receipt".

(B)(i) Subsection (b) of section 5881 of the 1986 Code is amend-
ed by striking out "a corporation to directly or indirectly ac-
quire its stock" and inserting in lieu thereof "a corporation (or
any person acting in concert with such corporation) to directly
or indirectly acquire stock of such corporation ".

(ii) The amendment made by clause (i) shall apply to transac-
tions occurring on or after March 31, 1988.

(C) Subsection (d) of section 5881 of the 1986 Code is amend-
ed-

(i) by striking out "the gain" and inserting in lieu thereof
"the gain or other income", and

(ii) by striking out "GAIN RECOGNIZED" in the subsection
heading and inserting in lieu thereof "AMOUNT RECOG-
NIZED



(2) Section 5881 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

"(e) ADMINISTRATIVE PROvIsIoNs.-For purposes of the deficiency
procedures of subtitle F, any tax imposed by this section shall be
treated as a tax imposed by subtitle A."

(p) AMENDMENTS RELATED TO SECTION 10241 OF THE ACT.-

(1) Paragraph (1) of section 811(d) of the 1986 Code is amend-
ed by striking out "the prevailing State assumed interest rate
for the contract" and inserting in lieu thereof "the greater of
the prevailing State assumed interest rate or applicable Federal
interest rate in effect under section 807 for the contract".

(2) Paragraph (2) of section 812(b) of the 1986 Code is amend-
ed by striking out the last sentence and inserting in lieu thereof
the following.-

"In any case where neither the prevailing State assumed interest
rate nor the applicable Federal interest rate is used, another appro-
priate rate shall be used for purposes of subparagraph (A). "

(q) AMENDMENTS RELATED TO SECTION 10242 OF THE ACT.-

(1) Subsection (h) of section 816 of the 1986 Code is amended
by striking out "section 842(c)(1)(A)" and inserting in lieu there-
of "section 842(b)(2)(B)(i)".

(2)(A) Subparagraph (B) of section 842(b)(3) of the 1986 Code
is amended by striking out "held for the production of such
income ".

(B) Subparagraph (B) of section 842(b)(4) of the 1986 Code is
amended by striking out "held for the production of investment
income ".

(3) Subparagraph (d) of section 842 of the 1986 Code is
amended by striking out "and" at the end of paragraph (2), by
striking out the period at the end of paragraph (3) and inserting
in lieu thereof ", and", and by adding at the end thereof the
following new paragraph:

"(4) which may provide that, in the case of companies taxable
under part II of this subchapter, determinations under subsec-
tion (b) will be made separately for categories of such companies
established in such regulations. "

(r) AMENDMENT RELATED TO SECTION 10301 OF THE ACT.-Para-
graph (3) of section 6655(g) of the 1986 Code is amended by striking
the sentence following subparagraph (C) and inserting in lieu there-
of the following:

"In the case of any organization described in subparagraph (A),
subsection (b)(2)(A) shall be applied by substituting '5th month'
for '3rd month', and subsection (e)(2)(A) shall be applied by sub-
stituting '2 months' for '2 months' and in clause (i)(I), by substi-
tuting '4 months'for '5 months' in clause (i)(II), by substituting
'7 months'for '8 months' in clause (i)(III), and by substituting
'10 months'for '11 months' in clause (i)(IV)".

(s) AMENDMENTS RELATED TO SECTION 10502 OF THE A CT.-

(1) Section 4093 of the 1986 Code is amended by redesignating
subsections (d) and (e) as subsections (e) and (f), respectively,
and by inserting after subsection (c) the following new subsec-
tion:



"(d) CERTAIN AVIATION FUEL SALES.-Under regulations pre-

scribed by the Secretary, the Leaking Underground Storage Tank
Trust Fund financing rate under section 4091 shall not apply to

aviation fuel sold for use or used as supplies for vessels or aircraft
(within the meaning of section 4221(d)(3)). "

(2) Subparagraph (B) of section 6427(l)(3) of the 1986 Code (re-
lating to no refund of Leaking Underground Storage Tank
Trust Fund financing tax) is amended by inserting "(except as
supplies for vessels or aircraft within the meaning of section
4221(d)(3)) after "aircraft .

(3) Section 6427 of the 1986 Code is amended by redesignating
the subsection (p) relating to gasoline used in noncommercial
aviation during period rate reduction in effect and subsection
(q) (relating to cross references) as subsections (q) and (r), respec-
tively.

(t) AMENDMENTS RELATED TO SECTION 10512 OF THE A CT.-

(1) Section 5276 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

"(c) EXCEPTION FOR UNITED STATES. -Subsection (a) shall not
apply to any permit issued to an agency or instrumentality of the
United States."

(2) Subsection (a) of section 5113 of the 1986 Code is amend-
ed-

(A) by inserting "taxpaid wine bottling house," after
"bonded wine cellar, "each place it appears, and

(B) by striking out "DISTILLED SPIRITS PLANTS, BONDED

WINE CELLARS, OR BREWERIES" in the heading and insert-
ing in lieu thereof "CONTROLLED PREMISES ".

(3) Section 5123 of the 1986 Code is amended by redesignating
subsection (c) as subsection (d) and by inserting after subsection
(b) the following new subsection:

"(c) COORDINATION OF TAXES UNDER SECTION 5121.-No tax shall
be imposed by section 5121(a) with respect to a person's activities at
any place during a year if such person has paid the tax imposed by
section 5121(b) with respect to such place for such year.

(4) Section 5113 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

"(g) COORDINATION OF TAXES UNDER SECTION 5111.-No tax shall
be imposed by section 5111(a) with respect to a person's activities at
any place during a year if such person has paid the tax imposed by
section 5111(b) with respect to such place for such year."

(u) EFFECTIVE DATE.-Except as otherwise provided in this sec-
tion, any amendment made by this section shall take effect as if in-
cluded in the provisions of the Revenue Act of 1987 to which such
amendment relates.
SEC. 2005. AMENDMENTS RELATED TO PENSION PROTECTION ACT AND

FULL FUNDING LIMITATIONS.

(a) AMENDMENT RELATED TO SECTION 9303.-
(1) Section 4972(c) of the 1986 Code is amended by redesignat-

ing paragraph (4) as paragraph (5) and by inserting after para-
graph (3) the following new paragraph:

"(4) SPECIAL RULE FOR SELF-EMPLOYED INDIVIDUALS. -For

purposes of paragraph (1), if-



"(A) the amount which is required to be contributed to a
plan under section 412 on behalf of an individual who is
an employee (within the meaning of section 401(c)(1)), ex-
ceeds

"(B) the earned income (within the meaning of section
404(a)(8)) of such individual derived from the trade or busi-
ness with respect to which such plan is established,

such excess shall be treated as an amount allowable as a deduc-
tion under section 404.

(2)(A) Subparagraph (C) of section 412(1)(3) of the 1986 Code is
amended-

(i) by striking out "October 17, 1987" in clause (i) and in-
serting in lieu thereof "October 29, 1987", and

(ii) by striking out "October 16, 1987" in clause (iii) and
inserting in lieu thereof "October 28, 1987".

(B) Subparagraph (C) of section 302(d)(3) of the Employee Re-
tirement Income Security Act of 1974 is amended-

(i) by striking out "October 17, 1987" in clause (i) and in-
serting in lieu thereof "October 29, 1987", and

(ii) by striking out "October 16, 1987" in clause (iii) and
inserting in lieu thereof "October 28, 1987".

(b) AMENDMENTS RELATED TO SECTION 9307.-
(1) The last sentence of section 404(a)(1)(D) of the 1986 Code is

amended by striking out "For purposes of this subparagraph"
and inserting in lieu thereof "For purposes of determining
whether a plan has more than 100 participants ".

(2) Section 404(a)(7)(A) of the 1986 Code is amended by adding
at the end thereof the following new sentence: "For purposes of
clause (ii), if paragraph (1)(D) applies to a defined benefit plan
for any plan year, the amount necessary to satisfy the minimum
funding standard provided by section 412 with respect to such
plan for such plan year shall not be less than the unfunded
current liability of such plan under section 412(l). ".
(3) Section 404(a)(1)(D) of the 1986 Code is amended by strik-

ing out "(without regard to any reduction by the credit balance
in the funding standard account)".

(c) AMENDMENTS RELATED TO SECTION 9301.-
(1) Section 414(l) of the 1986 Code is amended by adding at

the end thereof the following new paragraph:
"(2) ALLOCATION OF ASSETS IN PLAN SPIN-OFFS, ETC.-

"(A) IN GENERAL.-In the case of a plan spin-off of a de-
fined benefit plan, a trust which forms part of-

"(i) the original plan, or
"(ii) any plan spun off from such plan,

shall not constitute a qualified trust under this section
unless the applicable percentage of excess assets are allocat-
ed to each of such plans.

"(B) APPLICABLE PERCENTAGE.-For purposes of subpara-
graph (A), the term 'applicable percentage' means, with re-
spect to each of the plans described in clauses (i) and (ii) of
subparagraph (A), the percentage determined by dividing-

"(i) the excess (if any) of-
"(I) the amount determined under section

412(c)(7)(A)(i) with respect to the plan, over



"(II) the amount of the assets required to be allo-
cated to the plan after the spin-off (without regard
to this paragraph), by

"(ii) the sum of the excess amounts determined sepa-
rately under clause (i) for all such plans.

"(C) ExCESS ASSETS.-For purposes of subparagraph (A),
the term 'excess assets' means an amount equal to the
excess (if any) of-

"(i) the fair market value of the assets of the original
plan immediately before the spin-off, over

"(ii) the amount of assets required to be allocated
after the spin-off to all plans (determined without
regard to this paragraph).

"(D) CERTAIN SPUN-OFF PLANS NOT TAKEN INTO AC-

COUNT.-

"(i) IN GENERAL.-A plan involved in a spin-off
which is described in clause (ii), (iii), or (iv) shall not
be taken into account for purposes of this paragraph,
except that the amount determined under subpara-
graph (C)(ii) shall be increased by the amount of assets
allocated to such plan.

"(ii) PLANS TRANSFERRED OUT OF CONTROLLED

GROUPS.-A plan is described in this clause if after
such spin-off, such plan is maintained by an employer
who is not a member of the same controlled group as
the employer maintaining the original plan.

"(iii) PLANS TRANSFERRED OUT OF MULTIPLE EMPLOY-
ER PLANS.-A plan as described in this clause if, after
the spin-off, any employer maintaining such plan (and
any member of the same controlled group as such em-
ployer) does not maintain any other plan remaining
after the spin-off which is also maintained by another
employer (or member of the same controlled group as
such other employer) which maintained the plan in ex-
istence before the spin-off

"(iv) TERMINATED PLANS.-A plan is described in
this clause if, pursuant to the transaction involving the
spin-off, the plan is terminated.

"(v) CONTROLLED GROUP.-For purposes of this sub-
paragraph, the term 'controlled group' means any
group treated as a single employer under subsection (b),
(c), (m), or (o).

"(E) PARAGRAPH NOT TO APPLY TO MULTIEMPLOYER

PLANS.-This paragraph does not apply to any multiem-
ployer plan with respect to any spin-off to the extent that
participants either before or after the spin-off are covered
under a multiemployer plan to which title IV of the Em-
ployee Retirement Income Security Act of 1974 applies.

"(F) APPLICATION TO SIMILAR TRANSACTION.-Except as
provided by the Secretary, rules similar to the rules of this
paragraph shall apply to transactions similar to spin-offs. "

(2) Section 414(l) of the 1986 Code is amended by striking out
the heading and inserting in lieu thereof



"(1) MERGER AND CONSOLIDATIONS OF PLANS OR TRANSFERS OF

PLAN ASSETS.-
"(1) IN GENERAL.-
(3)(A) Except as provided in subparagraph (B), the amend-

ments made by this subsection shall apply with respect to trans-
actions occurring after July 26, 1988.

(B) The amendments made by this subsection shall not apply
to any transaction occurring after July 26, 1988, if on or before
such date the board of directors of the employer, approves such
transaction or the employer took similar binding action.

(d) OTHER PROVISIONS.-

(1) Subparagraph (C) of section 412()(3) of the 1986 Code is
amended-

(A) by striking out "October 17, 1987" in clause (i) and
inserting in lieu thereof "October 29, 1987", and

(B) by striking out "October 16, 1987" in clause (iii) and
inserting in lieu thereof "October 28, 1987".

(2) Subparagraph (B) of section 302(d)(3) of the Employee Re-
tirement Income Security Act of 1974 is amended-

(A) by striking out "October 17, 1987" in clause (i) and
inserting in lieu thereof "October 29, 1987", and

(B) by striking out "October 16, 1987" in clause (iii) and
inserting in lieu thereof "October 28, 1987".

(e) EFFECTIVE DATE.-The amendments made by this section shall
take effect as if included in the amendments made by the provisions
of the Omnibus Budget Reconciliation Act of 1987 to which it re-
lates.
SEC. 2006. AMENDMENTS RELATED TO SECTION 9201 OF THE OMNIBUS

BUDGET RECONCILIATION A CT OF 1987.
(a) Subsection (c) of section 4132 of the 1986 Code (relating to im-

position of tax on certain vaccines) is amended by redesignating
paragraphs (1) and (2) as paragraphs (3) and (4), respectively, and by
inserting before paragraph (3) (as so redesignated) the following new
paragraphs:

"(1) CERTAIN USES TREATED AS SALES.-Any manufacturer,
producer, or importer of a vaccine which uses such vaccine
before it is sold shall be liable for the tax imposed by section
4131 in the same manner as if such vaccine were sold by such
manufacturer, producer, or importer.

"(2) TREATMENT OF VACCINES SHIPPED TO UNITED STATES POS-
SESSiONs.-Section 4221(a)(2) shall not apply to any vaccine
shipped to a possession of the United States."

(b) Subsection (a) of section 9510 of the 1986 Code is amended-
(1) by inserting "appropriated or" before "credited", and
(2) by inserting "this section or" before "section 9602(b)".

(c) The amendments made by this section shall take effect as if
included in the amendments made by section 9201 of the Omnibus
Budget Reconciliation Act of 1987.



TITLE III-ADDITIONAL SIMPLIFICATION
AND CLARIFICA TION PRO VISIONS

Subtitle A-Diesel Fuel Excise Tax Collection
and Exemption Procedures

SEC. 3001. TAX-FREE PURCHASES OF CERTAIN FUELS.

(a) IN GENERAL.-Subsection (c) of section 4093 of the 1986 Code

(relating to exceptions; special rule) is amended to read as follows:

"(c) EXEMPTION FOR NONTAXABLE USES AND Bus UsEs.-

"(1) IN GENERAL.-No tax shall be imposed by section 4091 on

fuel sold by a producer or importer for use by the purchaser in a
nontaxable use (as defined in section 6427(l)(2)) or a use de-

scribed in section 6427(b)(1).
"(2) EXCEPTIONS. -

"(A) CERTAIN LEAKING UNDERGROUND STORAGE TANK

TRUST FUND TAXES.-In the case of fuel sold for use in-
"(i) a diesel-powered train, and
"(ii) an aircraft,

paragraph (1) shall not apply to so much of the tax im-
posed by section 4091 as is attributable to the Leaking Un-
derground Storage Tank Trust Fund financing rate im-
posed by such section.

"(B) CERTAIN BUS USES.-Paragraph (1) shall not apply to
so much of the tax imposed by section 4091 as is not re-
fundable by reason of the application of section
6427(b)(2)(A).

"(3) REGISTRATION REQUIRED. -Except to the extent provided
by the Secretary, paragraph (1) shall not apply to any sale
unless-

"(A) both the seller and the purchaser are registered
under section 4101, and

"(B) the purchaser's name, address, and registration
number under such section are provided to the seller.

"(4) INFORMATION REPORTING.-

"(A) RETURNS BY PRODUCERS AND IMPORTERS.-Each pro-
ducer or importer who makes a reduced-tax sale during the
calendar year shall make a return (at such time and in
such form as the Secretary may by regulations prescribe)
showing with respect to each such sale-

"(i) the name, address, and registration number
under section 4101 of the purchaser,

"(ii) the amount of fuel sold, and
"(iii) such other information as the Secretary may re-

quire.
"(B) STATEMENTS TO PURCHASERS.-Every person required

to make a return under subparagraph (A) shall furnish to
each purchaser whose name is required to be set forth on
such return a written statement showing the name and ad-
dress of the person required to make such return, the regis-
tration number under section 4101 of such person, and the



information required to be shown on the return with re-
spect to such purchaser. The written statement required
under the preceding sentence shall be furnished to the pur-
chaser on or before January 31 of the year following the
calendar year for which the return under subparagraph (A)
is required to be made.

"(C) RETURNS BY PURCHASERS.-Each person who uses
during the calendar year fuel purchased in a reduced-tax
sale shall make a return (at such time and in such form as
the Secretary may by regulations prescribe) showing-

"(i) whether such use was a nontaxable use (as de-
fined in section 6427(l)(2)) or a use described in section
6427(b)(1) and the amount of fuel so used,

"(ii) the date of the sale of the fuel so used,
"(iii) the name, address, and registration number

under section 4101 of the seller, and
"(iv) such other information as the Secretary may re-

quire.
"(D) REDUCED-TAX SALE.-For purposes of this paragraph,

the term 'reduced tax sale' means any sale of taxable fuel
on which the amount of tax otherwise required to be paid
under section 4091 is reduced by reason of paragraph (1)
(other than sales described in subsections (a) and (b) of this
section)."

(b) PENALTY FOR FAILING TO PROVIDE INFORMATION.-
(1) Subparagraph (B) of section 6724(d)(1) of the 1986 Code

(defining information return) is amended by striking out "or"
at the end of clause (ix), by striking out the period at the end of
clause (x) and inserting in lieu thereof ", or", and by adding at
the end thereof the following new clause:

"(xi) subparagraph (A) or (C) of subsection (c)(4), or
subsection (d), of section 4093 (relating to information
reporting with respect to tax on diesel and aviation
fuels)."

(2) Paragraph (2) of section 6724(d) of the 1986 Code (defining
payee statement) is amended by striking out "or" at the end of
subparagraph (S), by striking out the period at the end of sub-
paragraph (T) and inserting in lieu thereof ", or", and by
adding at the end thereof the following new subparagraph:

"(U) section 4093(c)(4)(B) (relating to certain purchasers of
diesel and aviation fuels)."

(3)(A) The text of section 7232 of the 1986 Code is amended by
striking out "or lubricating oil" and inserting in lieu thereof ",
lubricating oil, diesel fuel, or aviation fuel".

(B) The heading for section 7232 of the 1986 Code is amended
by striking out "OR LUBRICATING OIL" and inserting in lieu
thereof ", LUBRICATING OIL, DIESEL FUEL, OR A VIATION
FUEL ".

(C) The table of sections for part II of subchapter A of chapter
75 of the 1986 Code is amended by striking out "or lubricating
oil" in the item relating to section 7232 and inserting in lieu
thereof ", lubricating oil, diesel fuel, or aviation fuel".

(c) EFFECTIVE DATE.-



(1) IN GENERAL.-The amendments made by this section shall
take effect on January 1, 1989.

(2) REFUNDS WITH INTEREST FOR PRE-EFFECTIVE DATE PUR-

CHASES. -

(A) IN GENERAL.-In the case of fuel-
(i) which is purchased from a producer or importer

during the period beginning on April 1, 1988, and
ending on December 31, 1988,

(ii) which is used (before the claim under this sub-
paragraph is filed) by any person in a nontaxable use
(as defined in section 6427(l)(2) of the 1986 Code), and

(iii) with respect to which a claim is not permitted to
be filed for any quarter under section 6427(i) of the
1986 Code,

the Secretary of the Treasury or the Secretary's delegate
shall pay (with interest) to such person the amount of tax
imposed on such fuel under section 4091 of the 1986 Code
(to the extent not attributable to amounts described in sec-
tion 6427(l)(3) of the 1986 Code) if claim therefor is filed
not later than June 30, 1989. Not more than 1 claim may
be filed under the preceding sentence and such claim shall
not be taken into account under section 6427(i) of the 1986
Code. Any claim for refund filed under this paragraph
shall be considered a claim for refund under section 6427(l)
of the 1986 Code.

(B) INTEREST.-The amount of interest payable under
subparagraph (A) shall be determined under section 6611 of
the 1986 Code except that the date of the overpayment with
respect to fuel purchased during any month shall be treated
as being the 1st day of the succeeding month. No interest
shall be paid under this paragraph with respect to fuel
used by any agency of the United States.

(C) REGISTRATION PROCEDURES REQUIRED TO BE SPECI-

FIED.-Not later than the 30th day after the date of the en-
actment of this Act, the Secretary of the Treasury or the
Secretary's delegate shall prescribe the procedures for com-
plying with the requirements of section 4093(c)(3) of the
1986 Code (as added by this section).

SEC. 3002. EXPEDITED REFUND FOR CERTAIN FUELS USED IN NONTAX-
ABLE USES.

(a) EXPEDITED REFUND.-Section 6427(i) of the 1986 Code (relating
to time for filing claims; period covered) is amended by adding at
the end thereof the following new paragraph:

"(4) SPECIAL RULE FOR NONTAXABLE USES OF DIESEL FUEL AND

AVIATION FUEL TAXED UNDER SECTION 4091.-

"(A) IN GENERAL.-If at the close of any of the 1st 3 quar-
ters of the taxable year of any person, at least $750 is pay-
able under subsection (1) to such person with respect to fuel
used during such quarter or any prior quarter during the
taxable year (and for which no other claim has been filed),
a claim may be filed under subsection (1) with respect to
such fuel.



"(B) TIME FOR FILING CLAIM.-No claim filed under this
paragraph shall be allowed unless filed during the 1st
quarter following the last quarter included in the claim."

(b) ALLOWANCE OF PAYMENT.-Paragraph (2) of section 6427(k) of
the 1986 Code (relating to income tax credit in lieu of payment), as
amended by title I, is amended by striking out "paragraph (2) or (3)"
and inserting in lieu thereof '"paragraph (2), (3), or (4)".

(c) CONFORMING AMENDMENTS.-

(1) Paragraph (1) of section 6427(i) of the 1986 Code is amend-
ed by striking out '"paragraph (2)" and inserting in lieu thereof
'"paragraphs (2), (3), and (4)".

(2) Paragraph (2)(A) of section 6427(i) of the 1986 Code is
amended by striking out "(1), ".

(d) EFFECTIVE DATE.-The amendments made by this section
shall apply to fuel used after December 31, 1988.
SEC. 3003. MARINE RETAILERS TREATED AS PRODUCERS.

(a) IN GENERAL.-Subparagraph (B) of section 4092(b)(1) of the
1986 Code (relating to certain persons treated as producers) is
amended by striking out the period at the end of clause (ii) and in-
serting in lieu thereof ", or" and by adding at the end thereof the
following.

"(iii) a retailer selling diesel fuel exclusively to pur-
chasers as supplies for commercial and noncommercial
vessels.

To the extent provided in regulations, a retailer shall not
be treated as not described in clause (iii) by reason of sell-
ing de minimis amounts of diesel fuel other than as sup-
plies for commercial and noncommercial vessels."

(b) EFFECTIVE DATE.-The amendments made by this section shall
apply to sales after December 31, 1988.

Subtitle B-fHealth Care Continuation Rules
SEC. 3011. FAILURE TO SATISFY CONTINUATION COVERAGE

REQUIREMENTS OF GROUP HEALTH PLANS.
(a) IN GENERAL.-Chapter 43 of the 1986 Code (relating to quali-

fied pension, etc., plans) is amended by adding at the end thereof
the following new section:
"SEC. 4980B. FAILURE TO SATISFY CONTINUATION COVERAGE REQUIRE-

MENTS OF GROUP HEALTH PLANS.

"(a) GENERAL RULE.-There is hereby imposed a tax on the fail-
ure of a group health plan to meet the requirements of subsection (f)
with respect to any qualified beneficiary.

"(b) AMOUNT OF TAX.-
"(1) IN GENERAL.-The amount of the tax imposed by subsec-

tion (a) on any failure with respect to a qualified beneficiary
shall be $100 for each day in the noncompliance period with re-
spect to such failure.

"(2) NONCOMPLIANCE PERIOD.-For purposes of this section,
the term 'noncompliance period' means, with respect to any fail-
ure, the period-

"(A) beginning on the date such failure first occurs, and



"(B) ending on the earlier of-
"(i) the date such failure is corrected, or
"(ii) the date which is 6 months after the last day in

the period applicable to the qualified beneficiary under
subsection (f)(2)(B) (determined without regard to
clause (iii) thereof).

If a person is liable for tax under subsection (e)(1)(B) by reason
of subsection (e)(2)(B) with respect to any failure, the noncompli-
ance period for such person with respect to such failure shall
not begin before the 45th day after the written request described
in subsection (e)(2)(B) is provided to such person.

"(3) MINIMUM TAX FOR NONCOMPLIANCE PERIOD WHERE FAIL-

URE DISCOVERED AFTER NOTICE OF ExAMINATION.-Notwith-

standing paragraphs (1) and (2) of subsection (c)-
"(A) IN GENERAL.-In the case of I or more failures with

respect to a qualified beneficiary-
"(i) which are not corrected before the date a notice

of examination of income tax liability is sent to the
employer, and

"(ii) which occurred or continued during the period
under examination,

the amount of tax imposed by subsection (a) by reason of
such failures with respect to such beneficiary shall not be
less than the lesser of $2,500 or the amount of tax which
would be imposed by subsection (a) without regard to such
paragraphs.

"(B) HIGHER MINIMUM TAX WHERE VIOLATIONS ARE MORE

THAN DE MINIMIS.-To the extent violations by the employer
(or the plan in the case of a multiemployer plan) for any
year are more than de minimis, subparagraph (A) shall be
applied by substituting '$15,000' for '$2,500' with respect to
the employer (or such plan).

"(C) LIMITATIONS ON AMOUNT OF TAX.-
"(1) TAX NOT TO APPLY WHERE FAILURE NOT DISCOVERED EX-

ERCISING REASONABLE DILIGENCE.-No tax shall be imposed by
subsection (a) on any failure during any period for which it is
established to the satisfaction of the Secretary that none of the
persons referred to in subsection (e) knew, or exercising reasona-
ble diligence would have known, that such failure existed.

"(2) TAX NOT TO APPLY TO FAILURES CORRECTED WITHIN 30

DAYs.-No tax shall be imposed by subsection (a) on any failure
if-

"(A) such failure was due to reasonable cause and not to
willful neglect, and

"(B) such failure is corrected during the 30-day period be-
ginning on the 1st date any of the persons referred to in
subsection (e) knew, or exercising reasonable diligence
would have known, that such failure existed.

"(3) $100 LIMIT ON AMOUNT OF TAX FOR FAILURES ON ANY DAY

WITH RESPECT TO A QUALIFIED BENEFICIARY.-

"(A) IN GENERAL.-Except as provided in subparagraph
(B), the maximum amount of tax imposed by subsection (a)



on failures on any day during the noncompliance period
with respect to a qualified beneficiary shall be $100.

"(B) SPECIAL RULE WHERE MORE THAN 1 QUALIFIED BENE-
FICIARY.-If there is more than 1 qualified beneficiary with
respect to the same qualifying event, the maximum amount
of tax imposed by subsection (a) on all failures on any day
during the noncompliance period with respect to such
qualified beneficiaries shall be $200.

"(4) OVERALL LIMITATION FOR UNINTENTIONAL FAILURES.-In

the case of failures which are due to reasonable cause and not
to willful neglect-

"(A) SINGLE EMPLOYER PLANS.-

"(i) IN GENERAL.-In the case of failures with respect
to plans other than multiemployer plans, the tax im-
posed by subsection (a) for failures during the taxable
year of the employer shall not exceed the amount equal
to the lesser of-

"(I) 10 percent of the aggregate amount paid or
incurred by the employer (or predecessor employer)
during the preceding taxable year for group health
plans, or

"(II) $500,000.
"(ii) TAXABLE YEARS IN THE CASE OF CERTAIN CON-

TROLLED GROUPS.-For purposes of this subparagraph,
if not all persons who are treated as a single employer
for purposes of this section have the same taxable year,
the taxable years taken into account shall be deter-
mined under principles similar to the principles of sec-
tion 1561.

"(B) MULTIEMPLOYER PLANS.-

"(i) IN GENERAL.-In the case of failures with respect
to a multiemployer plan, the tax imposed by subsection
(a) for failures during the taxable year of the trust
forming part of such plan shall not exceed the amount
equal to the lesser of-

"(I) 10 percent of the amount paid or incurred by
such trust during such taxable year to provide
medical care (as defined in section 213(d)) directly
or through insurance, reimbursement, or otherwise,
or

"(II) $500, 000.
For purposes of the preceding sentence, all plans of
which the same trust forms a part shall be treated as 1
plan.

"(ii) SPECIAL RULE FOR EMPLOYERS REQUIRED TO PAY

TA.-If an employer is assessed a tax imposed by sub-
section (a) by reason of a failure with respect to a mul-
tiemployer plan, the limit shall be determined under
subparagraph (A) (and not under this subparagraph)
and as if such plan were not a multiemployer plan.

"(C) SPECIAL RULE FOR PERSONS PROVIDING BENEFITS.-

In the case of a person described in subsection (e)(1)(B) (and
not subsection (e)(1)(A)), the aggregate amount of tax im-



posed by subsection (a) for failures during a taxable year
with respect to all plans shall not exceed $2,000,000.

"(5) WAIVER BY SECRETARY.-In the case of a failure which is
due to reasonable cause and not to willful neglect, the Secretary
may waive part or all of the tax imposed by subsection (a) to the
extent that the payment of such tax would be excessive relative
to the failure involved.

"(d) TAX NOT To APPLY To CERTAIN PLANs.-This section shall
not apply to-

"(1) any failure of a group health plan to meet the require-
ments of subsection (f) if all employers maintaining such plan
normally employed fewer than 20 employees on a typical busi-
ness day during the preceding calendar year,

"(2) any governmental plan (within the meaning of section
414(d)), or

"(3) any church plan (within the meaning of section 414(e)).
"(e) LIABILITY FOR TAX. -

"(1) IN GENERAL.-Except as otherwise provided in this sub-
section, the following shall be liable for the tax imposed by sub-
section (a) on a failure:

"(A)(i) In the case of a plan other than a multiemployer
plan, the employer.

"(ii) In the case of a multiemployer plan, the plan.
"(B) Each person who is responsible (other than in a ca-

pacity as an employee) for administering or providing bene-
fits under the plan and whose act or failure to act caused
(in whole or in part) the failure.

"(2) SPECIAL RULES FOR PERSONS DESCRIBED IN PARAGRAPH
(1)(B).-

"(A) No LIABILITY UNLESS WRITTEN AGREEMENT.-Except

in the case of liability resulting from the application of
subparagraph (B) of this paragraph, a person described in
subparagraph (B) (and not in subparagraph (A)) of para-
graph (1) shall be liable for the tax imposed by subsection
(a) on any failure only if such person assumed (under a le-
gally enforceable written agreement) responsibility for the
performance of the act to which the failure relates.

"(B) FAILURE TO COVER QUALIFIED BENEFICIARIES WHERE

CURRENT EMPLOYEES ARE COVERED.-A person shall be
treated as described in paragraph (1)(B) with respect to a
qualified beneficiary if-

"(i) such person provides coverage under a group
health plan for any similarly situated beneficiary
under the plan with respect to whom a qualifying event
has not occurred, and

"(ii) the-
"(I) employer or plan administrator, or
"(I) in the case of a qualifying event described

in subparagraph (C) or (E) of subsection (f)(3)
where the person described in clause (i) is the plan
administrator, the qualified beneficiary,

submits to such person a written request that such
person make available to such qualified beneficiary the



same coverage which such person provides to the bene-
ficiary referred to in clause (i).

"(f) CONTINUATION COVERAGE REQUIREMENTS OF GROUP HEALTH

PLANS. -

"(1) IN GENERAL.-A group health plan meets the require-
ments of this subsection only if each qualified beneficiary who
would lose coverage under the plan as a result of a qualifying
event is entitled to elect, within the election period, continu-
ation coverage under the plan.

"(2) CONTINUATION COVERAGE.-For purposes of paragraph
(1), the term 'continuation coverage' means coverage under the
plan which meets the following requirements:

"(A) TYPE OF BENEFIT COVERAGE.-The coverage must
consist of coverage which, as of the time the coverage is
being provided, is identical to the coverage provided under
the plan to similarly situated beneficiaries under the plan
with respect to whom a qualifying event has not occurred.
If coverage under the plan is modified for any group of
similarly situated beneficiaries, the coverage shall also be
modified in the same manner for all individuals who are
qualified beneficiaries under the plan pursuant to this sub-
section in connection with such group.

"(B) PERIOD OF COVERAGE.-The coverage must extend for
at least the period beginning on the date of the qualifying
event and ending not earlier than the earliest of the follow-
ing:

"(i) MAXIMUM REQUIRED PERIOD.-

"(I) GENERAL RULE FOR TERMINATIONS AND RE-
DUCED HOURS.-In the case of a qualifying event
described in paragraph (3)(B), except as provided in
subclause (II), the date which is 18 months after
the date of the qualifying event.

"(II) SPECIAL RULE FOR MULTIPLE QUALIFYING
EVENTS.-If a qualifying event (other than a quali-
fying event described in paragraph (3)(F)) occurs
during the 18 months after the date of a qualify-
ing event described in paragraph (3)(B), the date
which is 36 months after the date of the qualifying
event described in paragraph (3)(B).

"(III) SPECIAL RULE FOR CERTAIN BANKRUPTCY
PROCEEDINGS.-In the case of a qualifying event
described in paragraph (3)(F) (relating to bankrupt-
cy proceedings), the date of the death of the cov-
ered employee or qualified beneficiary (described in
subsection (g)(1)(D)(iii)), or in the case of the surviv-
ing spouse or dependent children of the covered
employee, 36 months after the date of the death of
the covered employee.

"(IV) GENERAL RULE FOR OTHER QUALIFYING

EVENTS.-In the case of a qualifying event not de-
scribed in paragraph (3)(B) or (3)(F), the date
which is 36 months after the date of the qualifying
event.



"(ii) END OF PLAN.-The date on which the employer
ceases to provide any group health plan to any employ-
ee.

"(gig) FAILURE TO PAY PREMIUM.-The date on which
coverage ceases under the plan by reason of a failure to
make timely payment of any premium required under
the plan with respect to the qualified beneficiary. The
payment of any premium (other than any payment re-
ferred to in the last sentence of subparagraph (C)) shall
be considered to be timely if made within 30 days after
the date due or within such longer period as applies to
or under the plan.

"(iv) GROUP HEALTH PLAN COVERAGE OR MEDICARE

ELIGIBILITY.-The date on which the qualified benefici-
ary first becomes, after the date of the election-

"(I) covered under any other group health plan
(as an employee or otherwise), or

"(II) in the case of a qualified beneficiary other
than a qualified beneficiary described in subsec-
tion (g)(1)(D) entitled to benefits under title XVIII
of the Social Security Act.

"(C) PREMIUM REQUIREMENTS.-The plan may require
payment of a premium for any period of continuation cover-
age, except that such premium-

"(i) shall not exceed 102 percent of the applicable pre-
mium for such period, and

"(ii) may, at the election of the payor, be made in
monthly installments.

If an election is made after the qualifying event, the plan
shall permit payment for continuation coverage during the
period preceding the election to be made within 45 days of
the date of the election.

"(D) No REQUIREMENT OF INSURABILITY.-The coverage
may not be conditioned upon, or discriminate on the basis
of lack of, evidence of insurability.

"(E) CONVERSION OPTION.-In the case of a qualified ben-
eficiary whose period of continuation coverage expires
under subparagraph (B)(i), the plan must, during the 180-
day period ending on such expiration date, provide to the
qualified beneficiary the option of enrollment under a con-
version health plan otherwise generally available under the
plan.

"(3) QUALIFYING EVENT.-For purposes of this subsection, the
term 'qualifying event' means, with respect to any covered em-
ployee, any of the following events which, but for the continu-
ation coverage required under this subsection, would result in
the loss of coverage of a qualified beneficiary-

"(A) The death of the covered employee.
"(B) The termination (other than by reason of such em-

ployee's gross misconduct), or reduction of hours, of the cov-
ered employee's employment.

"(C) The divorce or legal separation of the covered em-
ployee from the employee's spouse.



"(D) The covered employee becoming entitled to benefits
under title XVIII of the Social Security Act.

"(E) A dependent child ceasing to be a dependent child
under the generally applicable requirements of the plan.

"(F) A proceeding in a case under title 11, United States
Code, commencing on or after July 1, 1986, with respect to
the employer from whose employment the covered employee
retired at any time.

In the case of an event described in subparagraph (F), a loss of
coverage includes a substantial elimination of coverage with re-
spect to a qualified beneficiary described in subsection (g)(1)(D)
within one year before or after the date of commencement of the
proceeding.

"(4) APPLICABLE PREMIUM.-For purposes of this subsection-
"(A) IN GENERAL.-The term 'applicable premium' means,

with respect to any period of continuation coverage of
qualified beneficiaries, the cost to the plan for such period
of the coverage for similarly situated beneficiaries with re-
spect to whom a qualifying event has not occurred (without
regard to whether such cost is paid by the employer or em-
ployee).

"(B) SPECIAL RULE FOR SELF-INSURED PLANS.-To the
extent that a plan is a self-insured plan-

"(i) IN GENERAL.-Except as provided in clause (ii),
the applicable premium for any period of continuation
coverage of qualified beneficiaries shall be equal to a
reasonable estimate of the cost of providing coverage
for such period for similarly situated beneficiaries
which-

"(I is determined on an actuarial basis, and"(II) takes into account such factors as the Secre-
tary may prescribe in regulations.

"(ii) DETERMINATION ON BASIS OF PAST COST.-If a
plan administrator elects to have this clause apply, the
applicable premium for any period of continuation cov-
erage of qualified beneficiaries shall be equal to-

"(I) the cost to the plan for similarly situated
beneficiaries for the same period occurring during
the preceding determination period under subpara-
graph (C), adjusted by

"(II) the percentage increase or decrease in the
implicit price deflator of the gross national prod-
uct (calculated by the Department of Commerce
and published in the Survey of Current Business)
for the 12-month period ending on the last day of
the sixth month of such preceding determination
period.

"(iii) CLAUSE (ii) NOT TO APPLY WHERE SIGNIFICANT

CHANGE.-A plan administrator may not elect to have
clause (ii) apply in any case in which there is any sig-
nificant difference between the determination period
and the preceding determination period, in coverage
under, or in employees covered by, the plan. The deter-



mination under the preceding sentence for any determi-
nation period shall be made at the same time as the
determination under subparagraph (C).

"(C) DETERMINATION PERIOD.-The determination of any
applicable premium shall be made for a period of 12
months and shall be made before the beginning of such
period.

"(5) ELECTION.-For purposes of this subsection-
"(A) ELECTION PERIOD.-The term 'election period' means

the period which-
"(i) begins not later than the date on which coverage

terminates under the plan by reason of a qualifying
event,

"(ii) is of at least 60 days' duration, and
"(iii) ends not earlier than 60 days after the later

of-
"(I) the date described in clause (i), or
"(II) in the case of any qualified beneficiary who

receives notice under paragraph (6)(D), the date of
such notice.

"(B) EFFECT OF ELECTION ON OTHER BENEFICIARIES.-

Except as otherwise specified in an election, any election of
continuation coverage by a qualified beneficiary described
in subparagraph (A)(i) or (B) of subsection (g)(1) shall be
deemed to include an election of continuation coverage on
behalf of any other qualified beneficiary who would lose
coverage under the plan by reason of the qualifying event.
If there is a choice among types of coverage under the plan,
each qualified beneficiary is entitled to make a separate se-
lection among such types of coverage.

"(6) NOTICE REQUIREMENT.-In accordance with regulations
prescribed by the Secretary-

"(A) The group health plan shall provide, at the time of
commencement of coverage under the plan, written notice to
each covered employee and spouse of the employee (if any)
of the rights provided under this subsection.

"(B) The employer of an employee under a plan must
notify the plan administrator of a qualifying event de-
scribed in subparagraph (A), (B), (D), or (F) of paragraph (3)
with respect to such employee within 30 days of the date of
the qualifying event.

"(C) Each covered employee or qualified beneficiary is re-
sponsible for notifying the plan administrator of the occur-
rence of any qualifying event described in subparagraph (C)
or (E) of paragraph (3) within 60 days after the date of the
qualifying event.

"(D) The plan administrator shall notify-
"(i) in the case of a qualifying event described in sub-

paragraph (A), (B), (D), or (F) of paragraph (3), any
qualified beneficiary with respect to such event, and

"(ii) in the case of a qualifying event described in
subparagraph (C) or (E) of paragraph (3) where the cov-
ered employee notifies the plan administrator under



subparagraph (C), any qualified beneficiary with re-
spect to such event,

of such beneficiary's rights under this subsection.
For purposes of subparagraph (D), any notification shall be
made within 14 days of the date on which the plan administra-
tor is notified under subparagraph (B) or (C), whichever is ap-
plicable, and any such notification to an individual who is a
qualified beneficiary as the spouse of the covered employee shall
be treated as notification to all other qualified beneficiaries re-
siding with such spouse at the time such notification is made.

"(7) COVERED EMPLOYEE. -For purposes of this subsection, the
term 'covered employee' means an individual who is (or was)
provided coverage under a group health plan by virtue of the
individual's employment or previous employment with an em-
ployer.

"(g) DEFINITION.-For purposes of this section-
"(1) QUALIFIED BENEFICIARY.-

"(A) IN GENERAL.-The term 'qualified beneficiary'
means, with respect to a covered employee under a group
health plan, any other individual who, on the day before
the qualifying event for that employee, is a beneficiary
under the plan-

"(i) as the spouse of the covered employee, or
"(ii) as the dependent child of the employee.

"(B) SPECIAL RULE FOR TERMINATIONS AND REDUCED EM-

PLOYMENT.-In the case of a qualifying event described in
subsection (f)(3)(B), the term 'qualified beneficiary' includes
the covered employee.

"(C) EXCEPTION FOR NONRESIDENT ALIENS.-Notwith-
standing subparagraphs (A) and (B), the term 'qualified
beneficiary' does not include an individual whose status as
a covered employee is attributable to a period in which
such individual was a nonresident alien who received no
earned income (within the meaning of section 911(d)(2))
from the employer which constituted income from sources
within the United States (within the meaning of section
861(a)(3)). If an individual is not a qualified beneficiary
pursuant to the previous sentence, a spouse or dependent
child of such individual shall not be considered a qualified
beneficiary by virtue of the relationship of the individual.

"(D) SPECIAL RULE FOR RETIREES AND WIDOWS.-In the
case of a qualifying event described in subsection (f)(3)(F),
the term 'qualified beneficiary' includes a covered employee
who had retired on or before the date of substantial elimi-
nation of coverage and any other individual who, on the
day before such qualifying event, is a beneficiary under the
plan-

"(i) as the spouse of the covered employee,
"(ii) as the dependent child of the covered employee,

or
"(iii) as the surviving spouse of the covered employee.

"(2) GROUP HEALTH PLAN.-The term 'group health plan' has
the meaning given such term by section 162(i). "



"(3) PLAN ADMINISTRATOR.-The term 'plan administrator'
has the meaning given the term 'administrator' by section
3(16)(A) of the Employee Retirement Income Security Act of
1974.

"(4) CORRECTION.-A failure of a group health plan to meet
the requirements of subsection (f) with respect to any qualified
beneficiary shall be treated as corrected if-

"(A) such failure is retroactively undone to the extent
possible, and

"(B) the qualified beneficiary is placed in a financial po-
sition which is as good as such beneficiary would have been
in had such failure not occurred.

For purposes of applying subparagraph (B), the qualified benefi-
ciary shall be treated as if he had elected the most favorable
coverage in light of the expenses he incurred since the failure
first occurred. ".

(b) TECHNICAL AMENDMENTS.-
(1) Section 106 of the 1986 Code (relating to contributions by

employer to accident and health plans) is amended to read as
follows:

"SEC. 106. CONTRIBUTIONS BY EMPLOYER TO ACCIDENT AND HEALTH
PLANS.

"Gross income of an employee does not include employer-provided
coverage under an accident or health plan."

(2) Subsection (i) of section 162 of the 1986 Code (relating to
group health plans) is amended by striking out paragraph (2)
and by redesignating paragraph (3) as paragraph (2).

(3) Section 162 of the 1986 Code is amended by striking out
subsection (k) and by redesignating-

(A) the subsection relating to stock redemption expenses
as subsection (k),

(B) the subsection relating to special rules for health in-
surance costs of self-employed individuals as subsection (1),
and

(C) the subsection relating to cross references as subsec-
tion (m).

(4) Subparagraph (C) of section 414(n)(3) of the 1986 Code, as
amended by section 111B(a) of this Act, is amended by striking
out "162(i)(2), 162(k)(2)," and by striking out "and 505" and in-
serting in lieu thereof "505, and 4980B ".

(5) Paragraph (2) of section 414(t) of the 1986 Code, as amend-
ed by section 111B(a) of this Act, is amended by striking out
"162(i)(2), 162(k)(2), " and by striking out "or 505" and inserting
in lieu thereof "505, or 4980B".

(6) Paragraph (1) of section 607 of the Employee Retirement
Income Security Act of 1974 is amended by striking out "section
162(0(3) of the Internal Revenue Code of 1954" and inserting in
lieu thereof "section 162(i)(2) of the Internal Revenue Code of
1986".

(7) Paragraph (1) of section 2208 of the Public Health Service
Act is amended by striking out "section 162(i)(3) of the Internal
Revenue Code of 1954" and inserting in lieu thereof "section
162(i)(2) of the Internal Revenue Code of 1986".



(c) CLERICAL AMENDMENT.-The table of sections for chapter 43 of
the 1986 Code is amended by adding at the end thereof the follow-
ing new item:
"Sec. 4980B. Failure to satisfy continuation coverage requirements of group health

plans. "

(d) EFFECTIVE DATE.-The amendments made by this section
shall apply to taxable years beginning after December 31, 1988, but
shall not apply to any plan for any plan year to which section 162(k)
of the Internal Revenue Code of 1986 (as in effect on the day before
the date of the enactment of this Act) did not apply by reason of
section 10001(e)(2) of the Consolidated Omnibus Budget Reconcilia-
tion Act of 1985.

Subtitle C-Employee Benefit Nondiscrimination
Rules

SEC. 3021. MODIFICATIONS TO DISCRIMINATION RULES APPLICABLE TO
CERTAIN EMPLO YEE BENEFIT PLANS.

(a) MODIFICATIONS TO SECTION 89.-
(1) DETERMINATIONS BASED ON TESTING YEAR.-

(A) Section 89 of the 1986 Code (as amended by title I) is
amended by striking out "plan year" each place it appears
and inserting in lieu thereof "testing year"

(B) Subsection (j) of section 89 of the 1986 Code is amend-
ed by adding at the end thereof the following new para-
graph:

"(13) TESTING YEAR.-The term 'testing year' means-
"(A) any 12-month period beginning with the calendar

month designated in the plan for purposes of this section,
or

"(B) if there is no such designation, the calendar year.
No period may be designated under subparagraph (A) unless the
same period is designated with respect to all other plans of the
employer of the same type. Any designation under subparagraph
(A) may be changed only with the consent of the Secretary. "

(C) Subsection (c) of section 4976 of the 1986 Code (as
added by title I) is amended-

(i) by striking out "any plan year" in paragraph (1)
and inserting in lieu thereof "any testing year (as de-
fined in section 89(j)(13))'" and

(ii) by striking out "such plan year" each place it ap-
pears in paragraph (2)(A) and inserting in lieu thereof
"such testing year".

(2) TIME FOR TESTING.-

(A) IN GENERAL.-Subsection (g) of section 89 is amended
by adding at the end thereof the following new paragraph:

"(6) TIME FOR TESTING.-

"(A) IN GENERAL.-Except as otherwise provided in this
paragraph, the determination of whether any plan is a dis-
criminatory employee benefit plan for any testing year shall
be made on the basis of the facts as of the testing day.

"(B) ADJUSTMENT WHERE BENEFIT OF HIGHLY COMPENSAT-

ED EMPLOYEE CHANGES.-If the employer-provided benefit



(actually provided or made available) of a highly compen-
sated employee changes during the testing year by reason of
any change in the terms of the plan or the making of an
election by such employee, the amount taken into account
as such employee's employer-provided benefit shall be ad-
justed to take into account such change and the portion of
the testing year during which the changed benefit is provid-
ed (or made available).

"(C) TREATMENT OF NON-HIGHLY COMPENSATED EMPLOY-

EES WHERE CHANGE IN PLAN.-Rules similar to the rules of
subparagraph (B) shall apply in the case of employees who
are not highly compensated employees and who are affected
by any change in the terms of the plan, except that the de-
termination of such employees' employer-provided benefits
(actually provided or made available) shall be determined
as of the date after such change selected by the employer
and permitted under regulations prescribed by the Secre-
tary.

"(D) TESTING DAY.-For purposes of this paragraph, the
term 'testing day' means-

"(i) the day designated in the plan as the testing day
for purposes of this paragraph, or

"('ii) if there is no day so designated, the last day of
the testing year.

"(E) LIMITATIONS.--
"(i) DESIGNATION MUST BE CONSISTENT FOR ALL

PLANS OF SAME TYPE.-No day may be designated
under subparagraph (D)(i) with respect to any plan
unless the same day is so designated with respect to all
other plans of the employer of the same type.

"(ii) DESIGNATION BINDING.-Any designation under
subparagraph (D)(i) shall apply to the testing year for
which made and all subsequent years unless revoked
with the consent of the Secretary.

"(F) SPECIAL RULE FOR MULTIPLE EMPLOYER PLAN.-In

the case of a multiemployer plan or any other plan main-
tained by more than 1 employer, each employer may, subject
to such rules as the Secretary may prescribe, elect its own
testing year under paragraph (13) of subsection 0j) and its
own testing date under this paragraph. "

(B) DESIGNATIONS FOR 1989 NOT BINDING.-Any designa-
tion of a testing day for a year beginning in 1989 shall be
disregarded in determining the day which may be designat-
ed as the testing day for years beginning after 1989.

(3) SAMPLING.-Subsection (g) of section 89 of the 1986 Code is
amended by adding at the end thereof the following new para-
graph:

"(7) SAMPLING.-For purposes of determining whether a plan
is a discriminatory employee benefit plan (but not for purposes
of identifying the highly compensated employees who have a
discriminatory excess or the amount of any such excess), deter-
minations under this section may be made on the basis of a sta-
tistically valid random sample. The preceding sentence shall
apply only if-



"(A) the sampling is conducted by an independent person
in a manner not inconsistent with regulations prescribed by
the Secretary, and

"(B) the statistical method and sample size result in a 95
percent probability that the results will have a margin of
error not greater than 3 percent."

(4) SPECIAL VALUATION RULE FOR MULTIEMPLOYER PLANS.-

Paragraph (3) of section 89(g) of the 1986 Code is amended by
adding at the end thereof the following new subparagraph:

"(E) SPECIAL RULE FOR MULTIEMPLOYER PLANS.-
"(i) IN GENERAL.-Except as provided in regulations

and clause (ii), an employer may treat the contribution
such employer makes to a multiemployer plan on
behalf of an employee as the employer-provided benefit
of such employee under such plan.

"(ii) ADJUSTMENT. -If-
"(I) the allocation of plan benefits between

highly compensated employees and other employees
under a multiemployer plan (or within either of
such groups) varies materially from the allocation
of employer contributions to such plan, or

"(II) the employer contributions relate to benefits
of different types,

the employer-provided benefit determined under clause
(i) shall be appropriately adjusted to take into account
such material variation or such employer contribution.

"(iii) EXCEPTION FOR PROFESSIONALS.-This subpara-
graph shall not apply to any employer maintaining a
multiemployer plan if such employer makes contribu-
tions to such plan on behalf of any individual perform-
ing services in the field of health, law, engineering, ar-
chitecture, accounting, actuarial science, financial serv-
ices, or consulting or in such other field as the Secre-
tary may prescribe. "

(5) EXCLUDED EMPLOYEE REQUIREMENTS.-

(A) MULTIEMPLOYER PLANS.-Subsection (h) of section 89
of the 1986 Code is amended by adding at the end thereof
the following new paragraph:

"(6) SPECIAL RULE FOR MULTIEMPLOYER PLAN.-Except as pro-
vided in regulations, any multiemployer plan shall not be taken
into account in applying subparagraph (A), (B), (C), or (D) of
paragraph (1) with respect to other plans of the employer. For
purposes of this paragraph, a rule similar to the rule of subsec-
tion (g)(3)(E)(iii) shall apply."

(B) STUDENTS.-Paragraph (1) of section 89(h) of the 1986
Code is amended by adding after subparagraph (F) the fol-
lowing new subparagraph:

"(G) Employees who are students if-
"(i) such students are performing services described

in section 3121(b)(10), and
"(ii) core health coverage is made available to such

students by such employer. "



(6) COMPARABILITY RULES.-Paragraph (1) of section 89(g) of

the 1986 Code, as amended by section 111B(a)(3), is amended by
adding at the end thereof the following new subparagraphs:

"(D) SPECIAL RULES FOR APPLYING SUBSECTION (f).-
"(i) IN GENERAL.-For purposes of applying subsec-

tion (f)-"'(I) except as provided in clause (ii), subpara-
graph (B) shall be applied by substituting '90 per-
cent' for '95percent; and

"(II) a group of plans of the same type shall be
treated as comparable plans if the requirements of
subparagraph (E) are met.

"(ii) ELECTION TO USE LOWER PERCENTAGE IN DETER-

MINING COMPARABILITY.-If an election by the employer
under this clause applies for the testing year-

"(I) subclause (I) of clause (i) shall not apply,
"(II) for purposes of applying subsection (f), sub-

paragraph (B) of this paragraph shall be applied
by substituting '80 percent'for '95 percent" and

"(III) subsection (f) shall be applied with respect
to all health plans maintained by the employer by
substituting '90 percent'for '80 percent'.

"(E) PLANS TREATED AS COMPARABLE IF EMPLOYEE COST

DIFFERENCE IS $100 OR LESS.-

"(i) IN GENERAL.-A group of plans of the same type
shall be treated as comparable with respect to a group
of employees if-

"(I) such plans are available to all employees in
the group on the same terms, and

"(II) the difference in annual cost to employees
between the plans with the lowest and highest
annual employee cost is not greater than $100.

"(ii) COORDINATION WITH SUBPARAGRAPH (B).-A

plan not in the group of plans described in clause (i)
shall be treated as part of such group if under sub-
paragraph (B) (without regard to clause (iii) of this
subparagraph), such plan is comparable to the plan in
such group with the largest employer-provided benefit.

"(iii) OTHER PLANS PROVIDING COMPARABLE BENE-

FITS.-A plan not in the group of plans described in
clause (i) shall be treated as part of such group with
respect to an employee if-

"(I) in the case of an employee who is not a
highly compensated employee, such employee is eli-
gible to participate in the plan in such group with
the largest employer-provided benefit (without
regard to clause (ii)),

"(II) in the case of an employee who is not a
highly compensated employee, the annual cost to
such employee under such plan is not lower than
the lowest cost permitted within such group, and

"(III) the employer-provided benefit under such
plan is less than the employer-provided benefit



under the plan in such group with the largest such
benefit (without regard to clause (ii)).

"(iv) SEPARATE APPLICATION OF REQUIREMENTS.-If
an employer elects the application of paragraph
(2)(A)(ii), the amount under clause (i) shall be allocated
among plans covering spouses and dependents and
plans covering employees in such manner as the em-
ployer specifies.

"(V) COST-OF-LIVING ADJUSTMENT.-In the case of
testing years beginning after 1989, the $100 amount
under clause (i) shall be increased by the percentage (if
any) by which-

"(I) the CPI for the calendar year preceding the
year in which the testing year begins, exceeds"(II) the CPI for 1988.

For purposes of this clause, the CPI for any calendar
year shall be determined under section 1(f). ".

(7) OTHER COVERAGE.-
(A) Subparagraph (A) of section 89(g)(2) of the 1986 Code

is amended-
(i) by striking out "subsection (e)" each place it ap-

pears and inserting in lieu thereof "subsection (e) or
(f)", and

(ii) by adding at the end thereof the following new
sentence: "The provisions of the preceding sentence
shall not apply for purposes of applying subsection (f)
unless the requirements of subsection (f) would be met
if such subsection were applied without regard to the
preceding sentence and on the basis of eligibility to
participate rather than coverage."

(B) Subparagraph (D) of section 89(g)(2) of the 1986 Code
is amended by adding at the end thereof the following sen-
tence: "The Secretary shall make such adjustments as are
necessary in applying the rules of the preceding sentence to
subsection (f). "

(8) SWORN STATEMENTS.-Paragraph (2) of section 89(g) of the
1986 Code is amended-

(A) by adding at the end thereof the following new sub-
paragraph:

"(E) SPECIAL RULE.-No employee who is not a highly
compensated employee may be disregarded under subpara-
graph (A)(i) with respect to any health plan of the employer
unless under such plan such employee is entitled, when the
coverage under the other health plan referred to in sub-
paragraph (A)(i) ceases, to elect coverage under the plan of
the employer (whether or not an election is otherwise avail-
able). Such election is to be on the same terms as if such
employee was making such election during a subsequent
open season. Rules similar to the rules of the preceding sen-
tences of this subparagraph shall apply in the case of an
employee treated as not having a spouse or dependents or
having a spouse or dependents covered by a health plan of
another employer providing core benefits. '" and



(B) by striking out "and" at the end of subparagraph
(B)(i), by striking out the period at the end of subparagraph
(B)(ii) and inserting in lieu thereof ", and", and by adding
at the end thereof the following new clause:

"(iii) the health coverage (if any) received by the em-
ployee from the employer. "

(9) DEFINITION OF PLAN.-Paragraph (11) of section 89() of
the 1986 Code is amended by striking out "Each option" and
inserting in lieu thereof "Except as provided in subsection (g)(1),
each option"

(10) MODIFICATION OF PENALTY.-Subparagraph (B) of section
6652(k)(2) of the 1986 Code is amended to read as follows:

"(B) the amount which bears the same ratio to the em-
ployer-provided benefit (within the meaning of section 89
without regard to subsection (g)(3)(C)(i) thereof) with respect
to the employee to whom such failure relates as the amount
of such benefit required to be but not shown on timely
statements under sections 6051(a) and 6051(d) bears to the
amount required to be shown. ".

(11) CAFETERIA PLANS. -Subparagraph (D) of section 89(g)(3)
of the 1986 Code is amended to read as follows:

"(D) SALARY RED UCTIONS. -

"(i) IN GENERAL.-Except for purposes of subsections
(d)(1)(A)(ii) and (j)(5), any salary reduction shall be
treated as an employer-provided benefit.

"(ii) SPECIAL RULE FOR SUBSECTION (d)(1)(a)(ii).-
Notwithstanding clause (i), any salary reduction under
a cafeteria plan (within the meaning of section 125)
shall be treated as an employer-provided benefit for
purposes of subsection (d)(1)(A)(ii) if-

"(I) the percentage of employees who are not
highly compensated employees eligible to partici-
pate in the plan is not greater than the percentage
of highly compensated employees so eligible,

"(II) all employees eligible to participate in the
plan are eligible under the same terms and condi-
tions, and

"I) no highly compensated employee eligible
under the plan is eligible to participate in any
other plan maintained by the employer for any
benefit of the same type unless the benefit is avail-
able on the same terms and conditions to every em-
ployee who is not a highly compensated employee
eligible to participate in the plan.

"(iii) REGULATIONS. -Notwithstanding clause ) or
(ii), the Secretary may by regulations provide that any
salary reduction shall or shall not be treated as an em-
ployer-provided benefit to prevent avoidance of the pur-
poses of this section."

(12) PART-TIME EMPLOYEES.-Paragraph (5) of section 89(j) of
the 1986 Code is amended by striking out the last sentence
thereof.

(13) ACQUISITIONS AND DISPOSITIONS.-



(A) Clause (ii) of section 89(')(8)(A) of the 1986 Code is
amended to read as follows:

"(ii) either-
"(I) the coverage under such plan is not signifi-

cantly changed during the transition period (other
than by reason of the change in members in such
group), or

"(II) such plan meets such other requirements as
the Secretary may prescribe by regulation. ".

(B) Subclause (II) of section 410(b)(6)(C)(i) of the 1986
Code is amended by inserting "or such plan meets such
other requirements as the Secretary may prescribe by regu-
lation" before the end period.

(14) DEPENDENT CARE ASSISTANCE.-Subparagraph (B) of sec-
tion 129(d)(7) of the 1986 Code (as redesignated and amended by
section 111B of this Act) is amended-

(A) by striking out "(within the meaning of section
414(q)(7))", and

(B) by adding at the end thereof the following new sen-
tence: "For purposes of this subparagraph, the term 'com-
pensation' has the meaning given such term by section
414(q)(7), except that, under rules prescribed by the Secre-
tary, an employer may elect to determine compensation on
any other basis which does not discriminate in favor of
highly compensated employees. ".

(15) REPORTING REQUIREMENTS.-

(A) Section 6039D(d) of the 1986 Code is amended-
(i) by adding at the end thereof the following new

paragraph:
"(3) SPECIAL RULE FOR MULTIEMPLOYER PLANS.-In the case of

a multiemployer plan, the plan shall be required to provide any
information required by this section which the Secretary deter-
mines, on the basis of the agreement between the plan and em-
ployer, is held by the plan (and not the employer)", and

(ii) by inserting "AND SPECIAL RULEs" after "DEFINI-

TIONS" in the heading thereof
(B) The amendments made by this paragraph shall apply

to years beginning after 1984.
(b) MODIFICATION TO DEFINITIONS OF HIGHLY COMPENSATED AND

COMPENSATION AND TO SEPARATE LINE OF BUSINESS RULES.-

(1) DEFINITION OF HIGHLY COMPENSATED.-Subsection (q) of
section 414 of the 1986 Code is amended by adding at the end
thereof the following new paragraph:

"(12) SIMPLIFIED METHOD FOR DETERMINING HIGHLY COMPEN-

SATED EMPLO YEES.-

"(A) IN GENERAL.-If an election by the employer under
this paragraph applies to aiy year, in determining whether
an employee is a highly compensated employee for such
year-

"(i) subparagraph (B) of paragraph (1) shall be ap-
plied by substituting '$50,000'for '$75,000', and

"(ii) subparagraph (C) of paragraph (1) shall not
apply.



"(B) REQUIREMENT FOR ELECTION.-An election under
this paragraph shall not apply to any year unless-

"(i) at all times during such year, the employer main-
tained significant business activities (and employed
employees) in at least 2 significantly separate geograph-
ic areas, and

"(ii) the employer satisfies such other conditions as
the Secretary may prescribe."

(2) LINE OF BUSINESS REQUIREMENTS.-

(A) SAFE HARBOR RULE.-Paragraph (3) of section 414(r)
of the 1986 Code is amended to read as follows:

"(3) SAFE HARBOR RULE.-

"(A) IN GENERAL-The requirements of subparagraph (C)
of paragraph (2) shall not apply to any line of business if
the highly compensated employee percentage with respect to
such line of business is-

"(i) not less than one-half, and
"(ii) not more than twice,

the percentage which highly compensated employees are of
all employees of the employer. An employer shall be treated
as meeting the requirements of clause (i) if at least 10 per-
cent of all highly compensated employees of the employer
perform services solely for such line of business.

"(B) DETERMINATION MAY BE BASED ON PRECEDING

YEAR.-The requirements of subparagraph (A) shall be
treated as met with respect to any line of business if such
requirements were met with respect to such line of business
for the preceding year and if-

'(i) no more than a de minimis number of employees
were shifted to or from the line of business after the
close of the preceding year, or

"(ii) the employees shifted to or from the line of busi-
ness after the close of the preceding year contained a
substantially proportional number of highly compen-
sated employees.

(B) SEPARATE OPERATING UNiTS.-Section 89(g)(5) of the
1986 Code is amended by adding at the end thereof the fol-
lowing new sentence: "In applying section 414(r)(7) for pur-
poses of this section, an operating unit shall be treated as
in a separate geographic area from another unit if such
units are at least 35 miles apart. ".

(3) COMPENSATION FOR GROUP-LIFE INSURANCE PLANS.-

(A) Paragraph (4) of section 89(j) of the 1986 Code is
amended by adding at the end thereof the following new
subparagraph:

"(D) COMPENSATION.-For purposes of applying this para-
graph-

"(i) IN GENERAL.-Compensation shall be determined
on any basis determined by the employer which does
not discriminate in favor of highly compensated em-
ployees.

"(ii) SPECIAL RULES FOR 1989 AND 1990.-In the case
of testing years beginning in 1989 or 1990, the employer
may elect to treat base compensation as compensation."



(B) Subparagraph (A) of section 890)(4) of the 1986 Code
is amended by striking out "(within the meaning of section
414(s)).

(c) TRANSITIONAL PROVISIONS FOR PURPOSES OF SECTION 89.-
(1) TEMPORARY VALUATION RULES.-In the case of testing

years beginning before the later of January 1, 1991, or the date
1 year after the Secretary of the Treasury or his delegate first
issues such valuation rules as are necessary to apply the provi-
sions of section 89 of the 1986 Code to health plans (or if later
the effective date of such rules)-

(A) Section 89(g)(3)(B) of the 1986 Code shall not apply.
(B)(i) Except as provided in clause (ii), the value of cover-

age under a health plan for purposes of section 89 of the
1986 Code shall be determined in substantially the same
manner as costs under a health plan are determined under
section 4980B(f)(4) of the 1986 Code.

(ii) For purposes of determining whether an employer
meets the requirements of subsections (d), (e), and (f) of sec-
tion 89 of the 1986 Code, value under clause (i) may be de-
termined under any other reasonable method selected by
the employer.

(2) FORMER EMPLOYEE.-The amendments made by section
1151 of the Reform Act shall not apply to former employees who
separated from service with the employer before January 1, 1989
(and were not reemployed on or after such date), and such
former employees shall not be taken into account in determin-
ing whether the requirements of section 89 of the 1986 Code are
met with respect to other former employees. The preceding sen-
tence shall not apply to the extent that-

(A) the value of employer-provided benefits provided to
any such former employee exceeds the value of such benefits
which were provided under the terms of the plan as in
effect on December 31, 1988, or

(B) the employer-provided benefits provided to such
former employees are modified so as to discriminate in
favor of such former employees who are highly compensated
employees.

Any excess value under the preceding sentence shall be deter-
mined without regard to any increase required by Federal law,
regulation or rule or any increase which is the same for employ-
ees separating on or before December 31, 1988, and employees
separating after such date and which does not discriminate in
favor of highly compensated employees who separated from
service after December 31, 1988.

(2) WRITTEN PLAN REQUIREMENT.-The requirements of sec-
tion 89(k)(1)(A) of the 1986 Code shall be treated as met with
respect to any testing year beginning in 1989, if-

(A) the plan is in writing before the close of such year,
(B) the employees had reasonable notice of the plan's es-

sential features on or before the beginning of such year, and
(C) the provisions of the written plan apply for the entire

year.
(4) RULES TO BE PRESCRIBED BEFORE NOVEMBER 15, 1988.-Not

later than November 15, 1988, the Secretary of the Treasury or



his delegate shall issue such rules as may be necessary to carry
out the provisions of section 89 of the 1986 Code.

(d) EFFECTIVE DATES.-
(1) SUBSECTION (a).-The amendments made by subsection (a)

shall take effect as if included in the amendments made by sec-
tion 1151 of the Tax Reform Act of 1986; except that the amend-
ment made by subsection (a)(8) shall apply to testing years be-
ginning after December 31, 1989.

(2) SUBSECTION (b).-The amendments made by subsection (b)
shall apply to years beginning after December 31, 1986.

Subtitle D-Estate and Gift Taxes

SEC. 3031. ESTATE TAX VALUATION FREEZES.

(a) DEEMED GIFT. -
(1) IN GENERAL.-Paragraph (4) of section 2036(c) of the 1986

Code is amended to read as follows:
"(4) TREATMENT OF CERTAIN TRANSFERS.-

"(A) IN GENERAL.-For purposes of this subtitle, if, before
the death of the original transferor-

"(i) the original transferor transfers all (or any por-
tion of) the retained interest referred to in paragraph
(1), or

"(ii) the original transferee transfers all (or any por-
tion of) the transferred property referred to in para-
graph (1) to a person who is not a member of the origi-
nal transferor's family,

the original transferor shall be treated as having made a
transfer by gift of property to the original transferee equal
to the paragraph (1) inclusion (or proportionate amount
thereof). Proper adjustments shall be made in the amount
treated as a gift by reason of the preceding sentence to take
into account prior transfers to which this subparagraph ap-
plied and take into account any right of recovery (whether
or not exercised) under section 2207B.

"(B) COORDINATION WITH PARAGRAPH (1).-In any case to
which subparagraph (A) applies, nothing in paragraph (1)
or section 2035(d)(2) shall require the inclusion of the trans-
ferred property (or proportionate amount thereof).

"(C) SPECIAL RULE WHERE PROPERTY RETRANSFERRED.-

In the case of a transfer described in subparagraph (A)(ii)
from the original transferee to the original transferor, the
paragraph (1) inclusion (or proportion thereof) shall be re-
duced by the excess (if any) of-

"(i) the fair market value of the property so trans-
ferred, over

"(ii) the amount of the consideration paid by the
original transferor in exchange for such property.

"(D) DEFINITIONS.-For purposes of this paragraph-
"(i) ORIGINAL TRANSFEROR.-The term 'original

transferor' means the person making the transfer re-
ferred to in paragraph (1).



"(ii) ORIGINAL TRANSFEREE.-The term 'original
transferee' means the person to whom the transfer re-
ferred to in paragraph (1) is made. Such term includes
any member of the original transferor's family to
whom the property is subsequently transferred.

"(iii) PARAGRAPH (1) INCLUSION.-The term 'para-
graph (1) inclusion' means the amount which would
have been included in the gross estate of the original
transferor under subsection (a) by reason of paragraph
(1) (determined without regard to sections 2032 and
2032A) if the original transferor died immediately
before the transfer referred to in subparagraph (A). The
amount determined under the preceding sentence shall
be reduced by the amount (if any) of the taxable gift
resulting from the transfer referred to in paragraph(1)(B).

"(iv) TRANSFERS TO INCLUDE TERMINATIONS, ETC.-
Terminations, lapses, and other changes in any interest
in property of the original transferor or original trans-
feree shall be treated as transfers.

"(E) CONTINUING INTEREST IN TRANSFERRED PROPERTY
MAY NOT BE RETAINED.-A transfer (to which subparagraph
(A) would otherwise apply) shall not be taken into account
under subparagraph (A) if the original transferor or the
original transferee (as the case may be) retains a direct or
indirect continuing interest in the property transferred in
such transfer."

(2) CROSS REFERENCE.-Subsection (d) of section 2501 of the
1986 Code is amended by adding at the end thereof the follow-
ing:

"(3) For treatment of certain transfers related to estate tax
valuation freezes as gifts to which this chapter applies, see sec-
tion 2036(c)(4). "

(b) TREATMENT OF CERTAIN GRANTOR RETAINED INCOME
TRusTs. -Subsection (c) of section 2036 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(6) TREATMENT OF CERTAIN GRANTOR RETAINED INTEREST
TR USTS. -

"(A) IN GENERAL.-For purposes of this subsection, any
retention of a qualified trust income interest shall be disre-
garded and the property with respect to which such interest
exists shall be treated as held by the transferor while such
income interest continues.

"(B) QUALIFIED TRUST INCOME INTEREST. -For purposes of
subparagraph (A), the term 'qualified trust income interest'
means any right to receive amounts determined solely by
reference to the income from property held in trust if-

"(i) such right is for a period not exceeding 10 years,
"(ii) the person holding such right transferred the

property to the trust, and
'(iii) such person is not a trustee of such trust."

(b) ExcEPTIONS. -Subsection (c) of section 2036 of the 1986 Code is
amended by adding at the end thereof the following new para-
graphs:



"(7) EXCEPTIONS. -
"(A) IN GENERAL.-Paragraph (1) shall not apply to a

transaction solely by reason of I or more of the following.-
"(i) The receipt (or retention) of qualified debt.
"(ii) Except as provided in regulations, the existence

of an agreement for the sale or lease of goods or other
property to be used in the enterprise or the providing of
services and-"(I) the agreement is an arm's length agreement

for fair market value, and
"(II) the agreement does not otherwise involve

any change in interests in the enterprise.
"(iii) An option or other agreement to buy or sell

property at the fair market value of such property as of
the time the option is (or the rights under the agree-
ment are) exercised.

"(B) LIMITATIONS. -
"(i) SERVICES PERFORMED AFTER TRANSFER.-In the

case of compensation for services performed after the
transfer referred to in paragraph (1)(B), clause (ii) of
subparagraph (A) shall not apply if such services were
performed under an agreement providing for the per-
formance of services over a period greater than 3 years
after the date of the transfer. For purposes of the pre-
ceding sentence, the term of any agreement includes
any period for which the agreement may be extended at
the option of the service provider.

"(ii) AMOUNTS MUST NOT BE CONTINGENT ON PROFITS,

ETC.-Clause (ii) of subparagraph (A) shall not apply to
any amount determined (in whole or in part) by refer-
ence to gross receipts, income, profits, or similar items
of the enterprise.

"(C) QUALIFIED DEBT.-For purposes of this paragraph,
except as provided in subparagraph (D), the term "qualified
debt' means any indebtedness if-

"(i) such indebtedness-
"(I) unconditionally requires the payment of a

sum certain in money in 1 or more fixed payments
on specified dates, and

"(II) has a fixed maturity date not more than 15
years from the date of issue (or, in the case of in-
debtedness secured by real property, not more than
30 years from the date of issue).

"(ii) the only other amount payable under such in-
debtedness is interest determined at-

"(I) a fixed rate, or
"(II) a rate which bears a fixed relationship to a
specified market interest rate,

"(iii) the interest payment dates are fixed,
"(iv) such indebtedness is not by its terms subordi-

nated to the claims of general creditors,
"(v) except in a case where such indebtedness is in

default as to interest or principal, such indebtedness
does not grant voting rights to the person to whom the



debt is owed or place any limitation on the exercise of
voting rights by others, and

"(vi) such indebtedness-
"(I) is not (directly or indirectly) convertible into

an interest in the enterprise which would not be
qualified debt, and

"(II) does not otherwise grant any right to ac-
quire such an interest.

The requirement of clause (i)() that the principal be pay-
able on 1 or more specified dates and the requirement of
clause (i)(II) shall not apply to indebtedness payable on
demand if such indebtedness is issued in return for cash to
be used to meet normal business needs of the enterprise.

"(D) SP.=CAL RULE FOR STARTUP DEBT.-

"(i) IN GENERAL.-For purposes of this paragraph,
the term 'qualified debt' includes any qualified startup
debt.

"(ii) QUALIFIED STARTUP DEBT.-For purposes of
clause (i), the term 'qualified startup debt' means any
indebtedness if-

"(I) such indebtedness unconditionally requires
the payment of a sum certain in money,

"(II) such indebtedness was received in exchange
for cash to be used in any enterprise involving the
active conduct of a trade or business,

"(III) the person to whom the indebtedness is
owed has not at any time (whether before, on, or
after the exchange referred to in subclause (II))
transferred any property (including goodwill)
which was not cash to the enterprise or transferred
customers or other business opportunities to the en-
terprise,

"V) the person to whom the indebtedness is
owed has not at any time (whether before, on, or
after the exchange referred to in subclause (II))
held any interest in the enterprise (including an
interest as an officer, director, or employee) which
was not qualified startup debt,

"(V) any person who (but for subparagraph
(A)(i)) would have been an original transferee (as
defined in paragraph (4)(C)) participates in the
active management (as defined in section
2032A(e)(12)) of the enterprise, and

"(VI) such indebtedness meets the requirements
of clauses (v) and (vi) of subparagraph (C).

"(8) REGULATIONS.-The Secretary shall prescribe such regu-
lations as may be necessary or appropriate to carry out the pur-
poses of this subsection, including such regulations as may be
necessary or appropriate to prevent avoidance of the purposes of
this subsection through distributions or otherwise."

(d) TREATMENT OF SPoUsE.-Subparagraph (C) of section
2036(c)(3) of the 1986 Code is amended by striking out "An individ-
ual" and inserting in lieu thereof "Except as provided in regula-
tions, an individual"



(e) CLARIFICATION OF RETENTION TEST. -Subparagraph (B) of sec-

tion 2036(c)(1) of the 1986 Code is amended by striking out "while"
and all that follows down through the comma at the end of such
subparagraph and inserting in lieu thereof "while retaining an in-
terest in the income of, or rights in, the enterprise, ".

(f) RIGHT OF RECOVERY.-
(1) IN GENERAL.-Subchapter C of chapter 11 of the 1986 Code

is amended by inserting after section 2207A the following new
section:

SEC. 2207B. RIGHT OF RECOVERY WHERE DECEDENT RETAINED INTER-
EST.

"(a) ESTATE TAX.-
"(1) IN GENERAL.-If any part of the gross estate on which tax

has been paid consists of the value of property included in the
gross estate by reason of section 2036 (relating to transfers with
retained life estate), the decedent's estate shall be entitled to re-
cover from the person receiving the property the amount which
bears the same ratio to the total tax under this chapter which
has been paid as-

"(A) the value of such property, bears to
"(B) the taxable estate.

"(2) DECEDENT MAY OTHERWISE DIRECT BY WILL.-Paragraph
(1) shall not apply if the decedent otherwise directs in a provi-
sion of his will (or a revocable trust) specifically referring to
this section.

"(b) GIFT TAX. -If for any calendar year tax is paid under chapter
12 with respect to any person by reason of property treated as trans-
ferred by such person under section 2036(c)(4), such person shall be
entitled to recover from the original transferee (as defined in section
2036(c)(4)(C)(ii)) the amount which bears the same ratio to the total
tax for such year under chapter 12 as-

"(1) the value of such property for purposes of chapter 12,
bears to

"(2) the total amount of the taxable gifts for such year.
"(c) MORE THAN ONE RECIPIENT.-For purposes of this section, if

there is more than I person receiving the property, the right of recov-
ery shall be against each such person.

"(d) PENALTIES AND INTEREST.-In the case of penalties and inter-
est attributable to the additional taxes described in subsections (a)
and (b), rules similar to the rules of subsections (a), (b), and (c) shall
apply.

"(e) No RIGHT OF RECOVERY AGAINST CHARITABLE REMAINDER

TRUSTS.-No person shall be entitled to recover any amount by
reason of this section from a trust to which section 664 applies (de-
termined without regard to this section)."

(2) CONFORMING AMENDMENT.-The table of sections for sub-
chapter C of chapter 11 of the 1986 Code is amended by insert-
ing after the item relating to section 2207A the following new
item:

"Sec. 2207B. Right of recovery where decedent retained interest."

(g) TREATMENT OF CONSIDERATON.-

(1) Paragraph (2) of section 2036(c) of the 1986 Code is amend-
ed to read as follows:



"(2) SPECIAL RULES FOR CONSIDERATION FURNISHED BY FAMILY

MEMBERS.-

"(A) IN GENERAL.-The exception contained in subsection (a)
for a bona fide sale shall not apply to a transfer described in
paragraph (1) if such transfer is to a member of the transferor's
family.

"(B) TREATMENT OF CONSIDERATION.-

"(i) IN GENERAL.-In the case of a transfer described
in paragraph (1), if-

"(I) a member of the transferor's family provides
consideration in money or money's worth for such
member's interest in the enterprise, and

"(II) it is established to the satisfaction of the
Secretary that such consideration originally be-
longed to such member and was never received or
acquired (directly or indirectly) by such member
from the transferor for less than full and adequate
consideration in money or money's worth,

paragraph (1) shall not apply to the applicable fraction
of the portion of the enterprise which would (but for
this subparagraph) have been included in the gross
estate of the transferor by reason of this subsection (de-
termined without regard to any reduction under para-
graph (5) for the value of the retained interest).

"(ii) APPLICABLE FRACTION.-For purposes of clause
(i), the applicable fraction is a fraction-

"(I) the numerator of which is the amount of the
consideration referred to in clause (i), and

"(II) the denominator of which is the value of
the portion referred to in clause (i) immediately
after the transfer described in paragraph (1).

"(iii) SECTION 2043 NOT TO APPLY.-The provisions of
this subparagraph shall be in lieu of any adjustment
under section 2043."

(2) Paragraph (5) of section 2036(c) of the 1986 Code is amend-
ed to read as follows:

"(5) ADJUSTMENTS. -Appropriate adjustments shall be made
in the amount included in the gross estate by reason of this sub-
section for the value of the retained interest, extraordinary dis-
tributions, and changes in the capital structure of the enterprise
after the transfer described in paragraph (1).

(h) EFFECTIVE DATE.-
(1) IN GENERAL.-Except as provided in this subsection, any

amendment made by this section shall take effect as if included
in the provisions of the Revenue Act of 1987 to which such
amendment relates.

(2) SUBSECTION (a).-The amendments made by subsection (a)
shall apply in cases where the transfer referred to in section
2036(c)(1)(B) of the 1986 Code is on or after June 21, 1988.

(3) SUBSECTION (f).-If an amount is included in the gross
estate of a decedent under section 2036 of the 1986 Code other
than solely by reason of section 2036(c) of the 1986 Code, the
amendments made by subsection (f) shall apply to such amount



only with respect to property transferred after the date of the
enactment of this Act.

(4) CORRECTION PERIOD.-If section 2026(C)(1) of the 1986 Code
would (but for this paragraph) apply to any interest arising
from a transaction entered into during the period beginning
after December 17, 1987, and ending before January 1, 1990,
such section shall not apply to such interest if-

(A) during such period, such actions are taken as are nec-
essary to have such section 2036(c)(1) not apply to such
transaction (and any such interest), or

(B) the original transferor and his spouse on January 1,
1990 (or, if earlier, the date of the original transferor's
death), does not hold any interest in the enterprise in.
volved.

(5) CLARIFICATION OF EFFECTIVE DATE.-For purposes of sec-
tion 10402(b) of the Revenue Act of 1987, with respect to proper-
ty transferred on or before December 17, 1987-

(A) any failure to exercise a right of conversion,
(B) any failure to pay dividends, and
(c) failures to exercise other rights specified in regula-

tions,
shall not be treated as a subsequent transfer.

Subtitle E-Indian Fishing Rights

SEC. 3041. FEDERAL TAX TREATMENT OF INCOME DERIVED BY INDIANS
FROM EXERCISE OF FISHING RIGHTS SECURED BY TREATY,
ETC.

(a) GENERAL RuLEs.-Subchapter C of chapter 80 of the 1986 Code
(relating to provisions affecting more than one subtitle) is amended
by adding at the end thereof the following new section:

"SEC. 7873. INCOME DERIVED BY INDIANS FROM EXERCISE OF FISHING
RIGHTS.

"(a) IN GENERAL. -
"(1) INCOME AND SELF-EMPLOYMENT TAXES.-No tax shall be

imposed by subtitle A on income derived-
"(A) by a member of an Indian tribe directly or through a

qualified Indian entity, or
"(B) by a qualified Indian entity,

from a fishing rights-related activity of such tribe.
"(2) EMPLOYMENT TAXES.-No tax shall be imposed by sub-

title C on remuneration paid for services performed in a fishing
rights-related activity of an Indian tribe by a member of such
tribe for another member of such tribe or for a qualified Indian
entity.

"(b) DEFINITIONS.-For purposes of this section-
"(1) FISHING RIGHTS-RELATED ACTIVITY.-The term 'fishing

rights-related activity' means, with respect to an Indian tribe,
any activity directly related to harvesting, processing, or trans-
porting fish harvested in the exercise of a recognized fishing
right of such tribe or to selling such fish but only if substan-
tially all of such harvesting was performed by members of such
tribe.



"(2) RECOGNIZED FISHING RIGHTS.-The term 'recognized fish-
ing rights' means, with respect to an Indian tribe, fishing rights
secured as of March 17, 1988, by a treaty between such tribe and
the United States or by an Executive order or an Act of Con-
gress.

"(3) QUALIFIED INDIAN ENTITY.-
"(A) IN GENERAL.-The term 'qualified Indian entity'

means, with respect to an Indian tribe, any entity if-
"(i) such entity is engaged in a fishing rights-related

activity of such tribe,
"(ii) all of the equity interests in the entity are owned

by qualified Indian tribes, members of such tribes, or
their spouses,

"(iii) except as provided in regulations, in the case of
an entity which engages to any extent in any substan-
tial processing or transporting of fish, 90 percent or
more of the annual gross receipts of the entity is de-
rived from fishing rights-related activities of one or
more qualified Indian tribes each of which owns at
least 10 percent of the equity interests in the entity,
and

"(iv) substantially all of the management functions
of the entity are performed by members of qualified
Indian tribes.

For purposes of clause (iii), equity interests owned by a
member (or the spouse of a member) of a qualified Indian
tribe shall be treated as owned by the tribe.

"(B) QUALIFIED INDIAN TRIBE.-For purposes of subpara-
graph (A), an Indian tribe is a qualified Indian tribe with
respect to an entity if such entity is engaged in a fishing
rights-related activity of such tribe.

"(c) SPECIAL RULES.-

"(1) DISTRIBUTIONS FROM QUALIFIED INDIAN ENTITY.-For
purposes of this section, any distribution with respect to an
equity interest in a qualified Indian entity of an Indian tribe to
a member of such tribe shall be treated as derived by such
member from a fishing rights-related activity of such tribe to
the extent such distribution is attributable to income derived by
such entity from a fishing rights-related activity of such tribe.

"(2) DE MINIMIS UNRELATED AMOUNTS MAY BE EXCLUDED.-If
but for this paragraph, all but a de minimis amount-

"(A) derived by a qualified Indian tribal entity, or by an
individual through such an entity, is entitled to the bene-
fits of paragraph (1) of subsection (a), or

"(B) paid to an individual for services is entitled to the
benefits of paragraph (2) of subsection (a),

then the entire amount shall be entitled to the benefits of such
paragraph."

(b) CLERICAL AMENDMENT.-The table of sections for such sub-
chapter C is amended by adding at the end thereof the following
new item:
"Sec. 787d. Income derived by Indians from exercise of fishing rights."



SEC. 3042. STATE TAX TREATMENT OF INCOME DERIVED BY INDIANS FROM
EXERCISE OF FISHING RIGHTS SECURED BY TREATY, ETC.

Section 2079 of the Revised Statutes (25 U.S.C. 71) is amended by
adding at the end thereof the following new sentence: "Such trea-
ties, and any Executive orders and Acts of Congress under which
the rights of any Indian tribe to fish are secured, shall be construed
to prohibit (in addition to any other prohibition) the imposition
under any law of a State or political subdivision thereof of any tax
on any income derived from the exercise of rights to fish secured by
such treaty, Executive order, or Act of Congress if section 7873 of the
Internal Revenue Code of 1986 does not permit a like Federal tax to
be imposed on such income. "
SEC. 3043. CONFORMING AMENDMENTS RELATING TO COVERAGE UNDER

OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE PROGRAM.
(a) EXCLUSION FROM WAGES OF INCOME DERIVED BY INDIANS

FROM EXERCISE OF FISHING RIGHTS.-Section 209 of the Social Secu.
rity Act (42 US.C. 409) is amended-

(1) in subsection (r), by striking out "or" at the end;
(2) in subsection (s), by striking out the period and inserting

in lieu thereof " or" and
(3) by inserting after subsection (s) the following new subsec-

tion:
"(t) Remuneration consisting of income excluded from tax-

ation under section 7873 of the Internal Revenue Code of 1986
(relating, to income derived by Indians from exercise of fishing
rights).

(b) EXCLUSION FROM NET EARNINGS FROM SELF-EMPLOYMENT OF
INCOME DERIVED BY INDIANS FROM EXERCISE OF FISHING RIGHTS.-
Section 211(a) of such Act (42 USC. 411(a)) is amended-

(1) in paragraph (12), by striking out "and" at the end;
(2) in paragraph (13), by striking out the period and inserting

in lieu thereof "; and'" and
(3) by inserting after paragraph (13) the following new para-

graph:
"(14) There shall be excluded income excluded from taxation

under section 7873 of the Internal Revenue Code of 1986 (relat-
ing to income derived by Indians from exercise of fishing
rights). "

(c) CROSS-REFERENCES IN SECA AND FICA TO APPLICABLE INDIAN
FISHING RIGHTS PROVISIONS.-

(1) SECA. -Subsection (a) of section 1402 of the 1986 Code (re-
lating to net earnings from self-employment) is amended by
striking out "and" at the end of paragraph (13), by striking out
the period at the end of paragraph (14) and inserting in lieu
thereof "; and", and by inserting after paragraph (14) the fol-
lowing new paragraph:

"(15) in the case of a member of an Indian tribe, the special
rules of section 7873 (relating to income derived by Indians
from exercise of fishing rights) shall apply. "

(2) FICA. -Subsection (a) of section 3121 of the 1986 Code (re-
lating to wages) is amended by striking out "or" at the end of
paragraph (19), by striking out the period at the end of para-
graph (20) and inserting in lieu thereof "; or", and by inserting
after paragraph (20) the following new paragraph:



"(21) in the case of a member of an Indian tribe, any remu-
neration on which no tax is imposed by this chapter by reason
of section 7873 (relating to income derived by Indians from exer-
cise of fishing rights)."

SEC. 3044. EFFECTIVE DATE; NO INFERENCE CREATED.
(a) EFFECTIVE DATE.-The amendments made by this subtitle

shall apply to all periods beginning before, on, or after the date of
the enactment of this Act.

(b) No INFERENCE CREATED.-Nothing in the amendments made
by this subtitle shall create any inference as to the existence or non-
existence or scope of any exemption from tax for income derived
from fishing rights secured as of March 17, 1988, by any treaty, law,
or Executive Order.

TITLE IV-EXTENSIONS AND MODIFICA-
TIONS OF EXPIRING TAX PRO VISIONS

SEC. 4001. EXTENSION AND MODIFICATION OF EXCLUSION FOR EMPLOYER-
PRO VIDED EDUCATIONAL ASSISTANCE.

(a) ExTENsIoN. -Subsection (d) of section 127 of the 1986 Code (re-
lating to educational assistance programs) is amended by striking
out "December 31, 1987" and inserting in lieu thereof "December 31,
1988".

(b) RESTRICTIONS RELATING TO EDUCATION AT THE GRADUATE
LEVEL. -

(1) IN GENERAL.-Paragraph (1) of section 127(c) of the 1986
Code is amended by adding at the end thereof the following
new sentence: "The term 'educational assistance, also does not
include any payment for, or the provision of any benefits with
respect to, any graduate level course of a kind normally taken
by an individual pursuing a program leading to a law, busi-
ness, medical, or other advanced academic or professional
degree."

(2) SPECIAL RULE FOR TEACHING AND RESEARCH ASSISTANTS.-
Subsection (d) of section 117 of the 1986 Code is amended by
adding at the end thereof the following new paragraph:

"(5) SPECIAL RULES FOR TEACHING AND RESEARCH ASSIST-
ANTS.-In the case of the education of an individual who is a
graduate student at an educational organization described in
section 170(b)(1)(A)(ii) and who is engaged in teaching or re-
search activities for such organization, paragraph (2) shall be
applied as if it did not contain the phrase '(below the graduate
level)'."

(c) EFFECTIVE DATES.-The amendments made by this section
shall apply to taxable years beginning after December 31, 1987.
SEC. 4002. EXTENSION AND MODIFICATION OF EXCLUSION OF AMOUNTS

RECEIVED UNDER GROUP LEGAL SERVICES PLANS.
(a) EXTENSION. -Section 120(e) of the 1986 Code is amended by

striking out "1987" and inserting in lieu thereof "1988".



(b) LIMITATION ON VALUE OF INSURANCE PROTECTION WHICH MAY

BE EXCLUDED.-
(1) IN GENERAL.-Section 120(a) of the 1986 Code is amended

by adding at the end thereof the following new sentence:
"No exclusion shall be allowed under this section with respect to an
individual for any taxable year to the extent that the value of insur-
ance (whether through an insurer or self insurance) against legal
costs incurred by the individual (or his spouse or dependents) pro-
vided under a qualified group legal services plan exceeds $70. "

(2) CONFORMING AMENDMENT. -Subparagraph (A) of section
125(e)(2) of the 1986 Code is amended by inserting "or any in-
surance under a qualified group legal services plan the value of
which is so includable only because it exceeds the limitation of
section 120(a)" after "section 79".

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to taxable years ending after December 31, 1987.

SEC. 4003. CARRYOVER OF POST-1987 LOW-INCOME HOUSING CREDIT
DOLLAR AMOUNTS PERMITTED.

(a) IN GENERAL.-Section 42(h)(1) of the 1986 Code (relating to
housing credit dollar amount may not be carried over, etc.), as
amended by section 1002(l)(14)(A) of this Act, is amended by adding
at the end thereof the following new subparagraph:

"(E) EXCEPTION WHERE 10 PERCENT OF COST INCURRED.-

"(i) IN GENERAL.-An allocation meets the require-
ments of this subparagraph if such allocation is made
with respect to a qualified building which is placed in
service not later than the close of the second calendar
year following the calendar year in which the alloca-
tion is made.

"(ii) QUALIFIED BUILDING.-For purposes of clause (i),
the term 'qualified building' means any building
which is part of a project if the taxpayer's basis in
such project (as of the close of the calendar year in
which the allocation is made) is more than 10 percent
of the taxpayer's reasonably expected basis in such
project (as of the close of the second calendar year re-
ferred to in clause (i)). Such term does not include any
existing building unless a credit is allowable under
subsection (e) for rehabilitation expenditures paid or
incurred by the taxpayer with respect to such building
for a taxable year ending during the second calendar
year referred to in clause (i) or the prior taxable year.

(b) CONFORMING AMENDMENTS. -
(1) Section 42(h)(1)(B) of the 1986 Code, as amended by section

1002 of this Act, is amended by striking out "(C) or (D)" and
inserting in lieu thereof "(C), (D), or (E)"

(2) Paragraph (3) of section 501(c) of the Reform Act is hereby
repealed.

(3) Subsection (n) of section 42 of the 1986 Code, as amended
by title [ of this Act, is amended to read as follows:

"(n) TERMINATION.-The State housing credit ceiling under sub-
section (h) shall be zero for any calendar year after 1989 and subsec-



tion (h)(4) shall not apply to any building placed in service after
1989. "

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to amounts allocated in calendar years after 1987.
SEC. 4004. SIMPLIFICATION OF RULE WHERE PARTNERSHIP HOLDS

QUALIFIED LOW-INCOME BUILDING.

(a) IN GENERAL. -Subparagraph (B) of section 42(j)(5) of the 1986
Code, as amended by title I of this Act, is amended to read as fol-
lows:

"(B) PARTNERSHIPS TO WHICH PARAGRAPH APPLIES.-This

paragraph shall apply to any partnership which has 35 or
more partners unless the partnership elects not to have this
paragraph apply."

(b) EFFECTIVE DATES.-
(1) IN GENERAL.-The amendment made by subsection (a)

shall take effect as if included in the amendments made by sec-
tion 252 of the Reform Act.

(2) PERIOD FOR ELECTION.-The period for electing not to have
section 42(j)(5) of the 1986 Code apply to any partnership shall
not expire before the date which is 6 months after the date of
the enactment of this Act.

SEC. 4005. PROVISIONS RELATING TO MORTGAGE REVENUE BONDS AND
MORTGA GE CREDIT CERTIFICATES.

(a) EXTENSION OF AUTHORITY To ISSUE BONDS AND CERTIFI-
CA TES. -

(1) Subparagraph (B) of section 143(a)(1) of the 1986 Code (re-
lating to termination) is amended by striking out "December 31,
1988" each place it appears and inserting in lieu thereof "De-
cember 31, 1989".

(2) Subsection (h) of section 25 of the 1986 Code (relating to
credit for interest on certain home mortgages), as amended by
section 1013(a)(26) of this Act, is amended by striking out
"1988" and inserting in lieu thereof "1989"

(b) CALCULATION OF INCOME LIMITS FOR QUALIFIED MORT-
GAGE BOND FINANCED HOMES IN HIGH HOUSING COST AREAS.-
Section 143(f) of the 1986 Code (relating to income requirements)
is amended by adding at the end thereof the following new
paragraph:

"(5) ADJUSTMENT OF INCOME REQUIREMENT BASED ON RELA-
TION OF HIGH HOUSING COSTS TO INCOME.-

"(A) IN GENERAL.-If the residence (for which financing
is provided under the issue) is located in a high housing
cost area and the limitation determined under this para-
graph is greater than the limitation otherwise applicable
under paragraph (1), there shall be substituted for the
income limitation in paragraph (1), a limitation equal to
the percentage determined under subparagraph (B) of the
area median gross income for such area.

"(B) INCOME REQUIREMENTS FOR RESIDENCES IN HIGH
HOUSING COST AREA.-The percentage determined under
this subparagraph for a residence located in a high housing
cost area is the percentage (not greater than 140 percent)
equal to the product of-



"() 115 percent, and
"(II) the amount by which the housing cost/income

ratio for such area exceeds 0.2.
"(C) HIGH HOUSING COST AREAS.-For purposes of this

paragraph, the term 'high housing cost area' means any
statistical area for which the housing cost/income ratio is
greater than 1.2.

"(D) HOUSING COST/INCOME RATIO.-For purposes of this
paragraph-

'(i) IN GENERAL.-The term 'housing cost/income
ratio' means, with respect to any statistical area, the
number determined by dividing-

"(I) the applicable housing price ratio for such
area, by

"(II) the ratio which the area median gross
income for such area bears to the median gross
income for the United States.

"(ii) APPLICABLE HOUSING PRICE RATIO.-For pur-
poses of clause (i), the applicable housing price ratio for
any area is the new housing price ratio or the existing
housing price ratio, whichever results in the housing
cost/income ratio being closer to 1.

"(iii) NEW HOUSING PRICE RATIO.-The new housing
price ratio for any area is the ratio which-

"(D the average area purchase price (as defined
in subsection (e)(2)) for residences described in sub-
section (e)(3)(A) which are located in such area
bears to

"(II) the average purchase price (determined in
accordance with the principles of subsection (e)(2))
for residences so described which are located in the
United States.

"(iv) EXISTING HOUSING PRICE RATIO.-The existing
housing price ratio for any area is the ratio determined
in accordance with clause (iii) but with respect to resi-
dences described in subsection (e)(3)(B)."

(c) DETERMINATIONS OF FAMILY INCOME To BE BASED ON FAMILY

SIzE. -Subsection (f) of section 143 of the 1986 Code (relating to
income requirements) is further amended by adding at the end
thereof the following new paragraph:

"(6) ADJUSTMENT TO INCOME REQUIREMENTS BASED ON FAMILY

SIZE.-In the case of a mortgagor having a family of fewer than
3 individuals, the preceding provisions of this subsection shall
be applied by substituting-

"(A) '100 percent' for '115 percent' each place it appears,
and

"(B) '120 percent' for '140 percent' each place it appears.
(d) QUALIFIED MORTGAGE BONDS SUBJECT TO ARBITRAGE REBATE

RULES APPLICABLE TO OTHER TAX-EXEMPT BONDS.-

(1) Paragraph (1) of section 143(g) of the 1986 Code (relating
to requirements related to arbitrage) is amended-

(A) by striking out "paragraphs (2) and (3) of this subsec-
tion" and inserting in lieu thereof '"paragraph (2) of this
subsection and, in the case of an issue described in subsec-



tion (b)(1), such issue also meets the requirements of para-
graph (3) of this subsection ", and

(B) by striking out "(other than subsection (f) thereof)".
(2) Paragraph (1) of section 148(f) of the 1986 Code is amend-

ed by striking out "qualified mortgage bond or".
(e) LOANS PROVIDED THROUGH QUALIFIED MORTGAGE ISSUE MUST

ORIGINATE WITHIN 42 MONTHS OF DATE OF IssUE.-Paragraph (2) of
section 143(a) of the 1986 Code (defining qualified mortgage issue) is
amended by adding at the end thereof the following new subpara-
graph:

"(D) PROCEEDS MUST BE USED WITHIN 42 MONTHS OF DATE

OF ISSUANCE.-

"(i) IN GENERAL.-Except as otherwise provided in
this subparagraph, an issue shall not meet the require-
ment of subparagraph (A)(i) unless-

"(I) all proceeds of the issue required to be used
to finance owner-occupied residences are so used
within the 42-month period beginning on the date
of issuance of the issue (or, in the case of a refund-
ing bond, within the 42-month period beginning on
the date of issuance of the original bond) or, to the
extent not so used within such period, are used
within such period to redeem bonds which are part
of such issue, and

"(II) no portion of the proceeds of the issue are
used to make or finance any loan (other than a
loan which is a nonpurpose investment within the
meaning of section 148(f)(6)(A)) after the close of
such period.

"(ii) EXCEPTION. -Clause (i) (and clause (iv) of sub-
paragraph (A)) 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 1 issue for purposes of the preceding sen-
tence. "

(f) REPAYMENTS OF FINANCING PROVIDED BY A QUALIFIED MORT-
GAGE ISSUE MUST BE USED To REDEEM BoNDs.-Subparagraph (A)
of section 143(a)(2) of the 1986 Code is amended by striking out
"and" at the end of clause (ii), by striking out the period at the end
of clause (iii) and inserting in lieu thereof ", and", and by adding
at the end thereof the following:

"(iv) except as provided in subparagraph (D)(ii), re-
payments of principal on financing provided by the
issue are used not later than the close of the 1st semi-
annual period beginning after the date the prepayment
(or complete repayment) is received to redeem bonds
which are part of such issue.

Clause (iv) shall not apply to amounts received within 10
years after the date of issuance of the issue (or, in the case
of refunding bond, the date of issuance of the original
bond)."

(g) RECAPTURE OF PORTION OF FEDERAL SUBSIDY FROM USE OF

MORTGAGE BONDS AND MORTGAGE CREDIT CERTIFICATES.-



(1) IN GENERAL. -Section 143 of the 1986 Code (relating to
mortgage revenue bonds) is amended by adding at the end
thereof the following new subsection:

"(m) RECAPTURE OF PORTION OF FEDERAL SUBSIDY FROM USE OF

QUALIFIED MORTGAGE BONDS AND MORTGAGE CREDIT CERTIFI-

CA TES. -
"(1) IN GENERAL.-If, during the taxable year, any taxpayer

disposes of an interest in a residence with respect to which there
is or was any federally-subsidized indebtedness for the payment
of which the taxpayer was liable in whole or part, then the tax-
payer's tax imposed by this chapter for such taxable year shall
be increased by the recapture amount with respect to such in-
debtedness.

"(2) ExCEPTIONS.-Paragraph (1) shall not apply to-
"(A) any disposition by reason of death, and
"(B) any disposition which is more than 10 years after

the testing date.
"(3) FEDERALLY-SUBSIDIZED INDEBTEDNESS. -For purposes of

this subsection-
"(A) IN GENERAL.-The term 'federally-subsidized indebt-

edness'means any indebtedness if-
"(i) financing for the indebtedness was provided in

whole or part from the proceeds of any tax-exempt
qualified mortgage bond, or

"(ii) any credit was allowed under section 25 (relat-
ing to interest on certain home mortgages) to the tax-
payer for interest paid or incurred on such indebted-
ness.

"(B) EXCEPTION FOR HOME IMPROVEMENT LOANS.-Such

term shall not include any indebtedness to the extent such
indebtedness is federally-subsidized indebtedness solely by
reason of being a qualified home improvement loan (as de-
fined in subsection (k)(4)).

"(4) RECAPTURE AMOUNT.-For purposes of this subsection-
"(A) IN GENERAL.-The recapture amount with respect to

any indebtedness is the amount equal to the product of-
"(i) the federally-subsidized amount with respect to

the indebtedness, and
"(ii) the holding period percentage.

"(B) FEDERALLY-SUBSIDIZED AMOUNT.-The federally-sub-
sidized amount with respect to any indebtedness is the
amount equal to 6.25 percent of the highest principal
amount of the indebtedness for which the taxpayer was
liable.

"(C) HOLDING PERIOD PERCENTAGE.-

"(i) DISPOSITIONS DURING 1ST 5 YEARS.-If the dispo-
sition of the taxpayer's interest in the residence occurs
during the 5-year period beginning on the testing date,
the holding period percentage is the percentage deter-
mined by dividing the number of full months during
which the requirements of subparagraph (D) were met
by 60.

"(ii) DISPOSITIONS DURING 2D 5 YEARS.-If the dispo-
sition of the taxpayer's interest in the residence occurs



during the 5-year period following the 5-year period de-
scribed in clause (i), the holding period percentage is
the percentage determined by dividing-

"(I) the excess of 120 over the number of full
months during which such requirements were met
by

"(II) 60.
"(iii) RETIREMENTS OF INDEBTEDNESS.-If the feder-

ally-subsidized indebtedness is completely repaid
during any month of the 10-year period beginning on
the testing date, the holding period percentage for suc-
ceeding months shall be determined by reducing rat-
ably over the remainder of such period (or, if lesser, 5
years) the holding period percentage which would have
been determined under this subparagraph had the tax-
payer disposed of his interest in the residence on the
date of the repayment.

"(D) TESTING DATE.-The term 'testing date' means the
earliest date on which all of the following requirements are
met:

"(i) The indebtedness is federally-subsidized indebt-
edness.

"(ii) The taxpayer is liable in whole or part for pay-
ment of the indebtedness.

"(5) REDUCTION OF RECAPTURE AMOUNT IF TAXPAYER MEETS

CERTAIN INCOME LIMITATIONS. -

"(A) IN GENERAL.-The recapture amount which would
(but for this paragraph) apply with respect to any disposi-
tion during a taxable year shall be reduced (but not below
zero) by 2 percent of such amount for each $100 by which
adjusted qualifying income exceeds the modified adjusted
gross income of the taxpayer for such year.

"(B) ADJUSTED QUALIFYING INCOME.-For purposes of this
paragraph, the term 'adjusted qualifying income' means
the amount equal to the sum of-

"(i) $5,000, plus
"(ii) the product of-

"(I) the highest family income which (as of the
date the financing was provided) would have met
the requirement of subsection (f) with respect to the
residence, and

"(II) the percentage equal to the sum of 100 per-
cent plus 5 percent for each full year during the
period beginning on such date and ending on the
date of the disposition.

For purposes of clause (ii)(I), highest family income shall be
determined without regard to subsection (f)(3)(A) and on the
basis of the number of members of the taxpayer's family as
of the date of the disposition.

"(C) MODIFIED ADJUSTED GROSS INCOME. -For purposes of
this paragraph, the term 'modified adjusted gross income'
means adjusted gross income-



"(i) increased by the amount of interest received or
accrued by the taxpayer during the taxable year which
is excluded from gross income under section 103, and

"(ii) decreased by the amount of gain (if any) includ-
ed in gross income of the taxpayer by reason of the dis.
position to which this subsection applies.

"(6) LIMITATION ON RECAPTURE AMOUNT BASED ON GAIN REAL-

IZED.-
"(A) IN GENERAL.-In no event shall the recapture

amount of the taxpayer with respect to any indebtedness
exceed 50 percent of the gain (if any) on the disposition of
the taxpayer's interest in the residence. For purposes of the
preceding sentence, gain shall be taken into account wheth-
er or not recognized, and the adjusted basis of the taxpay-
er's interest in the residence shall be determined without
regard to sections 1033(b) and 1034(e) for purposes of deter-
mining gain.

"(B) DISPOSITIONS OTHER THAN SALES, EXCHANGES, AND

INVOLUNTARY CONVERSIONS.-In the case of a disposition
other than a sale, exchange, or involuntary conversion, gain
shall be determined as if the interest had been sold for its
fair market value.

"(C) INVOLUNTARY CONVERSIONS RESULTING FROM CASU-

ALTIES. -In the case of property which (as a result of its de-
struction in whole or in part by fire, storm, or other casual-
ty) is compulsorily or involuntarily converted, paragraph (1)
shall not apply to such conversion if the taxpayer purchases
(during the period specified in section 1033(a)(2)(B)) property
for use as his principal residence on the site of the convert-
ed property. For purposes of subparagraph (A), the adjusted
basis of the taxpayer in the residence shall not be adjusted
for any gain or loss on a conversion to which this subpara-
graph applies.

"(7) ISSUER TO INFORM MORTGAGOR OF FEDERALLY-SUBSIDIZED

AMOUNT AND FAMILY INCOME LIMITS.-The issuer of the issue
which provided the federally-subsidized indebtedness to the
mortgagor shall-

"(A) at the time of settlement, provide a written state-
ment informing the mortgagor of the potential recapture
under this subsection, and

"(B) not later than 90 days after the date such indebted-
ness is provided, provide a written statement to the mortga-
gor specifying-

"(i) the federally-subsidized amount with respect to
such indebtedness, and

"(ii) the amounts described in paragraph (5)(B)(ii) for
each category of family size for each year of the 10-year
period beginning on the date the financing was provid-
ed.

"(8) SPECIAL RULES.-
"(A) NO BASIS ADJUSTMENT.-No adjustment shall be

made to the basis of any property for the increase in tax
under this subsection.



"(B) SPECIAL RULE WHERE 2 OR MORE PERSONS HOLD IN-

TERESTS IN RESIDENCE.-Except as provided in subpara-
graph (C) and in regulations prescribed by the Secretary, if
2 or more persons hold interests in any residence and are
jointly liable for the federally-subsidized indebtedness, the
recapture amount shall be determined separately with re-
spect to their respective interests in the residence.

"(C) TRANSFERS TO SPOUSES AND FORMER SPOUSES.-Para-
graph (1) shall not apply to any transfer on which no gain
or loss is recognized under section 1041. In any such case,
the transferee shall be treated under this subsection in the
same manner as the transferor would have been treated
had such transfer not occurred.

"(D) REGULATIONS.-The Secretary shall prescribe such
regulations as may be necessary or appropriate to carry out
this subsection, including regulations dealing with disposi-
tions of partial interests in a residence."

(2) ISSUER INFORMATION REQUIREMENT.-
(A) Subparagraph (A) of section 143(a)(2) of the 1986 Code

is amended by striking out "and (i)" and inserting in lieu
thereof "(i), and (m)(7)

(B) Subparagraph (C) of section 143(a)(2) of the 1986 Code
is amended by striking out "and (h)" and inserting in lieu
thereof ", (h), and (m)(7)".

(3) BROKER REPORTING.-Subsection (e) of section 6045 of the
1986 Code is amended by adding at the end thereof the follow-
ing new paragraph:

"(3) WHETHER SELLER'S FINANCING WAS FEDERALLY-SUBSI-

DIZED.-In the case of a real estate transaction involving a resi-
dence, the real estate broker shall specify on the return under
subsection (a) and the statement under subsection (b) whether or
not the financing (if any) of the seller was federally-subsidized
indebtedness (as defined in section 143(m)(3))."

(4) No CREDITS AGAINST TAX.-Paragraph (2) of section 26(b)
of the 1986 Code (relating to limitation based on tax liability;
definition of tax liability), as amended by title I of this Act, is
amended by striking out "and" at the end of subparagraph (K),
by striking out the period at the end of subparagraph (L) and
inserting in lieu thereof ", and", and by adding at the end
thereof the following new subparagraph:

"(M) section 143(m) (relating to recapture of portion of
federal subsidy from use of mortgage bonds and mortgage
credit certificates). "

(5) RECAPTURE TAX NOT INCLUDED IN ESTIMATED TAXES.-

Paragraph (1) of section 6654(f) of the 1986 Code (relating to
failure by individual to pay estimated income tax) is amended
by inserting "(other than any increase in such tax by reason of
section 143(m))" after "chapter 1 ".

(6) AUTHORITY TO CHANGE PREPAYMENT ASSUMPTIONS FOR AR-

BITRAGE RESTRICTIONS. -Clause (iv) of section 143(g)(2)(B) of the
1986 Code is amended by adding at the end thereof the follow-
ing new sentence:

"The Secretary may by regulation adjust the mortgage
prepayment rate otherwise used in determining the ef-



fective rate of interest to the extent the Secretary deter-
mines that such an adjustment is appropriate by
reason of the impact of subsection (m). "

(7) CROSS REFERENCE.-Section 25 of the 1986 Code is amend-
ed by adding at the end thereof the following new subsection:

"(j) RECAPTURE OF PORTION OF FEDERAL SUBSIDY FROM USE OF

MORTGAGE CREDIT CERTIFICATES.-

"For provisions increasing the tax imposed by this chapter to recapture a
portion of the Federal subsidy from the use of mortgage credit certificates,
see section 143(m)."

(h) EFFECTIVE DATES.-
(1) IN GENERAL.-Except as otherwise provided in this subsec-

tion, the amendments made by this section shall apply to bonds
issued, and nonissued bond amounts elected, after December 31,
1988.

(2) SPECIAL RULES RELATING TO CERTAIN REQUIREMENTS AND

REFUNDING BONDS.-In the case of a bond issued to refund (or
which is part of a series of bonds issued to refund) a bond
issued before January 1, 1989-

(A) the amendments made by subsections (b) and (c) shall
apply to financing provided after the date of issuance of
the refunding issue, and

(B) the amendment made by subsection (f) shall apply to
payments (including on loans made before such date of is-
suance) received on or after such date of issuance.

(3) SUBSECTION (g).-
(A) IN GENERAL.-Except as provided in subparagraph

(B), the amendments made by subsection (g) shall apply to
financing provided, and mortgage credit certificates issued,
after December 31, 1990.

(B) EXCEPTION.-The amendments made by subsection (g)
shall not apply to financing provided pursuant to a bind-
ing contract (entered into before June 2, 1988) with a
homebuilder, lender, or mortgagor if the bonds (the pro-
ceeds of which are used to provide such financing) are
issued-

(i) before June 23, 1988, or
(ii) before August 1, 1988, pursuant to a written ap-

plication (made before July 1, 1988) for State bond
volume authority.

(i) STUDY OF RECAPTURE PROVISIONS.-The Comptroller General
of the United States shall conduct a study of section 143(m) of the
1986 Code (as added by this section) and of alternatives to accom-
plish the purposes of such section. A report of such study shall be
submitted not later than July 1, 1990, to the Committee on Ways
and Means of the House of Representatives and the Committee on
Finance of the Senate.

SEC. 4006. EXTENSION OF CERTAIN BUSINESS ENERGY CREDITS.

Each of the following provisions in the table under section
46(b)(2)(A) of the 1986 Code are amended by striking out "December
31, 1988" and inserting in lieu thereof "December 31, 19897"

(1) The item relating to the 10 percent credit in clause (viii).
(2) The item relating to the 10 percent credit in clause (ix).



(3) Clause (x).
SEC. 4007. EXTENSION OF CREDIT FOR INCREASING RESEARCH ACTIVI-

TIES.
(a) EXTENSION. -Subsection (h) of section 41 of the 1986 Code (re-

lating to credit for increasing research activities) is amended-
(1) by striking out "December 31, 1988" each place it appears

and inserting in lieu thereof "December 31, 1989" and
(2) by striking out "January 1, 1989" each place it appears

and inserting in lieu thereof "January 1, 1990"
(b) GAO STUDY.-

(1) IN GENERAL.-The Comptroller General of the United
States shall conduct a study of the credit provided by section 41
of the 1986 Code.

(2) REPORT.-The report of the study under paragraph (1)
shall be submitted not later than December 31, 1989, to the
Committee on Ways and Means of the House of Representatives
and the Committee on Finance of the Senate.

SEC. 4008. DENIAL OF DEDUCTION FOR 50 PERCENT AMOUNTS ALLOWED
AS A RESEARCH CREDIT.

(a) IN GENERAL.-Section 280C of the 1986 Code (relating to cer-
tain expenses for which credits are allowable) is amended by adding
at the end thereof the following new subsection:

"(c) CREDIT FOR INCREASING RESEARCH ACTIVITIES. -

"(1) IN GENERAL.-No deduction shall be allowed for that
portion of the qualified research expenses (as defined in section
41(b)) or basic research expenses (as defined in section 41(e)(2))
otherwise allowable as a deduction for the taxable year which
is equal to 50 percent of the amount of the credit determined for
such taxable year under section 41(a).

"(2) SIMILAR RULE WHERE TAXPAYER CAPITALIZES RATHER
THAN DEDUCTS EXPENSES. -If-

"(A) 50 percent of the amount of the credit determined
for the taxable year under section 41(a)(1), exceeds

"(B) the amount allowable as a deduction for such tax-
able year for qualified research expenses or basic research
expenses (determined without regard to paragraph (1)),

the amount chargeable to capital account for the taxable year
for such expenses shall be reduced by the amount of such excess.

"(3) CONTROLLED GROUPS.-Paragraph (3) of subsection (b)
shall apply for purposes of this subsection."

(b) RESEARCH CREDIT To BE ELECTIVE.-
(1) IN GENERAL.-Section 41 of the 1986 Code is amended by

redesignating subsection (h) as subsection (i) and by inserting
after subsection (g) the following new subsection:

"(h) ELECTION To HAVE RESEARCH CREDIT NOT APPLY.-
"(1) IN GENERAL.-A taxpayer may elect to have this section

not apply for any taxable year.
"(2) TIME FOR MAKING ELECTION.-An election under para-

graph (1) for any taxable year may be made (or revoked) at any
time before the expiration of the 3-year period beginning on the
last day prescribed by law for filing the return for such taxable
year (determined without regard to extensions).



"(3) MANNER OF MAKING ELECTION.-An election under para-
graph (1) (or revocation thereof) shall be made in such manner
as the Secretary may by regulations prescribe. "

(2) DEDUCTION FOR UNUSED RESEARCH CREDIT.-

(A) Subsection (c) of section 196 of the 1986 Code is
amended by striking out "and" at the end of paragraph (2),
by striking out the period at the end of paragraph (3) and
inserting in lieu thereof ", and" and by adding at the end
thereof the following new paragraph:

"(4) the research credit determined under section 41(a) for tax-
able years beginning after December 31, 1988. "

(B) Subsection (d) of section 196 of the 1986 Code is
amended to read as follows:

"(d) SPECIAL RULE FOR INVESTMENT TAX CREDIT AND RESEARCH

CREDIT.-Subsection (a) shall be applied by substituting an amount
equal to 50 percent of for an amount equal to in the case of-

"(1) the investment credit determined under section 46(a)
(other than a credit to which section 48(q)(3) applies), and

"(2) the research credit determined under section 41(a)."
(c) TECHNICAL AMENDMENTS.-

(1) Paragraph (1) of section 28(b) of the 1986 Code is amended
by striking out "1988" and inserting in lieu thereof "1989".

(2) Subsection (n) of section 6501 of the 1986 Code is amended
by striking out "or 51(j)" and inserting in lieu thereof " 41(h),
or 51(j)".

(d) EFFECTIVE DATE.-The amendments made by this section
shall apply to taxable years beginning after December 31, 1988.
SEC. 4009. ALLOCATION OF RESEARCH AND EXPERIMENTAL EXPENDI-

TURES.
(a) GENERAL RULE.-For purposes of sections 861(b), 862(b), and

863(b) of the 1986 Code, qualified research and experimental ex-
penditures shall be allocated and apportioned as follows:

(1) Any qualified research and experimental expenditures ex-
pended solely to meet legal requirements imposed by a political
entity with respect to the improvement or marketing of specific
products or processes for purposes not reasonably expected to
generate gross income (beyond de minimis amounts) outside the
jurisdiction of the political entity shall be allocated only to
gross income from sources within such jurisdiction.

(2) In the case of any qualified research and experimental ex-
penditures (not allocated under paragraph (1)) to the extent-

(A) that such expenditures are attributable to activities
conducted in the United States, 64 percent of such expendi-
tures shall be allocated and apportioned to income from
sources within the United States and deducted from such
income in determining the amount of taxable income from
sources within the United States, and

(B) that such expenditures are attributable to activities
conducted outside the United States, 64 percent of such ex-
penditures shall be allocated and apportioned to income
from sources outside the United States and deducted from
such income in determining the amount of taxable income
from sources outside the United States.



(3) The remaining portion of qualified research and experi-
mental expenditures (not allocated under paragraphs (1) and
(2)) shall be apportioned, at the annual election of the taxpayer,
on the basis of gross sales or gross income, except that, if the
taxpayer elects to apportion on the basis of gross income, the
amount apportioned to income from sources outside the United
States shall be at least 30 percent of the amount which would
be so apportioned on the basis of gross sales.

(b) QUALIFIED RESEARCH AND EXPERIMENTAL EXPENDITURES.-

For purposes of this section, the term "qualified research and exper-
imental expenditures" means amounts which are research and ex-
perimental expenditures within the meaning of section 174 of the
1986 Code. For purposes of this subsection, rules similar to the rules
of subsection (c) of section 174 of the 1986 Code shall apply.

(C) SPECIAL RULES FOR EXPENDITURES ATTRIBUTABLE TO ACTIVI-

TIES CONDUCTED IN SPACE, ETC.-

(1) IN GENERAL.-Any qualified research and experimental ex-
penditures described in paragraph (2)-

(A) if incurred by a United States person, shall be allo-
cated and apportioned under this section in the same
manner as if they were attributable to activities conducted
in the United States, and

(B) if incurred by a person other than a United States
person, shall be allocated and apportioned under this sec-
tion in the same manner as if they were attributable to ac-
tivities conducted outside the United States.

(2) DESCRIPTION OF EXPENDITURES.-For purposes of para-
graph (1), qualified research and experimental expenditures are
described in this paragraph if such expenditures are attributa-
ble to activities conducted-

(A) in space,
(B) on or under water not within the jurisdiction (as rec-

ognized by the United States) of a foreign country, posses-
sion of the United States, or the United States, or

(C) in Antarctica.
(d) AFFILIATED GROUP. -

(1) Except as provided in paragraph (2), the allocation and
apportionment required by subsection (a) shall be determined as
if all members of the affiliated group (as defined in subsection
(e)(5) of section 864 of the 1986 Code) were a single corporation.

(2) For purposes of the allocation and apportionment required
by subsection (a)-

(A) sales and gross income from products produced in
whole or in part in a possession by an electing corporation
(within the meaning of section 936(h)(5)(E) of the 1986
Code), and

(B) dividends from an electing corporation,
shall not be taken into account, except that this paragraph
shall not apply to sales of (and gross income and dividends at-
tributable to sales of)products with respect to which an election
under section 936(h)(5)(F) of the 1986 Code is not in effect.

(3) The qualified research and experimental expenditures
taken into account for purposes of subsection (a) shall be adjust-
ed to reflect the amount of such expenditures included in com-



puting the cost-sharing amount (determined under section
936(h)(5)(C)(i)(I of the 1986 Code).

(4) The Secretary of the Treasury or his delegate may pre-
scribe such regulations as may be necessary to carry out the pur-
poses of this subsection, including regulations providing for the
source of gross income and the allocation and apportionment of
deductions to take into account the adjustments required by
paragraph (3).

(5) Paragraph (6) of section 864(e) of the 1986 Code shall not
apply to qualified research and experimental expenditures.

(e) YEARS TO WHICH SECTION APPLIES.-

(1) IN GENERAL.-Except as provided in this subsection, this
section shall apply to the taxpayer's 1st taxable year beginning
after August 1, 1987.

(2) REDUCTION IN AMOUNTS TO WHICH SECTION APPLIES.-Not-

withstanding paragraph (1), this section shall only apply to
that portion of the qualified research and experimental expend-
itures for the taxable year referred to in paragraph (1) which
bears the same ratio to the total amount of such expenditures
as-

(A) the lesser of 4 months or the number of months in the
taxable year, bears to

(B) the number of months in the taxable year.
SEC. 4010. EXTENSION AND MODIFICATION OF TARGETED JOBS CREDIT.

(a) 2-YEAR EXTENSION. -Paragraph (4) of section 51(c) of the 1986
Code (relating to termination) is amended by striking out "December
31, 1988" and inserting in lieu thereof "December 31, 1989".

(b) EXTENSION OF AUTHORIATIN.-Paragraph (2) of section
261(f) of the Economic Recovery Tax Act of 1981 is amended by
striking out "and 1988" and inserting in lieu thereof "1988, and
1989 ".

(c) ECONOMICALLY DISADVANTAGED YOUTH STATUS RESTRICTED TO

INDIVIDUALS UNDER AGE 23.-
(1) IN GENERAL. -Subparagraph (B) of section 51(d)(3) of the

1986 Code is amended by striking out "age 25" and inserting in
lieu thereof "age 23".

(2) EFFECTIVE DATE.-The amendment made by paragraph (1)
shall apply to individuals who begin work for the employer
after December 31, 1988.

(d) REDUCTION IN PERCENTAGE OF CREDIT FOR SUMMER YOUTH

EMPLOY YEES. -

(1) IN GENERAL.-Subparagraph (B) of section 51(d)(12) of the
1986 Code is amended by striking out clause (i) and by redesig-
nating clauses (ii) and (iii) as clauses (i) and (ii).

(2) EFFECTIVE DATE.-The amendment made by paragraph (1)
shall apply to individuals who begin work for the employer
after December 31, 1988.

SEC. 4011. TREATMENT OF PUBLICLY OFFERED REGULATED INVESTMENT
COMPANIES UNDER 2-PERCENT FLOOR.

(a) IN GENERAL.-Subsection (c) of section 67 of the 1986 Code, as
amended by section 1001(f) of this Act, is amended to read as fol-
lows:



"(C) DISALLOWANCE OF INDIRECT DEDUCTION THROUGH PASS-THRU

ENTITY. -

"(1) IN GENERAL.-The Secretary shall prescribe regulations
which prohibit the indirect deduction through pass-thru enti-
ties of amounts which are not allowable as a deduction if paid
or incurred directly by an individual and which contain such
reporting requirements as may be necessary to carry out the pur-
poses of this subsection.

"(2) TREATMENT OF PUBLICLY OFFERED REGULATED INVEST-

MENT COMPANIES. -

"(A) IN GENERAL.-Paragraph (1) shall not apply with re-
spect to any publicly offered regulated investment company.

"(B) PUBLICLY OFFERED REGULATED INVESTMENT COMPA-

NIES.-For purposes of this subsection-
"(i) IN GENERAL.-The term 'publicly offered regulat-

ed investment company' means a regulated investment
company the shares of which are-

"(I) continuously offered pursuant to a public of-
fering (within the meaning of section 4 of the Secu-
rities Act of 1933, as amended (15 U.S.C. 77a to
77aa)),

"(II) regularly traded on an established securi-
ties market, or

"(III) held by or for no fewer than 500 persons at
all times during the taxable year.

"(ii) SECRETARY MAY REDUCE 500 PERSON REQUIRE-

MENT.-The Secretary may by regulation decrease the
minimum shareholder requirement of clause (i)(III) in
the case of regulated investment companies which expe-
rience a loss of shareholders through net redemptions
of their shares.

"(3) TREATMENT OF CERTAIN OTHER ENTITIES. -Paragraph (1)
shall not apply-

"(A) with respect to cooperatives and real estate invest-
ment trusts, and

"(B) except as provided in regulations, with respect to es-
tates and trusts.

"(4) TERMINATION.-This subsection shall not apply to any
taxable year beginning after December 31, 1989. "

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1987.

SEC. 4012. EXTENSION AND MODIFICATIONS OF PROVISIONS RELATING TO
FINANCIAL INSTITUTIONS.

(a) 1-YEAR EXTENSION.-
(1) REORGANIZATIONS. -Paragraph (1) of section 904(c) of the

Reform Act is amended by striking out "December 31, 1988"
and inserting in lieu thereof "December 31, 1989".

(2) FSLIC FINANCIAL ASSISTANCE.-Paragraph (2)(A) of section
904(c) of the Reform Act is amended by striking out "December
31, 1988" and inserting in lieu thereof "December 31, 1989".

(3) NET OPERATING LOSS RULES.-The last sentence of section
382(l)(5)(F) of the 1986 Code is amended by striking out "Decem-
ber 31, 1988" and inserting in lieu thereof "December 31, 1989".



(b) APPLICATION OF CERTAIN PROVISIONS TO BANKS.-

(1) SPECIAL RULES FOR REORGANIZATIONS AND NET OPERATING

LOSSES.-

(A) Section 368(a)(3)(D) of the 1986 Code (as in effect
before the amendment made by section 904(a) of the Reform
Act) is amended by adding at the end thereof the following
new clauses:

"(iv) In the case of a financial institution to which
section 585 applies-

"(I) the term 'title 11 or similar case' means only
a case in which the applicable authority (which
shall be treated as the court in such case) makes
the certification described in subclause (II), and

"(II) clause (ii) shall apply to such institution,
except that for purposes of clause (ii)(III), the ap-
plicable authority must certify that the grounds set
forth in such clause (modified in such manner as
the Secretary determines necessary because such in-
stitution is not an institution to which section 593
applies) exist with respect to such transferor or
will exist in the near future in the absence of
action by the applicable authority.

For purposes of this clause, the term 'applicable au-
thority' means the Comptroller of the Currency or the
Federal Deposit Insurance Corporation, or if neither
has the supervisory authority with respect to the trans-
fer, the equivalent State authority.

"v) For purposes of this subparagraph, in applying
section 593, the determination as to whether a corpora-
tion is a domestic building and loan association shall
be made without regard to section 7701(a)(19)(C)."

(B) Subclause (I) of section 382(l)(5)(F)(iii) of the 1986
Code is amended by inserting "(as modified by section
368(a)(3)(D)(iv))" after "section 368(a)(3)(D)(ii)".

(C)(i) The amendment made by subparagraph (A) shall
apply to acquisitions after the date of the enactment of this
Act and before January 1, 1990.

(ii) The amendment made by subparagraph (B) shall
apply to any ownership change occurring after the date of
the enactment of this Act and before January 1, 1990.

(2) ASSISTANCE PA YMENTS.-

(A) Section 597(a) of the 1986 Code (as in effect before the
amendments made by section 904(b) of the Reform Act) is
amended by adding at the end thereof the following new
sentence: "Gross income of a bank does not include any
amount of money or other property received from the Feder-
al Deposit Insurance Corporation pursuant to sections 13(c),
15(c)(1), and 15(c)(2) of the Federal Deposit Insurance Act
(12 U.S.C. 1821(f) and 1823(c)(1) and (c)(2)), regardless of
whether any note or other instrument is issued in exchange
therefor."



(B) Section 597(b) of the 1986 Code, as amended by sub-
section (c)(1), is amended by adding at the end thereof the
following new subsection:

"(d) DOMESTIC BUILDING AND LOAN ASSOCIATION.-For purposes
of this section, the term 'domestic building and loan association'
has the meaning given such term by section 7701(a)(19) without
regard to subparagraph (C) thereof."

(C) Section 597(b) of the 1986 Code (as so in effect) is
amended by inserting "or bank" after "association ".

(D)(i) The heading for section 597 of the 1986 Code (as so
in effect) is amended by inserting "or FDIC" after
"FSLIC".

(ii) The item relating to section 597 in part II of subchap-
ter H of chapter 1 of the 1986 Code (as so in effect) is
amended by inserting "or FDIC" after "FSLIC"

(E) The amendments made by this paragraph shall apply
to any transfer-

(i) after the date of the enactment of this Act, and
before January 1, 1990, unless such transfer is pursu-
ant to an acquisition occurring on or before such date
of enactment, and

(ii) after December 31, 1989, if such transfer is pursu-
ant to an acquisition occurring after such date of en-
actment and before January 1, 1990.

(c) CERTAIN TAX ATTRIBUTES REDUCED BY 50 PERCENT OF FINAN-
CIAL ASSISTANCE OF FSLIC AND FDIC; APPLICATION OF SECTION
265.-

(1) REDUCTION IN TAX ATTRIBUTES.-Section 597 of the 1986
Code is amended by adding at the end thereof the following
new subsection:

"(c) REDUCTION OF TAX ATTRIBUTES BY 50 PERCENT OF AMOUNTS
EXCLUDABLE UNDER SUBSECTION (a).-

"(1) IN GENERAL.-50 percent of any amount excludable under
subsection (a) for any taxable year shall be applied to reduce
the tax attributes of the taxpayer as provided in paragraph (2).

"(2) TAX ATTRIBUTES REDUCED; ORDER OF REDUCTION.-The

reduction referred to in paragraph (1) shall be made in the fol-
lowing tax attributes in the following order:

"(A) NOL.-Any pre-assistance net operating loss for the
taxable year.

"(B) INTEREST.-The amount of any interest with respect
to which a deduction is allowable for the taxable year.

"(C) BUILT-IN PORTFOLIO LOSSES. -Recognized built-in
portfolio losses for the taxable year.

"(3) PRE-ASSISTANCE NET OPERATING LOSS.-For purposes of
paragraph (2)(A)-

"(A) IN GENERAL.-The pre-assistance net operating loss
shall be determined in the same manner as a pre-change
loss under section 382(d), except that-

"(i) the applicable financial institution shall be
treated as the old loss corporation, and

"(ii) the determination date shall be substituted for
the change date.
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"(B) ORDERING RULE.-The reduction under paragraph
(2)(A) shall be made in the carryovers in the order in which
carryovers are taken into account under this chapter for the
taxable year.

"(4) RECOGNIZED BUILT-IN PORTFOLIO LOSSES.-For purposes
of paragraph (2)(C), recognized built-in portfolio losses shall be
determined in the same manner as recognized built-in losses
under section 382(h), except that-

"(A) the only assets taken into account shall be-
"(i) the loan portfolio,
"(ii) marketable securities (within the meaning of

section 453(f)(2)), and
"(iii) property described in section 595(a),

"(B) the rules of clauses (i) and (ii) of paragraph (3)(A)
shall apply,

"(C) there shall be no limit on the number of years in the
recognition period, and

"(D) section 382(h) shall be applied without regard to
paragraph (3)(B) thereof.

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

"(A) APPLICABLE FINANCIAL INSTITUTION.-The term 'ap-
plicable financial institution' means the domestic building
and loan association or bank the financial condition of
which was determined by the Federal Savings and Loan
Insurance Corporation or the Federal Deposit Insurance
Corporation to require the financial assistance described in
subsection (a).

"(B) DETERMINATION DATE.-The term 'determination
date' means the date of the determination under subpara-
graph (A). Except as provided by the Secretary, any subse-
quent revision or modification of such determination shall
be treated as made on the original determination date.

"(C) TAXABLE ASSET ACQUISITIONS.-
"(i) IN GENERAL.-In the case of any acquisition of

the assets of any applicable financial institution to
which section 381 does not apply-

"(I) paragraph (1) shall not apply to any
amounts excludable under subsection (a) which are
payments made at the time of the acquisition to
the person acquiring such assets, and

"(II) rights to receive future payments excludable
under subsection (a) in connection with the acqui-
sition shall be treated as provided in clause (ii).

"(ii) TREATMENT OF FUTURE PAYMENTS. -

"(I) IN GENERAL.-Rights to receive future pay-
ments described in clause (i)(I) shall be treated as
assets to which basis is allocated.

"(II) RECOVERY OF BASIS.-Any basis allocated
under subclause (I) shall be recovered in such
manner as the Secretary may provide, but in no
event shall the amount recovered for any taxable
year beginning before the taxable year in which
the rights expire exceed the aggregate payments re-



ceived with respect to such rights for all taxable
years reduced by the amount of basis recovered
with respect to such rights in preceding taxable
years.

"(III) APPLICATION OF PARAGRAPH (1).-Para-
graph (1) shall apply to payments described in sub-
clause (I) in a taxable year only to the extent such
payments exceed the amount of basis recovered in
such taxable year.

"(D) TREATMENT OF REPAYMENTS.-If a taxpayer repays
an amount to which paragraph (1) applied in a preceding
taxable year, there shall be allowed as a deduction for the
taxable year of repayment an amount equal to the reduc-
tion in tax attributes under paragraph (1) attributable to
the amount repaid.

"(E) CARRYOVERS.-If 50 percent of the amount excluda-
ble under subsection (a) for any taxable year exceeds the
amount of the tax attributes described in paragraph (2) for
such taxable year, then, for purposes of this subsection, the
amount excludable under subsection (a) for the succeeding
taxable year shall be increased by an amount equal to twice
the amount of such excess.

"(F) REGULATIONS.-The Secretary shall prescribe such
regulations as may be necessary to carry out the provisions
of this subsection."

(2) APPLICATION OF SECTION 265.-Subparagraph (B) of section
904(c)(2) of the Reform Act is amended by striking out "Section
265(a)(1)" and inserting in lieu thereof "Section 265".

(3) EFFECTIVE DATE.-The amendments made by this subsec-
tion shall apply to any transfer-

(A) after December 31, 1988, and before January 1, 1990,
unless such transfer is pursuant to an acquisition occurring
before January 1, 1989, and

(B) after December 31, 1989, if such transfer is pursuant
to an acquisition occurring after December 31, 1988, and
before January 1, 1990.

In the case of a taxpayer to which the amendments made by
subsection (b)(1) apply, subparagraphs (A) and (B) shall be ap-
plied by substituting "the date of the enactment of this Act" for
"December 31, 1988"

TITLE V-REVENUE INCREASE
PRO VISIONS

Subtitle A-Corporate Estimated Taxes

SEC. 5001. CORPORATE ESTIMATED TAX PAYMENTS.
(a) GENERAL RULE.-Paragraph (1) of section 6655(e) of the 1986

Code (relating to annualization) is amended by striking out the last
sentence.



(b) EFFECTIVE DATE.-The amendment made by subsection (a)

shall apply to installments required to be made after December 31,
1988.

Subtitle B-Insurance Provisions

SEC. 5011. LIMITATION ON UNREASONABLE MORTALITY AND OTHER EX-

PENSE CHARGES UNDER SECTION 7702.

(a) GENERAL RULE.-Subparagraph (B) of section 7702(c)(3) of the

1986 Code (relating to guideline premium requirements) is amended
by striking out clauses (i) and (ii) and inserting in lieu thereof the
following:

"(i) reasonable mortality charges which meet the re-
quirements (if any) prescribed in regulations and which

(except as provided in regulations) do not exceed the
mortality charges specified in the prevailing commis-

sioners'standard tables (as defined in section 807(d)(5))

as of the time the contract is issued,
"(ii) any reasonable charges (other than mortality

charges) which (on the basis of the company's experi-
ence, if any, with respect to similar contracts) are rea-
sonably expected to be actually paid, and".

(b) SPECIAL RULES.-Paragraph (3) of section 7702(c) of the 1986
Code is amended by adding at the end thereof the following new
subparagraph:

"(D) SPECIAL RULES FOR SUBPARAGRAPH (B)(ii).-
"(i) CHARGES NOT SPECIFIED IN THE CONTRACT.-If

any charge is not specified in the contract, the amount
taken into account under subparagraph (B)(ii) for such
charge shall be zero.

"(ii) NEW COMPANIES, ETC.-If any company does not
have adequate experience for purposes of the determi-
nation under subparagraph (B)(ii), to the extent provid-
ed in regulations, such determination shall be made on
the basis of the industry-wide experience."

(C) INTERIM R ULES.-

(1) REGULATIONS. -Not later than January 1, 1990, the Secre-
tary of the Treasury (or his delegate) shall issue regulations
under section 7702(c)()(B)(i) of the 1986 Code (as amended by
subsection (a)).

(2) STANDARDS BEFORE REGULATIONS TAKE EFFECT.-In the

case of any contract to which the amendments made by this sec-
tion apply and which is issued before the effective date of the
regulations required under paragraph (1), mortality charges
which do not differ materially from the charges actually expect-
ed to be imposed by the company (taking into account any rele-
vant characteristic of the insured of which the company is
aware) shall be treated as meeting the requirements of clause (i)

of section 7702(c)(3)(B) of the 1986 Code (as amended by subsec-
tion (a)).

(d) EFFECTIVE DATE.-The amendments made by this section

shall apply to contracts entered into on or after October 21, 1988.



SEC. 5012. TREATMENT OF MODIFIED ENDOWMENT CONTRACTS.

(a) DISTRIBUTION RULES.-
(1) IN GENERAL.-Subsection (e) of section 72 of the 1986 Code

(relating to amounts not received as annuities) is amended by
adding at the end thereof the following new paragraph:

"(10) TREATMENT OF MODIFIED ENDOWMENT CONTRA CTS.-
"(A) IN GENERAL.-Notwithstanding paragraph (5)(C), in

the case of any modified endowment contract (as defined in
section 7702A)-

"(i) paragraphs (2)(B) and (4)(A) shall apply, and
"(ii) in applying paragraph (4)(A), 'any person' shall

be substituted for 'an individual'.
"(B) TREATMENT OF CERTAIN BURIAL CONTRACTS.-Not-

withstanding subparagraph (A), paragraph (4)(A) shall not
apply to any assignment (or pledge) of a modified endow-
ment contract if such assignment (or pledge) is solely to
cover the payment of expenses referred to in section
7702(e)(2)(C)(iii) and if the maximum death benefit under
such contract does not exceed $25,000. "1

(2) TECHNICAL AMENDMENT. -Subparagraph (C) of section
72(e)(5) of the 1986 Code is amended by striking out "Except to
the extent" and inserting in lieu thereof "Except as provided in
paragraph (10) and except to the extent

(b) ADDITIONAL TAX.-
(1) IN GENERAL.-Section 72 of the 1986 Code (relating to an-

nuities; certain proceeds of endowment and life insurance con-
tracts) is amended by redesignating subsection (v) as subsection
(w) and by inserting after subsection (u) the following new sub-
section:

"(v) 10-PERCENT ADDITIONAL TAX FOR TAXABLE DISTRIBUTIONS

FROM MODIFIED ENDOWMENT CONTRACTS.-
"(1) IMPOSITION OF ADDITIONAL TAX.-1f any taxpayer receives

any amount under a modified endowment contract (as defined
in section 7702A), the taxpayer's tax under this chapter for the
taxable year in which such amount is received shall be in-
creased by an amount equal to 10 percent of the portion of such
amount which is includible in gross income.

"(2) SUBSECTION NOT TO APPLY TO CERTAIN DISTRIBUTIONS.-
Paragraph (1) shall not apply to any distribution-

"(A) made on or after the date on which the taxpayer at-
tains age 59%,

"(B) which is attributable to the taxpayer's becoming dis-
abled (within the meaning of subsection (m)(7)), or

"(C) which is part of a series of substantially equal peri-
odic payments (not less frequently than annually) made for
the life (or life expectancy) of the taxpayer or the joint lives
(or joint life expectancies) of such taxpayer and his benefici-
ary.

(2) TECHNICAL AMENDMENT. -Subparagraph (C) of section
26(b)(2) of the 1986 Code is amended by striking out "or (q)"
and inserting in lieu thereof "(q), or (v)"

(c) MODIFIED ENDOWMENT CONTRACT DEFINED.-
(1) IN GENERAL. -Chapter 79 of the 1986 Code is amended by

inserting after section 7702 the following new section:
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"SEC. 7702A. MODIFIED ENDO WENT CONTRA CT DEFINED.

"(a) GENERAL RULE.-For purposes of section 72, the term 'modi-
fied endowment contract' means any contract meeting the require-
ments of section 7702-

"(1) which-
"(A) is entered into on or after June 21, 1988, and
"(B) fails to meet the 7-pay test of subsection (b), or

"(2) which is received in exchange for a contract described in
paragraph (1).

"(b) 7-PAY TEST.-For purposes of subsection (a), a contract fails
to meet the 7-pay test of this subsection if the accumulated amount
paid under the contract at any time during the 1st 7 contract years
exceeds the sum of the net level premiums which would have been
paid on or before such time if the contract provided for paid-up
future benefits after the payment of 7 level annual premiums.

"(C) COMPUTATIONAL RULES.-
"(1) IN GENERAL.-Except as provided in this subsection, the

determination under subsection (b) of the 7 level annual premi-
ums shall be made-

"(A) as of the time the contract is issued, and
"(B) by applying the rules of section 7702(b)(2) and of sec-

tion 7702(e) (other than paragraph (2)(C) thereof), except
that the death benefit provided for the 1st contract year
shall be deemed to be provided until the maturity date
without regard to any scheduled reduction after the 1st 7
contract years.

"(2) REDUCTION IN BENEFITS DURING 1ST 7 YEARS.-
"(A) IN GENERAL-If there is a reduction in benefits

under the contract within the 1st 7 contract years, this sec-
tion shall be applied as if the contract had originally been
issued at the reduced benefit level.

"(B) REDUCTIONS ATTRIBUTABLE TO NONPAYMENT OF PRE-
MIUMS.-Any reduction in benefits attributable to the non-
payment of premiums due under the contract shall not be
taken into account under subparagraph (A) if the benefits
are reinstated within 90 days after the reduction in such
benefits.

"(3) TREATMENT OF MATERIAL CHANGES.-
"(A) IN GENERAL.-If there is a material change in the

benefits under (or in other terms of) the contract which was
not reflected in any previous determination under this sec-
tion, for purposes of this section-

"(i) such contract shall be treated as a new contract
entered into on the day on which such material change
takes effect, and

"(ii) appropriate adjustments shall be made in deter-
mining whether such contract meets the 7-pay test of
subsection (b) to take into account the cash surrender
value under the contract.

"(B) TREATMENT OF CERTAIN INCREASES IN FUTURE BENE-

FITS. -For purposes of subparagraph (A), the term 'material
change' includes any increase in future benefits under the
contract.



Such term shall not include-
"(i) any increase which is attributable to the pay-

ment of premiums necessary to fund the lowest level of
future benefits payable in the 1st 7 contract years (de-
termined after taking into account death benefit in-
creases described in subparagraph (A) or (B) of section
7702(e)(2)) or to crediting of interest or other earnings
(including policyholder dividends) in respect of such
premiums, and

"(ii) to the extent provided in regulations, any cost-of
living increase based on an established broad-based
index if such increase is funded ratably over the re-
maining life of the the contract.

"(4) SPECIAL RULE FOR CONTRACTS WITH DEATH BENEFITS

UNDER $10,ooo.-In the case of a contract-
"(A) which provides an initial death benefit of $10,000 or

less, and
"(B) which requires at least 7 nondecreasing annual pre-

mium payments,
each of the 7 level annual premiums determined under subsec-
tion (b) (without regard to this paragraph) shall be increased by
$75. For purposes of this paragraph, the contract involved and
all contracts previously issued to the same insurer by the same
company shall be treated as one contract.

"(5) REGULATORY AUTHORITY FOR CERTAIN COLLECTION EX-
PENSES.-The Secretary may by regulations prescribe rules for
taking into account expenses solely attributable to the collection
of premiums paid more frequently than annually.

"(d) DISTRIBUTIONS AFFECTED.-If a contract fails to meet the 7-
pay test of subsection (b), such contract shall be treated as failing to
meet such requirements only in the case of-

"(1) distributions during the contract year in which the fail-
ure takes effect and during any subsequent contract year, and

"(2) under regulations prescribed by the Secretary, distribu-
tions (not described in paragraph (1)) in anticipation of such
failure.

For purposes of the preceding sentence, any distribution which is
made within 2 years before the failure to meet the 7-pay test shall
be treated as made in anticipation of such failure.

"(e) DEFINITIoNS.-For purposes of this section-
"(1) AMOUNT PAID.-

"(A) IN GENERAL.-The term 'amount paid' meaas-
"(i) the premiums paid under the contract, reducedby "(ii) amounts to which section 72(e) applies (deter-

mined without regard to paragraph (4)(A) thereof) but
not including amounts includible in gross income.

"(B) TREATMENT OF CERTAIN PREMIUMS RETURNED. -If

in order to comply with the requirements of subsection (b),
any portion of any premium paid during any contract year
is returned by the insurance company (with interest) within
60 days after the end of such contract year, the amount so
returned (excluding interest) shall be deemed to reduce the



sum of the premiums paid under the contract during such
contract year.

"(C) INTEREST RETURNED INCLUDIBLE IN GROSS INCOME.-

Notwithstanding the provisions of section 72(e), the amount
of any interest returned as provided in subparagraph (B)
shall be includible in the gross income of the recipient.

"(2) CONTRACT YEAR.-The term 'contract year' means the 12-
month period beginning with the 1st month for which the con-
tract is in effect, and each 12-month period beginning with the
corresponding month in subsequent calendar years.

"(3) OTHER TERMS.-Except as otherwise provided in this sec-
tion, terms used in this section shall have the same meaning as
when used in section 7702."

(2) CLERICAL AMENDMENT.-The table of sections for chapter
79 of the 1986 Code is amended by inserting after the item re-
lating to section 7702 the following new item:

"Sec. 7702A. Modified endowment contract defined."

(d) OTHER MODIFICATIONS. -
(1) TREATMENT OF LOANS.-Subparagraph (A) of section

72(e)(4) of the 1986 Code (relating to loans treated as distribu-
tions) is amended by adding at the end thereof the following
new sentence: "The preceding sentence shall not apply for pur-
poses of determining investment in the contract, except that the
investment in the contract shall be increased by any amount in-
cluded in gross income by reason of the amount treated as re-
ceived under the preceding sentence."

(2) ANTI-ABUSE RULES.-Subsection (e) of section 72 of the
1986 Code is amended by adding at the end thereof the follow-
ing new paragraph:

"(11) ANTI-ABUSE RULES.-
"(A) IN GENERAL.-For purposes of determining the

amount includible in gross income under this subsection-
"(i) all modified endowment contracts issued by the

same company to the same policyholder during any 12-
month period shall be treated as 1 modified endow-
ment contract, and

"(ii) all annuity contracts issued by the same compa-
ny to the same policyholder during any 12-month
period shall be treated as 1 annuity contract.

"(B) REGULATORY AUTHORITY.-The Secretary may by reg-
ulations prescribe such additional rules as may be neces-
sary or appropriate to prevent avoidance of the purposes of
this subsection through serial purchases of contracts or oth-
erwise."

(e) EFFECTIVE DATES.-
(1) IN GENERAL.-Except as otherwise provided in this subsec-

tion, the amendments made by this section shall apply to con-
tracts entered into on or after June 21, 1988.

(2) SPECIAL RULE WHERE DEATH BENEFIT INCREASES BY MORE
THAN $150,000.-If the death benefit under the contract in-
creases by more than $150,000 over the death benefit under the
contract in effect on October 20, 1988, the rules of section
7702A(c)(3) of the 1986 Code (as added by this section) shall



apply in determining whether such contract is issued on or after
June 21, 1988. The preceding sentence shall not apply in the
case of a contract which, as of June 21, 1988, required at least 7
level annual premium payments and under which the policy-
holder continues to make level annual premium payments over
the life of the contract.

(3) CERTAIN OTHER MATERIAL CHANGES TAKEN INTO AC-

COUNT.-A contract entered into before June 21, 1988, shall be
treated as entered into after such date if-

(A) on or after June 21, 1988, the death benefit under the
contract is increased (or a qualified additional benefit is
increased or added) and before June 21, 1988, the owner of
the contract did not have a unilateral right under the con-
tract to obtain such increase or addition without providing
additional evidence of insurability, or

(B) the contract is converted after June 20, 1988, from a
term life insurance contract to a life insurance contract pro-
viding coverage other than term life insurance coverage
without regard to any right of the owner of the contract to
such conversion.

(4) CERTAIN EXCHANGES PERMITTED.-In the case of a modi-
fied endowment contract which-

(A) required at least 7 annual level premium payments,
(B) is entered into after June 20, 1988, and before the

date of the enactment of this Act, and
(C) is exchanged within 3 months after such date of en-

actment for a life insurance contract which meets the re-
quirements of section 7702A(b),

the contract which is received in exchange for such contract
shall not be treated as a modified endowment contract if the
taxpayer elects, notwithstanding section 1035 of the 1986 Code,
to recognize gain on such exchange.

(5) SPECIAL RULE FOR ANNUITY CONTRACTS.-In the case of an-
nuity contracts, the amendments made by subsection (d) shall
apply to contracts entered into after October 21, 1988.

SEC. 5013. VALUATION OF GROUP-TERM LIFE INSURANCE.
(a) GENERAL RULE.-Subsection (c) of section 79 of the 1986 Code

(relating to the determination of the cost of insurance) is amended
by striking out the last sentence.

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1988.
SEC. 5014. STUDY.

(a) GENERAL RULE.-The Secretary of the Treasury and the Comp-
troller General of the United States shall each conduct a study on-

(1) the effectiveness of the revised tax treatment of life insur-
ance and annuity products in preventing the sale of life insur-
ance primarily for investment purposes, and

(2) the policy justification for, and the practical implications
of, the present-law treatment of the earnings on the cash surren-
der value of life insurance and annuity contracts in light of the
reforms made by the Tax Reform Act of 1986.

(b) REPORT.-Not later than June 1, 1989, the Secretary of the
Treasury and the Comptroller General of the United States shall



each submit a report to the Committee on Ways and Means of the
House of Representatives and the Committee on Finance of the
Senate on the study conducted under subsection (a), together with
such recommendations as they may deem advisable.

Subtitle C-Loss Transfer Rules for Alaska
Native Corporations

SEC. 5021. REPEAL OF RULES PERMITTING LOSS TRANSFERS BY ALASKA
NATIVE CORPORATIONS.

(a) GENERAL RULE.-Nothing in section 60(b)(5) of the Tax Reform
Act of 1984 (as amended by section 1804(e)(4) of the Tax Reform Act
of 1986)-

(1) shall allow any loss (or credit) of any corporation which
arises after April 26, 1988, to be used to offset the income (or
tax) of another corporation if such use would not be allowable
without regard to such section 60(b)(5) as so amended, or

(2) shall allow any loss (or credit) of any corporation which
arises on or before such date to be used to offset disqualified
income (or tax attributable to such income) of another corpora-
tion if such use would not be allowable without regard to such
section 60(b)(5) as so amended.

(b) EXCEPTION FOR EXISTING CONTRACTS.-
(1) IN GENERAL.-Subsection (a) shall not apply to any loss (or

credit) of any corporation if-
(A) such corporation was in existence on April 26, 1988,

and
(B) such loss (or credit) is used to offset income assigned

(or attributable to property contributed) pursuant to a bind-
inn contract entered into before July 26, 1988.

(2) $40,000,000 LIMITATION.-The aggregate amount of losses
(and the deduction equivalent of credits as determined in the
same manner as under section 4690)(5) of the 1986 Code) to
which paragraph (1) applies with respect to any corporation
shall not exceed $40,000,000. For purposes of this paragraph, a
Native Corporation and all other corporations all of the stock of
which is owned directly by such corporation shall be treated as
I corporation.

(3) SPECIAL RULE FOR CORPORATIONS UNDER TITLE 11.-In the
case of a corporation which on April 26, 1988, was under the
jurisdiction of a Federal district court under title 11 of the
United States Code-

(A) paragraph (1)(B) shall be applied by substituting the
date I year after the date of the enactment of this Act for
"July 26, 1988",

(B) paragraph (1) shall not apply to any loss or credit
which arises on or after the date 1 year after the date of
the enactment of this Act, and

(C) paragraph (2) shall be applied by substituting
"$99, 000, 000" for "$4 0, 000, 000"

(c) SPECIAL ADMINISTRATIVE RULES.-
(1) NOTICE TO NATIVE CORPORATIONS OF PROPOSED TAX AD-

JUSTMENTS.-Notwithstanding section 6103 of the 1986 Code,



the Secretary of the Treasury or his delegate shall notify a
Native Corporation or its designated representative of any pro-
posed adjustment-

(A) of the tax liability of a taxpayer which has contract-
ed with the Native Corporation (or other corporation all of
the stock of which is owned directly by the Native Corpora-
tion) for the use of losses of such Native Corporation (or
such other corporation), and

(B) which is attributable to an asserted overstatement of
losses by, or missassignment of income (or income attributa-
ble to property contributed) to, an affiliated group of which
the Native Corporation (or such other corporation) is a
member.

Such notice shal only include information with respect to the
transaction between the taxpayer and the Native Corporation.

(2) RIGHTS OF NATIVE CORPORATION. -
(A) IN GENERAL.-If a Native Corporation receives a

notice under paragraph (1), the Native Corporation shall
have the right to-

(i) submit to the Secretary of the Treasury or his del-
egate a written statement regarding the proposed ad-
justment, and

(ii) meet with the Secretary of the Treasury or his
delegate with respect to such proposed adjustment.

The Secretary of the Treasury or his delegate may discuss
such proposed adjustment with the Native Corporation or
its designated representative.

(B) EXTENSION OF STATUTE OF LIMITATIONS.-Subpara-
graph (A) shall not apply if the Secretary of the Treasury or
his delegate determines that an extension of the statute of
limitation is necessary to permit the participation described
in subparagraph (A) and the taxpayer and the Secretary or
his delegate have not agreed to such extension.

(3) JUDICIAL PROCEEDINGS.-In the case of any proceeding in
a Federal court or the United States Tax Court involving a pro-
posed adjustment under paragraph (1), the Native Corporation,
subject to the rules of such court, may file an amicus brief con-
cerning such adjustment.

(4) FAILURES.-For purposes of the 1986 Code, any failure by
the Secretary of the Treasury or his delegate to comply with the
provisions of this subsection shall not affect the validity of the
determination of the Internal Revenue Service of any adjust-
ment of tax liability of any taxpayer described in paragraph (1).

(d) DISQUALIFIED INCOME DEFINED.-For purposes of subsection
(a), the term "disqualified income" means any income assigned (or
attributable to property contributed) after April 26, 1988, by a
person who is not a Native Corporation or a corporation all the
stock of which is owned directly by a Native Corporation.

(e) BASIS DETERMINATION.-For purposes of determining basis for
Federal tax purposes, no provision in any law (whether enacted
before, on, or after the date of the enactment of this Act) shall affect
the date on which the transfer to the Native Corporation is made.
The preceding sentence shall apply to all taxable years whether be-
ginning before, on, or after such date of enactment.



Subtitle D-Estate and Gift Tax Provisions

SEC. 5031. VALUATION TABLES.
(a) GENERAL RuLE.-Chapter 77 of the 1986 Code (relating to mis-

cellaneous provisions) is amended by adding at the end thereof the
following new section:
"SEC. 7520. VALUATION TABLES.

"(a) GENERAL RULE.-For purposes of this title, the value of any
annuity, any interest for life or a term of years, or any remainder or
reversionary interest shall be determined-

"(1) under tables prescribed by the Secretary, and
"(2) by using an interest rate (rounded to the nearest 2/lOths

of I percent) equal to 120 percent of the Federal midterm rate in
effect under section 1274(d)(1) for the month in which the valu-
ation date falls.

If an income, estate, or gift tax charitable contribution is allowable
for any part of the property transferred, the taxpayer may elect to
use such Federal midterm rate for either of the 2 months preceding
the month in which the valuation date falls for purposes of para-
graph (2). In the case of transfers of more than I interest in the
same property with respect to which the taxpayer may use the same
rate under paragraph (2), the taxpayer shall use the same rate with
respect to each such interest.

"(b) SECTION NOT To APPLY FOR CERTAIN PURPOSES.-This sec-
tion shall not apply for purposes of part I of subchapter D of chap-
ter I or any other provision specified in regulations.

"(C) TABLES. -
"(1) IN GENERAL.-The tables prescribed by the Secretary for

purposes of subsection (a) shall contain valuation factors for a
series of interest rate categories.

"(2) INITIAL TABLE.-Not later than the day 3 months after
the date of the enactment of this section, the Secretary shall
prescribe initial tables for purposes of subsection (a). Such
tables may be based on the same mortality experience as used
for purposes of section 2031 on the date of the enactment of this
section.

"(3) REVISION FOR RECENT MORTALITY CHARGES.-NOt later
than December 31, 1989, the Secretary shall revise the initial
tables prescribed for purposes of subsection (a) to take into ac-
count the most recent mortality experience available as of the
time of such revision. Such tables shall be revised not less fre-
quently than once each 10 years thereafter to take into account
the most recent mortality experience available as of the time of
the revision.

"(d) VALUATION DATE.-For purposes of this section, the term
'valuation date' means the date as of which the valuation is made.

"(e) TABLES TO INCLUDE FORMULAS.-For purposes of this section,
the term 'tables' includes formulas."

(b) CLERICAL AMENDMENT.-The table of sections for chapter 77 of
the 1986 Code is amended by adding at the end thereof the follow-
ing new item:
"Sec. 7,520. Valuation tables."



(C) EFFECTIVE DATE.-The amendments made by this section shall
apply in cases where the date as of which the valuation is to be
made occurs on or after the 1st day of the 6th calendar month be-
ginning after the date of the enactment of this Act.
SEC. 5032. RATE SCHEDULE FOR TAX ON ESTATES OF NONRESIDENTS NOT

CITIZENS.

(a) GENERAL RULE. -Subsection (b) of section 2101 of the 1986
Code (relating to computation of tax) is amended by striking out "a
tentative tax computed in accordance with the rate schedule set
forth in subsection (d)" each place it appears and inserting in lieu
thereof "a tentative tax computed under section 2001(c)".

(b) AMOUNT OF UNIFIED CREDIT.-
(1) IN GENERAL.-Subsection (c) of section 2102 of the 1986

Code is amended-
(A) by striking out "$3,600" in paragraphs (1) and (2)(A)

and inserting in lieu thereof "$13,000", and
(B) by striking out "$15,075" in paragraph (2)(B) and in-

serting in lieu thereof "$46,800".
(2) COORDINATION WITH TREATIES, ETC.-Paragraph (3) of sec-

tion 2102(c) of the 1986 Code is amended to read as follows:
"(3) SPECIAL RULES.-

"(A) COORDINATION WITH TREATIES.-To the extent re-
quired under any treaty obligation of the United States, the
credit allowed under this subsection shall be equal to the
amount which bears the same ratio to $192,800 as the value
of the part of the decedent's gross estate which at the time
of his death is situated in the United States bears to the
value of his entire gross estate wherever situated.

"(B) COORDINATION WITH GIFT TAX UNIFIED CREDIT.-If a
credit has been allowed under section 2505 with respect to
any gift made by the decedent, each dollar amount con-
tained in paragraph (1) or (2) or subparagraph (A) of this
paragraph (whichever applies) shall be reduced by the
amoun so allowed."

(c) TECHNICA AMENDMENT.-Subsection (d) of section 2101 of the
1986 Code is he eby repealed.

(d) EFFECTIE DATE.-The amendments made by this section
shall apply to/the estates of decedents dying after the date of the
enactment of this Act.
SEC. 5033. DISALLOWANCE OF MARITAL DEDUCTION WHERE SPOUSE IS

NOT CITIZEN OF UNITED STATES.

(a) ESTATE TAX.--
(1) IN GENERAL.-Section 2056 of the 1986 Code is amended by

adding at the end thereof the following new subsection:
"(d) DISALLOWANCE OF MARITAL DEDUCTION WHERE SURVIVING

SPOUSE NOT UNITED STATES CITIZEN. -

"(1) IN GENERAL.-Except as provided in paragraph (2), if the
surviving spouse of the decedent is not a citizen of the United
States-

"(A) no deduction shall be allowed under subsection (a),
and

"(B) section 2040(b) shall not apply.
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"(2) MARITAL DEDUCTION ALLOWED FOR CERTAIN TRANSFERS

IN TRUST.-
"(A) IN GENERAL.-Paragraph (1) shall not apply to any

property passing to the surviving spouse in a qualified do-
mestic trust.

"(B) PROPERTY PASSING OUTSIDE OF PROBATE ESTATE.-If

any property passes from the decedent to the surviving
spouse of the decedent outside of the decedent's probate
estate, for purposes of subparagraph (A), such property
shall be treated as passing to such spouse in a qualified do-
mestic trust if such property is transferred to such a trust
before the day on which the return of the tax imposed by
section 2001 is made.

"(3) ALLOWANCE OF CREDIT TO CERTAIN SPOUSES.-If-

"(A) property passes to the surviving spouse of the dece-
dent (hereinafter in this paragraph referred to as the 'first
decedent ',

"(B) without regard to this subsection, a deduction would
be allowable under subsection (a) with respect to such prop-
erty, and

"(C) such surviving spouse dies and the estate of such
surviving spouse is subject to the tax imposed by section
2001,

the Federal estate tax paid (or treated as paid under section
2056A(b)(6)) by the first decedent with respect to such property
shall be allowed as a credit under section 2013 to the estate of
such surviving spouse and the amount of such credit shall be
determined under such section without regard to when the first
decedent died."

(2) TREATMENT OF QUALIFIED DOMESTIC TRUST.-Part IV of
subchapter A of chapter 11 of the 1986 Code is amended by in-
serting after section 2056 the following new section:

"SEC. 2056A. QUALIFIED DOMESTIC TRUST.

"(a) QUALIFIED DOMESTIC TRUST DEFINED.-For purposes of this
section and section 2056(d), the term 'qualified domestic trust'
means, with respect to any decedent, any trust if-

"(1) the trust instrument requires that all trustees of the trust
be individual citizens of the United States or domestic corpora-
tions,

"(2) the surviving spouse of the decedent is entitled to all the
income from the property in such trust, payable annually or at
more frequent intervals,

"(3) such trust meets such requirements as the Secretary may
by regulations prescribe to ensure the collection of any tax im-
posed by subsection (b), and

"(4) an election under this section by the executor of the dece-
dent applies to such trust.

"(b) TAX TREATMENT OF TRUST.-
"(1) IMPOSITION OF ESTATE TAx.-There is hereby imposed an

estate tax on-
"(A) any distribution before the date of the death of the

surviving spouse from a qualified domestic trust other than



a distribution of income required under subsection (a)(2),
and

"(B) the value of the property remaining in a qualified
domestic trust on the date of the death of the surviving
spouse.

"(2) AMOUNT OF TAX.-
"(A) IN GENERAL.-In the case of any taxable event, the

amount of the estate tax imposed by paragraph (1) shall be
the amount equal to-

"(i) the tax which would have been imposed under
section 2001 on the estate of the decedent if the taxable
estate of the decedent had been increased by the sumof-_

"(I) the amount involved in such taxable event,
plus

"(II) the aggregate amount involved in previous
taxable events with respect to qualified domestic
trusts of such decedent, reduced by

"(ii) the tax which would have been imposed under
section 2001 on the estate of the decedent if the taxable
estate of the decedent had been increased by the
amount referred to in clause (i)(II).

"(B) TENTATIVE TAX WHERE TAX OF DECEDENT NOT FINAL-

L Y DETERMINED.-

"(i) IN GENERAL.-If the tax imposed on the estate of
the decedent under section 2001 is not finally deter-
mined before the taxable event, the amount of the tax
imposed by paragraph (1) on such event shall be deter-
mined by using the highest rate of tax in effect under
section 2001 as of the date of the decedent's death.

"(ii) REFUND OF EXCESS WHEN TAX FINALLY DETER-

MINED. -If-

"(I) the amount of the tax determined under
clause (i), exceeds

"(II) the tax determined under subparagraph (A)
on the basis of the final determination of the tax
imposed by section 2001 on the estate of the dece-
dent,

such excess shall be allowed as a credit or refund if
claim therefore is filed not later than 1 year after the
date of such final determination.

"(3) TAX IMPOSED WHERE TRUST CEASES TO QUALIFY.-If any
person other than an individual citizen of the United States or
a domestic corporation becomes a trustee of a qualified domestic
trust (or such trust ceases to meet the requirements of subsection
(a)(3)), the tax imposed by paragraph (1) shall apply as if the
surviving spouse died on the date on which such person became
such a trustee or the date of such cessation, as the case may be.

"(4) DUE DATE.-The estate tax imposed by paragraph (1)
shall be due and payable on the 15th day of the 4th month fol-
lowing the calendar year in which the taxable event occurs.

"(5) LIABILITY FOR TAX.-Each trustee shall be personally
liable for the amount of the tax imposed by paragraph (1).



Rules similar to the rules of section 2204 shall apply for pur-
poses of the preceding sentence.

"(6) TREATMENT OF TAX.-For purposes of section 2056(d), any
tax paid under paragraph (1) shall be treated as a tax paid
under section 2001 with respect to the estate of the decedent.

"(7) LIEN FOR TAX. -For purposes of section 6324, any tax im-
posed by paragraph (1) shall be treated as an estate tax imposed
under this chapter with respect to a decedent dying on the date
of the taxable event (and the property involved shall be treated
as the gross estate of such decedent).

"(8) TAXABLE EVENT.-The term 'taxable event' means the
event resulting in tax being imposed under paragraph (1).

"(c) DEFINITIONS. -For purposes of this section-
"(1) PROPERTY INCLUDES INTEREST THEREIN.-The term 'prop-

erty' includes an interest in property.
"(2) INCOME.-The term 'income' has the meaning given to

such term by section 643(b).
"(d) ELECTION.-An election under this section with respect to any

trust shall be made by the executor on the return of the tax imposed
by section 2001. Such an election, once made, shall be irrevocable."

(2) CLERICAL AMENDMENT.-The table of sections for part IV
of subchapter A of chapter 1 of the 1986 Code is amended by
inserting after the item relating to section 2056 the following
new item:

"Sec. 2056A. Qualified domestic trusts."

(b) GIFT TA.-Section 2523 of the 1986 Code is amended by
adding at the end thereof the following new subsection:

"(i) DISALLOWANCE OF MARITAL DEDUCTION WHERE SPOUSE NOT

CITIZEN.-If the spouse of the donor is not a citizen of the United
States-

"(1) no deduction shall be allowed under this section,
"(2) section 2503(b) shall be applied with respect to gifts made

by the donor to such spouse by substituting '$100,000' for
'$10,000, and

"(3) the principles of sections 2515 and 2515A (as such sec-
tions were in effect before their repeal by the Economic Recovery
Tax Act of 1981) shall apply, except that the provisions of such
section 2515 providing for an election shall not apply. '

(c) ESTATES OF NONRESIDENTS WHO ARE NOT CITIZENS BUT HAVE
CITIZENS AS SPOUSES. -Subsection (a) of section 2106 of the 1986
Code is amended by adding at the end thereof the following new
paragraph:

"(2) MARITAL DEDUCTION ALLOWED WHERE SPOUSE IS CITI-

zEN.-The amount which would be deductible with respect to
property situated in the United States at the time of the dece-
dent's death under the principles of section 2056."

(d) EFFECTIVE DATE.-
(1) The amendments made by subsections (a) and (c) shall

apply to estates of the decedents dying after the date of the en-
actment of this Act.

(2) The amendments made by subsection (b) shall apply to
gifts on or after July 14, 1988.



Subtitle E-Long-Term Contract Provisions

SEC. 5041. LONG-TERM CONTRA CT PRO VISIONS.
(a) GENERAL RuLE. -Subsection (a) of section 460 of the 1986 Code

is amended-
(1) by striking out "70 percent" each place it appears (includ-

ing in the heading of paragraph (2)) and inserting in lieu there-
of "90 percent" and

(2) by striking out "30 percent" in paragraph (1)(B) and in-
serting in lieu thereof "10 percent".

(b) SPECIAL RULES FOR RESIDENTIAL CONSTRUCTION CONTRACTS. -
(1) EXCEPTION FOR HOME CONSTRUCTION CONTRACTS. -Para-

graph (1) of section 460(e) of the 1986 Code is amended to read
as follows:

"(1) IN GENERAL.-Subsections (a), (b), and (c) (1) and (2) shall
not apply to-

"(A) any home construction contract, or
"(B) any other construction contract entered into by a tax-

payer-
"(i) who estimates (at the time such contract is en-

tered into) that such contract will be completed within
the 2-year period beginning on the contract commence-
ment date of such contract, and

"(ii) whose average annual gross receipts for the 3
taxable years preceding the taxable year in which such
contract is entered into do not exceed $10,000,000.

In the case of a home construction contract with respect to
which the requirements of clauses (i) and (ii) of subparagraph
(B) are not met, section 263A shall apply notwithstanding sub-
section (c)(4) thereof."

(2) SPECIAL TREATMENT FOR OTHER RESIDENTIAL CONSTRUC-
TION CONTRACTS.-Subsection (e) of section 460 of the 1986 Code
is amended by adding at the end thereof the following new
paragraph:

"(5) SPECIAL RULE FOR RESIDENTIAL CONSTRUCTION CONTRACTS
WHICH ARE NOT HOME CONSTRUCTION CONTRACTS.-In the case
of any residential construction contract which is not a home
construction contract, subsection (a) shall be applied-

"(A) by substituting '70 percent' for '90 percent' each
place it appears, and

"(B) by substituting '30 percent'for '10 percent'."
(3) DEFINITIONS.-Subsection (e) of section 460 of the 1986

Code is amended by adding at the end thereof the following
new paragraph:

"(6) DEFINITIONS RELATING TO RESIDENTIAL CONSTRUCTION
CONTRACTS.-For purposes of this subsection-

"(A) HOME CONSTRUCTION CONTRACT.-The term 'home
construction contract'means any construction contract if 80
percent or more of the estimated total contract costs (as of
the close of the taxable year in which the contract was en-
tered into) are reasonably expected to be attributable to the
building, construction, reconstruction, or rehabilitation of-



"(i) dwelling units contained in buildings containing
4 or fewer dwelling units, and

"(ii) improvements to real property directly related to
such dwelling units and located on the site of such
dwelling units.

For purposes of clause (i), each townhouse or rowhouse
shall be treated as a separate building.

"(B) RESIDENTIAL CONSTRUCTION CONTRACT.-The term

'residential construction contract' means any contract
which would be described in subparagraph (A) if clause (i)
of such subparagraph reads as follows:

"'i) dwelling units (as defined in section 167(k)),
and '. "

(4) CERTAIN HOME CONSTRUCTION CONTRACTS NOT SUBJECT TO

MINIMUM TAx.-Paragraph (3) of section 56(a) of the 1986 Code
is amended by adding at the end thereof the following new sen-
tence: "The preceding sentence shall not apply to any home con-
struction contract (as defined in section 460(e)(6)) with respect to
which the requirements of clauses (i) and (ii) of section
460(e)(1)(B) are met. "

(c) REGULATORY AUTHORITY.-Section 460 of the 1986 Code is
amended by adding at the end thereof the following new subsection:

"(h) REGULATIONS.-The Secretary shall prescribe such regula-
tions as may be necessary or appropriate to carry out the purposes of
this section, including regulations to prevent the use of related par-
ties, pass-thru entities, intermediaries, options, or other similar ar-
rangements to avoid the application of this section."

(d) SIMPLIFIED LOOK-BACK METHOD FOR PASS-THRU ENTITIES.-

Subsection (b) of section 460 of the 1986 Code is amended by adding
at the end thereof the following new paragraph:

"(5) SIMPLIFIED LOOK-BACK METHOD FOR PASS-THRU ENTITIES.-

"(A) IN GENERAL.-In the case of a pass-thru entity-
"(i) the look-back method of paragraph (3) shall be

applied at the entity level,
"(ii) in determining overpayments and underpay-

ments for purposes of applying paragraph (3)(B)-
"(I) any increase in the income under the con-

tract for any taxable year by reason of the alloca-
tion under paragraph (3)(A) shall be treated as
giving rise to an underpayment determined by ap-
plying the highest rate for such year to such in-
crease, and

"(II) any decrease in such income for any taxable
year by reason of such allocation shall be treated
as giving rise to an overpayment determined by ap-
plying the highest rate for such year to such de-
crease, and

"(iii) any interest required to be paid by the taxpayer
under paragraph (3) shall be paid by such entity (and
any interest entitled to be received by the taxpayer
under paragraph (3) shall be paid to such entity).

"(B) EXCEPTIONS.-



"(i) CLOSELY HELD PASS-THRU ENTITIES.-This para-
graph shall not apply to any closely held pass-thru
entity.

"(ii) FOREIGN CONTRACTS.-This paragraph shall not
apply to any contract unless substantially all of the
income from such contract is from sources in the
United States.

"(C) OTHER DEFINITIONS. -For purposes of this para-
graph-

"(i) HIGHEST RATE.-The term 'highest rate' means-
"(I) the highest rate of tax specified in section

11, or
"(II) if at all times during the year involved

more than 50 percent of the interests in the entity
are held by individuals directly or through 1 or
more other pass-thru entities, the highest rate of
tax specified in section 1.

"(ii) PASS-THRU ENTITY.-The term 'pass-thru entity'
means any-

"(I) partnership,
"(II) S corporation, or
"(III) trust.

"(iii) CLOSELY HELD PASS-THRU ENTITY.-The term
'closely held pass-thru entity' means any pass-thru
entity if, at any time during any taxable year for which
there is income under the contract, 50 percent or more
(by value) of the beneficial interests in such entity are
held (directly or indirectly) by or for 5 or fewer persons.
For purposes of the preceding sentence, rules similar to
the constructive ownership rules of section 1563(e) shall
apply."

(e) EFFECTIVE DATES.-
(1) SUBSECTIONS (a), (b), AND (C).-

(A) IN GENERAL.-Except as otherwise provided in this
paragraph, the amendments made by subsections (a), (b),
and (c) shall apply to contracts entered into on or after
June 21, 1988.
(B) BINDING BIDS. -The amendments made by subsections

(a), (b), and (c) shall not apply to any contract resulting
from the acceptance of a bid made before June 21, 1988.
The preceding sentence shall apply only if the bid could not
have been revoked or altered at any time on or after June
21, 1988.

(C) SPECIAL RULE FOR CERTAIN SHIP CONTRACTS.-The

amendments made by subsections (a), (b), and (c) shall not
apply in the case of a qualified ship contract (as defined in
section 10203(b)(2)(B) of the Revenue Act of 1987).

(2) SUBSECTION (d).-The amendment made by subsection (d)
shall apply as if included in the amendments made by section
804 of the Reform Act; except that such amendment shall not
apply to any contract completed in a taxable year ending before
the date of the enactment of this Act, if the due date (deter-
mined with regard to extensions) for the return for such year is
before such date of enactment.



(d) STUDY.-The Secretary of the Treasury or his delegate shall
conduct a study of the revenue realization method of accounting for
long-term contracts and of improvements to the percentage of com-
pletion method of accounting for such contracts. Not later than the
date 6 months after the date of the enactment of this Act, the Secre-
tary shall submit a report on such study to the Committee on Ways
and Means of the House of Representatives and the Committee on
Finance of the Senate.

Subtitle F-Tax-Exempt Bond Provisions

SEC. 5051. TREATMENT OF CERTAIN POOLED FINANCING BONDS.

(a) IN GENERAL.-Section 149 of the 1986 Code is amended by
adding at the end thereof the following new subsection:

"(f) TREATMENT OF CERTAIN POOLED FINANCING BONDS.-

"(1) IN GENERAL. -Section 103(a) shall not apply to any
pooled financing bond unless, with respect to the issue of which
such bond is a part, the requirements of paragraphs (2) and (3)
are met.

"(2) REASONABLE EXPECTATION REQUIREMENT.-

"(A) IN GENERAL.-The requirements of this paragraph
are met with respect to an issue if the issuer reasonably ex-
pects that as of the close of the 3-year period beginning on
the date of issuance of the issue, at least 95 percent of the
net proceeds of the issue (as of the close of such period) will
have been used directly or indirectly to make or finance
loans to ultimate borrowers.

"(B) CERTAIN FACTORS MAY NOT BE TAKEN INTO ACCOUNT

IN DETERMINING EXPECTATIONS.-Expectations as to
changes in interest rates or in the provisions of this title (or
in the regulations or rulings thereunder) may not be taken
into account in determining whether expectations are rea-
sonable for purposes of this paragraph.

"(C) NET PROCEEDs.-For purposes of subparagraph (A),
the term 'net proceeds' has the meaning given such term by
section 150 but shall not include proceeds used to finance
issuance costs and shall not include proceeds necessary to
pay interest (during such period) on the bonds which are
part of the issue.

"(D) REFUNDING BONDS.-For purposes of subparagraph
(A), in the case of a refunding bond, the date of issuance
taken into account is the date of issuance of the original
bond.

'(3) COST OF ISSUANCE PAYMENT REQUIREMENTS.-The re-
quirements of this paragraph are met with respect to an issue
if-

"(A) the payment of legal and underwriting costs associ-
ated with the issuance of the issue is not contingent, and

"(B) at least 95 percent of the reasonably expected legal
and underwriting costs associated with the issuance of the
issue are paid not later than the 180th day after the date of
the issuance of the issue.



"(4) POOLED FINANCING BOND.-For purposes of this subsec-
tion-

"(A) IN GENERAL.-The term 'pooled financing bond'
means any bond issued as part of an issue more than
$5,000,000 of the proceeds of which are reasonably expected
(at the time of the issuance of the bonds) to be used (or are
intentionally used) directly or indirectly to make or finance
loans to 2 or more ultimate borrowers.

"(B) EXCEPTIONS.-Such term shall not include any bond
if-

"(i) section 146 applies to the issue of which such
bond is a part (other than by reason of section 141(b)(5))
or would apply but for section 146(i), or

"(ii) section 143(l)(3) applies to such issue.
"(5) DEFINITION OF LOAN; TREATMENT OF MIXED USE ISSUES.-

"(A) LoAN.-For purposes of this subsection, the term
'loan' does not include-

"(i) any loan which is a nonpurpose investment
(within the meaning of section 148(f)(6)(A), determined
without regard to section 148(b)(3)), and

"(ii) any use of proceeds by an agency of the issuer
unless such agency is a political subdivision or instru-
mentality of the issuer.

"(B) PORTION OF ISSUE TO BE USED FOR LOANS TREATED

AS SEPARATE ISSUE.-If only a portion of the proceeds of an
issue is reasonably expected (at the time of issuance of the
bond) to be used (or is intentionally used) as described in
paragraph (4)(A), such portion and the other portion of
such issue shall be treated as separate issues for purposes of
determining whether such portion meets the requirements
of this subsection."

(b) EFFECTIVE DATE-
(1) IN GENERAL.-The amendment made by subsection (a)

shall apply to bonds issued after October 21, 1988.
(2) SPECIAL RULE FOR REFUNDING BONDS.-In the case of a

bond issued to refund a bond issued before October 22, 1988-
(A) if the 3-year period described in section 149(f)(2)(A) of

the 1986 Code would (but for this paragraph) expire on or
before October 22, 1989, such period shall expire on October
21, 1990, and

(B) if such period expires after October 22, 1989, the por-
tion of the proceeds of the issue of which the refunded bond
is a part which is available (on the date of issuance of the
refunding issue) to provide loans shall be treated as pro-
ceeds of a separate issue (issued after October 21, 1988) for
purposes of applying section 149(f) of the 1986 Code.

SEC. 5052. TREASURY REGULATIONS RELATING TO STUDENT LOAN BONDS.
If the Secretary of the Treasury or his delegate does not issue reg-

ulations under section 625 of the Tax Reform Act of 1984 and sec-
tion 148(g) of the Internal Revenue Code of 1986 before July 1, 1989,
the Secretary or his delegate shall before such date submit to the
Committee on Ways and Means of the House of Representatives and



the Committee on Finance of the Senate a report explaining why
such regulations were not issued.
SEC. 5053. RESTRICTIONS ON BONDS USED TO PROVIDE RESIDENTIAL

RENTAL PROPERTY FOR FAMILY UNITS.
(a) 501(c)(3) BONDS USED To PROVIDE RESIDENTIAL RENTAL HOUS-

ING FOR FAMILY UNITS MUST MEET TARGETING REQUIREMENTS.-
Section 145 of the 1986 Code (defining qualified 501(c)(3) bond) is
amended by redesignating subsection (d) as subsection (e) and by in-
serting after subsection (c) the following new subsection:

"(d) RESTRICTIONS ON BONDS USED To PROVIDE RESIDENTIAL
RENTAL HOUSING FOR FAMILY UNITS.-

"(1) IN GENERAL.-Except as otherwise provided in this sub-
section, a bond which is part of an issue shall not be a quali-
fied 501(c)(3) bond if any portion of the net proceeds of the issue
are to be used directly or indirectly to provide residential rental
property for family units.

"(2) EXCEPTION FOR BONDS USED TO PROVIDE QUALIFIED RESI-
DENTIAL 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 use of such property is pursuant to such issue,

"(B) qualified residential rental projects (as defined in
section 142(d)), or

"(C) property which is to be substantially rehabilitated in
a rehabilitation beginning within the 2-year period ending
I year after the date of the acquisition of such property.

"(3) SUBSTANTIAL REHABILITATION. -
"(A) IN GENERAL.-Except as provided in subparagraph

(B), rules similar to the rules of section 48(g)(1)(C) shall
apply in determining for purposes of paragraph (2)(C)
whether property is substantially rehabilitated.

"(B) EXCEPTION.-For purposes of subparagraph (A),
clause (ii) of section 48(g)(1)(C) shall not apply, but the Sec-
retary may extend the 24-month period in section
48(g)(1)(C)(i) where appropriate due to circumstances not
within the control of the owner. "

(b) RESIDENTIAL RENTAL PROJECT NOT LOCATED WITHIN JURIS-
DICTION OF ISSUER TREATED AS INVESTMENT PROPERTY.-Paragraph
(2) of section 148(b) of the 1986 Code (defining investment property)
is amended by striking out "or" at the end of subparagraph (C), by
striking out the period at the end of subparagraph (D) and inserting
in lieu thereof ", or' and by adding at the end thereof the follow-
ing new subparagraph:

"(E) in the case of a bond other than a private activity
bond, any residential rental property for family units
which is not located within the jurisdiction of the issuer
and which is not acquired to implement a court ordered or
approved housing desegregation plan."

(c) EFFECTIVE DATE.-
(1) IN GENERAL.-The amendments made by this section shall

apply to obligations issued after October 21, 1988.



(2) EXCEPTION FOR CONSTRUCTION OR BINDING AGREEMENT.-
(A) The amendments made by this section shall not apply

to bonds (other than refunding bonds) with respect to a fa-
cility--

(i)(I) the original use of which begins with the tax-
payer, and the construction, reconstruction, or rehabili-
tation of which began before July 14, 1988, and was
completed on or after such date, or

(II) the original use of which begins with the taxpay-
er and with respect to which a binding contract to
incur significant expenditures for construction, recon-
struction, or rehabilitation was entered into before July
14, 1988, and some of such expenditures are incurred
on or after such date, and

(ii) described in an inducement resolution or other
comparable preliminary approval adopted by an issu-
ing authority (or by a voter referendum) before July 14,
1988.

For purposes of the preceding sentence, the term "signifi-
cant expenditures" means expenditures greater than 10 per-
cent of the reasonably anticipated cost of the construction,
reconstruction, or rehabilitation of the facility involved.

(B) Subparagraph (A) shall not apply to any bond issued
after December 31, 1989, and shall not apply unless it is
reasonably expected (at the time of issuance of the bond)
that the facility will be placed in service before January 1,
1990.

(3) REFUNDINGS.-The amendments made by this section
shall not apply to any bond issued to refund (or which is part
of a series of bonds issued to refund) a bond issued before July
15, 1988, if-

(A) the average maturity date of the issue of which the
refunding bond is a part is not later than the average ma-
turity date of the bonds to be refunded by such issue,

(B) the amount of the refunding bond does not exceed the
outstanding amount of the refunded bond, and

(C) the proceeds of the refunding bond are used to redeem
the refunded bond not later than 90 days after the date of
the issuance of the refunding bond.

For purposes of subparagraph (A), average maturity shall be de-
termined in accordance with section 147(b) of the 1986 Code.

Subtitle G-Excise Tax Provisions
SEC. 5061. IMPOSITION OF EXCISE TAX ON MANUFACTURE OR IMPORTA-

TION OF PIPE TOBACCO.
(a) IN GENERAL.-Section 5701 of the 1986 Code (relating to rate

of tax on cigarettes, etc.) is amended by redesignating (f) as subsec-
tion (g) and by inserting after subsection (e) the following new sub-
section:

"(f) PIPE TOBACCO.-On pipe tobacco, manufactured in or import-
ed into the United States, there shall be imposed a tax of 45 cents



per pound (and a proportionate tax at the like rate on all fractional
parts of a pound). "

(b) PIPE TOBACCO DEFINED.-Section 5702 of the 1986 Code (relat-
ing to definitions) is amended by adding at the end thereof the fol-
lowing new subsection:

"(6) PIPE TOBAccO.-The term 'pipe tobacco' means any tobacco
which, because of its appearance, type, packaging, or labeling, is
suitable for use and likely to be offered to, or purchased by, consum-
ers as tobacco to be smoked in a pipe."

(c) TECHNICAL AMENDMENTS.-

(1) Subsection (c) of section 5702 of the 1986 Code (defining
tobacco products) is amended by striking out "and smokeless to-
bacco" and inserting in lieu thereof "smokeless tobacco, and
pipe tobacco".

(2) Subsection (d) of section 5702 of the 1986 Code (defining
tobacco products) is amended by striking out "or smokeless to-
bacco" and inserting in lieu thereof "smokeless tobacco, or pipe
tobacco ".

(3) The chapter heading for chapter 52 of the 1986 Code is
amended to read as follows:

"CHAPTER 52-CIGARS, CIGARETTES, SMOKELESS TOBACCO,
PIPE TOBACCO, AND CIGARETTE PAPERS AND TUBES'"

(4) The table of chapters for subtitle E is amended by striking
the item relating to chapter 52 and inserting in lieu thereof the
following new item:

"Chapter 52. Cigars, cigarettes, smokeless tobacco, pipe tobacco, and cigarette papers
and tubes .

(d) EFFECTIVE DATE.-
(1) IN GENERAL.-The amendments made by this section shall

apply to pipe tobacco removed (within the meaning of section
5702(k) of the 1986 Code) after December 31, 1988.

(2) TRANSITIONAL RULE.-Any person who-
(A) on the date of the enactment of this Act, is engaged

in business as a manufacturer of pipe tobacco, and
(B) before January 1, 1989, submits an application under

subchapter B of chapter 52 of the 1986 Code to engage in
such business,

may, notwithstanding such subchapter B, continue to engage in
such business pending final action on such application. Pend-
ing such final action, all provisions of chapter 52 of the 1986
Code shall apply to such applicant in the same manner and to
the same extent as if such applicant were a holder of a permit
to manufacture pipe tobacco under such chapter 52.

(e) FLOOR STOCKS TAX.-
(1) IMPOSITION OF TAx.-On pipe tobacco manufactured in or

imported into the United States which is removed before Janu-
ary 1, 1989, and held on such date for sale by any person, there
is hereby imposed a tax of 45 cents per pound (and a proportion-
ate tax at the like rate on all fractional parts of a pound).

(2) LIABILITY FOR TAX AND METHOD OF PAYMENT.-



(A) LIABILITY FOR TAx.-A person holding pipe tobacco
on January 1, 1989, to which the tax imposed by paragraph
(1) applies shall be liable for such tax.

(B) METHOD OF PAYMENT.-The tax imposed by para-
graph (1) shall be treated as a tax imposed by section 5701
of the 1986 Code and shall be due and payable on February
14, 1989, in the same manner as the tax imposed by such
section is payable with respect to pipe tobacco removed on
or after January 1, 1989.

(C) TREATMENT OF PIPE TOBACCO IN FOREIGN TRADE

zoNEs.-Notwithstanding the Act of June 18, 1934 (48 Stat.
998, 19 U.S.C. 81a) or any other provision of law, pipe to-
bacco which is located in a foreign trade zone on January
1, 1989, shall be subject to the tax imposed by paragraph (1)
and shall be treated for purposes of this subsection as held
on such date for sale if-

(i) internal revenue taxes have been determined, or
customs duties liquidated, with respect to such pipe to-
bacco before such date pursuant to a request made
under the first proviso of section 3(a) of such Act, or

(ii) such pipe tobacco is held on such date under the
supervision of a customs officer pursuant to the second
proviso of such section 3(a).

Under regulations prescribed by the Secretary of the
Treasury or his delegate, provisions similar to sections 5706
and 5708 of the 1986 Code shall apply to pipe tobacco with
respect to which tax is imposed by paragraph (1) by reason
of this subparagraph.

(3) PIPE TOBACCO.-For purposes of this subsection, the term
"pipe tobacco" shall have the meaning given to such term by
subsection (o) of section 5702 of the 1986 Code.

(4) EXCEPTION WHERE LIABILITY DOES NOT EXCEED siooo.-No
tax shall be imposed by paragraph (1) on any person if the tax
which would but for this paragraph be imposed on such person
does not exceed $1,000. For purposes of the preceding sentence,
all persons who are treated as a single taxpayer under section
5061(e)(3) of the 1986 Code shall be treated as I person.

SEC. 5063. MODIFICATION OF DISTILLED SPIRITS TAX CREDIT FOR FLA-
VORS CONTENT.

(a) IN GENERAL.-Subparagraph (B) of section 5010(c)(2) of the
1986 Code (defining flavors content) is amended by striking out the
"and" at the end of clause (i), by redesignating clause (ii) as clause
(iii), and by inserting after clause (i) the following new clause:

"(ii) alcohol derived from flavors distilled at a dis-
tilled spirits plant, and"

(b) EFFECTIVE DATE.-The amendments made by this section shall
apply with respect to distilled spirits withdrawn from bond after
the date of the enactment of this Act.



Subtitle H-Other Revenue Increase Provisions

"SEC. 5071. INCREASE IN PENALTY FOR BAD CHECKS.

(a) GENERAL RULE.-Section 6657 of the 1986 Code (relating to

bad checks) is amended-
(1) by striking out "1 percent" and inserting in lieu thereof "2

percent ".
(2) by striking out "$500" and inserting in lieu thereof

"$7507, and
(3) by striking out "$5" and inserting in lieu thereof "$15".

(b) EFFECTIVE DATE.-The amendment made by subsection (a)

shall apply to checks or money orders received after the date of the
enactment of this Act.

SEC. 5072. TIME FOR PA YMENT OF TAX ON REVERSION OF PENSION PLAN
ASSETS.

(a) IN GENERAL.-Section 4980(c) of the 1986 Code is amended by
adding at the end thereof the following new paragraph:

"(4) TIME FOR PAYMENT OF TAx.-For purposes of subtitle F,
the time for payment of the tax imposed by subsection (a) shall
be the last day of the month following the month in which the
employer reversion occurs."

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to reversions after December 31, 1988.

SEC. 5073. DENIAL OF DEDUCTION FOR CERTAIN RESIDENTIAL TELEPHONE
SER VICE.

(a) GENERAL RULE. -Section 262 of the 1986 Code (relating to per-
sonal, living, and family expenses) is amended to read as follows:

"'SEC. 262. PERSONAL, LIVING, AND FAMILY EXPENSES.

"(a) GENERAL RULE.-Except as otherwise expressly provided in
this chapter, no deduction shall be allowed for personal, living, or
family expenses.

"(b) TREATMENT OF CERTAIN PHONE EXPENSES.-For purposes of
subsection (a), in the case of an individual, any charge (including
taxes thereon) for basic local telephone service with respect to the 1st
telephone line provided to any residence of the taxpayer shall be
treated as a personal expense."

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1988.

SEC. 5074. PARTNERSHIP REPORTING OF UNRELATED BUSINESS TAXABLE
INCOME.

(a) IN GENERAL.-Section 6031 of the 1986 Code is amended by
adding at the end thereof the following new subsection:

"(d) SEPARATE STATEMENT OF ITEMS OF UNRELATED BUSINESS
TAXABLE INCOME. -In the case of any partnership regularly carrying

on a trade or business (within the meaning of section 512(c)(1)), the
information required under subsection (b) to be furnished to its part-
ners shall include such information as is necessary to enable each
partner to compute its distributive share of partnership income or
loss from such trade or business in accordance with section 512(a)(1),
but without regard to the modifications described in paragraphs (8)
through (15) of section 512(b)."



(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1988.
SEC. 5075. OPTIONS SUBJECT TO WASH SALE RULES.

(a) IN GENERAL.-Subsection (a) of section 1091 of the 1986 Code
(relating to losses from wash sales of stock or securities) is amended
by adding at the end thereof the following sentence: "For purposes
of this section, the term 'stock or securities shall, except as provided
in regulations, include contracts or options to acquire or sell stock
or securities.'

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply with respect to any sale after the date of enactment of
this Act, in taxable years ending after such date.

SEC. 5076. INTEREST CHARGE ON INSTALLMENT SALES OF CERTAIN PROP-
ERTY.

(a) GENERAL RuLE.-Paragraph (1) of section 453A(b) of the 1986
Code is amended to read as follows:

"(1) IN GENERAL.-This section shall apply to any obligation
which arises from the disposition of any property under the in-
stallment method, but only if the sales price of such property
exceeds $150,000."

(b) CLERICAL AMENDMENTS.-

(1) The section heading of section 453A of the 1986 Code is
amended by striking out "OF REAL PROPERTY".

(2) The table of sections of subpart B of part 11 of subchapter
A of chapter 1 of the 1986 Code is amended by striking out "of
real property" in the item relating to section 453A.

(c) EFFECTIVE DATE.-
(1) IN GENERAL.-Except as provided in paragraph (2), the

amendments made by this section shall apply to sales after De-
cember 31, 1988.

(2) BINDING CONTRACT, ETC.-The amendments made by this
section shall not apply to any sale on or before December 31,
1990, if-

(A) such sale is pursuant to a written binding contract in
effect on October 21, 1988, and at all times thereafter before
such sale,

(B) such sale is pursuant to a letter of intent in effect on
October 21, 1988, or

(C) there is a board of directors or shareholder approval
for such sale on or before October 21, 1988.

SEC. 5077. APPLICATION OF NET OPERATING LOSS RULES TO STOCK AC-
QUIRED BY AN EMPLOYEE STOCK OWNERSHIP PLAN.

(a) IN GENERAL.-Clause (ii) of section 382(1)(3)(C) of the 1986
Code is amended by striking "and" at the end of subclause (I), by
striking the period at the end of subclause (I) and inserting in lieu
thereof ' and", and by adding at the end thereof the following:

"(III) immediately after the acquisition the plan has
a number of participants which is not less than 50 per-
cent of the average number of employees of the loss cor-
poration during the 3-year period ending with such ac-
quisition.

for purposes of subclause (III), except as provided in regula-
tions, all members of an affiliated group which includes



the loss corporation and which files a consolidated return
shall be treated as 1 loss corporation.

(b) EFFECTIVE DATE.-

(1) IN GENERAL.-The amendment made by subsection (a)
shall apply to acquisition after December 31, 1988.

(2) ExcEPTIoN.-The amendment made by subsection (a) shall
not apply to acquisitions after December 31, 1988, pursuant to a
binding written contract entered into on or before October 21,
1988.

TITLE VI-OTHER SUBSTANTIVE REVENUE
PRO VISIONS

Subtitle A-Provisions Relating to Individuals

SEC. 6001. TREATMENT OF CERTAIN AMOUNTS PAID TO OR FOR THE BENE-
FIT OF AN INSTITUTION OF HIGHER EDUCATION.

(a) IN GENERAL. -Section 170 of the 1986 Code is amended by re-
designating subsection (m) as subsection (n) and by inserting after
subsection (l) the following new subsection:

"(m) TREATMENT OF CERTAIN AMOUNTS PAID TO OR FOR THE BEN-
EFIT OF INSTITUTIONS OF HIGHER EDUCATION.-

"(1) IN GENERAL.-For purposes of this section, 80 percent of
any amount described in paragraph (2) shall be treated as a
charitable contribution.

"(2) AMOUNT DESCRIBED.-For purposes of paragraph (1), an
amount is described in this paragraph if-

"(A) the amount is paid by the taxpayer to or for the ben-
efit of an educational organization-

"(i) which is described in subsection (b)(1)(A)(ii), and
"(ii) which is an institution of higher education (as

defined in section 3304(f)), and
"(B) such amount would be allowable as a deduction

under this section but for the fact that the taxpayer receives
(directly or indirectly) as a result of paying such amount
the right to purchase tickets for seating at an athletic event
in an athletic stadium of such institution.

If any portion of a payment is for the purchase of such tickets,
such portion and the remaining portion (if any) of such pay-
ment shall be treated as separate amounts for purposes of this
subsection. "

(b) EFFECTIVE DATE.-

(1) IN GENERAL.-The amendment made by this section shall
apply to taxable years beginning after December 31, 1983.

(2) WAIVER OF STATUTE OF LIMITATIONS. -If on the date of the
enactment of this Act (or at any time within 1 year after such
date of enactment) refund or credit of any overpayment of tax
resulting from the application of section 170(m) of the 1986
Code (as added by subsection (a)) is barred by any law or rule of
law, refund or credit of such overpayment shall, nevertheless, be
made or allowed if claim therefore is filed before the date 1
year after the date of the enactment of this Act.



SEC. 6002. NONRECOGNITION OF GAIN WHERE 1 SPOUSE DIES BEFORE OC-
CUPYING NEW RESIDENCE.

(a) IN GENERAL. -Subsection (g) of section 1034 of the 1986 Code
(relating to rollover of gain on sale of principal residence) is amend-
ed by adding at the end thereof the following: "For purposes of this
subsection, except to the extent provided in regulations, in the case
of an individual who dies after the date of the sale of the old resi-
dence and is married on the date of death, consent to the applica-
tion of paragraph (2) by such individual's spouse and use of the new
residence as the principal residence of such spouse shall be treated
as consent and use by such individual."

(b) EFFECTIVE DATE.-The amendment made by paragraph (1)
shall apply to sales and exchanges of old residences (within the
meaning of section 1034 of the 1986 Code) after December 31, 1984,
in taxable years ending after such date.

SEC. 6003. MEALS ON CERTAIN VESSELS AND OFFSHORE OIL PLATFORMS
EXEMPT FROM 80 PERCENT LIMITATION ON DEDUCTION FOR
MEALS.

(a) IN GENERAL.-Paragraph (2) of section 274(n) of the 1986 Code
(relating to only 80 percent of meal and entertainment expenses al-
lowed as deduction), as amended by title I of this Act, is amended
by striking out "or" at the end of subparagraph (D), by striking out
the period at the end of subparagraph (E) and inserting in lieu
thereof ", or", and by adding at the end thereof the following new
subparagraph:

"(F) such expense is for food or beverages-
"(i) required by Federal law to be provided to crew

members of a commercial vessel,
"(ii) provided to crew members of a commercial

vessel-
"(I) which is operating on the Great Lakes, the

Saint Lawrence Seaway, or any inland waterway
of the United States, and

"(II) which is of a kind which would be required
by Federal law to provide food and beverages to
crew members if it were operated at sea,

"(iii) provided on an oil or gas platform or drilling
rig if the platform or rig is located offshore, or

"(iv) provided on an oil or gas platform or drilling
rig, or at a support camp which is in proximity and in-
tegral to such platform or rig, if the platform or rig is
located in the United States north of 54 degrees north
latitude. "

Clauses (i) and (ii) of subparagraph (F) shall not apply to ves-
sels primarily engaged in providing luxury water transportation
(determined under the principles of subsection (m))."

(b) EFFECTIVE DATES.-

(1) Clauses (i) and (ii) of section 274(n)(2)(F) of the 1986 Code,

as added by subsection (a), shall apply to taxable years begin-
ning after December 31, 1988.

(2) Clauses (iii) and (iv) of section 274(n)(2)(F) of the 1986

Code, as added by subsection (a), shall apply to taxable years

beginning after December 31, 1987.



SEC. 6004. TREATMENT OF CERTAIN INNOCENT SPOUSES.

Subsection (c) of section 424 of the Tax Reform Act of 1984 (relat-

ing to innocent spouse relieved of liability in certain cases) is

amended by adding at the end thereof the following new paragraph:
"(3) TRANSITIONAL RULE.-If-

"(A) a joint return under section 6013 of the Internal
Revenue Code of 1954 was filed before January 1, 1985.

"(B) on such return there is an understatement (as de-
fined in section 6661(b)(2)(A) of such Code) which is attrib-
utable to disallowed deductions attributable to activities of
one spouse,

"(C) the amount of such disallowed deductions exceeds
the taxable income shown on such return,

"(D) without regard to any determination before October
21, 1988, the other spouse establishes that in signing the
return he or she did not know, and had no reason to know,
that there was such an understatement, and

"(E) the marriage between such spouses terminated and
immediately after such termination the net worth of the
other spouse was less than $10,000

notwithstanding any law or rule of law (including res judicata),
the other spouse shall be relieved of liability for tax (including
interest, penalties, and other amounts) for such taxable year to
the extent such liability is attributable to such understatement,
and, to the extent the liability so attributable has been collected
from such other spouse, it shall be refunded or credited to such
other spouse. No credit or refund shall be made under the pre-
ceding sentence unless claim therefor has been submitted to the
Secretary of the Treasury or his delegate before the date 1 year
after the date of the enactment of this paragraph, and no inter-
est on such credit or refund shall be allowed for any period
before such date of enactment. ".

SEC. 6005. INTERIM TREATMENT OF CERTAIN AMOUNTS AWARDED TO
CHRISTA McA ULIFFE FELLOWS.

(a) IN GENERAL.-In the case of an individual who is a Christa
McAuliffe Fellow (as defined in section 561(b) of the Higher Educa-
tion Act of 1965) and is awarded a fellowship pursuant to section
561 of such Act, for purposes of the 1986 Code, gross income shall
not include any amount of such fellowship award-

(1) which is expended for a project approved by the Secretary
of Education pursuant to section 563(b) of such Act, and

(2) which is not expended directly or indirectly for the person-
al use or benefit of such individual.

(b) EFFECTIVE DATE.-Subsection (a) shall apply to amounts re-
ceived before July 1, 1990, in taxable years beginning before such
date.

SEC. 6006. ELECTION TO CLAIM CERTAIN UNEARNED INCOME OF CHILD ON
PARENT'S RETURN.

(a) IN GENERAL.-Subsection (i) of section 1 of the 1986 Code (re-
lating to persons required to make returns of income) is amended by
adding at the end thereof the following new paragraph:

"(7) ELECTION TO CLAIM CERTAIN UNEARNED INCOME OF CHILD

ON PARENT'S RETURN.-



"(A) IN GENERAL. -If-
"(i any child to whom this subsection applies has

gross income for the taxable year only from interest
and dividends (including Alaska Permanent Fund
dividends),

"(ii) such gross income is more than $500 and less
than $5,000,

"(iii) no estimated tax payments for such year are
made in the name and TIN of such child, and no
amount has been deducted and withheld under section
3406, and

"(iv) the parent of such child (as determined under
paragraph (5)) elects the application of subparagraph
(B),

such child shall be treated as having no gross income for
such year and shall not be required to file a return under
section 6012.

"(B) INCOME INCLUDED ON PARENT'S RETURN.-In the case
of a parent making the election under this paragraph-

"(i) the gross income of each child to whom such
election applies (to the extent the gross income of such
child exceeds $1,000) shall be included in such parent's
gross income for the taxable year,

"(ii) the tax imposed by this section for such year
with respect to such parent shall be the amount equal
to the sum of-

"(I) the amount determined under this section
after the application of clause (i), plus

"(II) for each such child, the lesser of $75 or 15
percent of the excess of the gross income of such
child over $500, and

"(iii) any interest which is an item of tax preference
under section 57(a)(5) of the child shall be treated as
an item of tax preference of such parent (and not of
such child).

"(C) REGULATIONS. -The Secretary shall prescribe such
regulations as may be necessary or appropriate to carry out
the purposes of this paragraph."

(b) EFFECTIVE DATE.-The amendment made by this section shall
apply to taxable years beginning after December 31, 1988.

SEC. 6007. JURY DUTY PAY REMITTED TO AN INDIVIDUAL'S EMPLOYER AL-
LOWED AS A DEDUCTION IN COMPUTING GROSS INCOME.

(a) IN GENERAL.-Part VII of subchapter B of chapter 1 of the
1986 Code (relating to additional itemized deductions for individ-
uals) is amended by redesignating section 220 as section 221 and by
inserting after section 219 the following new section:

"SEC. 220. JURY DUTY PAY REMITTED TO EMPLOYER.

"If- "(1) an individual receives payment for the discharge of jury
duty, and

"(2) the employer of such individual requires the individual
to remit any portion of such payment to the employer in ex-



change for payment by the employer of compensation for the

period the individual was performing jury duty,

then there shall be allowed as a deduction the amount so remit-
ted. ".

(b) DEDUCTION ALLOWED IN ARRIVING AT ADJUSTED GROSS

INCOME.-Subsection (a) of section 62 of the 1986 Code (defining ad-
justed gross income) is amended by inserting after paragraph (12)

the following new paragraph:
"(13) JURY DUTY PAY REMITTED TO EMPLOYER.-The deduction

allowed by section 220. ".
(C) CLERICAL AMENDMENT.-The table of sections for part VII of

subchapter B of chapter 1 of the 1986 Code is amended by striking
out the item relating to section 220 and inserting in lieu thereof the
following new items:
"Sec. 220. Jury duty pay remitted to employer.
"Sec. 221. Cross references.

(d) EFFECTIVE DATE.-The amendments made by this section
shall apply as if included in the amendments made by section 132
of the Tax Reform Act of 1986.

SEC 6008. BUSINESS USE OF AUTOMOBILES BY RURAL MAIL CARRIERS.

(a) 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, such employee shall be per-
mitted to compute the amount allowable as a deduction under chap-
ter 1 of the Internal Revenue Code of 1986 for the use of an automo-
bile in performing such services by using a standard mileage rate
for all miles of such use equal to 150 percent of the basic standard
rate.

(b) SUBSECTION (a) NOT To APPLY IF EMPLOYEE CLAIMS DEPRECIA-

TION DEDUCTIONS FOR AUTOMOBILE.-Subsection (a) shall not apply
with respect to any automobile if for any taxable year beginning
after December 31, 1987, the taxpayer claimed depreciation deduc-
tions for such automobile.

(c) BASIC STANDARD RATE.-For purposes of this section, the term

"basic standard rate" means the standard mileage rate which is
prescribed by the Secretary of the Treasury or his delegate for com-
puting the amount of the deduction for the business use of an auto-
mobile and which-

(1) is in effect at the time of the use referred to in subsection
(a),

(2) applies to an automobile which is not fully depreciated,
and

(3) applies to the first 15,000 miles (or such other number as
the Secretary of the Treasury or his delegate may hereafter pre-
scribe) of business use during the taxable year.

(d) EFFECTIVE DATE.-The provisions of this section shall apply to
taxable years beginning after December 31, 1987.

SEC. 6009. EXCLUSION FROM GROSS INCOME FOR INCOME FROM UNITED
STA TES SA VINGS BONDS USED TO PA Y TUITION AND FEES.

(a) IN GENERAL.-Part III of subchapter B of chapter 1 of the

1986 Code (relating to items specifically excluded from gross income)
is amended by redesignating section 135 as section 136 and by in-
serting after section 134 the following new section:



"SEC. 135. INCOME FROM UNITED STATES SAVINGS BONDS USED TO PAY
HIGHER EDUCATION TUITION AND FEES

"(a) GENERAL RULE.-In the case of an individual who pays
qualified higher education expenses during the taxable year, no
amount shall be includible in gross income by reason of the redemp-
tion during such year of any qualified United States savings bond.

"(b) LIMITATIONS.-
"(1) LIMITATION WHERE REDEMPTION PROCEEDS EXCEED

HIGHER EDUCATION EXPENSES.-
"(A) IN GENERAL.-If-

"(i) the aggregate proceeds of qualified United States
savings bonds redeemed by the taxpayer during the tax-
able year exceed

"(ii) the qualified higher education expenses paid by
the taxpayer during such taxable year,

the amount excludable from gross income under subsection
(a) shall not exceed the applicable fraction of the amount
excludable from gross income under subsection (a) without
regard to this subsection.

"(B) APPLICABLE FRACTION.-For purposes of subpara-
graph (A), the term 'applicable fraction' means the fraction
the numerator of which is the amount described in sub-
paragraph (A)(ii) and the denominator of which is the
amount described in subparagraph (A)(i).

"(2) LIMITATION BASED ON MODIFIED ADJUSTED GROSS
INCOME. -

"(A) IN GENERAL.-If the modified adjusted gross income
of the taxpayer for the taxable year exceeds $40,000 ($60,000
in the case of a joint return), the amount which would (but
for this paragraph) be excludable from gross income under
subsection (a) shall be reduced (but not below zero) by the
amount which bears the same ratio to the amount which
would be so excludable as such excess bears to $15,000
($30,000 in the case of a joint return).

"(B) INFLATION ADJUSTMENT.-In the case of any taxable
year beginning in a calendar year after 1990, each dollar
amount contained in subparagraph (A) shall be increased
by an amount equal to-

"(i) such dollar amount, multiplied by
"(ii) the cost-of-living adjustment under section 1(f)(3)

for the calendar year in which the taxable year begins,
determined by substituting 'calendar year 1989' for
'calendar year 1987' in subparagraph (B) thereof

"(C) RoUNDING.-If any amount as adjusted under sub-
paragraph (A) or (B) is not a multiple of $50, such amount
shall be rounded to the nearest multiple of $50 (or if such
amount is a multiple of $25, such amount shall be rounded
to the next highest multiple of $50).

"(c) DEFINITIoNS.-For purposes of this section-
"(1) QUALIFIED UNITED STATES SAVINGS BOND.-The term

'qualified United States savings bond' means any United States
savings bond issued-

"(A) after December 31, 1989,



"(B) to an individual who has attained age 24 before the
date of issuance, and

"(C) at discount under section 3105 of title 31, United
States Code.

"(2) QUALIFIED HIGHER EDUCATION EXPENSES.-

"(A) IN GENERAL-The term 'qualified higher education
expenses' means tuition and fees required for the enroll-
ment or attendance of-

"(i) the taxpayer,
"(ii) the taxpayer's spouse, or
"(iii) any dependent of the taxpayer with respect to

whom the taxpayer is allowed a deduction under sec-
tion 151,

at an eligible educational institution.
"(B) EXCEPTION FOR EDUCATION INVOLVING SPORTS,

ETC.-Such term shall not include expenses with respect to
any course or other education involving sports, games, or
hobbies other than as part of a degree program.

"(3) ELIGIBLE EDUCATIONAL INSTITUTION.-The term 'eligible
educational institution' means-

"(A) an institution described in section 1201(a) or sub-
paragraph (C) or (D) of section 481(a)(1) of the Higher Edu-
cation Act of 1965 (as in effect on October 21, 1988), and

"(B) an area vocational education school (as defined in
subparagraph (C) or (D) of section 521(3) of the Carl D. Per-
kins Vocational Education Act) which is in any State (as
defined in section 521(27) of such Act), as such sections are
in effect on October 21, 1988.

"(4) MODIFIED ADJUSTED GROSS INCOME.-The term 'modified
adjusted gross income' means the adjusted gross income of the
taxpayer for the taxable year determined-

"(A) without regard to this section and sections 911, 931,
and 933, and

"(B) after the application of sections 86, 469, and 219.
"(d) SPECIAL RULES. -

"(1) ADJUSTMENT FOR CERTAIN SCHOLARSHIPS AND VETERANS

BENEFITS.-The amount of qualified higher education expenses
otherwise taken into account under subsection (a) with respect
to the education of an individual shall be reduced (before the
application of subsection (b)) by the sum of the amounts re-
ceived with respect to such individual for the taxable year as-

"(A) a qualified scholarship which under section 117 is
not includable in gross income,

"(B) an educational assistance allowance under chapter
30, 31, 32, 34, or 35 of title 38, United States Code, or

"(C) a payment (other than a gift, bequest, devise, or in-
heritance within the meaning of section 102(a)) for educa-
tional expenses, or attributable to attendance at an eligible
educational institution, which is exempt from income tax-
ation by any law of the United States.

"(2) No EXCLUSION FOR MARRIED INDIVIDUALS FILING SEPA-

RATE RETURNS.-If the taxpayer is a married individual (within



the meaning of section 7703), this section shall apply only if the
taxpayer and his spouse file a joint return for the taxable year.

"(3) REGULATIONS.-The Secretary may prescribe such regula-
tions as may be necessary or appropriate to carry out this sec-
tion, including regulations requiring record keeping and infor-
mation reporting."

(b) PROMOTION OF PUBLIC AWARENESS OF PROGRAM.-The Secre-
tary of the Treasury or his delegate shall take such actions as may
be necessary to make the general public aware of the program estab-
lished by this section.

(c) TECHNICAL AMENDMENTS. -
(1) Subparagraph (A) of section 86(b)(2) of the 1986 Code is

amended by inserting "135, " before "911 ".
(2) Clause (i) of section 219(g)(3)(A) of the 1986 Code is amend-

ed by striking "section 911" and inserting "sections 135 and
911".
(3) Subparagraph (D) of section 469(i)(3) of the 1986 Code is

amended by redesignating clauses (ii) and (iii) as clauses (iii)
and (iv), respectively, and by inserting after clause (i) the follow-
ing new clause:

"(ii) the amount excludable from gross income under
section 135, ".

(4) The table of sections for part III of subchapter B of chap-
ter 1 of the 1986 Code is amended by striking the last item and
inserting the following new items:

"Sec. 135. Income from United States savings bonds used to pay higher education tui-
tion and fees.

"Sec. 136. Cross references to other Acts."

(d) EFFECTIVE DATE.-The amendments made by this section
shall apply to taxable years beginning after December 31, 1989.

(e) PARENTAL ASSISTANCE WITH TUITION STAMP STUDY.-The Sec-
retary of the Treasury or his delegate, after consultation with the
Secretary of Education or his delegate, shall conduct a study of the
feasibility of using stamps or similar programs to encourage and fa-
cilitate savings by parents towards the purchase of Series EE bonds
eligible for the exclusion provided under the amendments made by
this section. Not later than December 31, 1989, the Secretary of the
Treasury or his delegate shall submit the results of such study, to-
gether with any recommendations deemed appropriate, to the Com-
mittee on Ways and Means of the House of Representatives and the
Committee on Finance of the Senate.
SEC. 6010. MODIFICATION OF ADDITIONAL EXEMPTION FOR STUDENT DE-

PENDENTS.
(a) IN GENERAL.-Clause (ii) of section 151(c)(1)(B) of the 1986

Code (relating to additional exemption for dependents) is amended
by inserting "who has not attained the age of 24 at the close of such
calendar year" before the period.

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1988.
SEC. 6011. PRINCIPAL RESIDENCE CAPITAL GAINS EXCLUSION.

(a) IN GENERAL.-Subsection (d) of section 121 of the Internal
Revenue Code of 1986 (relating to one-time exclusion of gain from



sale of principal residence by individual who has attained age 55) is
amended by adding at the end thereof the following new paragraph:

"(9) DETERMINATION OF USE DURING PERIODS OF OUT-OF-RESI-

DENCE CARE.-In the case of a taxpayer who-
"(A) becomes physically or mentally incapable of self

care, and
"(B) owns property and uses such property as the taxpay-

er's principal residence during the 5-year period described
in subsection (a)(2) for periods aggregating at least 1 year,

then the taxpayer shall be treated as using such property as the
taxpayer's principal residence during any time during such 5-
year period in which the taxpayer owns the property and resides
in any facility (including a nursing home) licensed by a State or
political subdivision to care for an individual in the taxpayer's
condition. "

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply with respect to any sale or exchange after September 30,
1988, in taxable years ending after such date.

Subtitle B-Provisions Relating to Accounting
and Agriculture

SEC. 6026. AMENDMENTS TO UNIFORM CAPITALIZATION RULES.
(a) TREATMENT OF CERTAIN PRODUCERS OF CREATIVE PROPERTY.-

Section 263A of the 1986 Code is amended by redesignating subsec-
tion (h) as subsection (i) and by inserting after subsection (g) the fol-
lowing new subsection:

"(h) EXEMPTION FOR FREE LANCE AUTHORS, PHOTOGRAPHERS, AND

ARTISTS.-
"(1) IN GENERAL-Nothing in this section shall require the

capitalization of any qualified creative expense.
"(2) QUALIFIED CREATIVE EXPENSE.-For purposes of this sub-

section, the term 'qualified creative expense' means any ex-
pense-

"(A) which is paid or incurred by an individual in the
trade or business of such individual (other than as an em-
ployee) of being a writer, photographer, or artist, and

"(B) which, without regard to this section, would be al-
lowable as a deduction for the taxable year.

Such term does not include any expense related to printing,
photographic plates, motion picture films, video tapes, or simi-
lar items.

"(3) DEFINITIONS.-For purposes of this subsection-
"(A) WRITER.-The term 'writer' means any individual if

the personal efforts of such individual create (or may rea-
sonably be expected to create) a literary manuscript, musi-
cal composition (including any accompanying words), or
dance score.

"(B) PHOTOGRAPHER. -The term 'photographer' means
any individual if the personal efforts of such individual
create (or may reasonably be expected to create) a photo-
graph or photographic negative or transparency.



"(C) ARTIST.-
"(i) IN GENERAL.-The term 'artist' means any indi-

vidual if the personal efforts of such individual create
(or may reasonably be expected to create) a picture,
painting, sculpture, statue, etching, drawing, cartoon,
graphic design, or original print edition.

Vi) CRITERMA.-In determining whether any expense
is paid or incurred in the trade or business of being an
artist, the following criteria shall be taken into ac-
count:

"(I) The originality and uniqueness of the item
created (or to be created).

"() The predominance of aesthetic value over
utilitarian value of the item created (or to be cre-
ated).

"(D) TREATMENT OF CERTAIN PERSONAL SERVICE CORPORA-

TIONS. -

"(i) IN GENERAL.-In the case of a personal service
corporation, this subsection shall apply to any expense
of such corporation which directly relates to the activi-
ties of the qualified employee-owner in the same
manner as if such expense were incurred by such em-
ployee-owner.

"(ii) QUALIFIED EMPLOYEE-OWNER.--The term 'quali-
fied employee-owner' means any individual who is an
employee-owner of the personal service corporation and
who is a writer, photographer, or artist, but only if sub-
stantially all of the stock of such corporation is owned
by such individual and members of his family (as de-
fined in section 267(c)(4)).

"(iii) PERSONAL SERVICE CORPORATION. -For purposes
of this subparagraph, the term 'personal service corpo-
ration' means any personal service corporation (as de-
fined in section 269A(b))."

(b) TREATMENT OF ANIMALS PRODUCED IN FARMING BUSINESS.--
(1) IN GENERAL.-Subparagraph (A) of section 263A(d)(1) of

the 1986 Code (relating to exception for farming businesses) is
amended to read as follows:

"(A) IN GENERAL-This section shall not apply to any of
the following which is produced by the taxpayer in a farm-
ing business:

"(i) Any animal.
"(ii) Any plant which has a preproductive period of 2

years or less."
(2) CONFORMING AMENDMENTS. -

(A) The heading of paragraph (1) of section 263(d) of the
1986 Code is amended to read as follows:

"(1) SECTION NOT TO APPLY TO CERTAIN PROPERTY.-".

(B) Subsections (d)(3) and (e) of section 263A of the 1986
Code are each amended by striking out "or animal" each
place it appears.

(c) TREATMENT OF PISTACHIO TREES. -Subparagraph (B) of section
263A(d)(2) of the 1986 Code (relating to certain persons not eligible)
is amended to read as follows:



"(B) CERTAIN PERSONS NOT ELIGIBLE.-No election may be
made under this paragraph by a corporation, partnership,
or tax shelter, if such corporation, partnership, or tax shel-
ter is required to use an accrual method of accounting
under section 447 or 448(a)(3)."

(d) EFFECTIVE DATES.-
(1) IN GENERAL.-Except as otherwise provided in this para-

graph, the amendments made by this section shall take effect as
if included in the amendments made by section 803 of the Tax
Reform Act of 1986.

(2) SUBSECTION (b).-
(A) IN GENERAL.-The amendments made by subsection

(b) shall apply to costs incurred after December 31, 1988, in
taxable years ending after such date.

(B) REVOCATION OF ELECTION.-If the taxpayer made an

election under section 263A(d)(3) of the 1986 Code for a tax-
able year beginning before January 1, 1989, such taxpayer
may, without the consent of the Secretary of the Treasury
or his delegate, revoke such election effective for the taxpay-
er's 1st taxable year beginning after December 31, 1988.

SEC 6027. TREATMENT OF SINGLE PURPOSE AGRICULTURAL OR HORTI-
CULTURAL STRUCTURES.

(a) IN GENERAL.-Paragraph (3) of section 168(e) of the 1986 Code
(relating to classification of property) is amended by redesignating
subparagraphs (D) and (E) as subparagraphs (E) and (F), respective-
ly, and by inserting after subparagraph (C) the following new sub-
paragraph:

"(D) 10-YEAR PROPERTY.-The term '10-year property' in-
cludes any single purpose agricultural or horticultural
structure (within the meaning of section 48(p))."

(b) TECHNICAL AMENDMENTS.-

(1) Subparagraph (C) of section 168(e)(3) of the 1986 Code is
amended by adding "and" at the end of clause (i), by striking
out clause (ii), and by redesignating clause (iii) as clause (ii).

(2) The table contained in subparagraph (B) of section
168(g)(3) of the 1986 Code is amended by striking out all that
follows the item relating to subparagraph (C)(i) and inserting in
lieu thereof the following new items:

" D ) ...................................................................................................... 1 5
(E)(i) ..................................................... 24
(E )(ii) ................................................................................................ 24
(F ) ................................................................................................... 50 ".

(c) EFFECTIVE DATE.-
(1) IN GENERAL.-Except as provided in paragraph (2), the

amendments made by this section shall apply to property placed
in service after December 31, 1988.

(2) EXCEPTION.-The amendments made by this section shall not

apply to any property if such property is placed in service before
January 1, 1990, and if such property-

(A) is constructed, reconstructed, or acquired by the tax-
payer pursuant to a written contract which was binding on
July 14, 1988, or

(B) is constructed or reconstructed by the taxpayer and
such construction or reconstruction began by July 14, 1988.



SEC. 6028. TREATMENT OF PROPERTY USED IN A FARMING BUSINESS.
(a) IN GENERAL.-Paragraph (2) of section 168(b) of the 1986 Code

(as amended by title I) is amended by striking out "or" at the end of
subparagraph (A), by redesignating subparagraph (B) as subpara-
graph (C), and by inserting after subparagraph (A) the following
new subparagraph:

"(B) any property used in a farming business (within the
meaning of section 263A(e)(4)), or".

(b) EFFECTIVE DATE.-
(1) IN GENERAL.-Except as provided in paragraph (2), the

amendments made by this section shall apply to property placed
in service after December 31, 1988.

(2) EXCEPTION.-The amendments made by this section shall
not apply to any property if such property is placed in service
before July 1, 1989, and if such property-

(A) is constructed, reconstructed, or acquired by the tax-
payer pursuant to a written contract which was binding on
July 14, 1988, or

(B) is constructed or reconstructed by the taxpayer and
such construction or reconstruction began by July 14, 1988.

SEC. 6029. TREATMENT OF CERTAIN TREES.
(a) IN GENERAL. -Subparagraph (D) of section 168(e)(3) of the 1986

Code (relating to classification of certain property), as amended by
section 6027 of this Act, is amended to read as follows:

"(D) 10-YEAR PROPERTY.-The term '10-year property' in-
cludes-

"(i) any single purpose agricultural or horticultural
structure (within the meaning of section 48(p)), and

"(ii) any tree or vine bearing fruit or nuts."
(b) ONLY STRAIGHT-LINE DEPRECIATION ALLOWED. -Paragraph (3)

of section 168(b) of the 1986 Code is amended by adding at the end
thereof the following new subparagraph:

"(D) Property described in subsection (e)(3)(D)(ii)."
(c) CLASS LIFE DETERMINATON.-The table contained in subpara-

graph (B) of section 168(g)(3) of the 1986 Code, as amended by sec-
tion 6027 of this Act, is amended by striking out the item relating to
subparagraph (D) and inserting in lieu thereof the following new
item:
"(D )(i) ................................................................................................................................ 1 5
(D )(ii) ................................................................................................................................. 2 0 ".

(d) EFFECTIVE DATE.-The amendments made by this section
shall apply to property placed in service after December 31, 1988.
SEC. 6030. ONE-YEAR DEFERRAL OF PROCEEDS FROM LIVESTOCK SOLD ON

ACCOUNT OF DROUGHT.
(a) IN GENERAL. -Paragraph (1) of section 451(e) of the 1986 Code

(relating to special rule for proceeds from livestock sold on account
of drought) is amended by striking out "(other than livestock de-
scribed in section 1231(b)(3))".

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to sales or exchanges occurring after December 31, 1987.



SEC. 6031. CERTAIN REPLEDGES PERMITTED.

(a) GENERAL RuLE.-Section 453A(d) of the 1986 Code (relating to
pledges, etc., of installment obligations) shall not apply to any
pledge after December 17, 1987, of an installment obligation to
secure any indebtedness if such indebtedness is incurred to refinance
indebtedness which was outstanding on December 17, 1987, and
which was secured on such date and all times thereafter before such
refinancing by a pledge of such installment obligation.

(b) LiMiTATIoN. -Subsection (a) shall not apply to the extent that
the principal amount of the indebtedness resulting from the refi-
nancing exceeds the principal amount of the refinanced indebted-
ness immediately before the refinancing.

(c) CERTAIN REFINANCINGS PERMITTED. -For purposes of subsec-
tion (a), if-

(1) a refinancing is attributable to the calling of indebtedness
by the creditor, and

(2) such refinancing is not with the creditor under the refi-
nanced indebtedness or a person related to such creditor,

such refinancing shall, to the extent the refinanced indebtedness
qualifies under subsections (a) and (b), be treated as a continuation
of such refinanced indebtedness.
SEC. 6032. TREATMENT OF INDIRECT HOLDINGS THROUGH TRUSTS UNDER

SECTION 448 OF THE 1986 CODE.

(a) GENERAL RuLE.-Paragraph (2) of section 448(d) of the 1986
Code (defining qualified personal service corporation) is amended by
adding at the end thereof the following new sentence:

"To the extent provided in regulations which shall be pre-
scribed by the Secretary, indirect holdings through a trust shall
be taken into account under subparagraph (B)."

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1986.
SEC. 6033. DISASTER ASSISTANCE ACT PAYMENTS INCLUDED IN SPECIAL

RULE FOR TAXABLE YEAR OF INCLUSION.

(a) DISASTER ASSISTANCE PAYMENTS.-The second sentence of sec-
tion 451(d) of the 1986 Code (relating to special rule for crop insur-
ance proceeds or disaster payments) is amended by inserting "or title
II of the Disaster Assistance Act of 1988," after "the Agricultural
Act of 1949, as amended, ".

(b) EFFECTIVE DATE.-The amendment made by paragraph (1)
shall apply to payments received before, on, or after the date of en-
actment of this Act.

Subtitle C-Pensions and Employee Benefits

SEC. 6051. PROVISIONS RELATING TO BENEFITS UNDER DISCRIMINATORY
PLANS.

(a) PROVISIONS NOT To APPLY TO CHURCH PLANS. -Section 89(i) of
the 1986 Code is amended by adding at the end thereof the follow-
ing new paragraph:

"(4) CHURCH PLANS.-The term 'statutory employee benefit
plan' shall not include a plan maintained by a church for
church employees. For purposes of this paragraph, the term
'church' has the meaning given such term by section



3121(w)(3)(A), including a qualified church-controlled organiza-
tion (as defined in section 3121(w)(3)(B))."

(b) CAFETERIA PLANS MAINTAINED BY EDUCATIONAL INSTITU-

TioNs.-Section 125(c)(2)(C) of the 1986 Code is amended by adding
at the end thereof the following new sentence: "In applying section
89 to a plan described in this subparagraph, contributions under the
plan shall be tested as of the time the contributions were made."

(c) EFFECTIVE DATE.-The amendments made by this section shall
take effect as if included in the amendments made by section 1151
of the Reform Act.
SEC. 6052. MODIFICATIONS OF DISCRIMINATION RULES APPLICABLE TO

CERTAIN ANNUITY CONTRA CTS.
(a) EXCLUDED EMPLOYEES. -

(1) IN GENERAL.-The last sentence of section 403(b)(12)(A) of
the 1986 Code is amended to read as follows: "Subject to the
conditions applicable under section 410(b)(4), there may be ex-
cluded for purposes of this subparagraph employees who are
students performing services described in section 3121(b)(10) and
employees who normally work less than 20 hours per week."

(2) EFFECTIVE DATE.-The amendment made by paragraph (1)
shall take effect as if included in the amendment made by sec-
tion 1120(b) of the Reform Act.

(b) SAMPLING.-In the case of plan years beginning in 1989, 1990,
or 1991, determinations as to whether a plan meets the requirements
of section 403(b)(12) of the 1986 Code may be made on the basis of a
statistically valid random sample. The preceding sentence shall
apply only if-

(1) the sampling is conducted by an independent person in a
manner not inconsistent with regulations prescribed by the Sec-
retary, and

(2) the statistical method and sample size result in a 95 per-
cent probability that the results will have a margin of error not
greater than 3 percent.

SEC. 6053. REQUIRED DISTRIBUTION BEGINNING DATE FOR GOVERNMEN-
TAL AND CHURCH PLANS.

(a) IN GENERAL.-Section 401(a)(9)(C) of the 1986 Code is amended
by adding at the end thereof the following new sentence: "In the
case of a governmental plan or church plan (as defined in section
89(i)(4)), the required beginning date shall be the later of the date
determined under the preceding sentence or April 1 of the calendar
year following the calendar year in which the employee retires."

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall take effect as if included in the amendments made by section
1121 of the Reform Act.
SEC. 6054. SECTION 415 LIMITATION FOR STATE AND LOCAL PLANS.

(a) MODIFIED LIMITATIoNS.-Section 415(b) of the 1986 Code is
amended by adding at the end thereof the following new paragraph:

"(10) SPECIAL RULE FOR STATE AND LOCAL GOVERNMENT

PLANS. -
"(A) LIMITATION TO EQUAL ACCRUED BENEFIT.-In the

case of a plan maintained for its employees by any State or
political subdivision thereof, or by any agency or instru-
mentality of the foregoing, the limitation with respect to a



qualified participant under this subsection shall not be less

than the accrued benefit of the participant under the plan
(determined without regard to any amendment of the plan
made after October 14, 1987).

"(B) QUALIFIED PARTICIPANT.-For purposes of this para-
graph, the term 'qualified participant' means a participant
who first became a participant in the plan maintained by
the employer before January 1, 1990.

"(C) ELECTION.-This paragraph shall not apply to any
plan unless each employer maintaining the plan elects
before the close of the 1st plan year beginning after Decem-
ber 31, 1989, to have this subsection (other than paragraph
(2)(G)) applied without regard to paragraph (2)(F)."

(b) EFFECTIVE DATES.-

(1) IN GENERAL.-Except as provided in this subsection, the
amendment made by this subsection apply to years beginning
after December 31, 1982.

(2) ELECTION. -Section 415(b)(10)(C) of the 1986 Code (as
added by subsection (a)) shall not apply to any year beginning
before January 1, 1990.

SEC. 6055. MINIMUM PARTICIPATION STANDARDS.

(a) IN GENERAL-Section 401(a)(26) of the 1986 Code, as amended
by this Act, is amended by redesignating subparagraph (H) as sub-
paragraph (I) and by inserting after subparagraph (G) the following
new subparagraph:

"(H) SPECIAL RULE FOR CERTAIN POLICE OR FIREFIGHTERS.-

"(i) IN GENERAL.-An employer may elect to have this
paragraph applied separately with respect to any classifica-
tion of qualified public safety employees for whom a sepa-
rate plan is maintained.

"(ii) QUALIFIED PUBLIC SAFETY EMPLOYEE.-For purposes
of this subparagraph, the term 'qualified public safety em-
ployee' means any employee of any police department or fire
department organized and operated by a State or political
subdivision if the employee provides police protection, fire-
fighting services, or emergency medical services for any area
within the jurisdiction of such State or political subdivi-
sion."

(b) EFFECTIVE DATE.-The amendment made by this section shall
take effect as if included in the amendments made by section
1112(b) of the Reform Act.

SEC. 6056. STUDY OF EFFECT OF MINIMUM PARTICIPATION RULE ON EM-
PLOYERS REQUIRED TO PROVIDE CERTAIN RETIREMENT BEN-
EFITS.

(a) STUDY.-The Secretary of the Treasury or his delegate shall
conduct a study on the application of section 401(a)(26) of the Inter-
nal Revenue Code of 1986 to Government contractors who-

(1) are required by Federal law to provide certain employees
specified retirement benefits, and

(2) establish a separate plan for such employees while main-
taining a separate plan for employees who are not entitled to
such benefits.



Such study shall consider the Federal requirements with respect to
employee benefits for employees of Government contractors, whether
a special minimum participation rule should apply to such employ-
ees, and methods by which plans may be modified to satisfy mini-
mum participation requirements.

(b) REPORT.-The Secretary of the Treasury or his delegate shall
report the results of the study under subsection (a) to the Committee
on Finance of the Senate and the Committee on Ways and Means of
the House of Representatives not later than September 1, 1989.

SEC. 6057. PROHIBITION ON COLLECTIBLES NOT TO INCLUDE STATE COINS.

(a) IN GENERAL.-Paragraph (3) of section 408(m) of the 1986 Code
is amended to read as follows:

"(3) EXCEPTION FOR CERTAIN COINS.-In the case of an indi-
vidual retirement account, paragraph (2) shall not apply to-

"(A) any gold coin described in paragraph (7), (8), (9), or
(10) of section 5112(a) of title 31,

"(B) any silver coin described in section 5112(e) of title 31,
or

"(C) any coin issued under the laws of any State."
(b) EFFECTIVE DATE.-The amendments made by subsection (a)

shall apply to acquisitions after the date of the enactment of this
Act.
SEC. 6058. APPLICATION OF FUNDING RULES TO MULTIPLE EMPLOYER

PLANS.

(a) IN GENERAL.-Paragraph (4) of section 413(c) of the 1986 Code
is amended to read as follows:

"(4) FUNDING. -
"(A) IN GENERAL.-In the case of a plan established after

December 31, 1988, each employer shall be treated as main-
taining a separate plan for purposes of section 412 unless
such plan uses a method for determining required contribu-
tions which provides that any employer contributes not less
than the amount which would be required if such employer
maintained a separate plan.

"(B) OTHER PLAN.-In the case of a plan not described
in subparagraph (A), the requirements of section 412 shall
be determined as if all participants in the plan were em-
ployed by a single employer unless the plan administrator
elects not later than the close of the first plan year of the
plan beginning after the date of enactment of the Technical
and Miscellaneous Revenue Act of 1988 to have the provi-
sions of subparagraph (A) apply. An election under the pre-
ceding sentence shall take effect for the plan year in which
made and, once made, may be revoked only with the con-
sent of the Secretary."

(b) DEDUCTION LiMITATIONs. -Paragraph (6) of section 413(c) of
the 1986 Code is amended to read as follows:

"(6) DEDUCTION LIMITATIONS. -

"(A) IN GENERAL. -In the case of a plan established after
December 31, 1988, each applicable limitation provided by
section 404(a) shall be determined as if each employer were
maintaining a separate plan.

"(B) OTHER PLANS.-



"(i) IN GENERAL.-In the case of a plan not described
in subparagraph (A), each applicable limitation provid-
ed by section 404(a) shall be determined as if all par-
ticipants in the plan were employed by a single employ-
er, except that if an election is made under paragraph
(4)(B), subparagraph (A) shall apply to such plan.

"(ii) SPECIAL RULE.-If this subparagraph applies,
the amounts contributed to or under the plan by each
employer who maintains the plan (for the portion of
the taxable year included within a plan year) shall be
considered not to exceed any such limitation if the an-
ticipated employer contributions for such plan year (de-
termined in a reasonable manner not inconsistent with
regulations prescribed by the Secretary) do not exceed
such limitation. If such anticipated contributions
exceed such a limitation, the portion of each such em-
ployer's contributions which is not deductible under
section 404 shall be determined in accordance with reg-
ulations prescribed by the Secretary. "

(c) CONFORMING AMENDMENT.-Section 413(c) of the 1986 Code is
amended by striking out the last sentence and by inserting after
paragraph (6) the following new paragraph:

"(7) ALLOCATIONS.-

"(A) IN GENERAL-Except as provided in subparagraph
(B), allocations of amounts under paragraphs (4), (5), and
(6) among the employers maintaining the plan shall not be
inconsistent with regulations prescribed for this purpose by
the Secretary.

"(B) ASSET AND LIABILITIES OF PLAN.-For purposes of
applying paragraphs (4)(A) and (6)(A), the assets and liabil-
ities of each plan shall be treated as the assets and liabil-
ities which would be allocated to a plan maintained by the
employer if the employer withdrew from the multiple em-
ployer plan. "

(d) EFFECTIVE DATE.-Except as provided in paragraph (2), the
amendments made by this section shall apply to plan years begin-
ning after the date of the enactment of this Act.

SEC. 6059. APPLICATION OF SECTION 415 LIMITATIONS TO POLICE AND
FIREFIGHTERS.

(a) IN GENERAL.-Clause (ii) of section 415(b)(2)(H) of the 1986
Code is amended by striking out "20 years" and inserting in lieu
thereof "15 years ".

(b) EFFECTIVE DATE.-The amendment made by this section shall
apply as if included in the amendments made by section 1106(b)(2)
of the Reform Act.
SEC. 6060. EXCISE TAX ON DISPOSITION OF STOCK BY AN ESOP NOT TO

APPLY TO CERTAIN FORCED DISPOSITIONS.

(a) IN GENERAL.-Subsection (e) of section 4978A of the 1986 Code
is amended by adding at the end thereof the following new para-
graph:

"(4) FORCED DISPOSITION OCCURRING BY OPERATION OF A

STATE LAw.-Any forced disposition of qualified employer secu-
rities by the employee stock ownership plan of a corporation oc-



curring by operation of a State law shall not be treated as a dis-
position. This paragraph shall only apply to securities which, at
the time such securities were purchased by the employee stock
ownership plan, were regularly traded on an established securi-
ties market."

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall take effect as if included in the amendment made by section
10413 of the Revenue Act of 1987.
SEC. 6061. LOANS TO ACQUIRE EMPLOYER SECURITIES.

Notwithstanding the last sentence of section 111B(h)(5)(A) of this
Act, the amendments made by paragraphs (1) and (2) of section
111B(h) of this Act shall not apply to any loan used to refinance a
loan described in section 133(b)(1)(A) of the 1986 Code which is
made before October 22, 1986, if the terms of the refinanced loan do
not extend the total commitment period beyond the later of-

(1) the term of the original securities acquisition loan, or
(2) the amortization period used to determine the regular pay-

ments (prior to any final or balloon payment) applicable to the
original securities acquisition loan.

SEC. 6062. EFFECTIVE DATE OF SECTION 415 LIMITATIONS OF COLLECTIVE-
L Y BARGAINED AGREEMENTS.

(a) IN GENERAL. -Paragraph (2) of section 1106(i) of the Reform
Act is amended to read as follows:

"(2) COLLECTIVE BARGAINING AGREEMENTS.-In the case of a
plan in effect before March 1, 1986, pursuant to 1 or more col-
lective bargaining agreements between employee representatives
and 1 or more employers, the amendments made by this section
(other than subsection (d)) shall not apply to contributions or
benefits pursuant to such agreement in years beginning before
October 1, 1991. "

(b) EFFECTIVE DATE.-The amendment made by this section shall
take effect as if included in the provisions of section 1106 of the
Reform Act.
SEC. 6063. TREATMENT OF PRE-1989 ELECTIONS FOR DEPENDENT CARE AS-

SISTANCE UNDER CAFETERIA PLANS.
For purposes of section 125 of the 1986 Code, a plan shall not be

treated as failing to be a cafeteria plan solely because under the
plan a participant elected before January 1, 1989, to receive reim-
bursement under the plan for dependent care assistance for periods
after December 31, 1988, and such assistance is includible in gross
income under the provisions of the Family Support Act of 1988.
SEC. 6064. MODIFICATIONS TO SECTION 457.

(a) CODIFICATION OF EXCEPTION FOR CERTAIN PLANS.-

(1) Subsection (e) of section 457 of the 1986 Code (as amended
by section 1107 of the Reform Act) is amended by adding at the
end thereof the following new paragraph:

"(11) CERTAIN PLANS EXCEPTED.-Any bona fide vacation
leave, sick leave, compensatory time, severance pay, disability
pay, or death benefit plan shall be treated as a plan not provid-
ing for the deferral of compensation. "

(2) Subsection (d) of section 457 of the 1986 Code (as in effect
on the day before the date of the enactment of the Reform Act)



is amended by adding at the end thereof the following new
paragraph:

"(10) CERTAIN PLANS EXCEPTED.-Any bona fide vacation

leave, sick leave, compensatory time, severance pay, disability
pay, or death benefit plan shall be treated as a plan not provid-
ing for the deferral of compensation."

(b) TREATMENT OF NONELECTIVE DEFERRED COMPENSATION OF

NONEMPLOYEES.-

(1) Subsection (e) of section 457 of the 1986 Code (as amended
by section 1107 of the Reform Act) is amended by adding at the
end thereof the following new paragraph:

"(12) EXCEPTION FOR NONELECTIVE DEFERRED COMPENSATION

OF NONEMPLO YEES.-

"(A) IN GENERAL.-This section shall not apply to none-
lective deferred compensation attributable to services not

performed as an employee.
"(B) NONELECTIVE DEFERRED COMPENSATION.-For pur-

poses of subparagraph (A), deferred compensation shall be
treated as nonelective only if all individuals (other than
those who have not satisfied any applicable initial service
requirement) with the same relationship to the payor are
covered under the same plan with no individual variations
or options under the plan."

(2) Subsection (d) of section 457 of the 1986 Code (as in effect
on the day before the date of the enactment of the Reform Act)
is amended by adding at the end thereof the following new
paragraph:

"(11) EXCEPTION FOR NONELECTIVE DEFERRED COMPENSATION

OF NONEMPLO YEES. -

"(A) IN GENERAL.-This section shall not apply to none-
lective deferred compensation attributable to services not
performed as an employee.

"(B) NONELECTIVE DEFERRED COMPENSATION.-For pur-
poses of subparagraph (a), deferred compensation shall be
treated as nonelective only if all individuals (other than
those who have not satisfied any applicable initial service
requirement) with the same relationship to the payor are
covered under the same plan with no individual variations
or options under the plan. "

(C) SECTION NOT To APPLY TO CHURCH PLANS.-Section 457(e) of
the 1986 Code (as amended by section 1107 of the Reform Act) is
amended by adding at the end thereof the following new paragraph:

"(13) EXCEPTION FOR CHURCH PLANS.-The term 'eligible de-
ferred compensation plan' shall not include a plan maintained
by a church for church employees. For purposes of this para-
graph, the term 'church' has the meaning given such term by
section 3121(w)(3)(A), including a qualified church-controlled
organization (as defined in section 3121(w)(3)(B)."

(d) EFFECTIVE DATE.-
(1) IN GENERAL.-The amendments made by this section shall

apply to taxable years beginning after December 31, 1987.
(2) EXCEPTION FOR CERTAIN COLLECTIVELY BARGAINED

PLANS. -



(A) IN GENERAL.-Section 457 of the 1988 Code (as in
effect before and after the amendments made by section
1107 of the Reform Act) shall not apply to nonelective de-
ferred compensation provided under a plan in existence on
December 31, 1987, and maintained pursuant to a collective
bargaining agreement.

(B) NONELECTIVE PLAN.-For purposes of this paragraph,
a nonelective plan is a plan which covers a broad group of
employees and under which the covered employees earn
nonelective deferred compensation under a definite, fixed
and uniform benefit formula.

(C) TERMINATION.-This paragraph shall cease to apply
to a plan as of the effective date of the first material modi-
fication of the plan agreed to after December 31, 1987.

(3) TREATMENT OF CERTAIN NONELECTIVE DEFERRED COMPEN-

SATION.-Section 457 of the 1986 Code shall not apply to
amounts deferred under a nonelective deferred compensation
plan maintained by an eligible employer described in section
457(e)(1)(A) of the 1986 Code (as in effect after the Reform
Act)-

(A) if such amounts were deferred from periods before
July 14, 1988, or

(B) if-
(i) such amounts are deferred from periods on or

after such date pursuant to an agreement which-
(I) was in writing on such date, and
(II) on such date provides for a deferral for each

taxable year covered by the agreement of a fixed
amount or of an amount determined pursuant to a
fixed formula, and

(ii) the individual with respect to whom the deferral
is made was covered under such agreement on such
date.

Subparagraph (B) shall not apply to any taxable year ending
after the date on which any modification of the amount or for-
mula described in subparagraph (B)(i)(II) agreed to in writing
before January 1, 1989, is effective. The preceding sentence shall
not apply to a modification agreed to in writing before January
1, 1989, which does not increase any benefit of a participant.
Amounts described in the first sentence of this paragraph shall
be taken into account for purposes of applying section 457 of the
1986 Code to other amounts deferred under any eligible deferred
compensation plan.

(4) STUDY.-The Secretary of the Treasury or his delegate
shall conduct a study on the tax treatment of deferred compen-
sation paid by State and local governments and tax-exempt or-
ganizations (including deferred compensation paid to independ-
ent contractors). Not later than January 1, 1990, the Secretary
shall submit to the Committee on Ways and Means of the
House of Representatives and the Committee on Finance of the
Senate a report on the study conducted under this paragraph to-
gether with such recommendations as he may deem advisable.



SEC. 6065. EXCEPTION FOR GOVERNMENTAL PLANS.

In the case of plan years beginning before January 1, 1993, section
401(a)(26 ) of the 1986 Code shall not apply to any governmental plan
(within the meaning of section 414(d) of such Code) with respect to
employees who were participants in such plan on July 14, 1988.

SEC. 6066. AIR TRANSPORTATION OF CARGO AND OF PASSENGERS TREAT.
ED AS SAME SERVICE FOR PURPOSES OF FRINGE BENEFITS
INCLUSION.

(a) IN GENERAL.-Subsection (h) of section 132 of the 1986 Code is
amended by adding at the end thereof the following new paragraph:

"(8) AIR CARGO.-For purposes of subsection (b), the transpor-
tation of cargo by air and the transportation of passengers by
air shall be treated as the same service."

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to transportation furnished after December 31, 1987, in
taxable years ending after such date.
SEC. 6067. SPECIAL RULE FOR APPLYING SPIN-OFF RULES TO BRIDGE

BANKS.
(a) IN GENERAL. -Section 414(l)(2) of the 1986 Code is amended by

adding at the end thereof the following new subparagraph:
"(G) SPECIAL RULES FOR BRIDGE BANK.-For purposes of this

paragraph, in the case of a bridge bank established under sec-
tion 11(i) of the Federal Deposit Insurance Act (12 U.S.C.
1821(i))-

"(i) such bank shall be treated as a member of any con-
trolled group which includes any insured bank (as defined
in section 3(h) of such Act (12 U.S.C. 1813(h)))-

"(1) which maintains a defined benefit plan,"(II) which is closed by the appropriate bank regula-
tory authorities, and

"(III) any asset and liabilities of which are received
by the bridge bank, and

"(ii) the requirements of this paragraph shall not be
treated as met with respect to such plan unless during the
180-day period beginning on the date such insured bank is
closed-

"(I) the bridge bank has the right to require the plan
to transfer (subject to the provisions of this paragraph)
not more than 50 percent of the excess assets (as de-
fined in subparagraph (C)) to a defined benefit plan
maintained by the bridge bank with respect to partici-
pants or former participants (including retirees and
beneficiaries) in the original plan employed by the
bridge bank or formerly employed by the closed bank,
and

"(II) no other merger, spin-off, termination, or simi-
lar transaction involving the portion of the excess
assets described in subclause () may occur without the
prior written consent of the bridge bank."

(b) STuDY.-The Secretary of the Treasury or his delegate, in con-
sultation with the Federal Deposit Insurance Corporation, shall con-
duct a study with respect to the proper method of allocating assets
in the case of a transaction to which the amendment made by this



subsection applies. The Secretary of the Treasury shall not later
than January 1, 1990, report the results of such study to the Com-
mittee on Ways and Means of the House of Representatives and to
the Committee on Finance of the Senate.

(c) EFFECTIVE DATE.-The amendment made by this section shall
take effect as if included in the amendments made by section 205(c)
of this Act.
SEC. 6068. INCOME AVERAGING ALLOWED TO LUMP-SUM DISTRIBUTIONS

OF ALTERNATE PA YEES.

(a) IN GENERAL. -Section 402(e)(4) of the 1986 Code is amended by
adding at the end thereof the following new subparagraph:

"(0) 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 subsection, the payment under a
qualified domestic relations 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 treated as a lump-sum distribution. For purposes
of this subparagraph, the balance to the credit of the alter-
nate payee shall not include any amount payable to the em-
ployee."

(b) EFFECTIVE DATE.-The amendment made by this section shall
apply to taxable years ending after December 31, 1984.
SEC. 6069. INCREASE IN EMPLOYER REVERSION TAX.

(a) IN GENERAL. -Section 4980(a) of the 1986 Code is amended by
striking out "10 percent" and inserting in lieu thereof "15 percent".

(b) EFFECTIVE DATE.-
(1) IN GENERAL.-The amendment made by subsection (a)

shall apply to reversions occurring on or after October 21, 1988.
(2) EXCEPTION.-The amendment made by subsection (a) shall

not apply to any reversion on or after October 21, 1988, pursuant
to a plan termination if-

(A) with respect to plans subject to title IV of the Em-
ployee Retirement Income Security Act of 1974, a notice of
intent to terminate required under such title was provided
to participants (or if no participants, to the Pension Benefit
Guaranty Corporation) before October 21, 1988,

(B) with respect to plans subject to title I of such Act, a
notice of intent to reduce future accruals required under
section 204(h) of such Act was provided to participants in
connection with the termination before October 21, 1988,

(C) with respect to plans not subject to title I or IV of
such Act, the Board of Directors of the employer approved
the termination or the employer took other binding action
before October 21, 1988, or

(D) such plan termination was directed by a final order
of a court of competent jurisdiction entered before October
21, 1988, and notice of such order was provided to partici-
pants before such date.



SEC. 6070. DEFINITION OF PART-TIME EMPLOYEE FOR PURPOSES OF SEC.
TION 89.

For purposes of section 89(f) of the 1986 Code, in the case of a
plan maintained by an employer which employs fewer than 10 em-
ployees on a normal working day during a plan year, section
89(h)(1)(B) of such Code shall be applied-

(1) by substituting "35 hours" for "171/2 hours" in the case of
a plan year beginning in 1989, and

(2) by substituting "25 hours" for "1712 hours" in the case of
plan years beginning in 1990.

All persons treated as 1 employer for purposes of subsection (b), (c),
(m), (n), or (o) section 414 of the 1986 Code shall be treated as 1 em-
ployer for purposes of the preceding sentence.
SEC. 6071. RURAL TELEPHONE COOPERATIVES PERMITTED TO HA VE

QUALIFIED CASH OR DEFERRED ARRANGEMENTS.
(a) IN GENERAL.-Paragraphs (1) and (2) of section 401(k) of the

1986 Code (relating to cash or deferred arrangements) are each
amended by striking out "or a rural electric cooperative plan" and
inserting in lieu thereof "or a rural cooperative plan"

(b) RURAL COOPERATIVE PLAN DEFINED.-
(1) Paragraph (7) of section 401(k) of the 1986 Code (as amend-

ed by title D is amended to read as follows:
"(7) RURAL COOPERATIVE PLAN.-For purposes of this subsec-

tion-
"(A) IN GENERAL.-The term 'rural cooperative plan'

means any pension plan-
"(i) which is a defined contribution plan (as defined

in section 414(i)), and
"(ii) which is established and maintained by a rural

cooperative.
"(B) RURAL COOPERATIVE DEFINED.-For purposes of sub-

paragraph (A), the term 'rural cooperative' means-
"(i) any organization which-

"(I) is exempt from tax under this subtitle or
which is a State or local government or political
subdivision thereof (or agency or instrumentality
thereof), and

"(II) is engaged primarily in providing electric
service on a mutual or cooperative basis,

"(ii) any organization described in paragraph (4) or
(6) of section 501(c) and at least 80 percent of the mem-
bers of which are organizations described in clause (i),

"(iii) a cooperative telephone company described in
section 501(c)(12), and

"(iv) an organization which is a national association
of organizations described in clause (i), (ii), or (iii). "

(2) Subparagraph (B) of section 401(k)(4) of the 1986 Code (as
amended by title I) is amended by striking out "rural electric
plan" and inserting in lieu thereof "rural cooperative plan"

(c) AMENDMENTS TO SECTION 45 7.-Section 457 of the 1986 Code
(as amended by section 1107 of the Reform Act) is amended by strik-
ing out "rural electric cooperative plan" in subsection (c)(2) and in-
serting in lieu thereof "rural cooperative plan ".



(d) EFFECTIVE DATE.-The amendments made by this section
shall apply to taxable years beginning after the date of the enact-
ment of this Act.
SEC. 6072. STUDY OF TREATMENT OF CERTAIN TECHNICAL PERSONNEL.

The Secretary of the Treasury or his delegate shall conduct a
study of the treatment provided by section 1706 of the Reform Act
(relating to treatment of certain technical personnel). The report of
such study shall be submitted not later than September 1, 1989, to
the Committee on Ways and Means of the House of Representatives
and the Committee on Finance of the Senate.

Subtitle D-Insurance Provisions

SEC. 6076. TREATMENT OF CERTAIN WORKERS' COMPENSATION FUNDS.

(a) TREATMENT FOR TAXABLE YEARS BEGINNING BEFORE 1987.-
In the case of any taxable year beginning before January 1, 1987, a
deficiency shall not be assessed against (and if assessed, shall not be
collected from) any qualified group self insurers' fund to the extent
such deficiency is attributable to the timing of policyholder divi-
dend deductions.

(b) QUALIFIED GROUP SELF-INSURERS' FUND.-For purposes of this
section, the term "qualified group self-insurers' fund" means any
group of 2 or more employers which has been in existence for not
less than 2 years, and who enter into agreements to pool their liabil-
ities under the State workers' disability compensation laws for the
purpose of qualifying as a self-insurer under such laws, if-

(1) the group has received a certificate of approval from, and
is subject to regulation by, the State board or agency that is re-
sponsible for administering the State workers' disability com-
pensation laws,

(2) each employer who is a member of the group, by written
agreement, is jointly and severally bound to assume and dis-
charge, by payment, any lawful judgment or award entered by a
court of competent jurisdiction or by the State agency responsi-
ble for administering the State workers' disability compensation
laws against a member of the group,

(3) the group is prohibited by State law or regulation from
using the monies collected for a purpose other than to pay, or to
reserve against, claims under the State workers' disability com-
pensation laws and expenses,

(4) the group is prohibited by State law or regulation from
taking projected investment income into account in determining
members 'premiums,

(5) the group is required by State law or regulation to submit
to the State board or agency that is responsible for administer-
ing the State workers' disability compensation laws an audited
financial statement,

(6) the group's investments are limited by State law or regula-
tion to bonds, notes, or other evidences of indebtedness issued,
assumed or guaranteed by the United States of America, or by
an agency or instrumentality thereof, certificates of deposit in a
federally insured bank, shares or savings deposits in a federally



insured savings and loan association or credit union, and certif-

icates of deposit issued by a commercial bank duly chartered
under State law, and other investments which are approved by

the State board or agency that is responsible for administering
the State workers' disability compensation laws, and

(7) the group exclusively covers workers' compensation liabil-
ity, is not a commercial insurance carrier or company licensed
by the State board, agency, or commissioner responsible for reg-
ulating and licensing insurance carriers and companies; and is

not subject to filing under the regulatory statements of the Na-
tional Association of Insurance Commissioners.

SEC. 6077. SPECIAL ESTIMATED TAX PA YMENTS.

(a) GENERAL RULE.-Part III of subchapter L of chapter 1 of the
1986 Code (relating to provisions of general application) is amended
by adding at the end thereof the following new section:

"SEC. 847. SPECIAL ESTIMATED TAX PAYMENTS.

"In the case of taxable years beginning after December 31, 1987, of
an insurance company required to discount unpaid losses (as de-
fined in section 846)-

"(1) ADDITIONAL DEDUCTION.-There shall be allowed as a de-
duction for the taxable year, if separate estimated tax payments
are made as required by paragraph (2), an amount not to exceed
the excess of-

"(A) the amount of the undiscounted, unpaid losses (as
defined in section 846(b)) attributable to losses incurred
after December 31, 1986, over

"(B) the amount of the related discounted, unpaid losses
determined under section 846,

to the extent such amount was not deducted under this para-
graph in a preceding taxable year. Section 6655 shall be applied
to any taxable year without regard to the deduction allowed
under the preceding sentence.

"(2)! SPECIAL ESTIMATED TAX PA YMENTS.-The deduction
under paragraph (1) shall be allowed only to the extent that
special estimated tax payments are made in an amount equal to
the tax benefit attributable to such deduction, on or before the
date that any taxes (determined without regard to this section)
for the taxable year for which the deduction is allowed are due
to be paid. If a deduction would be allowed but for the fact
that special estimated tax payments were not timely made, such
deduction shall be allowed to the extent such payments are
made within a reasonable time, as determined by the Secretary,
if all interest and penalties, computed as if this sentence did
not apply, are paid. If amounts are included in gross income
under paragraph (5) or (6) for any taxable year and an addition-
al tax is due for such year (or any other year) as a result of such
inclusion, an amount of special estimated tax payments equal
to such additional tax shall be applied against such additional
tax. If, after any such payment is so applied, there is an adjust-
ment reducing the amount of such additional tax, in lieu of
any credit or refund for such reduction, a special estimated tax
payment shall be treated as made in an amount equal to the
amount otherwise allowable as a credit or refund. To the extent



that a special estimated tax payment is not used to offset addi-
tional tax due for any of the first 15 taxable years beginning
after the year for which the payment was made, such special es-
timated tax payment shall be treated as an estimated tax pay-
ment made under section 6655 for the 16th year after the year
for which the payment was made.

"(3) SPECIAL LOSS DISCOUNT ACCOUNT.-Each company which
is allowed a deduction under paragraph (1) shall, for purposes
of this part, establish and maintain a special loss discount ac-
count.

"(4) ADDITIONS TO SPECIAL LOSS DISCOUNT ACCOUNT.-There

shall be added to the special loss discount account for each tax-
able year an amount equal to the amount allowed as a deduc-
tion for the taxable year under paragraph (1).

"(5) SUBTRACTIONS FROM SPECIAL LOSS DISCOUNT ACCOUNT
AND INCLUSION IN GROSS INCOME.-After applying paragraph
(4), there shall be subtracted for the taxable year from the spe-
cial loss discount account and included in gross income:

"(A) The excess (if any) of the amount in the special loss
discount account with respect to losses incurred in each
taxable year over the amount of the excess referred to in
paragraph (1) with respect to losses incurred in that year,
and

"(B) Any amount improperly subtracted from the special
loss discount account under subparagraph (A) to the extent
special estimated tax payments were used with respect to
such amount.

"(6) RULES IN THE CASE OF LIQUIDATION OR TERMINATION OF
TAXPA YER'S INSURANCE BUSINESS. -

"(A) IN GENERAL.-If a company liquidates or otherwise
terminates its insurance business and does not transfer or
distribute such business in an acquisition of assets referred
to in section 381(a), the entire amount remaining in such
special loss discount account shall be subtracted and in-
cluded in gross income. Except in the case where a company
transfers or distributes its insurance business in an acquisi-
tion of assets, referred to in section 381(a), if the company is
not subject to the tax imposed by section 801 or section 831
for any taxable year, the entire amount in the account at
the close of the preceding taxable year shall be subtracted
from the account in such preceding taxable year and in-
cluded in gross income.

"(B) ELIMINATION OF BALANCE OF PAYMENTS.-In any
case to which subparagraph (A) applies, any special esti-
mated tax payment remaining after the credit attributable
to the inclusion under subparagraph (A) shall be voided.

"(7) MODIFICATION OF THE AMOUNT OF SPECIAL ESTIMATED

TAX PAYMENTS IN THE EVENT OF SUBSEQUENT MARGINAL RATE

REDUCTION OR INCREASE.-In the event of a reduction in any
tax rate provided under section 11 for any tax year after the en-
actment of this section, the Secretary shall prescribe regulations
providing for a reduction in the amount of any special estimat-
ed tax payments made for years before the effective date of such
section 11 rate reductions. Such reduction in the amount of



such payments shall reduce the amount of such payments to the
amount that they would have been if the special deduction per-
mitted under paragraph (1) had occurred during a year that the
lower marginal rate under section 11 applied. Similar rules
shall be applied in the event of a marginal rate increase.

"(8) TAX BENEFIT DETERMINATION.-The tax benefit attributa-
ble to the deduction under paragraph (1) shall be determined
under regulations prescribed by the Secretary, by taking into ac-
count tax benefits that would arise from the carryback of any
net operating loss for the year, as well as current year tax bene-
fits. Tax benefits for the current year and carryback years shall
include those that would arise from the filing of a consolidated
return with another insurance company required to determine
discounted, unpaid losses under section 846 without regard to
the limitations on consolidation contained in section 1503(c).

"(9) REGULATIONS.-The Secretary shall prescribe such regu-
lations as may be necessary or appropriate to carry out the pur-
poses of this section, including regulations-

"(A) providing for the separate application of this section
with respect to each accident year, and

"(B) such adjustments in the application of this section
as may be necessary to take into account the tax imposed by
section 55. "

(b) CLERICAL AMENDMENT.-The table of sections for part III of
subchapter L of chapter 1 of the 1986 Code is amended by adding at
the end thereof the following new item:
"Sec. 847. Special estimated tax payments. "

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to taxable years beginning after December 31, 1987.
SEC. 6078. CHURCH SELF-FUNDED DEATH BENEFIT PLANS TREATED AS

LIFE INSURANCE.
(a) IN GENERAL.-Section 7702 of the 1986 Code (defining life in-

surance contract) is amended by redesignating subsection U) as sub-
section (k) and by inserting after subsection (i) the following new
subsection:

"0]) CERTAIN CHURCH SELF-FUNDED DEATH BENEFIT PLANS
TREATED AS LIFE INSURANCE.-

"(1) IN GENERAL.-In determining whether any plan or ar-
rangement described in paragraph (2) is a life insurance con-
tract, the requirement of subsection (a) that the contract be a
life insurance contract under applicable law shall not apply.

"(2) DESCRIPTION.-For purposes of this subsection, a plan or
arrangement is described in this paragraph if-

"(A) such plan or arrangement provides for the payment
of benefits by reason of the death of the individuals covered
under such plan or arrangement, and

"(B) such plan or arrangement is provided by a church
for the benefit of its employees and their beneficiaries, di-
rectly or through an organization described in section
414(e)(3)(A) or an organization described in section
414(e)(3)(B)(ii).

"(3) DEFINITIONs.-For purposes of this subsection-



"(A) CHURCH.-The term 'church' means a church or a
convention or association of churches.

"(B) EMPLOYEE.-The term 'employee' includes an em-
ployee described in section 414(e)(3)(B)."

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall take effect as if included in the amendment made by section
221(a) of the Tax Reform Act of 1984.
SEC. 6079. TREATMENT OF STRUCTURED SETTLEMENTS.

(a) TREATMENT UNDER MINIMUM TAX. -
(1) The last sentence of section 56(g)(4)(B)(iii) of the 1986 Code

(as amended by title I) is amended to read as follows: "The pre-
ceding sentence shall not apply to any annuity contract which
is held under a plan described in section 403(a) or which is de-
scribed in section 72(u)(3)(C)."

(2) EFFECTIVE DATE.-The amendment made by paragraph (1)
shall take effect as if included in the amendments made by sec-
tion 701 of the Reform Act.

(b) CERTAIN CREDITOR RIGHTS PERMITTED.-
(1) IN GENERAL.-Subsection (c) of section 130 of the 1986

Code (relating to certain personal injury liability assignments)
is amended-

(A) by striking out subparagraph (C) of paragraph (2) and
redesignating subparagraphs (D) and (E) of paragraph (2)
as subparagraphs (C) and (D), respectively, and

(B) by adding at the end thereof the following new sen-
tence:

"The determination for purposes of this chapter of when the recipi-
ent is treated as having received any payment with respect to which
there has been a qualified assignment shall be made without regard
to any provision of such assignment which grants the recipient
rights as a creditor greater than those of a general creditor."

(2) EFFECTIVE DATE.-The amendment made by paragraph (1)
shall apply to assignments after the date of the enactment of
this Act.

SEC. 6080. VARIABLE CONTRACTS INVESTED IN GOVERNMENT SECURITIES
PERMITTED.

(a) IN GENERAL.-Subsection (h) of section 817 of the 1986 Code
(relating to treatment of certain nondiversified contracts) is amend-
ed by adding at the end thereof the following new paragraph:

"(6) GOVERNMENT SECURITIES FUNDS.-In determining wheth-
er a segregated asset account is adequately diversified for pur-
poses of paragraph (1), each United States Government agency
or instrumentality shall be treated as a separate issuer."

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1987.

Subtitle E-Excise Tax Provisions
SEC. 6101. AUTHORITY TO PRESCRIBE TOLERANCES FOR THE VOLUME OF

WINE IN BOTTLES FOR PURPOSES OF THE EXCISE TAX ON
WINE.

(a) IN GENERAL.-Section 5041 of the 1986 Code (relating to impo-
sition and rate of tax on wine) is amended by redesignating subsec-



tion (d) as subsection (e) and by inserting after subsection (c) the fol-
lowing new subsection:

"(d) TOLERANCES.-Where the Secretary finds that the revenue
will not be endangered thereby, he may by regulation prescribe toler-
ances (but not greater than 12 of 1 percent) for bottles and other con.
tainers, and, if such tolerances are prescribed, no assessment shall
be made and no tax shall be collected for any excess in any case
where the contents of a bottle or other container are within the
limit of the applicable tolerance prescribed. "

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to wine removed after December 31, 1988.

SEC. 6102. WHOLESALE DISTRIBUTORS TO ADMINISTER CLAIMS FOR
REFUND OF GASOLINE TAX.

(a) IN GENERAL.-Subsection (a) of section 6416 of the 1986 Code
(relating to certain taxes and services) is amended by adding at the
end thereof the following new paragraph:

"(4) WHOLESALE DISTRIBUTORS TO ADMINISTER CREDITS AND

REFUNDS OF GASOLINE TAX.-

"(A) IN GENERAL.-For purposes of this subsection, a
wholesale distributor who purchases any product on which
tax imposed by section 4081 has been paid and who sells
the product to its ultimate purchaser shall be treated as the
person (and the only person) who paid such tax.

"(B) WHOLESALE DISTRIBUTOR.-For purposes of subpara-
graph (A), the term 'wholesale distributor' has the meaning
given such term by section 4092(b)(2) (determined by substi-
tuting 'any product taxable under section 4081' for 'a tax-
able fuel' therein)."

(b) EFFECTIVE DATE.-The amendment made by this section shall
apply to fuel sold by wholesale distributors (as defined in section
6416(a)(4)(B) of the 1986 Code, as added by this section) after Sep-
tember 30, 1988.

SEC. 6103. AUTHORITY TO EXEMPT ARTICLES FROM EXCISE TAX ON HEA VY
TRUCKS AND TRAILERS WHERE BENEFIT ACCRUES TO
UNITED STA TES.

(a) IN GENERAL.-Section 4293 of the 1986 Code is amended by in-
serting "section 4051, "after "section 4041, ".

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall take effect on the date of the enactment of this Act.
SEC. 6104. APPLICATION OF REDUCED GASOLINE TAX RATE TO BLENDERS

(a) IN GENERAL-Paragraph (1) of section 4081(c) of the 1986 Code
(relating to gasoline mixed with alcohol at refinery, etc.) is amended
by adding after the 1st sentence the following new sentence: "Sub-
ject to such terms and conditions as the Secretary may prescribe (in-
cluding the application of section 4101), the treatment under the
preceding sentence also shall apply to use in producing gasohol after
the time of such removal or sale. ".

(b) EFFECTIVE DATE.-The amendment made by this section shall
take effect on October 1, 1989.



SEC. 6105. CERTAIN EDUCATIONAL INSTITUTIONS EXEMPT FROM USER
FEES ON PERMITS FOR INDUSTRIAL USE OF SPECIALLY DENA-
TURED DISTILLED SPIRITS.

(a) IN GENERAL. -Section 5276 of the 1986 Code (relating to occu-
pational tax) is amended by adding at the end thereof the following
new subsection:

"(c) EXEMPTION FOR CERTAIN EDUCATIONAL INSTITUTIONS. -Sub-
section (a) shall not apply with respect to any scientific university,
college of learning, or institution of scientific research which-

"(1) is issued a permit under section 5271(a)(2), and
"(2) with respect to any calendar year during which such

permit is in effect, procures less than 25 gallons of specially de-
natured distilled spirits for experimental or research use but
not for consumption (other than organoleptic tests) or sale."

(b) CONFORMING AMENDMENT.-Section 5276(a) of the 1986 Code
is amended by striking out "A permit" and inserting in lieu thereof
"Except as provided in subsection (c), a permit".

(c) EFFECTIVE DATE.-The amendments made by this section shall
take effect on July 1, 1989.
SEC. 6106. SMALL PRODUCERS EXEMPT FROM OCCUPATIONAL TAX ON DIS-

TILLED SPIRITS PLANTS.
(a) IN GENERAL.-Section 5081 of the 1986 Code (relating to impo-

sition and rate of occupational tax) is amended by adding at the
end thereof the following new subsection:

"(C) EXEMPTION FOR SMALL PRODUCERS.-Subsection (a) shall not
apply with respect to any taxpayer who is a proprietor of an eligible
distilled spirits plant (as defined in section 5181(c)(4)). "

(b) CONFORMING AMENDMENT. -Paragraph (1) of section 5081(b) of
the 1986 Code (relating to reduced rates for small proprietors) is
amended by inserting "not described in subsection (c)" after "tax-
payer".

(c) EFFECTIVE DATE.-The amendments made by this section shall
take effect on July 1, 1989.
SEC. 6107. QUARTERLY PAYMENT OF ARCHERY EXCISE TAX.

(a) IN GENERAL. -Subsection (d) of section 6302 of the 1986 Code
(relating to mode or time of collection) is amended to read as fol-
lows:

"(d) TIME FOR PAYMENT OF MANUFACTURERS' EXCISE TAX ON
SPORTING GooDS.-The taxes imposed by subsections (a) and (b) of
section 4161 (relating to taxes on sporting goods) shall be due and
payable on the date for filing the return for such taxes."

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply with respect to articles sold by the manufacturer, pro-
ducer, or importer after December 31, 1988.
SEC. 6108. EXTENSION OF TIME FOR ENACTING AUTHORIZING LEGISLATION

RELATING TO THE OIL SPILL LIABILITY TRUST FUND.
Subparagraph (B) of section 4611(f)(2) of the 1986 Code (defining

qualified authorizing legislation) is amended by striking out "Sep-
tember 1, 1987" and inserting in lieu thereof "December 31, 1990"
SEC. 6109. DONATED CARGO EXEMPT FROM HARBOR MAINTENANCE TAX.

(a) GENERAL RuLE.-Section 4462 of the 1986 Code (relating to
definitions and special rules) is amended by redesignating subsec-



tion (h) as subsection (i) and by inserting after subsection (g) the fol-
lowing new subsection:

"(h) EXEMPTION FOR HUMANITARIAN AND DEVELOPMENT ASSIST-

ANCE CARGOS.-No tax shall be imposed under this subchapter on

any nonprofit organization or cooperative for cargo which is owned

or financed by such nonprofit organization or cooperative and
which is certified by the United States Customs Service as intended
for use in humanitarian or development assistance overseas."

(b) EFFECTIVE DATE.-The amendment made by subsection (a)

shall take effect on April 1, 1987.

SEC. 6110. RELAY CARGO.

(a) IN GENERAL.-Subsection (g) of section 4462 of the 1986 Code

is amended by adding at the end thereof the following new para-
graph:"(3) RELAY CARGO.-Only 1 tax shall be imposed under sec-

tion 4461(a) on cargo (moving under a single bill of lading)
which is unloaded from one vessel and loaded onto another
vessel at any port in the United States for relay to or from any
port in Alaska, Hawaii, or any possession of the United States.
For purposes of this paragraph, the term 'cargo' does not in-
clude any item not treated as cargo under subsection (b)(2)."

(b) EFFECTIVE DATE.-The amendment made by this section shall
take effect on the date of the enactment of this Act.

SEC. 6111. CLARIFICATION OF MEANING OF MANUFACTURE UNDER TRUCK
EXCISE TAX.

(a) IN GENERAL. -Paragraph (1) of section 4052(a) of the 1986
Code (defining first retail sale) is amended by striking out "manu-
facture, production" and inserting in lieu thereof "production, man-
ufacture ".

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall take effect on January 1, 1988.

Subtitle F-Foreign Provisions

SEC. 6126. DUAL RESIDENT COMPANIES.

(a) GENERAL RuLE.-In the case of a transaction which-
(1) involves the transfer after the date of the enactment of

this Act by a domestic corporation, with respect to which there
is a qualified excess loss account, of its assets and liabilities to
a foreign corporation in exchange for all of the stock of such
foreign corporation, followed by the complete liquidation of the
domestic corporation into the common parent, and

(2) qualifies, pursuant to Revenue Ruling 87-27, as a reorga-
nization which is described in section 368(a)(1)(F) of the 1986
Code,

then, solely for purposes of applying Treasury Regulation section
1.1502-19 to such qualified excess loss account, such foreign corpora-
tion shall be treated as a domestic corporation in determining
whether such foreign corporation is a member of the affiliated
group of the common parent.

(b) TREATMENT OF INCOME OF NEW FOREIGN CORPORA TION.-



(1) IN GENERAL.-In any case to which subsection (a) applies,
for purposes of the 1986 Code-

(A) the source and character of any item of income of the
foreign corporation referred to in subsection (a) shall be de-
termined as if such foreign corporation were a domestic cor-
poration,

(B) the net amount of any such income shall be treated as
subpart F income (without regard to section 952(c) of the
1986 Code), and

(C) the amount in the qualified excess loss account re-
ferred to in subsection (a) shall-

(i) be reduced by the net amount of any such income,
and

(ii) be increased by the amount of any such income
distributed directly or indirectly to the common parent
described in subsection (a).

(2) LIMITATION.-Paragraph (1) shall apply to any item of
income only to the extent that the net amount of such income
does not exceed the amount in the qualified excess loss account
after being reduced under paragraph (1)(C) for prior income.

(3) BASIS ADJUSTMENTS NOT APPLICABLE.-To the extent para-
graph (1) applies to any item of income, there shall be no in-
crease in basis under section 961(a) of such Code on account of
such income (and there shall be no reduction in basis under sec-
tion 961(b) of such Code on account of an exclusion attributable
to the inclusion of such income).

(4) RECOGNITION OF GAIN.-For purposes of paragraph (1), if
the foreign corporation referred to in subsection (a) transfers
any property acquired by such foreign corporation in the trans-
action referred to in subsection (a) (or transfers any other prop-
erty the basis of which is determined in whole or in part by ref-
erence to the basis of property so acquired) and (but for this
paragraph) there is not full recognition of gain on such trans-
fer, the excess (if any) of-

(A) the fair market value of the property transferred, over
(B) its adjusted basis,

shall be treated as gain from the sale or exchange of such prop-
erty and shall be recognized notwithstanding any other provi-
sion of law. Proper adjustment shall be made to the basis of
any such property for gain recognized under the preceding sen-
tence.

(c) DEFINITIONS. -For purposes of this section-
(1) COMMON PARENT.-The term "common parent" means the

common parent of the affiliated group which included the do-
mestic corporation referred to in subsection (a)(1).

(2) QUALIFIED EXCESS LOSS ACCOUNT.-The term "qualified
excess loss account" means any excess loss account (within the
meaning of the consolidated return regulations) to the extent
such account is attributable-

(A) to taxable years beginning before January 1, 1988,
and

(B) to periods during which the domestic corporation was
subject to an income tax of a foreign country on its income
on a residence basis or without regard to whether such



income is from sources in or outside of such foreign coun-
try.

The amount of such account shall be determined as of immedi-
ately after the transaction referred to in subsection (a) and
without, except as provided in subsection (b), diminution for
any future adjustment.

(3) NET AMOUNT.-The net amount of any item of income is
the amount of such income reduced by allocable deductions as
determined under the rules of section 954(b)(5) of the 1986 Code.

(4) SECOND SAME COUNTRY CORPORATION MAY BE TREATED AS

DOMESTIC CORPORATION IN CERTAIN CASES.-If-

(A) another foreign corporation acquires from the
common parent stock of the foreign corporation referred to
in subsection (a) after the transaction referred to in subsec-
tion (a),

(B) both of such foreign corporations are subject to the
income tax of the same foreign country on a residence basis,
and

(C) such common parent complies with such reporting re-
quirements as the Secretary of the Treasury or his delegate
may prescribe for purposes of this paragraph,

such other foreign corporation shall be treated as a domestic
corporation in determining whether the foreign corporation re-
ferred to in subsection (a) is a member of the affiliated group
referred to in subsection (a) (and the rules of subsection (b) shall
apply (i) to any gain of such other foreign corporation on any
disposition of such stock, and (ii) to any other income of such
other foreign corporation except to the extent it establishes to
the satisfaction of the Secretary of the Treasury or his delegate
that such income is not attributable to property acquired from
the foreign corporation referred to in subsection (a)).

SEC 6127. ELECTION TO BE TREATED AS QUALIFIED ELECTING FUND TO
BE MADE BY TAXPA YER

(a) GENERAL RULE.-Section 1295 of the 1986 Code (defining
qualified electing fund) is amended to read as follows:

"SEC 1295. QUALIFIED ELECTING FUND.

"(a) GENERAL RULE.-For purposes of this part, any passive for-
eign investment company shall be treated as a qualified electing
fund with respect to the taxpayer if-

'71) an election by the taxpayer under subsection (b) applies to
such company for the taxable year, and

"(2) such company complies with such requirements as the
Secretary may prescribe for purposes of-

"(A) determining the ordinary earnings and net capital
gain of such company, and

"(B) otherwise carrying out the purposes of this subpart.
"(b) ELECTION. -

"(1) IN GENERAL.-A taxpayer may make an election under
this subsection with respect to any passive foreign investment
company for any taxable year of the taxpayer. Such an election,
once made with respect to any company, shall apply to all sub-
sequent taxable years of the taxpayer with respect to such com-



pany unless revoked by the taxpayer with the consent of the Sec-
retary.

"(2) WHEN MADE.-An election under this subsection may be
made for any taxable year 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 regulations, such an election may be made
later than as required in the preceding sentence where the tax-
payer fails to make a timely election because the taxpayer rea-
sonably believed that the company was not a passive foreign in-
vestment company."

(b) CONFORMING AMENDMENTS.-

(1) Paragraph (1) of section 1291(d) of the 1986 Code (as
amended by title I) is amended by striking out "for each" in the
material preceding subparagraph (A) and inserting in lieu
thereof "with respect to the taxpayer for each ".

(2) Subparagraphs (A)(i) and (B)(i) of section 1291(d)(2) of the
1986 Code (as amended by title I) are each amended by striking
out "for a taxable year" and inserting in lieu thereof "with re-
spect to the taxpayer for a taxable year".

(c) EFFECTIVE DATE.-
(1) IN GENERAL.-The amendments made by this section shall

take effect as if included in the amendments made by section
1235 of the Reform Act.

(2) TIME FOR MAKING ELECTION.-The period during which an
election under section 1295(b) of the 1986 Code may be made
shall in no event expire before the date 60 days after the date of
the enactment of this Act.

SEC. 6128. TREATMENT OF CERTAIN UNITED STATES AFFILIATE OBLIGA-
TIONS.

(a) GENERAL RuLE.-Subparagraph (B) of section 127(g)(3) of the
Tax Reform Act of 1984 is amended by inserting before the period at
the end thereof the following. "as such principles are applied in
Revenue Ruling 86-6, except that the maximum debt-to-equity ratio
described in such Revenue Rulings shall be increased from 5-to-1 to
25-to-1.

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to taxable years ending after the date of the enactment
of this Act.
SEC. 6129. TREATMENT OF CERTAIN INSURANCE BRANCHES OF FOREIGN

CORPORA TIONS.
(a) GENERAL RULE.-Section 964 of the 1986 Code (relating to mis-

cellaneous provisions) is amended by adding at the end thereof the
following new subsection:

"(d) TREATMENT OF CERTAIN BRANCHES.-

"(1) IN GENERAL.-For purposes of this chapter, section 6038,
section 6046, and such other provisions as may be specified in
regulations-

"(A) a qualified insurance branch of a controlled foreign
corporation shall be treated as a separate foreign corpora-
tion created under the laws of the foreign country with re-
spect to which such branch qualifies under paragraph (2),
and



"(B) except as provided in regulations, any amount direct-
ly or indirectly transferred or credited from such branch to
one or more other accounts of such controlled foreign corpo-
ration shall be treated as a dividend paid to such con-
trolled foreign corporation.

"(2) QUALIFIED INSURANCE BRANCH.-For purposes of para-
graph (1), the term 'qualified insurance branch' means any
branch of a controlled foreign corporation which is licensed
and predominantly engaged on a permanent basis in the active
conduct of an insurance business in a foreign country if-

"(A) separate books and accounts are maintained for
such branch,

"(B) the principal place of business of such branch is in
such foreign country,

"(C) such branch would be taxable under subchapter L if
it were a separate domestic corporation, and

"(D) an election under this paragraph applies to such
branch.

An election under this paragraph shall apply to the taxable
year for which made and all subsequent taxable years unless re-
voked with the consent of the Secretary.

"(3) REGULATIONS.-The Secretary shall prescribe such regu-
lations as may be necessary or appropriate to carry out the pur-
poses of this subsection. "

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to taxable years of foreign corporations beginning after
December 31, 1988.
SEC. 6130. TREA TMENT OF CERTAIN INSTRUMENTS UNDER FOREIGN CUR-

RENCY RULES.

(a) GENERAL RULE.-Clause (iii) of section 988(c)(1)(B) of the 1986
Code (as amended by title I) is amended by striking out "unless such
instrument would be marked to market under section 1256 if held
on the last day of the taxable year"

(b) SPECIAL RULES. -Paragraph (1) of section 988(c) of the 1986
Code is amended by adding at the end thereof the following new
subparagraphs:

"(D) EXCEPTION FOR CERTAIN INSTRUMENTS MARKED TO
MARKET. -

"(i) IN GENERAL.-Clause (iii) of subparagraph (B)
shall not apply to any regulated futures contract or
nonequity option which would be marked to market
under section 1256 if held on the last day of the tax-
able year.

"(ii) ELECTION OUT.-
"(I) IN GENERAL.-The taxpayer may elect to

have clause (i) not apply to such taxpayer. Such an
election shall apply to contracts held at any time
during the taxable year for which such election is
made or any succeeding taxable year unless such
election is revoked with the consent of the Secre-
tary.

"(II) TIME FOR MAKING ELECTION. -Except as
provided in regulations, an election under sub-



clause (I) for any taxable year shall be made on or
before the 1st day of such taxable year (or, if later,
on or before the 1st day during such year on which
the taxpayer holds a contract described in clause
(i)).

"(III) SPECIAL RULE FOR PARTNERSHIPS, ETC.-In

the case of a partnership, an election under sub-
clause (I) shall be made by each partner separately.
A similar rule shall apply in the case of an S cor-
poration.

"(iii) TREATMENT OF CERTAIN PARTNERSHIPS. -This
subparagraph shall not apply to any income or loss of
a partnership for any taxable year if such partnership
made an election under subparagraph (E)(iii)(V) for
such year or any preceding year.

"(E) SPECIAL RULES FOR CERTAIN FUNDS.-

"(i) IN GENERAL-In the case of a qualified fund,
clause (iii) of subparagraph (B) shall not apply to any
instrument which would be marked to market under
section 1256 if held on the last day of the taxable year
(determined after the application of clause (iv)).

"(ii) SPECIAL RULE WHERE ELECTING PARTNERSHIP

DOES NOT QUALIFY.-If any partnership made an elec-
tion under clause (iii)(V) for any taxable year and such
partnership has a net loss for such year or any succeed-
ing year from instruments referred to in clause (i), the
rules of clauses (i) and (iv) shall apply to any such loss
year whether or not such partnership is a qualified
fund for such year.

"(iii) QUALIFIED FUND DEFINED.-For purposes of this
subparagraph, the term 'qualified fund' means any
partnership if-

"(I) at all times during the taxable year (and
during each preceding taxable year to which an
election under subclause (V) applied), such partner-
ship has at least 20 partners and no single partner
owns more than 20 percent of the interests in the
capital or profits of the partnership,

"(II) the principal activity of such partnership
for such taxable year (and each such preceding tax-
able year) consists of buying and selling options,
futures, or forwards with respect to commodities,

"(III) at least 90 percent of the gross income of
the partnership for the taxable year (and for each
such preceding taxable year) consisted of income or
gains described in subparagraph (A), (B), or (G) of
section 7704(d)(1) or gain from the sale or disposi-
tion of capital assets held for the production of in-
terest or dividends,

"(IV) no more than a de minimis amount of the
gross income of the partnership for the taxable
year (and each such preceding taxable year) was
derived from buying and selling commodities, and



"M an election under this subclause applies to
the taxable year.

An election under subclause (V) for any taxable year
shall be made on or before the 1st day of such taxable
year (or, if later, on or before the 1st day during such
year on which the partnership holds an instrument re-
ferred to in clause (i)). Any such election shall apply to
the taxable year for which made and all succeeding
taxable years unless revoked with the consent of the
Secretary.

"(iv) TREATMENT OF CERTAIN CURRENCY CON-

TRACTS. -
"(1) IN GENERAL.-Except as provided in regula-

tions, in the case of a qualified fund, any bank for-
ward contract, any foreign currency futures con-
tract traded on a foreign exchange, or to the extent
provided in regulations any similar instrument,
which is not otherwise a section 1256 contract
shall be treated as a section 1256 contract for pur-
poses of section 1256.

"(II) GAINS AND LOSSES TREATED AS SHORT-
TERM.-In the case of any instrument treated as a
section 1256 contract under subclause (I), subpara-
graph (A) of section 1256(a)(3) shall be applied by
substituting '100 percent' for '40 percent' (and sub-
paragraph (B) of such section shall not apply).

"(V) SPECIAL RULES FOR CLAUSE (iii)(I).-
"(I) CERTAIN GENERAL PARTNERS.-The interest

of a general partner in the partnership shall not be
treated as failing to meet the 20-percent ownership
requirements of clause (iii)(I) for any taxable year
of the partnership if, for the taxable year of the
partner in which such partnership taxable year
ends, such partner (and each corporation filing a
consolidated return with such partner) had no or-
dinary income or loss from a section 988 transac-
tion which is foreign currency gain or loss (as the
case may be).

"(II) TREATMENT OF INCENTIVE COMPENSATION.-
For purposes of clause (iii)(I), any income allocable
to a general partner as incentive compensation
based on profits rather than capital shall not be
taken into account in determining such partner's
interest in the profits of the partnership.

"(III) TREATMENT OF TAX-EXEMPT PARTNERS.-

Except as provided in regulations, the interest of a
partner in the partnership shall not be treated as
failing to meet the 20-percent ownership require-
ments of clause (iii)(I) if none of the income of such
partner from such partnership is subject to tax
under this chapter (whether directly or through 1
or more pass-thru entities).

"(IV) LOOK-THRU RULE.-In determining whether
the requirements of clause (iii)(I) are met with re-



spect to any partnership, except to the extent pro-
vided in regulations, any interest in such partner-
ship held by another partnership shall be treated
as held proportionately by the partners in such
other partnership.

"(vi) OTHER SPECIAL RULES.-For purposes of this
subparagraph-

"(I) RELATED PERSONS.-Interests in the partner-
ship held by persons related to each other (within
the meaning of sections 267(b) and 707(b)) shall be
treated as held by 1 person.

"(II) PREDECESSORS.-References to any partner-
ship shall include a reference to any predecessor
thereof

"(III) INADVERTENT TERMINATIONS. -Rules simi-
lar to the rules of section 7704(e) shall apply.

"(IV) TREATMENT OF CERTAIN DEBT INSTRU-
MENTS.-For purposes of clause (iii)(IV), any debt
instrument which is a section 988 transaction
shall be treated as a commodity."

(c) AMENDMENT OF SECTION 1092(b).-Paragraph (2) of section
1092(b) of the 1986 Code is amended by adding at the end thereof
the following new subparagraph:

"(D) TIMING AND CHARACTER AUTHORITY.-The regula-
tions prescribed under paragraph (1) shall include regula-
tions relating to the timing and character of gains and
losses in case of straddles where at least 1 position is ordi-
nary and at least 1 position is capital."

(d) EFFECTIVE DATE.-
(1) IN GENERAL.-The amendments made by this section shall

apply with respect to forward contracts, future contracts, op-
tions, and similar instruments entered into or acquired after
October 21, 1988.

(2) TIME FOR MAKING ELECTION.-The time for making any
election under subparagraph (D) or (E) of section 988(c)(1) of the
1986 Code shall not expire before the date 30 days after the date
of the enactment of this Act.

(3) TRANSITIONAL RULES.-
(A) The requirements of subclause (IV) of section

988(c)(1)(E)(iii) of the 1986 Code (as added by subsection (b))
shall not apply to periods before the date of the enactment
of this Act.

(B) In the case of any partner in an existing partnership,
the 20-percent ownership requirements of subclause (I) of
such section 988(c)(1)(E)(iii) shall be treated as met during
any period during which such partner does not own a per-
centage interest in the capital or profits of such partnership
greater than 3313 percent (or, if lower, the lowest such per-
centage interest of such partner during any prior period
after October 21, 1988, during which such partnership is in
existence). For purposes of the preceding sentence, the term
'existing partnership' means any partnership if-

(i) such partnership was in existence on October 21,
1988, and principally engaged on such date in buying



and selling options, futures, or forwards with respect to
commodities, or

(ii) a registration statement was filed with respect to
such partnership with the Securities and Exchange
Commission on or before such date and such registra-
tion statement indicated that the principal activity of
such partnership will consist of buying and selling in-
struments referred to in clause (i).

SEC. 6131. TREATMENT OF INSURANCE COMPANIES UNDER CHAIN DEFICIT
RULE.

(a) IN GENERAL. -Subparagraph (B) of section 952(c)(1) of the 1986
Code is amended by adding at the end thereof the following new
clause:

'(vii) SPECIAL RULES FOR INSURANCE INCOME.-

"(I) IN GENERAL-An election may be made under this
clause to have section 953(a) applied for purposes of this
title without regard to the same country exception under
paragraph (1)(A) thereof Such election, once made, may be
revoked only with the consent of the Secretary.

"(II) SPECIAL RULES FOR AFFILIATED GROUPS.-In the case

of an affiliated group of corporations (within the meaning
of section 1504 but without regard to section 1504(b)(3) and
by substituting 'more than 50 percent' for 'at least 80 per-
cent' each place it appears), no election may be made under
subclause (I) for any controlled foreign corporation unless
such election is made for all other controlled foreign corpo-
rations who are members of such group and who were cre-
ated or organized under the laws of the same country as
such controlled foreign corporation. For purposes of clause
(v), in determining whether any controlled corporation de-
scribed in the preceding sentence is a qualified insurance
company, all such corporations shall be treated as 1 corpo-
ration. "

(b) EFFECTIVE DATE.-The amendment made by this section shall
take effect as if included in the amendments made by section 1221(f)
of the Reform Act.
SEC. 6132. VIRGIN ISLANDS TREATED AS QUALIFIED CARIBBEAN BASIN

CO UNTR Y.
(a) IN GENERAL-Subparagraph (B) of section 936(d)(4) of the

1986 Code is amended by inserting "and the Virgin Islands" after
"section 274 (h)(6)(A)".

(b) EFFECTIVE DATE.-The amendment made by this section shall
apply to investments made after the date of the enactment of this
Act.

SEC. 6133. TREATMENT OF CERTAIN UNITED STATES OBLIGATIONS HELD
BY POSSESSION BANKS.

(a) IN GENERAL.-Subsection (e) of section 882 of the 1986 Code is
amended-

(1) by inserts "which is not portfolio interest (as defined in
section 881(c)(2)) before "shall" and

(2) by striking out the last sentence thereof.
(b) EXCLUSION FROM BRANCH PROFITS TAx. -Paragraph (2) of sec-

tion 884(d) of the 1986 Code is amended by striking out "or" at the



end of subparagraph (C), by striking out the period at the end of
subparagraph (D) and inserting in lieu thereof ", or" and by insert-
ing after subparagraph (D) the following new subparagraph:

"(E) income treated as effectively connected with the conduct
of a trade or business within the United States under section
882(e)."

(c) EFFECTIVE DATE.-The amendments made by this subsection
shall apply to taxable years beginning after December 31, 1988.
SEC. 6134. TREATMENT OF CERTAIN GAMBLING WINNINGS RECEIVED BY

NONRESIDENT ALIENS.

(a) EXEMPTION FROM TAX.-
(1) Section 871 of the 1986 Code (relating to tax on nonresi-

dent alien individuals) is amended by redesignating subsection
(j) as subsection (k) and by inserting after subsection (i) the fol-
lowing new subsection:

"J) EXEMPTION FOR CERTAIN GAMBLING WINNINGS.-No tax shall
be imposed under paragraph (1)(A) of subsection (a) on the proceeds
from a wager placed in any of the following games: blackjack, bac-
carat, craps, roulette, or big-6 wheel. The preceding sentence shall
not apply in any case where the Secretary determines by regulation
that the collection of the tax is administratively feasible."

(2) Subsection (c) of section 1441 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

"(11) CERTAIN GAMBLING WINNINGS.-No tax shall be required
to be deducted and withheld under subsection (a) from any
amount exempt from the tax imposed by section 871(a)(1)(A) by
reason of section 871U)."

(b) EFFECTIVE DATE.-The amendments made by subsection (a)
shall take effect on the date of the enactment of this Act.
SEC. 6135. ELECTION TO BE TREATED AS DOMESTIC CORPORATION.

(a) IN GENERAL.-Section 953 of the 1986 Code is amended by
adding at the end thereof the following new subsection:

"(d) ELECTION BY FOREIGN INSURANCE COMPANY To BE TREATED
AS DOMESTIC CORPORATION.-

"(1) IN GENERAL. -If-
"(A) a foreign corporation is a controlled foreign corpora-

tion (as defined in section 957(a) by substituting '25 percent
or more' for 'more than 50percent' and by using the defini-
tion of United States shareholder under 953(c)(1)(A)),

"(B) such foreign corporation would qualify under part I
or II of subchapter L for the taxable year if it were a do-
mestic corporation,

"(C) such foreign corporation meets such requirements as
the Secretary shall prescribe to ensure that the taxes im-
posed by this chapter on such foreign corporation are paid,
and

"(D) such foreign corporation makes an election to have
this paragraph apply and waives all benefits to such corpo-
ration granted by the United States under any treaty,

for purposes of this title, such corporation shall be treated as a
domestic corporation.

"(2) PERIOD DURING WHICH ELECTION IS IN EFFECT.-



"(A) IN GENERAL.-Except as provided in subparagraph
(B), an election under paragraph (1) shall apply to the tax-
able year for which made and all subsequent taxable years
unless revoked with the consent of the Secretary.

"(B) TERMINATION.-If a corporation which made an
election under paragraph (1) for any taxable year fails to
meet the requirements of subparagraphs (A), (B), and (C), of
paragraph (1) for any subsequent taxable year, such election
shall not apply to any taxable year beginning after such
subsequent taxable year.

"(3) TREATMENT OF LOSSES.-If any corporation treated as a
domestic corporation under this subsection is treated as a
member of an affiliated group for purposes of chapter 6 (relat-
ing to consolidated returns), any loss of such corporation shall
be treated as a dual consolidated loss (as defined in section
1503(d)).

"(4) EFFECT OF ELECTION.-

"(A) IN GENERAL.-For purposes of section 367, any for-
eign corporation making an election under paragraph (1)
shall be treated as transferring (as of the 1st day of the 1st
taxable year to which such election applies) all of its assets
to a domestic corporation in connection with an exchange
to which section 354 applies.

"(B) EXCEPTION FOR PRE-1988 EARNINGS AND PROFIT. -

"(i) IN GENERAL.-Earnings and profits of the foreign
corporation accumulated in taxable years beginning
before January 1, 1988, shall not be included in the
gross income of the persons holding stock in such cor-
poration by reason of subparagraph (A).

"(ii) TREATMENT OF DISTRIBUTIONS.-For purposes of
this title, any distribution made by a corporation to
which an election under paragraph (1) applies out of
earnings and profits accumulated in taxable years be-
ginning before January 1, 1988, shall be treated as a
distribution made by a foreign corporation.

"(iii) CERTAIN RULES TO CONTINUE TO APPLY TO PRE-
1988 EARNINGS.-The provisions specified in clause (iv)
shall be applied without regard to paragraph (1),
except that, in the case of a corporation to which an
election under paragraph (1) applies, only earnings and
profits accumulated in taxable years beginning before
January 1, 1988, shall be taken into account.

"(iv) SPECIFIED PROVISIONS.-The provisions speci-
fied in this clause are:

"(I) Section 1248 (relating to gain from certain
sales or exchanges of stock in certain foreign corpo-
rations).

"(II) Subpart F of part III of subchapter N to the
extent such subpart relates to earnings invested in
United States property or amounts referred to in
clause (ii) or (iii) of section 951(a)(1)(A).

"(III) Section 884 to the extent the foreign corpo-
ration reinvested 1987 earnings and profits in
United States assets.



"(5) EFFECT OF TERMINATION.-For purposes of section 367,
if-

"(A) an election is made by a corporation under para-
graph (1) for any taxable year, and

"(B) such election ceases to apply for any subsequent tax-
able year,

such corporation shall be treated as a domestic corporation
transferring (as of the 1st day of such subsequent taxable year)
all of its property to a foreign corporation in connection with an
exchange to which section 354 applies.

"(6) ADDITIONAL TAX ON CORPORATION MAKING ELECTION.-
"(A) IN GENERAL.-If a corporation makes an election

under paragraph (1), the amount of tax imposed by this
chapter for the 1st taxable year to which such election ap-
plies shall be increased by the amount determined under
subparagraph (B).

"(B) AMOUNT OF TA.-The amount of tax determined
under this paragraph shall be equal to the lesser of-

"(i) 34 of 1 percent of the aggregate amount of capital
and accumulated surplus of the corporation as of De-
cember 31, 1987, or

"(ii) $1,500,000."
(b) EFFECTIVE DATE.-The amendment made by subsection (a)

shall apply to taxable years beginning after December 31, 1987.
SEC. 6136. TAX EXEMPTION FOR ENJEBI COMMUNITY TRUST FUND.

(a) IN GENERAL.-Any earnings on, and distributions from, the
Enjebi Community Trust Fund created under section 103 of the
Compact of Free Association Act of 1985 shall be exempt from all
Federal, State, or local taxation.

(b) EFFECTIVE DATE.-The provisions of subsection (a) shall apply
to all taxable years whether beginning before, on, or after the date
of the enactment of this Act.
SEC. 6137. APPLICATION OF SECTION 912 TO JUDICIAL EMPLOYEES.

(a) IN GENERAL.-Section 912(2) of the 1986 Code is amended by
inserting "(or in the case of judicial officers or employees of the
United States, in accordance with rules similar to such regula-
tions)" after "President".

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to allowances received after October 12, 1987, in taxable
years ending after such date.
SEC. 6138. STUDY OF DEFINITION OF UNITED STA TES RESIDENT

(a) IN GENERAL.-The Secretary of the Treasury or his delegate
shall conduct a study of section 7701(b) of the Internal Revenue
Code of 1986, relating to the determination as to whether a person is
a United States resident for purposes of Federal tax laws. Such
study shall include an examination of-

(1) the effect such determination has on Federal tax adminis-
tration and investment flows between the United States and
other countries,

(2) the coordination of such determination with any treaty ob-
ligations of the United States,



(3) how such determination compares with the way such de-
termination is made by our major trading partners, and

(4) any estimated revenue gain or loss which would result
from modifying such determination.

(b) REPORT.-The Secretary of the Treasury or his delegate shall
report before May 1, 1989, the results of the study conducted under
subsection (a) to the Committee on Finance of the Senate and the
Committee on Ways and Means of the House of Representatives.

SEC. 6139. SUNSET OF TREA TY PRO VISIONS.

(a) IN GENERAL.-No provisions of the Tax Convention with the
United Kingdom (on behalf of Bermuda) or the Tax Convention
with Barbados, whether entered into on, before, or after the date of
enactment of this Act shall prevent application of any provision of
the Internal Revenue Code of 1986 imposing insurance excise taxes.
In the case of a treaty entered into after the date of enactment of
this Act, the preceding sentence shall not apply if such treaty by spe-
cific reference to this section of this Act clearly expresses the intent
to override the provisions of this section.

(b) SPECIAL RULE FOR CERTAIN TREATIES.-In the case of any
treaty in effect on December 31, 1989, subsection (a) shall not apply
to any premium allocable to insurance coverage for periods before
January 1, 1990.
SEC. 6140. TREATMENT OF CERTAIN A WARDS BY THE DISTRICT COURT OF

GUAM.
For purposes of the internal revenue laws of the United States

and Guam, gross income shall not include any amount received pur-
suant to any claim over which the District Court of Guam has juris-
diction by reason of section 204 of Public Law 95-134 (commonly re-
ferred to as the Omnibus Territories Act of 1977). This section shall
be effective for taxable years beginning after December 31, 1985.

Subtitle G-Estate Tax Provisions

SEC. 6151. TREAT TMENT OF CERTAIN RENTS UNDER SECTION 2032A.
(a) GENERAL RULE.-Subparagraph (A) of section 2032A(b)(5) of

the 1986 Code (relating to special rules for surviving spouse) is
amended by adding at the end thereof the following new sentence:
"For purposes of subsection (c), such surviving spouse shall not be
treated as failing to use such property in a qualified use solely be-
cause such spouse rents such property to a member of such spouse's
family on a net cash basis."

(b9) EFFECTIVE DATE.-
(1) IN GENERAL.-The amendment made by subsection (a)

shall apply with respect to rentals occurring after December 31,
1976.

(2) WAIVER OF STATUTE OF LIMITATIONS.-If on the date of the
enactment of this Act (or at any time within I year after such
date of enactment) refund or credit of any overpayment of tax
resulting from the application of the amendment made by sub-
section (a) is barred by any law or rule of law, refund or credit
of such overpayment shall, nevertheless, be made or allowed if



claim therefore is filed before the date 1 year after the date of
the enactment of this Act.

SEC. 6152. CLARIFICATION OF TREATMENT OF JOINT AND SURVIVOR ANNU-
ITIES UNDER QTIP RULES.

(a) ESTATE TAX. -Paragraph (7) of section 2056(b) of the 1986
Code is amended by adding at the end thereof the following new
subparagraph:

"(C) TREATMENT OF SURVIVOR ANNUITIES.-In the case of
an annuity where only the surviving spouse has the right to
receive payments before the death of such surviving
spouse-

"(i) the interest of such surviving spouse shall be
treated as a qualifying income interest for life, and

"(ii) the executor shall be treated as having made an
election under this subsection with respect to such an-
nuity unless the executor otherwise elects on the return
of tax imposed by section 2001.

An election under clause (ii), once made, shall be irrevoca-
ble."

(b) GIFT TAx.-Subsection (f) of section 2523 of the 1986 Code is
amended by adding at the end thereof the following new paragraph:

"(6) TREATMENT OF JOINT AND SURVIVOR ANNUITIES.-In the
case of a joint and survivor annuity where only the donor
spouse and donee spouse have the right to receive payments
before the death of the last spouse to die-

"(A) the donee spouse's interest shall be treated as a
qualifying income interest for life,

"(B) the donor spouse shall be treated as having made an
election under this subsection with respect to such annuity
unless the donor spouse otherwise elects on or before the
date specified in paragraph (4)(A),

"(C) paragraph (5) and section 2519 shall not apply to the
donor spouse's interest in the annuity, and

"(D) if the donee spouse dies before the donor spouse, no
amount shall be includible in the gross estate of the donee
spouse under section 2044 with respect to such annuity.

An election under subparagraph (B), once made, shall be irrevo-
cable."

(c) EFFECTIVE DATES. -
(1) IN GENERAL.-Except as otherwise provided in this subsec-

tion-
(A) the amendment made by subsection (a) shall apply

with respect to decedents dying after December 31, 1981,
and

(B) the amendment made by subsection (b) shall apply to
transfers after December 31, 1981.

(2) NOT TO APPLY TO EXTENT INCONSISTENT WITH PRIOR
RETURN. -In the case of any estate or gift tax return filed before
the date of the enactment of this Act, the amendments made by
this section shall not apply to the extent such amendments
would be inconsistent with the treatment of the annuity on
such return unless the executor or donor (as the case may be)



otherwise elects under this paragraph before the day 2 years
after the date of the enactment of this Act.

(3) ExTENSION OF TIME FOR ELECTION OUT.-The time for

making an election under section 2056(b)(7)(C)(ii) or 2523(f)(6)(B)
of the 1986 Code (as added by this subsection) shall not expire
before the day 2 years after the date of the enactment of this
Act (and, if such election is made within the time permitted
under this paragraph, the requirement of such section
2056(b)(7)(C)(ii) that it be made on the return shall not apply).

Subtitle H-TAX-EXEMPT BOND PROVISIONS

SEC. 6176. CLARIFICATION OF SMALL ISSUE BOND DEFINITION OF MANU-
FA CTURING FACILITY.

(a) IN GENERAL. -Subparagraph (C) of section 144(a)(12) of the
1986 Code (defining manufacturing facility) is amended by adding
at the end thereof the following new sentence: "For purposes of the
1st sentence of this subparagraph, the term 'manufacturing facility'
includes facilities which are directly related and ancillary to a
manufacturing facility (determined without regard to this sentence)
if-

"(i) such facilities are located on the same site as the
manufacturing facility, and

"(ii) not more than 25 percent of the net proceeds of
the issue are used to provide such facilities.'

(b) EFFECTIVE DATE.-
(1) IN GENERAL.-The amendment made by subsection (a)

shall apply to bonds issued after the date of the enactment of
this Act.

(2) REFUNDINGS.-The amendment made by subsection (a)
shall not apply to any bond issued to refund (or which is part
of a series of bonds issued to refund) a bond issued on or before
the date of the enactment of this Act if-

(A) the average maturity date of the issue of which the
refunding bond is a part is not later than the average ma-
turity date of the bonds to be refunded by such issue, and

(B) the amount of the refunding bond does not exceed the
outstanding amount of the refunded bond.

For purposes of subparagraph (A), average maturity shall be de-
termined in accordance with section 147(b) of the 1986 Code.

SEC. 6177. RULES APPLICABLE TO TAX AND REVENUE ANTICIPATION
BONDS.

(a) CHANGE IN PERIOD To DETERMINE CUMULATIVE CASH FLOW

DEFICIT.-Subclause (III) of section 148(f)(4)(B)(iii) of the 1986 Code
(relating to safe harbor for determining when proceeds of tax and
revenue anticipation bonds are expended) is amended by striking out
"the earliest of the maturity date of the issue, the date 6 months
after such date of issuance, " and inserting in lieu thereof "the earli-
er of the date 6 months after such date of issuance."

(b) DUE DATE FOR LAST INSTALLMENT OF ARBITRAGE REBATE.-

Paragraph (3) of section 148(f) of the 1986 Code is amended by
adding at the end thereof the following new sentence: "In the case
of a tax and revenue anticipation bond, the last installment shall



not be required to be made before the date 8 months after the date
of issuance of the issue of which the bond is a part."

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to bonds issued after the date of the enactment of this Act.
SEC. 6178. AMENDMENT TO MORTGAGE BOND PURCHASE PRICE REGULA-

TIONS.
The Secretary of the Treasury or his delegate shall amend the reg-

ulations relating to mortgage bond purchase price requirements,
with respect to any lease with a remaining term of at least 35 years
and a specified ground rent for at least the first 10 years of such
term but not for the entire term, to provide for a capitalized value of
such lease equal to the present value of the current ground rent pro-
jected over the remaining term of the lease and discounted at 3 per-
cent or such other discount rate as the Secretary establishes. If such
amendment is not made before the date of the enactment of this
Act, such regulations shall be considered to include such amend-
ment with respect to bonds issued after such date.
SEC. 6179. APPLICATION OF SECURITY INTEREST TEST TO BOND FINANC-

ING OF HAZARDOUS WASTE CLEAN-UP ACTIVITIES.
Before January 1, 1989, the Secretary of the Treasury or his dele-

gate shall issue guidance concerning the application of the private
security or payment test under section 141(b)(2) of the Internal Reve-
nue Code of 1986 to tax-exempt bond financing by State and local
governments of hazardous waste clean-up activities conducted by
such governments where some of the activities occur on privately
owned land.
SEC. 6180. TAX-EXEMPT FINANCING FOR CERTAIN RAIL FACILITIES.

(a) IN GENERAL.-Subsection (a) of section 142 of the 1986 Code
(relating to exempt facility bonds) is amended-

(1) by striking out "or" at the end of paragraph (9),
(2) by striking out the period at the end of paragraph (10) and

inserting in lieu thereof ", or", and
(3) by adding at the end thereof the following new paragraph:
"(11) high-speed intercity rail facilities."

(b) DEFINITION AND SPECIAL RULES FOR HIGH-SPEED INTERCITY

RAIL FACILITIES.-

(1) IN GENERAL.-Section 142 of the 1986 Code is amended by
adding at the end thereof the following new subsection:

"(i) HIGH-SPEED INTERCITY RAIL FACILITIES. -

"(1) For purposes of subsection (a)(11), the term 'high-speed
intercity rail facilities' means any facility (not including rolling
stock) for the fixed guideway rail transportation of passengers
and their baggage between metropolitan statistical areas
(within the meaning of section 143(k)(2)(B)) using vehicles that
are reasonably expected to operate at speeds in excess of 150
miles per hour between scheduled stops, but only if such facility
will be made available to members of the general public as pas-
sengers.'(2) ELECTION BY NONGOVERNMENTAL OWNERS.-A facility

shall be treated as described in subsection (a)(11) only if any
owner of such facility which is not a governmental unit irrevo-
cably elects not to claim-

"(A) any deduction under section 167 or 168, and



"(B) any credit under this subtitle,

with respect to the property to be financed by the net proceeds of
the issue.

"(3) USE OF PROCEEDS.-A bond issued as part of an issue de-
scribed in subsection (a)(11) shall not be considered an exempt
facility bond unless any proceeds not used within a 3-year
period of the date of the issuance of such bond are used (not
later than 6 months after the close of such period) to redeem
bonds which are part of such issue."

(2) USE OF FACILITIES. -Subsection (c) of section 142 of the
1986 Code (relating to special rules for airport, docks and
wharves, and mass commuting facilities) is amended-

(A) by striking out "paragraph (1), (2), or (3) of subsection
(a)" each place it appears in paragraphs (1) and (2) thereof
and inserting in lieu thereof '"paragraph (1), (2), (3) or (11)
of subsection (a)", and

(B) by striking out "AND MASS COMMUTING FACILITIES"

in the heading thereof and inserting in lieu thereof "MASS
COMMUTING FACILITIES AND HIGH-SPEED INTERCITY RAIL

FACILITIES ".

(3) PARTIAL EXCLUSION FROM VOLUME CAP.-Subsection (g) of
section 146 of the 1986 Code (relating to an exception for certain
bonds) is amended-

(A) by striking out "and" at the end of paragraph (2),
(B) by striking out the period at the end of paragraph (3)

and inserting in lieu thereof ", and" and
(C) by adding at the end thereof the following new para-

graph:
"(3) 75 percent of any exempt facility bond issued as part of

an issue described in paragraph (11) of section 142(a) (relating
to high-speed intercity rail facilities). "

(4) LIMITATION REMOVED ON USE OF BOND PROCEEDS FOR LAND

ACQUISITION. -Paragraph (3) of section 147(c) of the 1986 Code
(relating to limitation on use for land acquisition) is amended
by inserting "high-speed intercity rail facility" after "mass com-
muting facility" each place it appears.

(5) SPECIAL RULE FOR PUBLIC APPROVAL.-Paragraph (3) of
section 147(f) of the 1986 Code (relating to public approval re-
quired for private activity bonds) is amended-

(A) by inserting "or high-speed intercity rail facilities"
after "airport" each place it appears, and

(B) by inserting "OR HIGH-SPEED INTERCITY RAIL FACILI-

TIES" after "AIRPORTS" in the heading thereof.
(C) EFFECTIVE DATE.-The amendments made by this section shall

apply to bonds issued after the date of enactment of this Act.

SEC. 6181. RULES RELATING TO REBATE ON EARNINGS ON BONA FIDE
DEBT SERVICE FUND.

(a) No REBATE WHERE EARNINGS Do NOT EXCEED $100,000.-
Clause (ii) of section 148(f)(4)(A) of the 1986 Code is amended by
striking "unless the issuer otherwise elects, ".

(b) $100,000 LIMIT NOT To APPLY To CERTAIN IssUEs.-Subpara-
graph (A) of section 148(f)(4) of the 1986 Code is amended by adding
at the end thereof the following new sentence:



"In the case of an issue no bond of which is a private activ-
ity bond, clause (ii) shall be applied without regard to the
dollar limitation therein if the average maturity of the
issue (determined in accordance with section 147(b)(2)(A)) is
at least 5 years and the rates of interest on bonds which are
part of the issue do not vary during the term of the issue.

(c) EFFECTIVE DATE; SPECIAL RULES.-
(1) IN GENERAL-The amendments made by this section shall

apply to bonds issued after the date of the enactment of this
Act.

(2) ELECTION FOR OUTSTANDING BONDS.-Any issue of bonds
other than private activity bonds outstanding as of the date of
the enactment of this Act shall be allowed a 1-time election to
apply the amendments made by subsection (b) to amounts depos-
ited after such date in bona fide debt service funds of such
bonds.

(3) DEFINITION OF PRIVATE ACTIVITY BOND.-For purposes of
this section and the last sentence of section 148(f)(4)(A) of the
1986 Code (as added by subsection (b)), the term 'private activity
bond' shall include any qualified 501(c)(3) bond (as defined
under section 145 of the 1986 Code).

SEC. 6182. BONDS ISSUED BY VOLUNTEER FIRE DEPARTMENTS.
(a) OVERLAPPING AREAS.-Paragraph (2) of section 150(e) of the

1986 Code (relating to bonds of certain volunteer fire departments) is
amended by adding at the end thereof the following new sentence:

"For purposes of subparagraph (A), other firefighting services
provided in an area shall be disregarded in determining wheth-
er an organization is a qualified volunteer fire department if
such other firefighting services are provided by a qualified vol-
unteer fire department (determined with the application of this
sentence) and such organization and the provider of such other
services have been continuously providing firefighting services
to such area since January 1, 1981."

(b) ACQUISITION OF LAND PERMITTED.-Subparagraph (B) of sec-
tion 150(e)(1) of the 1986 Code is amended by inserting "(including
land which is functionally related and subordinate thereto)" after
"a firehouse".

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to bonds issued after the date of the enactment of this Act.
SEC. 6183. DISREGARD OF POOLED FINANCINGS IN DETERMINATION OF

QUALIFICATION FOR SMALL ISSUER EXCEPTION.
(a) IN GENERAL.-Clause (ii) of section 148(f)(4)(C) of the 1986

Code (as amended by title I of this Act) is amended by redesignating
subclauses (II) and (III) as subclauses (III) and (IV), respectively,
and by inserting after subclause (I) the following new subclause:

"(II) all bonds issued by a governmental unit on
behalf of other governmental units with general
taxing powers not subordinate to such unit shall,
for purposes of applying such subclause to such
unit, be treated as not issued by such unit, ".

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to bonds issued after December 31, 1988.



Subtitle I-Provisions Relating to Exempt
Organizations

SEC. 6201. CERTAIN GAMES OF CHANCE NOT TREATED AS UNRELATED

TRADE OR BUSINESS.

Section 1834 of the Reform Act is amended by adding at the end
thereof the following new sentence: "The amendment made by this
section shall apply to games of chance conducted after October 22,
1986, in taxable years ending after such date".

SEC. 6202. PURCHASE OF INSURANCE BY COOPERATIVE HOSPITAL SERV-
ICE ORGANIZATIONS.

(a) IN GENERAL.-Subparagraph (A) of section 501(e)(1) of the 1986
Code is amended by inserting "(including the purchasing of insur-
ance on a group basis)" after "purchasing".

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to purchases before, on, or after the date of the enact-
ment of this Act.
SEC. 6203. CANCELLATION OF CERTAIN DEBTS ORIGINATED BY OR GUAR-

ANTEED BY THE UNITED STATES NOT TAKEN INTO ACCOUNT
IN DETERMINING TAX EXEMPT STATUS OF CERTAIN ORGANI-
ZA TIONS.

Subparagraph (A) of section 501(c)(12) of the 1986 Code shall be
applied without taking into account any income attributable to the
cancellation of any loan originally made or guaranteed by the
United States (or any agency or instrumentality thereof) if such can-
cellation occurs after 1986 and before 1990.
SEC 6204. DETERMINATION OF OPERATING FOUNDATION STATUS FOR

CERTA IN PURPOSES.
For purposes of section 302(c)(3) of the Deficit Reduction Act of

1984, a private foundation which constituted an operating founda-
tion (as defined in section 4942(j)(3) of the Internal Revenue Code of
1986) for its last taxable year ending before January 1, 198, shall
be treated as constituting an operating foundation as of January 1,
1983.

Subtitle J-Taxpayer Rights and Procedures

SEC. 6226. SHORT TITLE.

This subtitle may be cited as the "Omnibus Taxpayer Bill of
Rights ".

PART I-TAXPA YER RIGHTS

SEC. 6227. DISCLOSURE OF RIGHTS OF TAXPA YERS.
(a) IN GENERAL.-The Secretary of the Treasury shall, as soon as

practicable, but not later than 180 days after the date of the enact-
ment of this Act, prepare a statement which sets forth in simple and
nontechnical terms-

(1) the rights of a taxpayer and the obligations of the Internal
Revenue Service (hereinafter in this section referred to as the
"Service") during an audit;



(2) the procedures by which a taxpayer may appeal any ad-
verse decision of the Service (including administrative and judi-
cial appeals);

(3) the procedures for prosecuting refund claims and filing of
taxpayer complaints; and

(4) the procedures which the Service may use in enforcing the
internal revenue laws (including assessment, jeopardy assess-
ment, levy and distraint, and enforcement of liens).

(b) TRANSMISSION TO COMMITTEES OF CONGRESS.-The Secretary
of the Treasury shall transmit drafts of the statement required
under subsection (a) (or proposed revisions of any such statement) to
the Committee on Ways and Means of the House of Representatives,
the Committee on Finance of the Senate, and the Joint Committee
on Taxation on the same day.

(c) DIsTRIBuTIoN.-The statement prepared in accordance with
subsections (a) and (b) shall be distributed by the Secretary of the
Treasury to all taxpayers the Secretary contacts with respect to the
determination or collection of any tax (other than by providing tax
forms). The Secretary shall take such actions as the Secretary deems
necessary to ensure that such distribution does not result in multi-
ple statements being sent to any one taxpayer.
SEC. 6228. PROCEDURES INVOLVING TAXPAYER INTERVIEWS.

(a) IN GENERAL.-Chapter 77 of the 1986 Code (relating to miscel-
laneous provisions) is amended by adding at the end thereof the fol-
lowing new section:
"SEC. 7520. PROCEDURES INVOLVING TAXPAYER INTERVIEWS.

"(a) RECORDING OF INTERVIEWS.-

"(1) RECORDING BY TAXPAYER.-Any officer or employee of the
Internal Revenue Service in connection with any in-person
interview with any taxpayer relating to the determination or
collection of any tax shall, upon advance request of such tax-
payer, allow the taxpayer to make an audio recording of such
interview at the taxpayer's own expense and with the taxpayer's
own equipment.

"(2) RECORDING BY IRS OFFICER OR EMPLOYEE.-An officer or
employee of the Internal Revenue Service may record any inter-
view described in paragraph (1) if such officer or employee-

"(A) informs the taxpayer of such recording prior to the
interview, and

"(B) upon request of the taxpayer, provides the taxpayer
with a transcript or copy of such recording but only if the
taxpayer provides reimbursement for the cost of the tran-
scription and reproduction of such transcript or copy.

"(b) SAFEGUARDS. -
"(1) EXPLANATIONS OF PROCESSES.--An officer or employee of

the Internal Revenue Service shall before or at an initial inter-
view provide to the taxpayer-

"(A) in the case of an in-person interview with the tax-
payer relating to the determination of any tax, an explana-
tion of the audit process and the taxpayer's rights under
such process, or

"(B) in the case of an in-person interview with the tax-
payer relating to the collection of any tax, an explanation
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of the collection process and the taxpayer's rights under
such process.

"(2) RIGHT OF CONSULTATION.-If the taxpayer clearly states
to an officer or employee of the Internal Revenue Service at any
time during any interview (other than an interview initiated by
an administrative summons issued under subchapter A of chap-
ter 78) that the taxpayer wishes to consult with an attorney, cer-
tified public accountant, enrolled agent, enrolled actuary, or
any other person permitted to represent the taxpayer before the
Internal Revenue Service, such officer or employee shall sus-
pend such interview regardless of whether the taxpayer may
have answered one or more questions.

"(c) REPRESENTATIVES HOLDING POWER OF ATTORNEY. -Any at-
torney, certified public accountant, enrolled agent, enrolled actuary,
or any other person permitted to represent the taxpayer before the
Internal Revenue Service who is not disbarred or suspended from
practice before the Internal Revenue Service and who has a written
power of attorney executed by the taxpayer may be authorized by
such taxpayer to represent the taxpayer in any interview described
in subsection (a). An officer or employee of the Internal Revenue
Service may not require a taxpayer to accompany the representative
in the absence of an administrative summons issued to the taxpayer
under subchapter A of chapter 78. Such an officer or employee, with
the consent of the immediate supervisor of such officer or employee,
may notify the taxpayer directly that such officer or employee be-
lieves such representative is responsible for unreasonable delay or
hindrance of an Internal Revenue Service examination or investiga-
tion of the taxpayer.

"(d) SECTION NOT To APPLY TO CERTAIN INVESTIGATIONS.-This
section shall not apply to criminal investigations or investigations
relating to the integrity of any officer or employee of the Internal
Revenue Service."

(b) REGULATIONS WITH RESPECT TO TIME AND PLACE OF EXAMINA-
TION.-The Secretary of the Treasury or the Secretary's delegate
shall issue regulations to implement subsection (a) of section 7605 of
the 1986 Code (relating to time and place of examination) within 1
year after the date of the enactment of this Act.

(c) CLERICAL AMENDMENT.-The table of sections for chapter 77 of
the 1986 Code is amended by adding at the end thereof the follow-
ing new item:

"Sec. 7520. Procedures involving taxpayer interviews."

(d) EFFECTIVE DATE.-The amendments made by subsections (a)
and (c) shall apply to interviews conducted on or after the date
which is 90 days after the date of the enactment of this Act.

SEC. 6229. TAXPA YERS MAY RELY ON WRITTEN ADVICE OF INTERNAL REV-
ENUE SERVICE.

(a) IN GENERAL.-Section 6404 of the 1986 Code (relating to abate-
ments) is amended by adding at the end thereof the following new
subsection:

"(f ABATEMENT OF ANY PENALTY OR ADDITION TO TAX ATTRIBUT-
ABLE TO ERRONEOUS WRITTEN ADVICE BY THE INTERNAL REVENUE
SER VICE. -



"(1) IN GENERAL.-The Secretary shall abate any portion of
any penalty or addition to tax attributable to erroneous advice
furnished to the taxpayer in writing by an officer or employee of
the Internal Revenue Service, acting in such officer's or employ-
ee's official capacity.

"(2) LIMITATIoNs.-Paragraph (1) shall apply only if-
"(A) the written advice was reasonably relied upon by the

taxpayer and was in response to a specific written request
of the taxpayer, and

"(B) the portion of the penalty or addition to tax did not
result from a failure by the taxpayer to provide adequate or
accurate information.

"(3) INITIAL REGULATIONS.- Within 180 days after the date of
the enactment of this subsection, the Secretary shall prescribe
such initial regulations as may be necessary to carry out this
subsection."

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply with respect to advice requested on or after January 1,
1989.
SEC. 6230. TAXPAYER ASSISTANCE ORDERS.

(a) IN GENERAL. -Subchapter A of chapter 80 of the 1986 Code (re-
lating to general rules for application of the internal revenue laws)
is amended by adding at the end thereof the following new section:
"SEC. 7811. TAXPAYER ASSISTANCE ORDERS.

"(a) AUTHORITY To IssuE.-Upon application filed by a taxpayer
with the Office of Ombudsman (in such form, manner, and at such
time as the Secretary shall by regulations prescribe), the Ombuds-
man may issue a Taxpayer Assistance Order if, in the determination
of the Ombudsman, the taxpayer is suffering or about to suffer a
significant hardship as a result of the manner in which the inter-
nal revenue laws are being administered by the Secretary.

"(b) TERMS OF A TAXPAYER ASSISTANCE ORDER.-The terms of a
Taxpayer Assistance Order may require the Secretary-

"(1) to release property of the taxpayer levied upon, or
"(2) to cease any action, or refrain from taking any action,

with respect to the taxpayer under-
"(A) chapter 64 (relating to collection),
"(B) subchapter B of chapter 70 (relating to bankruptcy

and receiverships),
"(C) chapter 78 (relating to discovery of liability and en-

forcement of title), or
"(D) any other provision of law which is specifically de-

scribed by the Ombudsman in such order.
"(C) AUTHORITY To MODIFY OR RESCIND.-Any Taxpayer Assist-

ance Order issued by the Ombudsman under this section may be
modified or rescinded only by the Ombudsman, a district director, a
service center director, a compliance center director, a regional direc-
tor of appeals, or any superior of any such person.

"(d) SUSPENSION OF RUNNING OF PERIOD OF LIMITATION.-The
running of any period of limitation with respect to any action de-
scribed in subsection (b) shall be suspended for-



"(1) the period beginning on the date of the taxpayer's appli-
cation under subsection (a) and ending on the date of the Om-
budsman's decision with respect to such application, and

"(2) any period specified by the Ombudsman in a Taxpayer
Assistance Order issued pursuant to such application.

"(e) INDEPENDENT ACTION OF OMBUDSMAN.-Nothing in this sec-
tion shall prevent the Ombudsman from taking any action in the
absence of an application under subsection (a).

"(/? OMBuDsMAN.-For purposes of this section, the term 'Ombuds-
man' includes any designee of the Ombudsman."

(b) CLERICAL AMENDMENT.-The table of sections for subchapter A
of chapter 80 of the 1986 Code is amended by adding at the end
thereof the following new item:
"Sec. 7811. Taxpayer Assistance Orders."

(c) ISSUANCE OF REGULATIONS.-The Secretary of the Treasury or
the Secretary's delegate shall issue such regulations as the Secretary
deems necessary within 90 days of the date of the enactment of this
Act in order to carry out the purposes of section 7811 of the 1986
Code (as added by this section) and to ensure taxpayers uniform
access to administrative procedures.

(d) EFFECTIVE DATE.-The amendments made by this section
shall take effect on January 1, 1989.
SEC. 623). BASIS FOR EVALUATION OF INTERNAL REVENUE SERVICE EM-

PLO YEES.
(a) IN GENERAL.-The Internal Revenue Service shall not use

records of tax enforcement results-
(1) to evaluate employees directly involved in collection activi-

ties and their immediate supervisors, or
(2) to impose or suggest production quotas or goals with re-

spect to individuals described in clause (i).
(b) APPLICATION OF IRS POLICY STATEMENT.-The Internal Reve-

nue Service shall not be treated as failing to meet the requirements
of subsection (a) if the Service follows the policy statement of the
Service regarding employee evaluation (as in effect on the date of
the enactment of this Act) in a manner which does not violate sub-
section (a).

(c) CERTIFICATION. -Each district director shall certify quarterly
by letter to the Commissioner of Internal Revenue that tax enforce-
ment results are not used in a manner prohibited by subsection (a).

(d) EFFECTIVE DATE.-The provisions of this section shall apply to
evaluations conducted on or after January 1, 1989.
SEC. 6232. PROCEDURES RELATING TO INTERNAL REVENUE SERVICE REG-

ULA TIONS.
(a) IN GENERAL-Section 7805 of the 1986 Code (relating to rules

and regulations) is amended by adding at the end thereof the fol-
lowing new subsections:

"(e) TEMPORARY REGULATIONS. -

"(1) ISSUANCE.-Any temporary regulation issued by the Secre-
tary shall also be issued as a proposed regulation.

"(2) 3-YEAR DURATION.-Any temporary regulation shall
expire within 3 years after the date of issuance of such regula-
tion.



"(f) IMPACT OF REGULATIONS ON SMALL BUSINESS REVIEWED.-
After the publication of any proposed regulation by the Secretary
and before the promulgation of any final regulation by the Secretary
which does not supersede a proposed regulation, the Secretary shall
submit such regulation to the Administrator of the Small Business
Administration for comment on the impact of such regulation on
small business. The Administrator shall have 4 weeks from the date
of submission to respond."

(b) EFFECTIVE DATE.-The amendments made by this section shall
apply to any regulation issued after the date which is 10 days after
the date of the enactment of this Act.
SEC. 6233. CONTENT OF TAX DUE, DEFICIENCY, AND OTHER NOTICES.

(a) IN GENERAL.-Chapter 77 of the 1986 Code (relating to miscel-
laneous provisions) is further amended by adding at the end thereof
the following new section:
"SEC. 7521. CONTENT OF TAX DUE, DEFICIENCY, AND OTHER NOTICES.

"(a) GENERAL RULE.-Any notice to which this section applies
shall describe the basis for, and identify the amounts (if any) of, the
tax due, interest, additional amounts, additions to the tax, and as-
sessable penalties included in such notice. An inadequate descrip-
tion under the preceding sentence shall not invalidate such notice.

"(b) NOTICES TO WHICH SECTION APPLiES.-This section shall
apply to-

"(1) any tax due notice or deficiency notice described in sec-
tion 6155, 6212, or 6303,

"(2) any notice generated out of any information return
matching program, and

"(3) the 1st letter of proposed deficiency which allows the tax-
payer an opportunity for administrative review in the Internal
Revenue Service Office of Appeals."

(b) CLERICAL AMENDMENT.-The table of sections for chapter 77 of
the 1986 Code is further amended by adding at the end thereof the
following new item:
"Sec. 7521. Content of tax due, deficiency, and other notices."

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to mailings made on or after January 1, 1990.

(d) REPORT.-Not later than July 1, 1989, the Secretary of the
Treasury or his delegate shall submit a report to the Committee on
Ways and Means of the House of Representatives and the Commit-
tee on Finance of the Senate on the steps taken to carry out the
amendments made by this section.
SEC. 6234. INSTALLMENT PA YMENT OF TAX LIABILITY.

(a) IN GENERAL. -Subchapter A of chapter 62 of the 1986 Code (re-
lating to place and due date for payment of tax) is amended by
adding at the end thereof the following new section:
"SEC. 6159. AGREEMENTS FOR PAYMENT OF TAX LIABILITY IN INSTALL-

MENTS.
"(a) AUTHORIZATION OF AGREEMENTS.-The Secretary is author-

ized to enter into written agreements with any taxpayer under
which such taxpayer is allowed to satisfy liability for payment of
any tax in installment payments if the Secretary determines that
such agreement will facilitate collection of such liability.



"(b) EXTENT To WHICH AGREEMENTS REMAIN IN EFFECT.-

"(1) IN GENERAL.-Except as otherwise provided in this sub-
section, any agreement entered into by the Secretary under sub-
section (a) shall remain in effect for the term of the agreement.

"(2) INADEQUATE INFORMATION OR JEOPARDY.-The Secretary
may terminate any agreement entered into by the Secretary
under subsection (a) if-

"(A) information which the taxpayer provided to the Sec-
retary prior to the date such agreement was entered into
was inaccurate or incomplete, or

"(B) the Secretary believes that collection of any tax to
which an agreement under this section relates is in jeop-
ardy.

"(3) SUBSEQUENT CHANGE IN FINANCIAL CONDITIONS. -

"(A) IN GENERAL.-If the Secretary makes a determina-
tion that the financial condition of a taxpayer with whom
the Secretary has entered into an agreement under subsec-
tion (a) has significantly changed, the Secretary may alter,
modify, or terminate such agreement.

"(B) NoTICE.-Action may be taken by the Secretary
under subparagraph (A) only if-

"(i) notice of such determination is provided to the
taxpayer no later than 30 days prior to the date of such
action, and

"(ii) such notice includes the reasons why the Secre-
tary believes a significant change in the financial con-
dition of the taxpayer has occurred.

"(4) FAILURE TO PAY AN INSTALLMENT OR ANY OTHER TAX LI-
ABILITY WHEN DUE OR TO PROVIDE REQUESTED FINANCIAL INFOR-

MATION.-The Secretary may alter, modify, or terminate an
agreement entered into by the Secretary under subsection (a) in
the case of the failure of the taxpayer-

"(A) to pay any installment at the time such installment
payment is due under such agreement,

"(B) to pay any other tax liability at the time such liabil-
ity is due, or

"(C) to provide a financial condition update as requested
by the Secretary."

(b) CONFORMING AMENDMENTS.-
(1) Paragraph (1) of section 6601(b) of the 1986 Code (relating

to last day prescribed for payment) is amended by inserting "or
any installment agreement entered into under section 6159"
after "time for payment".

(2) The table of sections for subchapter A of chapter 62 of the
1986 Code is amended by adding at the end thereof the follow-
ing new item:

"Sec. 6159. Agreements for payment of tax liability in installments."

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to agreements entered into after the date of the enactment of
this Act.
SEC. 6235. ASSISTANT COMMISSIONER FOR TAXPAYER SERVICES.

(a) IN GENERAL.-Section 7802 of the 1986 Code (relating to Com-
missioner of Revenue; Assistant Commissioner (Employee Plans and



Exempt Organizations) is amended by adding at the end thereof the
following new subsection:

"(c) ASSISTANT COMMISSIONER (TAXPAYER SERVICES). -There is es-

tablished within the Internal Revenue Service an office to be known
as the 'Office for Taxpayer Services' to be under the supervision and
direction of an Assistant Commissioner of the Internal Revenue.
The Assistant Commissioner shall be responsible for taxpayer serv-
ices such as telephone, walk-in, and taxpayer educational services,
and the design and production of tax and informational forms. "

(b) ANNUAL REPORTS TO CONGRESS.-The Assistant Commissioner
(Taxpayer Services) and the Taxpayer Ombudsman for the Internal
Revenue Service shall jointly make an annual report regarding the
quality of taxpayer services provided. Such report shall be made to
the Committee on Finance of the Senate and the Committee on
Ways and Means of the House of Representatives.

(c) EFFECTIVE DATE.-The amendment made by subsection (a)
shall take effect on the date 180 days after the date of the enact-
ment of this Act.

PART II-LEVY AND LIEN PRO VISIONS

SEC. 6236. LEVY AND DISTRAINT.

(a) NOTICE. -Section 6331(d) of the 1986 Code (relating to levy and
distraint) is amended-

(1) by striking out "10 days" in paragraph (2) and inserting in
lieu thereof "30 days",

(2) by striking out "10-DAY REQUIREMENT" in the heading of
paragraph (2) and inserting in lieu thereof "30-DAY REQUIRE-
MENT' and

(3) by adding at the end thereof the following new paragraph:
"(4) INFORMATION INCLUDED WITH NOTICE. -The notice re-

quired under paragraph (1) shall include a brief statement
which sets forth in simple and nontechnical terms-

"(A) the provisions of this title relating to levy and sale
of property,

"(B) the procedures applicable to the levy and sale of
property under this title,

"(C) the administrative appeals available to the taxpayer
with respect to such levy and sale and the procedures relat-
ing to such appeals,

"(D) the alternatives available to taxpayers which could
prevent levy on the property (including installment agree-
ments under section 6159),

"(E) the provisions of this title relating to redemption of
property and release of liens on property, and

"(F) the procedures applicable to the redemption of prop-
erty and the release of a lien on property under this title."

(b) EFFECT OF LEVY ON SALARY AND WAGES.-

(1) IN GENERAL.-Subsection (e) of section 6331 of the 1986
Code (relating to levy and distraint) is amended to read as fol-
lows:

'"(e) CONTINUING LEVY ON SALARY AND WAGES.-The effect of a

levy on salary or wages payable to or received by a taxpayer shall be



continuous from the date such levy is first made until such levy is
released under section 6343."

(2) CROSS REFERENE.-Section 6331(f) of the 1986 Code (relat-
ing to cross references) is amended by adding at the end thereof
the following new paragraph:

"(3) For release and notice of release of levy, see section 6343."
(c) INCREASE IN AMOUNTS OF CERTAIN PROPERTY EXEMPT FROM

LEVY.-
(1) FUEL, PROVISIONS, FURNITURE, PERSONAL EFFECTS.-Para-

graph (2) of section 6334(a) of the 1986 Code (relating to proper-
ty exempt from levy) is amended by striking out "$1,500" and
inserting in lieu thereof "$1,650 ($1,550 in the case of levies
issued during 1989)".

(2) BOOKS AND TOLS.-Paragraph (3) of section 6334(a) of the
1986 Code is amended by striking out "$1,000" and inserting in
lieu thereof "$1,100 ($1,050 in the case of levies issued during
1989)".

(3) WAGES, SALARY, AND OTHER INCOME.-

(A) INCREASE IN AMOUNT EXEMPT.-Paragraph (1) of sec-
tion 6334(d) of the 1986 Code (relating to exempt amount of
wages, salary, or other income) is amended to read as fol-
lows:

"(1) INDIVIDUALS ON WEEKLY BASIS.-In the case of an indi-
vidual who is paid or receives all of his wages, salary, and
other income on a weekly basis, the amount of the wages,
salary, and other income payable to or received by him during
any week which is exempt from levy under subsection (a)(9)
shall be the exempt amount."

(B) EXEMPT AMOUNT DEFINED.-Subsection (d) of section
6334 of the 1986 Code (relating to property exempt from
levy) is amended by redesignating paragraph (2) as para-
graph (3) and by inserting after paragraph (1) the following
new paragraph:

"(2) EXEMPT AMOUNT.-For purposes of paragraph (1), the
term 'exempt amount' means an amount equal to-

"(A) the sum of-
"(i) the standard deduction, and
"(ii) the aggregate amount of the deductions for per-

sonal exemptions allowed the taxpayer under section
151 in the taxable year in which such levy occurs, di-
vided by

"(B) 52.
Unless the taxpayer submits to the Secretary a written and

properly verified statement specifying the facts necessary to de-
termine the proper amount under subparagraph (A), subpara-
graph (A) shall be applied as if the taxpayer were a married in-
dividual filing a separate return with only 1 personal exemp-
tion. "

(4) ADDITIONAL PROPERTY EXEMPT FROM LEVY.-

(A) IN GENERAL.-Subsection (a) of section 6334 of the
1986 Code (relating to property exempt from levy) is amend-
ed by adding at the end thereof the following new para-
graphs:



"(11) CERTAIN PUBLIC ASSISTANCE PAYMENTS.-Any amount
payable to an individual as a recipient of public assistance
under-

"(A) title IV (relating to aid to families with dependent
children) or title XVI (relating to supplemental security
income for the aged, blind, and disabled) of the Social Se-
curity Act, or

"(B) State or local government public assistance or public
welfare programs for which eligibility is determined by a
needs or income test.

"(12) ASSISTANCE UNDER JOB TRAINING PARTNERSHIP ACT. -
Any amount payable to a participant under the Job Training
Partnership Act (29 U.S.C. 1501 et seq.) from funds appropri-
ated pursuant to such Act.

"(13) PRINCIPAL RESIDENCE EXEMPT IN ABSENCE OF CERTAIN
APPROVAL OR JEOPARDY.-Except to the extent provided in sub-
section (e), the principal residence of the taxpayer (within the
meaning of section 1034)."

(B) LEVY PERMITTED ON PRINCIPAL RESIDENCE IN CASE OF
JEOPARDY OR APPROVAL BY CERTAIN OFFICIALS.-Section

6334 of the 1986 Code is amended by adding at the end
thereof the following new subsection:

"(e) LEVY ALLOWED ON PRINCIPAL RESIDENCE IN CASE OF JEOP-
ARDY OR CERTAIN APPRoVAL.-Property described in subsection
(a)(13) shall not be exempt from levy if-

"(1) a district director or assistant district director of the In-
ternal Revenue Service personally approves (in writing) the levy
of such property, or

"(2) the Secretary finds that the collection of tax is in jeop-
ardy."

(d) UNECONOMICAL LEVY; LEVY ON APPEARANCE DATE OF SUM-
MONS.-Section 6331 of the 1986 Code (relating to levy and dis-
traint) is amended by redesignating subsection (f) as subsection (h)
and by inserting after subsection (e) the following new subsections:

"(f) UNECONOMICAL LEVY.-No levy may be made on any property
if the amount of the expenses which the Secretary estimates (at the
time of levy) would be incurred by the Secretary with respect to the
levy and sale of such property exceeds the fair market value of such
property at the time of levy.

"(g) LEVY ON APPEARANCE DATE OF SUMMONS.-

"(1) IN GENERAL.-No levy may be made on the property of
any person on any day on which such person (or officer or em-
ployee of such person) is required to appear in response to a
summons issued by the Secretary for the purpose of collecting
any underpayment of tax.

"(2) No APPLICATION IN CASE OF JEOPARDY.-This subsection
shall not apply if the Secretary finds that the collection of tax
is in jeopardy. "

(e) SURRENDER OF BANK ACCOUNTS SUBJECT TO LEVY ONLY AFTER

21 DA YS.-
(1) IN GENERAL.-Section 6332 of the 1986 Code (relating to

surrender of property subject to levy), as amended by title I of
this Act, is amended by redesignating subsections (c), (d), and (e)



as subsections (d), (e), and (f), respectively, and by inserting after
subsection (b) the following new subsection:

"(c) SPECIAL RULE FOR BANKS.-Any bank (as defined in section

408(n)) shall surrender (subject to an attachment or execution under
judicial process) any deposits (including interest thereon) in such
bank only after 21 days after service of levy."

(2) CONFORMING AMENDMENTS. -

(A) Subsection (a) of section 6332 of the 1986 Code is
amended by striking out "subsection (b)" and inserting in
lieu thereof "subsections (b) and (c)"

(B) Subsection (e) of section 6332 of the 1986 Code, as re-
designated by paragraph (1), is amended by striking out
"subsection (cX1)" and inserting in lieu thereof "subsection
(d)(1)"7

(f) RELEASE OF LEVY.-Subsection (a) of section 6343 of the 1986
Code (relating to release of levy) is amended to read as follows:

"(a) RELEASE OF LEVY AND NOTICE OF RELEASE.-

"(1) IN GENERAL.-Under regulations prescribed by the Secre-
tary, the Secretary shall release the levy upon all, or part of, the
property or rights to property levied upon and shall promptly
notify the person upon whom such levy was made (if any) that
such levy has been released if-

"(A) the liability for which such levy was made is satis-
fied or becomes unenforceable by reason of lapse of time,

"(B) release of such levy will facilitate the collection of
such liability,

"(C) the taxpayer has entered into an agreement under
section 6159 to satisfy such liability by means of install-
ment payments, unless such agreement provides otherwise,

"(D) the Secretary has determined that such levy is creat-
ing an economic hardship due to the financial condition of
the taxpayer, or

"(E) the fair market value of the property exceeds such li-
ability and release of the levy on a part of such property
could be made without hindering the collection of such li-
ability.

For purposes of subparagraph (C), the Secretary is not required
to release such levy if such release would jeopardize the secured
creditor status of the Secretary.

"(2) EXPEDITED DETERMINATION ON CERTAIN BUSINESS PROP-

ERTY.-In the case of any tangible personal property essential in
carrying on the trade or business of the taxpayer, the Secretary
shall provide for an expedited determination under paragraph
(1) if levy on such tangible personal property would prevent the
taxpayer from carrying on such trade or business.

'(3) SUBSEQUENT LEVY.-The release of levy on any property
under paragraph (1) shall not prevent any subsequent levy on
such property.

(g) RIGHT OF TAXPAYER To REQUEST THAT SEIZED PROPERTY BE

SOLD WITHIN 60 DAYS.-Section 6335 of the 1986 Code (relating to
sale of seized property) is amended by redesignating subsection (f) as
subsection (g) and by inserting after subsection (e) the following new
subsection:



"(f) RIGHT To REQUEST SALE OF SEIZED PROPERTY WITHIN 60
DAY.-The owner of any property seized by levy may request that
the Secretary sell such property within 60 days after such request (or
within such longer period as may be specified by the owner). The
Secretary shall comply with such request unless the Secretary deter-
mines (and notifies the owner within such period) that such compli-
ance would not be in the best interests of the United States."

(h) EFFECTIVE DATE.-
(1) IN GENERAL.-The amendments made by this section

(other than subsection (g)) shall apply to levies issued on or
after July 1, 1989.

(2) SUBSECTION (g).-The amendment made by subsection (g)
shall apply to requests made on or after January 1, 1989.

SEC. 6237. REVIEW OF JEOPARDY LEVY AND ASSESSMENT PROCEDURES.

(a) IN GENERAL.-Subsection (a)(1) of section 7429 of the 1986
Code (relating to review of jeopardy assessment procedures) is
amended-

(1) by inserting "or levy is made under section 6331(a) less
than 30 days after notice and demand for payment is made
under section 6331(a), "after "6862, ", and

(2) by inserting "or levy" after "such assessment".
(b) ADMINISTRATIVE DETERMINATIONS. -Paragraph (3) of section

7429(a) of the 1986 Code (relating to redetermination by the Secre-
tary) is amended to read as follows:

"(3) REDETERMINATION BY SECRETARY. -After a request for
review is made under paragraph (2), the Secretary shall deter-
mine-

"(A) whether or not-
"(i) the making of the assessment under section 6851,

6861, or 6862, as the case may be, is reasonable under
the circumstances, and

"(ii) the amount so assessed or demanded as a result
of the action taken under section 6851, 6861, or 6862 is
appropriate under the circumstances, or

"(B) whether or not the levy described in subsection (a)(1)
is reasonable under the circumstances. "

(c) TAX COURT REVIEW JURISDICTION. -Subsection (b) of section
7429 of the 1986 Code is amended to read as follows:

"(b) JUDICIAL REVIEW.-

"(1) PROCEEDINGS PERMITTED.-Within 90 days after the ear-
lier of-

"(A) the day the Secretary notifies the taxpayer of the
Secretary's determination described in subsection (a)(3), or

"(B) the 16th day after the request described in subsec-
tion (a)(2) was made,

the taxpayer may bring a civil action against the United States
for a determination under this subsection in the court with ju-
risdiction determined under paragraph (2).

"(2) JURISDICTION FOR DETERMINATION. -

"(A) IN GENERAL.-Except as provided in subparagraph
(B), the district courts of the United States shall have ex-
clusive jurisdiction over any civil action for a determina-
tion under this subsection.



"(B) TAX couRT.-If a petition for a redetermination of a
deficiency under section 6213(a) has been timely filed with
the Tax Court before the making of an assessment or levy
that is subject to the review procedures of this section, and
1 or more of the taxes and taxable periods before the Tax
Court because of such petition is also included in the writ-
ten statement that is provided to the taxpayer under subsec-
tion (a), then the Tax Court also shall have jurisdiction
over any civil action for a determination under this subsec-
tion with respect to all the taxes and taxable periods in-
cluded in such written statement.

"(3) DETERMINATION BY COURT.-Within 20 days after a pro-
ceeding is commenced under paragraph (1), the court shall de-
termine-

"(A) whether or not-
"(i) the making of the assessment under section 6851,

6861, or 6862, as the case may be, is reasonable under
the circumstances, and

"(ii) the amount so assessed or demanded as a result
of the action taken under section 6851, 6861, or 6862 is
appropriate under the circumstances, or

"(B) whether or not the levy described in subsection (a)(1)
is reasonable under the circumstances.

If the court determines that proper service was not made on the
United States or on the Secretary, as may be appropriate,
within 5 days after the date of the commencement of the pro-
ceeding, then the running of the 20-day period set forth in the
preceding sentence shall not begin before the day on which
proper service was made on the United States or on the Secre-
tary, as may be appropriate.

"(4) ORDER OF COURT.-If the court determines that the
making of such levy is unreasonable, that the making of such
assessment is unreasonable, or that the amount assessed or de-
manded is inappropriate, then the court may order the Secre-
tary to release such levy, to abate such assessment, to redeter-
mine (in whole or in part) the amount assessed or demanded, or
to take such other action as the court finds appropriate."

(d) VENuE.-Section 7429(e) of the 1986 Code (relating to venue) is
amended to read as follows:

"(e) VENUE.-
"(1) DISTRICT CouRT.-A civil action in a district court under

subsection (b) shall be commenced only in the judicial district
described in section 1402(a) (1) or (2) of title 28, United States
Code.

"(2) TRANSFER OF ACTIONS.-If a civil action is filed under
subsection (b) with the Tax Court and such court finds that
there is want of jurisdiction because of the jurisdiction provi-
sions of subsection (b)2), then the Tax Court shall, if such court
determines it is in the interest of justice, transfer the civil
action to the district court in which the action could have been
brought at the time such action was filed. Any civil action so
transferred shall proceed as if such action had been filed in the
district court to which such action is transferred on the date on



which such action was actually filed in the Tax Court from
which such action is transferred."

(e) CONFORMING AMENDMENTS.-

(1) Section 7429(c) of the 1986 Code (relating to extension of
20-day period where taxpayer so requests) and section 7429(f) (re-
lating to finality of determination) are amended by striking out
"district" each place it appears.

(2) Section 7429(g) of the 1986 Code (relating to burden of
proof) is amended-

(A) by inserting "the making of a levy described in sub-
section (a)(1) or" after "whether" in paragraph (1),

(B) by striking out "TERMINATION" in the heading of
paragraph (1) and inserting in lieu thereof "LEVY, TERMINA-
TION, " and

(C) by striking out "an action" and inserting in lieu
thereof "a proceeding" in paragraphs (1) and (2).

(3) The heading of section 7429 of the 1986 Code is amended
by inserting "LEVY OR" after "JEOPARDY".

(4) The table of sections for subchapter B of chapter 76 of the
1986 Code is amended by inserting "levy or" after 'jeopardy" in
the item relating to section 7429.

(f) EFFECTIVE DATE.-The amendments made by this section shall
apply to jeopardy levies issued and assessments made on or after
July 1, 1989.
SEC. 6238. ADMINISTRATIVE APPEAL OF LIENS.

(a) ESTABLISHMENT OF ADMINISTRATIVE APPEAL FOR DISPUTED
LIENs.-Subchapter C of chapter 64 of the 1986 Code (relating to
lien for taxes) is amended by redesignating section 6326 as section
6327 and inserting after section 6325 the following new section:
"SEC. 6326. ADMINISTRATIVE APPEAL OF LIENS.

"(a) IN GENERAL.-In such form and at such time as the Secretary
shall prescribe by regulations, any person shall be allowed to appeal
to the Secretary after the filing of a notice of a lien under this sub-
chapter on the property or the rights to property of such person for a
release of such lien alleging an error in the filing of the notice of
such lien."

"(b) CERTIFICATE OF RELEASE.-If the Secretary determines that
the filing of the notice of any lien was erroneous, the Secretary shall
expeditiously (and, to the extent practicable, within 14 days after
such determination) issue a certificate of release of such lien and
shall include in such certificate a statement that such filing was er-
roneous."

(b) REGULATIONS.-The Secretary of the Treasury or the Secre-
tary's delegate shall prescribe the regulations necessary to imple-
ment the administrative appeal provided for in the amendment
made by subsection (a) within 180 days after the date of the enact-
ment of this Act.

(C) CLERICAL AMENDMENT.-The table of sections for subchapter C
of chapter 64 of the 1986 Code is amended by striking out the item
relating to section 6326 and inserting in lieu thereof the following:
"Sec. 6326. Administrative appeal of liens.
"Sec. 6327. Cross references. "



(d) EFFECTIVE DATE.-The amendments made by this section
shall take effect on the date which is 60 days after the date regula-
tions are issued under subsection (b).

PART III-PROCEEDINGS BY TAXPA YERS

SEC. 6239. A WARDING OF COSTS AND CERTAIN FEES IN

ADMINISTRATIVE AND COURT PROCEEDINGS.
(a) IN GENERAL.-Section 7430 of the 1986 Code is amended to

read as follows:
"SEC 7430. A WARDING OF COSTS AND CERTAIN FEES.

"(a) IN GENERAL.-In any administrative or court proceeding
which is brought by or against the United States in connection with
the determination, collection, or refund of any tax, interest, or pen-
alty under this title, the prevailing party may be awarded a judg-
ment or a settlement for-

"(1) reasonable administrative costs incurred in connection
with such administrative proceeding within the Internal Reve-
nue Service, and

"(2) reasonable litigation costs incurred in connection with
such court proceeding.

"(b) LIMITATIoNs. -

"(1) REQUIREMENT THAT ADMINISTRATIVE REMEDIES BE EX-

HAUSTED.-A judgment for reasonable litigation costs shall not
be awarded under subsection (a) in any court proceeding unless
the court determines that the prevailing party has exhausted
the administrative remedies available to such party within the
Internal Revenue Service.

"(2) ONLY COSTS ALLOCABLE TO THE UNITED STATES.-An
award under subsection (a) shall be made only for reasonable
litigation and administrative costs which are allocable to the
United States and not to any other party.

"(3) EXCLUSION OF DECLARATORY JUDGMENT PROCEEDINGS.-
"(A) IN GENERAL.-No award for reasonable litigation

costs may be made under subsection (a) with respect to any
declaratory judgment proceeding.

"(B) EXCEPTION FOR SECTION 501(C)(3) DETERMINATION

REVOCATION PROCEEDINGS.-Subparagraph (A) shall not
apply to any proceeding which involves the revocation of a
determination that the organization is described in section
501(c)(3).

"(4) COSTS DENIED WHERE PARTY PREVAILING PROTRACTS PRO-
CEEDINGS.-No award for reasonable litigation and administra-
tive costs may be made under subsection (a) with respect to any
portion of the administrative or court proceeding during which
the prevailing party has unreasonably protracted such proceed-
ing.

"(c) DEFINITIONS. -For purposes of this section-
"(1) REASONABLE LITIGATION COSTS.-The term 'reasonable

litigation costs' includes-
"(A) reasonable court costs, and
"(B) based upon prevailing market rates for the kind or

quality of services furnished-



"(i) the reasonable expenses of expert witnesses in
connection with a court proceeding, except that no
expert witness shall be compensated at a rate in excess
of the highest rate of compensation for expert witnesses
paid by the United States,

"(ii) the reasonable cost of any study, analysis, engi-
neering report, test, or project which is found by the
court to be necessary for the preparation of the party's
case, and

"(iii) reasonable fees paid or incurred for the services
of attorneys in connection with the court proceeding,
except that such fees shall not be in excess of $75 per
hour unless the court determines that an increase in
the cost of living or a special factor, such as the limit-
ed availability of qualified attorneys for such proceed-
ing, justifies a higher rate.

"(2) REASONABLE ADMINISTRATIVE COSTS.-The term 'reasona-
ble administrative costs'means-

"(A) any administrative fees or similar charges imposed
by the Internal Revenue Service, and

"(B) expenses, costs, and fees described in paragraph
(1)(B), except that any determination made by the court
under clause (ii) or (iii) thereof shall be made by the Inter-
nal Revenue Service in cases where the determination
under paragraph (4)(B) of the awarding of reasonable ad-
ministrative costs is made by the Internal Revenue Service.

Such term shall only include costs incurred on or after the ear-
lier of (i) the date of the receipt by the taxpayer of the notice of
the decision of the Internal Revenue Service Office of Appeals,
or (ii) the date of the notice of deficiency.

"(3) ATTORNEY'S FEES.-For purposes of paragraphs (1) and
(2), fees for the services of an individual (whether or not an at-
torney) who is authorized to practice before the Tax Court or
before the Internal Revenue Service shall be treated as fees for
the services of an attorney.

"(4) PREVAILING PARTY.-

"(A) IN GENERAL. -The term 'prevailing party' means any
party in any proceeding to which subsection (a) applies
(other than the United States or any creditor of the taxpay-
er involved)-

"(i) which establishes that the position of the United
States in the proceeding was not substantially justified,

"(ii) which-
"(I) has substantially prevailed with respect to

the amount in controversy, or
"(I) has substantially prevailed with respect to

the most significant issue or set of issues presented,
and

"(iii) which meets the requirements of the 1st sen-
tence of section 2412(d)(1)(B) of title 28, United States
Code (as in effect on October 22, 1986) except to the
extent differing procedures are established by rule of



court and meets the requirements of section
2412(d)(2)(B) of such title 28 (as so in effect).

"(B) DETERMINATION AS TO PREVAILING PARTY.-Any de-
termination under subparagraph (A) as to whether a party
is a prevailing party shall be made by agreement of the par-
ties or-"(i) in the case where the final determination with

respect to the tax, interest, or penalty is made at the
administrative level, by the Internal Revenue Service,
or

"(ii) in the case where such final determination is
made by a court, the court.

"(5) ADMINISTRATIVE PROCEEDINGS.-The term 'administra-
tive proceeding' means any procedure or other action before the
Internal Revenue Service.

"(6) COURT PROCEEDINGS.-The term 'court proceeding' means
any civil action brought in a court of the United States (includ-
ing the Tax Court and the United States Claims Court).

"(7) POSITION OF UNITED STATES.-The term 'position of the
United States' means-

"(A) the position taken by the United States in a judicial
proceeding to which subsection (a) applies, and

"(B) the position taken in an administrative proceeding
to which subsection (a) applies as of the earlier of-

"(i) the date of the receipt by the taxpayer of the
notice of the decision of the Internal Revenue Service
Office of Appeals, or

"(ii) the date of the notice of deficiency.
"(d) SPECIAL RULES FOR PAYMENT OF COSTS.-

"(1) REASONABLE ADMINISTRATIVE COSTS.-An award for rea-
sonable administrative costs shall be payable out of funds ap-
propriated under section 1304 of title 31, United States Code.

"(2) REASONABLE LITIGATION COSTS.-An award for reasona-
ble litigation costs shall be payable in the case of the Tax Court
in the same manner as such an award by a district court.

"(e) MULTIPLE ACTIoNs.-For purposes of this section, in the case
of -

"(1) multiple actions which could have been joined or consoli-
dated, or

"(2) a case or cases involving a return or returns of the same
taxpayer (including joint returns of married individuals) which
could have been joined in a single court proceeding in the same
court,

such actions or cases shall be treated as 1 court proceeding regard-
less of whether such joinder or consolidation actually occurs, unless
the court in which such action is brought determines, in its discre-
tion, that it would be inappropriate to treat such actions or cases as
joined or consolidated.

"(f) RIGHT OF APPEAL.-
"(1) COURT PROCEEDINGS.-An order granting or denying (in

whole or in part) an award for reasonable litigation or adminis-
trative costs under subsection (a) in a court proceeding, may be
incorporated as a part of the decision or judgment in the court



proceeding and shall be subject to appeal in the same manner
as the decision or judgment.

"(2) ADMINISTRATIVE PROCEEDINGS.-A decision granting or
denying (in whole or in part) an award for reasonable adminis-
trative costs under subsection (a) by the Internal Revenue Serv-
ice shall be subject to appeal to the Tax Court under rules simi-
lar to the rules under section 7463 (without regard to the
amount in dispute)."

(b) CONFORMING AMENDMENT.-Section 504 of title 5, United
States Code, is amended by adding at the end thereof the following
new subsection:

"(f) No award may be made under this section for costs, fees, or
other expenses which may be awarded under section 7430 of the In-
ternal Revenue Code of 1986."

(C) CLERICAL AMENDMENT.-The table of sections for subchapter B
of chapter 76 of the 1986 Code is amended by striking out "court" in
the item relating to section 7430.

(d) EFFECTIVE DATE.-The amendments made by this section
shall apply to proceedings commencing after the date of the enact-
ment of this Act.
SEC. 6240. CIVIL CAUSE OF ACTION FOR DAMAGES SUSTAINED DUE TO

FAILURE TO RELEASE LIEN.

(a) IN GENERAL.-Subchapter B of chapter 76 of the 1986 Code (re-
lating to proceedings by taxpayers and third parties) is amended by
redesignating section 7432 as section 7433 and by inserting after sec-
tion 7431 the following new section:
"SEC. 7432. CIVIL DAMAGES FOR FAILURE TO RELEASE LIEN.

"(a) IN GENERAL.-If any officer or employee of the Internal Reve-
nue Service knowingly, or by reason of negligence, fails to release a
lien under section 6325 on property of the taxpayer, such taxpayer
may bring a civil action for damages against the United States in a
district court of the United States.

"(b) DAMAGES.-In any action brought under subsection (a), upon
a finding of liability on the part of the defendant, the defendant
shall be liable to the plaintiff in an amount equal to the sum of-

"(1) actual, direct economic damages sustained by the plain-
tiff which, but for the actions of the defendant, would not have
been sustained, plus

"(2) the costs of the action.
"(c) PAYMENT AuTHoRITY.-Claims pursuant to this section shall

be payable out of funds appropriated under section 1304 of title 31,
United States Code.

"(d) LIMITATIONS. -

"(1) REQUIREMENT THAT ADMINISTRATIVE REMEDIES BE EX-

HAUSTED.-A judgment for damages shall not be awarded
under subsection (b) unless the court determines that the plain-
tiff has exhausted the administrative remedies available to
such plaintiff within the Internal Revenue Service.

"(2) MITIGATION OF DAMAGES.-The amount of damages
awarded under subsection (b)(1) shall be reduced by the amount
of such damages which could have reasonably been mitigated
by the plaintiff



"(3) PERIOD FOR BRINGING ACTION.-Notwithstanding any
other provision of law, an action to enforce liability created
under this section may be brought without regard to the
amount in controversy and may be brought only within 2 years
after the date the right of action accrues.

"(e) NOTICE OF FAILURE TO RELEASE LIEN.-The Secretary shall
by regulation prescribe reasonable procedures for a taxpayer to
notify the Secretary of the failure to release a lien under section
6325 on property of the taxpayer."

"(b) CLERICAL AMENDMENT.-The table of sections for subchapter
B of chapter 76 of the 1986 Code is amended by striking out the
item relating to section 7432 and inserting in lieu thereof the follow-
ing new items:
"Sec. 7432. Civil damages for failure to release lien.
"Sec. 7433. Cross references. "

"(c) EFFECTIVE DATE.-The amendments made by this section
shall apply to notices provided by the taxpayer of the failure to re-
lease a lien, and damages arising, after December 31, 1988.
SEC. 6241. CIVIL CA USE OF ACTION FOR DAMA GES SUSTAINED DUE TO CER-

TAIN UNAUTHORIZED ACTIONS BY INTERNAL REVENUE SERV-
ICE.

(a) IN GENERAL. -Subchapter B of chapter 76 of the 1986 Code (re-
lating to proceedings by taxpayers and third parties) is further
amended by redesignating section 7433 as section 7434 and by in-
serting after section 7432 the following new section:
"SEC. 7433. CIVIL DAMAGES FOR CERTAIN UNAUTHORIZED COLLECTION

A CTIONS.
"(a) IN GENERAL.-If in connection with any collection of Federal

tax with respect to a taxpayer, any officer or employee of the Inter-
nal Revenue Service recklessly or intentionally disregards any provi-
sion of this title, or any regulation promulgated under this title,
such taxpayer may bring a civil action for damages against the
United States in a district court of the United States. Except as pro-
vided in section 7432, such civil action shall be the exclusive remedy
for recovering damages resulting from such actions.

"(b) DAMAGES.-In any action brought under subsection (a), upon
a finding of liability on the part of the defendant, the defendant
shall be liable to the plaintiff in an amount equal to the lesser of
$100,000 or the sum of-

"(1) actual, direct economic damages sustained by the plain-
tiff as a proximate result of the reckless or intentional actions
of the officer or employee, and

"(2) the costs of the action.
"(c) PAYMENT AUTHORITY.-Claims pursuant to this section shall

be payable out of funds appropriated under section 1304 of title 31,
United States Code.

"(d) LIMITATIONS. -
"(1) REQUIREMENT THAT ADMINISTRATIVE REMEDIES BE EX-

HAUSTED.-A judgment for damages shall not be awarded
under subsection (b) unless the court determines that the plain-
tiff has exhausted the administrative remedies available to
such plaintiff within the Internal Revenue Service.



"(2) MITIGATION OF DAMAGES.-The amount of damages
awarded under subsection (b)(1) shall be reduced by the amount
of such damages which could have reasonably been mitigated
by the plaintiff.

"(3) PERIOD FOR BRINGING ACTION. -Notwithstanding any
other provision of law, an action to enforce liability created
under this section may be brought without regard to the
amount in controversy and may be brought only within 2 years
after the date the right of action accrues.

(b) DAMAGES FOR FRIVOLOUS OR GROUNDLESS CLAIMS.-
(1) IN GENERAL.-Section 6673 of the 1986 Code (relating to

damages assessable for instituting proceedings before the Tax
Court primarily for delay, etc.) is amended by inserting "(a) IN
GENERAL.-" before "Whenever" and by adding at the end
thereof the following new subsection:

"(b) CLAIMS UNDER SECTION 7433.-Whenever it appears to the
court that the taxpayer's position in proceedings before the court in-
stituted or maintained by such taxpayer under section 7433 is frivo-
lous or groundless, damages in an amount not in excess of $10,000
shall be awarded to the United States by the court in the court's
decision. Damages so awarded shall be assessed at the same time as
the decision and shall be paid upon notice and demand from the
Secretary.

(2) CLERICAL AMENDMENT.-The heading for section 6673 of
the 1986 Code is amended by striking out "TAX".

(c) CLERICAL AMENDMENT.-The table of sections for subchapter B
of chapter 76 of the 1986 Code is further amended by striking out
the item relating to section 7433 and inserting in lieu thereof the
following new items:
"Sec. 7433. Civil damages for certain unauthorized collection actions.
"Sec. 7434. Cross references."

(d) EFFECTivE DATE.-The amendments made by this section
shall apply to actions by officers or employees of the Internal Reve-
nue Service after the date of the enactment of this Act.
SEC. 6242. ASSESSABLE PENALTY FOR IMPROPER DISCLOSURE OR USE OF

INFORMATION BY PREPARERS OF RETURNS.
(a) IN GENERAL.-Part I of subchapter B of chapter 68 of the 1986

Code (relating to assessable penalties) is amended by adding at the
end thereof the following new section:
"SEC. 6712. DISCLOSURE OR USE OF INFORMATION BY PREPARERS OF RE-

TURNS.
"(a) IMPOSITION OF PENALTY.-If any person who is engaged in

the business of preparing, or providing services in connection with
the preparation of, returns of tax imposed by chapter 1, or any
person who for compensation prepares any such return for any other
person, and who-

"(1) discloses any information furnished to him for, or in con-
nection with, the preparation of any such return, or

"(2) uses any such information for any purpose other than to
prepare, or assist in preparing, any such return,

shall pay a penalty of $250 for each such disclosure or use, but the
total amount imposed under this subsection on such a person for
any calendar year shall not exceed $10,000.



"(b) EXCEPTIoNS.-The rules of section 7216(b) shall apply for pur-

poses of this section.
"(c) DEFICIENCY PROCEDURES NOT To APPLY.-Subchapter B of

chapter 63 (relating to deficiency procedures for income, estate, gift,
and certain excise taxes) shall not apply in respect of the assessment
or collection of any penalty imposed by this section."

(b) CRIMINAL PENALTY To APPLY ONLY WHERE KNOWING OR

RECKLESS DISCLOSURE OR USE.-The material preceding paragraph
(1) of section 7216(a) of the 1986 Code is amended by striking out
"and who-" and inserting in lieu thereof "and who knowingly or
recklessly- ".

(c) CLERICAL AMENDMENT.-The table of sections for part I of sub-
chapter B of chapter 68 of the 1986 Code is amended by adding at
the end thereof the following new item:
"Sec. 6712. Disclosure or use of information by preparers of returns."

(d) EFFECTIVE DATE.-The amendments made by this section
shall apply to disclosures or uses after December 31, 1988.

PART IV-TAX COURT JURISDICTION

SEC. 6243. JURISDICTION TO RESTRAIN CERTAIN PREMATURE ASSESS-
MENTS.

(a) IN GENERAL. -Section 6213(a) of the 1986 Code (relating to
time for filing petition and restriction on assessment) is amended by
striking out the period at the end of the last sentence and inserting
in lieu thereof ", 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 redetermination of the defi-
ciency has been filed and then only in respect of the deficiency that
is the subject of such petition."

(b) APPEAL OF ORDER RESTRAINING ASSESSMENT, ETc.-Section
7482(a) of the 1986 Code (relating to jurisdiction on appeal) is
amended by adding at the end thereof the following new paragraph:

"(3) CERTAIN ORDERS ENTERED UNDER SECTION 6213(a).-An
order of the Tax Court which is entered under authority of sec-
tion 6213(a) and which resolves a proceeding to restrain assess-
ment or collection shall be treated as a decision of the Tax
Court for purposes of this section and shall be subject to the
same review by the United States Court of Appeals as a similar
order of a district court. "

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to orders entered after the date of the enactment of this Act.

SEC. 6244. JURISDICTION TO ENFORCE 0 VERPA YMENT DETERMINATIONS.

(a) IN GENERAL. -Section 6512(b) of the 1986 Code (relating to
overpayment determined by the Tax Court) is amended by striking
out "paragraph (2)" and inserting in lieu thereof '"paragraph (3)" in
paragraph (1), by redesignating paragraph (2) as paragraph (3), and
by inserting the following new paragraph after paragraph (1):

"(2) JURISDICTION TO ENFORCE.-If after 120 days after a de-
cision of the Tax Court has become final, the Secretary has
failed to refund the overpayment determined by the Tax Court,
together with the interest thereon as provided in subchapter B
of chapter 67, then the Tax Court, upon motion by the taxpayer,



shall have jurisdiction to order the refund of such overpayment
and interest."

(b) AMENDMENTS ADDING CROSS REFERENCES. -
(1) Section 6214(e) of the 1986 Code is amended by striking

out "REFERENCE.-" and inserting in lieu thereof "REFER-
ENCES.-" in the heading, by designating the undesignated
paragraph as paragraph (1), and by adding at the end thereof
the following new paragraph:

"(2) For provision giving Tax Court jurisdiction to order a refund of an
overpayment and to award sanctions, see section 6512(b)(2). "

(2) Section 6512(c) of the 1986 Code is amended by striking
out "REFERENCE.-" and inserting in lieu thereof "REFER-
ENCES.-" in the heading, by designating the undesignated
paragraph as paragraph (1), and by adding at the end thereof
the following new paragraph:

"(2) For provision giving the Tax Court jurisdiction to award reasonable
litigation costs in proceedings to enforce an overpayment determined by such
court; see section 7430. "

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to overpayments determined by the Tax Court which have not
yet been refunded by the 90th day after the date of the enactment of
this Act.
SEC. 6245. JURISDICTION TO REVIEW CERTAIN SALES OF SEIZED PROPER-

TY.
(a) JURISDICTION TO REVIEW CERTAIN SALES OF PROPERTY.-Sec-

tion 6863(b)(3) of the 1986 Code (relating to stay of sale of seized
property pending Tax Court decision) is amended by adding at the
end thereof the following new subparagraph:

"(C) REVIEW BY TAX COURT.-If but for the application of
subparagraph (B), a sale would be prohibited by subparagraph
(A)(iii), then the Tax Court shall have jurisdiction to review the
Secretary's determination under subparagraph (B) that the
property may be sold. Such review may be commenced upon
motion by either the Secretary or the taxpayer. An order of the
Tax Court disposing of a motion under this paragraph shall be
reviewable in the same manner as a decision of the Tax Court. "

(b) EFFECTIVE DATE.-The amendments made by this section shall
take effect on the 90th day after the date of the enactment of this
Act.
SEC. 6246. JURISDICTION TO REDETERMINE INTEREST ON DEFICIENCIES.

(a) IN GENER4L.-Section 7481 of the 1986 Code (relating to date
when Tax Court decision becomes final) is amended by adding at
the end thereof the following new subsection:

"(c) JURISDICTION OVER INTEREST DETERMINATIONS.-Notwith-
standing subsection (a), if-

"(1) an assessment has been made by the Secretary under sec-
tion 6215 which includes interest as imposed by this title,

"(2) the taxpayer has paid the entire amount of the deficiency
plus interest claimed by the Secretary, and

"(3) within 1 year after the date the decision of the Tax Court
becomes final under subsection (a), the taxpayer files a petition
in the Tax Court for a determination that the amount of inter-
est claimed by the Secretary exceeds the amount of interest im-
posed by this title,



then the Tax Court may reopen the case solely to determine whether
the taxpayer has made an overpayment of such interest and the
amount of any such overpayment. If the Tax Court determines
under this subsection that the taxpayer has made an overpayment
of interest, then that determination shall be treated under section
6512(b)(1) as a determination of an overpayment of tax. An order of
the Tax Court redetermining the interest due, when entered upon
the records of the court, shall be reviewable in the same manner as
a decision of the Tax Court."

(b) CONFORMING AMENDMENTS.-

(1) Section 6512(a) of the 1986 Code (relating to effect of peti-
tion to Tax Court) is amended by inserting after "section
6213(a)" the following: "(or 7481(c) with respect to a determina-
tion of statutory interest)"

(2) Subsection (a) of section 7481 of the 1986 Code is amended
by striking out "subsection (b)" and inserting in lieu thereof
"subsections (b) and (c)"

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to assessments of deficiencies redetermined by the Tax Court
made after the date of the enactment of this Act.
SEC. 6247. JURISDICTION TO MODIFY DECISIONS IN CERTAIN ESTATE TAX

CASES.
(a) IN GENERAL.-Section 7481 of the 1986 Code (relating to date

when Tax Court decision becomes final), as amended by section
783(a), is further amended by adding at the end thereof the follow-
ing new subsection:

"(d) DECIsIONs RELATING To ESTATE TAX EXTENDED UNDER SEC-

TION 6166.-If with respect to a decedent's estate subject to a deci-
sion of the Tax Court-

"(1) the time for payment of an amount of tax imposed by
chapter 11 is extended under section 6166, and

"(2) there is treated as an administrative expense under sec-
tion 2053 either-

"(A) any amount of interest which a decedent's estate
pays on any portion of the tax imposed by section 2001 on
such estate for which the time of payment is extended
under section 6166, or

"(B) interest on any estate, succession; legacy, or inherit-
ance tax imposed by a State on such estate during the
period of the extension of time for payment under section
6166,

then, upon a motion by the petitioner in such case in which such
time for payment of tax has been extended under section 6166, the
Tax Court may reopen the case solely to modify the Court's decision
to reflect such estate's entitlement to a deduction for such adminis-
tration expenses under section 2053 and may hold further trial
solely with respect to the claim for such deduction if within the
discretion of the Tax Court, such a hearing is deemed necessary. An
order of the Tax Court disposing of a motion under this subsection
shall be reviewable in the same manner as a decision of the Tax
Court, but only with respect to the matters determined in such
order."

(b) CONFORMING AMENDMENTS.-



(1) Section 65 12(a) of the 1986 Code (relating to effect of peti-
tion to Tax Court), as amended by this part, is further amended
by striking out "interest)" and inserting in lieu thereof "interest
or section 7481(d) solely with respect to a determination of
estate tax by the Tax Court)"

(2) Subsection (a) of section 7481 of the 1986 Code, as amend-
ed by this part, is further amended by striking out "subsections
(b) and (c)" and inserting in lieu thereof "subsections (b), (c),
and (d)".

(c) EFFECTIVE DATE.-The amendments made by this section shall
be effective with respect to Tax Court cases for which the decision is
not final on the date of the enactment of this Act.

Subtitle K-Other Administrative Provisions

SEC. 6251. EXCHANGE OF INFORMATION.

Clause (i) of section 6103(b)(5)(B) of the 1986 Code (defining State)
is amended by striking out "2,000,000" and inserting in lieu thereof
$250,000".
SEC. 6252. PRO VISIONS RELATING TO PREVIOUSLY REQUIRED STUDIES.

(a) REPEAL OF REQUIREMENT FOR CERTAIN STUDIES.-
(1) PIK STUDY.-Section 6 of the Payment-in-Kind Tax Treat-

ment Act of 1983 is hereby repealed.
(2) ACCOUNTING METHODS FOR INVENTORy. -Section 238 of the

Economic Recovery Tax Act of 1981 is hereby repealed.
(b) CHANGES IN DuE DATES FOR CERTAIN PERIODIC STUDIES. -

(1) REPORTS ON POSSESSIONS CORPORATIONS. -Effective for re-
ports for calendar years after 1982, subsection (a) of section 441
of the Tax Reform Act of 1984 is amended by striking out
"shall," and all that follows through "setting forth" and in-
serting in lieu thereof "shall, during 1988 and each fourth cal-
endar year thereafter, submit a report to the Congress (using the
most recent information available) setting forth ".

(2) REPORTS ON FSC PROVISIONS. -
(A) Subsection (a) of section 804 of the Tax Reform Act of

1984 is amended by striking out "shall," and all that fol-
lows through "setting forth" and inserting in lieu thereof
"shall, during 1990 and each fourth calendar year thereaf-
ter, submit a report to the Congress (using the most recent
information available) setting forth ".

(B) The amendment made by subparagaph (A) shall take
effect as if included in the amendments made by section
804(a) of the Tax Reform Act of 1984.

SEC. 6253. REPEAL OF SECRETARIAL AUTHORITY TO PRESCRIBE CLASS
LIVES.

Paragraph (1) of section 168(i) of the 1986 Code is amended to
read as follows:

"(1) CLAss LIFE.-Except as provided in this section, the term
'class life' means the class life (if any) which would be applica-
ble with respect to any property as of January 1, 1986, under
subsection (m) of section 167 (determined without regard to
paragraph (4) and as if the taxpayer had made an election
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under such subsection). The Secretary, through an office estab-
lished in the Treasury, shall monitor and analyze actual experi-
ence with respect to all depreciable assets."

SEC. 6254. AMENDMENTS RELATED TO CRUDE OIL WINDFALL PROFIT TAX
ACT OF 1980.

The reporting requirements of section 4997 of former chapter 45 of
subtitle D of the Internal Revenue Code of 1986, and the related reg-
ulations thereunder, are repealed.: Provided, That this repeal is ef-
fective only for crude oil removed after December 31, 1987, for which
no tax is due or withheld under former chapter 45 of subtitle D of
the Internal Revenue Code of 1986.

Subtitle L-Provisions Relating to Corporations
and Personal Holding Companies

SEC. 6276. AUTHORITY TO PAY REFUNDS TO CERTAIN FIDUCIARIES OF IN-
SOL VENT MEMBERS OF AFFILIATED GROUPS.

Section 6402 of the 1986 Code (relating to authority to make cred-
its or refunds) is amended by adding at the end thereof the follow-
ing new subsection:

"(i) REFUNDS TO CERTAIN FIDUCIARIES OF INSOLVENT MEMBERS
OF AFFILIATED GRouPs.-Notwithstanding any other provision of
law, in the case of an insolvent corporation which is a member of
an affiliated group of corporations filing a consolidated return for
any taxable year and which is subject to a statutory or court-ap-
pointed fiduciary, the Secretary may by regulation provide that any
refund for such taxable year may be paid on behalf of such insol-
vent corporation to such fiduciary to the extent that the Secretary
determines that the refund is attributable to losses or credits of such
insolvent corporation. "
SEC. 6277. APPLICATION OF NET OPERATING LOSS LIMITATIONS TO BANK-

RUPTCY REORGANIZATIONS.
(a) TIME FOR DETERMINING WHETHER OWNERSHIP CHANGE

OCcURS.-Section 621(f)(5) of the Tax Reform Act of 1986 is amend-
ed by adding at the end thereof the following new sentence: "The
determination as to whether an ownership change has occurred
during the period beginning January 1, 1987, and ending on the
final settlement of any reorganization or proceeding described in the
preceding sentence shall be redetermined as of the time of such final
settlement."

(b) ELECTION TO HAVE NEW RULES APPLY.-Section 621(f)(5) of
the Tax Reform Act of 1986 is amended by striking out "In" and
inserting in lieu thereof "Unless the taxpayer elects not to have the
provisions of this paragraph apply, in ".

(c) EFFECTIVE DATE.-The amendments made by this section shall
take effect as if included in section 621(f)(5) of the Tax Reform Act
of 1986.
SEC. 6278. APPLICATION OF SECTION 7503 OF 1986 CODE FOR PURPOSES OF

SECTION 10222(b) OF REVENUE ACT OF 1987.
Section 7503 of the 1986 Code shall apply for purposes of deter-

mining whether any disposition meets the requirements of section
10222(b)(2)(B) of the Revenue Act of 1987. If any disposition meets



the requirements of such section by reason of the preceding sentence,
for all purposes of the 1986 Code, such disposition shall be deemed
to have occurred on December 31, 1988.
SEC. 6279. INTEREST EARNED BY BROKERS OR DEALERS NOT TAKEN INTO

A CCOUNT AS PERSONAL HOLDING COMPANY INCOME.

(a) IN GENERAL-Paragraph (1) of section 543(a) of the 1986 Code
is amended by striking out "and" at the end of subparagraph (B), by
striking out the period at the end of subparagraph (C) and inserting
in lieu thereof ", and" and by adding at the end thereof the follow-
ing new subparagraph:

"(D) interest received by a broker or dealer (within the mean-
ing of section 3(a) (4) or (5) of the Securities and Exchange Act
of 1934) in connection with-

"(i) any securities or money market instruments held as
property described in section 1221(1),

"(ii) margin accounts, or
"(iii) any financing for a customer secured by securities

or money market instruments."
(b) EFFECTIVE DATE.-The amendments made by this section shall

apply to interest received after the date of the enactment of this Act,
in taxable years ending after such date.
SEC. 6280. TREATMENT OF CERTAIN BANK HOLDING COMPANIES.

(a) GENERAL RuLE.-For purposes of subtitle A of the 1986 Code,
the term "personal holding company income" shall not include any
dividend received by a qualified bank holding company from a 25-
percent owned bank during any taxable year ending in 1989 or 1990.

(b) $3,000,000 LIMITATION.-The aggregate amount excluded from
the personal holding company income of any qualified bank holding
company under subsection (a) for the taxable year shall not exceed
$3 000, 000.

(c) QUALIFIED BANK HOLDING COMPANY.-For purposes of this sec-
tion, the term "qualified bank holding company" means any bank
holding company (as defined in section 2(a) of the Bank Holding
Company Act of 1956) if 80 percent or more (by value) of the assets
of such company at all times during the taxable year consist of
stock in 1 or more 25-percent owned banks.

(d) 25-PERCENT OWNED BANK.-For purposes of this section, the
term "25-percent owned bank" means any bank (as defined in sec-
tion 581 of the 1986 Code) if at least 25 percent of the stock of such
bank (by vote and value) is owned by the bank holding company.
SEC. 6281. AUTHORITY TO WAIVE APPRAISAL REQUIREMENT FOR CERTAIN

CHARITABLE CONTRIBUTIONS OF PROPERTY

Notwithstanding paragraph (2) of section 155(a) of the Tax
Reform Act of 1984, the Secretary of the Treasury or his delegate
may in the regulations prescribed pursuant to such section waive
the requirement of a qualified appraisal in the case of a qualified
contribution (within the meaning of section 170(e)(3)(A) of the 1986
Code) of property described in section 1221(1) with a claimed value
in excess of $5,000.
SEC. 6282. DISTRIBUTIONS BY COOPERATIVE HOUSING CORPORATIONS.

(a) IN GENERAL.-Section 216 of the 1986 Code is amended by
adding at the end thereof the following new subsection:



"(e) DISTRIBUTIONS BY COOPERATIVE HOUSING ASSOCIATIONS.-

Execpt as provided in regulations no gain or loss shall be recognized
on the distribution by a cooperative housing association of a dwell-
ing unit to a stockholder in such cooperation if such distribution is
in exchange for the stockholder's stock in such corporation and such
exchange qualifies for nonrecognition of gain under section 1034(f)."

(b) EFFECTIVE DATE.-The amendment made by this section shall
take effect as if included in the amendments made by section 631 of
the Tax Reform Act of 1986.

Subtitle M-Miscellaneous Provisions

SEC. 6301. REPEAL OF LIMIT ON LONG-TERM BONDS.

The last sentence of section 3102(a) of title 31, United States Code,
is hereby repealed.
SEC. 6302. ONE-YEAR EXTENSION OF CREDIT FOR PRODUCING FUEL FROM

A NONCONVENTIONAL SOURCE.
Clauses (i) and (ii) of section 29(f)(1)(A) of the 1986 Code (relating

to application of section) are each amended by striking out "Janu-
ary 1, 1990" and inserting in lieu thereof "January 1, 1991 ".
SEC. 6303. CERTAIN DISCHARGE OF DEBT INCOME NOT INCLUDED IN AD-

JUSTED BOOK INCOME.
(a) GENERAL RULE.-Paragraph (2) of section 56(f) of the 1986

Code (defining adjusted net book income) is amended by redesignat-
ing subparagraph (I) as subparagraph (J) and by inserting after sub-
paragraph (H) the following new subparagraph:

"(I) EXCLUSION OF CERTAIN INCOME FROM TRANSFER OF

STOCK FOR DEBT.-In determining adjusted net book
income, there shall not be taken into account any income
resulting from the transfer of stock by the corporation issu-
ing such stock to a creditor in satisfaction of its indebted-
ness. The preceding sentence shall apply only in the case of
a debtor in a title 11 case (as defined in section 108(d)(2)) or
to the extent the debtor is insolvent (as defined in section
108(d)(3))."

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1986.
SEC. 6304. NONCONVENTIONAL FUELS CREDIT.

(a) IN GENERAL.-Section 53(d)(1)(B) of the 1986 Code (relating to
credit not allowed for exclusion preferences) is amended by adding
at the end thereof the following new clause:

"(iii) SPECIAL RULE.-The adjusted net minimum tax
for the taxable year shall be increased by the amount
of the credit not allowed under section 29 (relating to
credit for producing fuel from a nonconventional
source) solely by reason of the application of section
29(b)(5)(B). "

(b) EFFECTIVE DATE.-The amendment made by this section shall
take effect as if included in the amendments made by section 701 of
the Tax Reform Act of 1986.



SEC. 6305. TREATMENT OF CERTAIN FAMILY SERVICES PROVIDERS.

(a) IN GENERAL.-A State may treat a person who renders depend-
ent care or similar services as other than an employee employment
tax purposes for the applicable period if all of the following condi-
tions are satisfied with respect to such person for such applicable
period:

(i) The person does not provide any dependent care or similar
services in any facility owned or operated by the State;

(ii) The person is compensated by the State for such services,
directly or indirectly, out of funds provided pursuant to chapter
7 of title 42 of the United States Code, or the provisions and
amendments made by the Family Security Act of 1988.

(iii) The States does not treat the person, with respect to the
provision of dependent care or similar services, as an employee
for employment tax purposes;

(iv) The State files all Federal income tax returns (including
information returns) required to be filed with respect to such
person on a basis consistent with the State's treatment of such
person as other than an employee beginning on the date of the
enactment of this section; and

(v) No more than ten percent of the State's employees are pro-
vided with insurance under title 11 of the Social Security Act
pursuant to voluntary agreements with the Secretary of Health
and Human Services under section 218 of such title.

(b) STATE.-For purposes of this section, the term "State" shall
mean the government of the United States, District of Columbia,
any State or political subdivision thereof, and any agency or instru-
mentality of any of the foregoing.

(c) EMPLOYMENT TAx.-For purposes of this section, the term "em-
ployment tax" means any tax imposed by subtitle C of the Internal
Revenue Code of 1986.

(d) APPLICABLE PERIOD.-For purposes of this section, the term
"applicable period" means the period beginning on January 1, 1984
and ending on December 31, 1990.

(e) REPORT.-The Secretary of Treasury shall report to the Senate
Committee on Finance and the House Committee on Ways and
Means on the text status of day care providers compensated pursu-
ant to the program described in the section no later than December
31, 1989.

TITLE VII-RAILROAD UNEMPLOYMENT
AND RETIREMENT PROGRAMS

SEC. 7001. SHORT TITLE.

This title may be cited as the "Railroad Unemployment Insurance
and Retirement Improvement Act of 1988".
SEC. 7002. REFERENCES TO RAILROAD UNEMPLOYMENT INSURANCE ACT.

Except as otherwise expressly provided, whenever in this title an
amendment or repeal is expressed in terms of an amendment to, or
repeal of, a section or provision, the reference shall be considered to
be made to a section or other provision of the Railroad Unemploy-
ment Insurance Act.



Subtitle A-Financing Provisions

SEC. 7101. AMENDMENTS RELATING TO DEFINITION OF "COMPENSATION'"

(a) IN GENERAL.-Section 1(i) is amended-
(1) by inserting "(1) IN GENERAL.-" after "(i)"

(2) by striking out ". Provided, however, That in computing"
and all that follows through "1983, shall be recognized." and
inserting in lieu thereof ", except that in computing the compen-
sation paid to any employee, no part of any month's compensa-
tion in excess of the monthly compensation base (as defined in
subdivision (2)) for any month shall be recognized. "- and
(3) by adding at the end thereof the following new subdivi-

sion:
"(2) MONTHLY COMPENSATION BASE. -

"(A) IN GENERAL.-For purposes of subdivision (1), the term
'monthly compensation base' means the amount-

"(i) of $400 for calendar months before January 1, 1984;
"(ii) of $600 for calendar months after December 31, 1983

and before January 1, 1989; and
"(iii) computed under subparagraph (B) for months after

December 31, 1988.
"(B) COMPUTATION. -

"(i) IN GENERAL.-The amount of the monthly compensa-
tion base for each calendar year beginning after December
31, 1988, is the greater of-

"(I) $600; or
"(II) the amount, as rounded under clause (iii) if ap-

plicable, computed under the formula:

A -37,800
B=600 (1+ 56,700

"(ii) MEANING OF SYMBOLS.-For the purposes of the for-
mula in clause (i)-

"(I) 'B' is the dollar amount of the monthly compen-
sation base; and

"(II) A' is the amount of the applicable base with re-
spect to tier 1 taxes, for the calendar year for which the
monthly compensation base is being computed, as de-
termined under section 3231(e)(2) of the Internal Reve-
nue Code of 1986.

"(iii) ROUNDING RULE.-If the monthly compensation
base computed under this formula is not a multiple of $5,
it shall be rounded to the nearest multiple of $5, with such
rounding being upward in the event the amount computed
is equidistant between two multiples of $5. ".

(b) CONFORMING AMENDMENT WITH RESPECT TO SUBSIDIARY RE-

MUNERATION RULE.-Section 1(k) is amended by striking out
"$1,500" and inserting in lieu thereof "an amount that is equal to



2.5 times the monthly compensation base for months in such base
year as computed under section 1(i) of this Act".

(c) CONFORMING AMENDMENT WITH RESPECT TO LIMITATION ON
TAKING ACCOUNT OF MONEY REMUNERATION.-Section 2(c) is
amended by striking out "not in excess of $775 in any month shall
be taken into account:" and inserting in lieu thereof "shall be taken
into account that is not in excess of $775 in any month before 1989
and, in any month in a base year after 1988, is not in excess of an
amount that bears the same ratio to $775 as the monthly compensa-
tion base for that year as computed under section 1(i) of this Act
bears to $600: ".

(d) CONFORMING AMENDMENTS WITH RESPECT To REQUIRED COM-
PENSATION AMOUNT.-Section 4(a-2)(iXA) is amended by striking out
the semicolon at the end and inserting in lieu thereof "and before
1989 or, if any part of such compensation is paid in a calendar year
after 1988, not less than an amount that is equal to 2.5 times the
monthly compensation base for months in such calendar year, as
computed under section 1(i) of this Act;".

(e) DUTY OF BOARD To MAKE CERTAIN CoMPUTATIONS.-Section
12 is amended by adding at the end the following new subsection:

"(r) DUTY OF BOARD To MAKE CERTAIN COMPUTATIONS.-
"(1) COMPENSATION BASE.-On or before December 1, 1988,

and on or before December 1 of each year thereafter, the Board
shall compute-

"(A) in accordance with section 1(i), the monthly compen-
sation base which shall be applicable with respect to
months in the next succeeding calendar year; and

"(B) the amounts described in section 1(k), section 2(c),
section , and section 4(a-2)(i)(A) that are related to
changes in the monthly compensation base.

"(2) MAXIMUM DAILY BENEFIT RATE.-On or before June 1,
1989, and on or before June 1 of each year thereafter, the Board
shall compute in accordance with section 2(a)(3) the maximum
daily benefit rate which shall be applicable with respect to days
of unemployment and days of sickness in registration periods
beginning after June 20 of that year.

"(3) NOTICE IN FEDERAL REGISTER AND TO EMPLOYERS.-Not
later than 10 days after each computation made under this sub-
section, the Board shall publish notice in the Federal Register
and shall notify each employer and employee representative of
the amount so computed. "

(f) EFFECTIVE DATE.-The amendments made by this section shall
take effect upon the date of the enactment of this Act.

SEC. 7102. CONTRIBUTION ADJUSTMENTS.

(a) EMPLOYER CONTRIBUTIONS AND EXPERIENCE RATING.-Section

8 is amended by striking out "(a) Every employer" and all that fol-
lows through the end of subsection (a) and inserting in lieu thereof
the following:

"(a) EMPLOYER CONTRIBUTION. -
"(1) IN GENERAL.-

"(A) GENERAL RULE.-
"(i) CONTRIBUTION RATE GENERALLY.-Every employ-

er shall pay a contribution, with respect to having em-



ployees in his service, equal to the percentage deter-
mined under subparagraph (B), (C), or (D), whichever is
applicable, of so much of the compensation paid in any
calendar month by such employer to any employee as is
not in excess of the monthly compensation base for that
month as computed under section 1(i).

"(ii) MULTIPLE EMPLOYER LIMITATION.- If compensa-
tion is paid to an employee by more than one employer
in any calendar month-

"(I) the contributions required by this subsection
shall not apply to any amount of the aggregate
compensation paid to such employee by all such
employers in such calendar month which is in
excess of such monthly compensation base; and

"(II) each employer (other than a subordinate
unit of a national-railway-labor-organization em-
ployer) shall be liable for that portion of the con-
tribution with respect to such compensation paid
by all such employers which the compensation
paid by him to such employee bears to the total
compensation paid in such month by all such em-
ployers to such employee.

In the event that the compensation paid by such em-
ployers to the employee in such month is less than such
monthly compensation base, each subordinate unit of a
national-railway-labor-organization employer shall be
liable for such portion of any additional contribution
as the compensation paid by such employer to such em-
ployee in such month bears to the total compensation
paid by all such employers to such employee in such
month.

"(B) TRANSITIONAL RULE.-

"(i) 1ST, 2D, AND 3D CALENDAR YEARS.-Except as pro-
vided in clause (vi), with respect to compensation paid
in calendar years 1988, 1989, and 1990, the contribu-
tion rate shall be 8 percent.

"(ii) 4TH CALENDAR YEAR.-With respect to compensa-
tion paid in calendar year 1991, the contribution rate
shall be the smaller of-

"(I) the maximum contribution limit computed
under paragraph (20); or

"(II) the percentage computed pursuant to the
following formula:

2A+B.

R=
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"(iii) 5TH CALENDAR YEAR.-With respect to compen-

sation paid in calendar year 1992, the contribution rate
shall be the smaller of-

"(I) the maximum contribution limit computed
under paragraph (20); or

"(II) the percentage computed pursuant to the
following formula:



2A +C
R=

"(iv) MEANING OF SYMBOLS.-For purposes of the for-
mulas in clauses (ii) and (iii)-

"U) 'R' is the applicable contribution rate ex-
pressed as a percentage for months in the calendar
year;

"(I) 'A' is the contribution rate determined
under clause (i);

"(iI) 'B' is the percentage rate for the employer,
as determined under subparagraph (C), for calen-
dar year 1991; and
"(IV) 'C' is the percentage rate for the employer,

as determined under subparagraph (C), for calen-
dar year 1992.

"(V) SPECIAL RULE FOR CERTAIN COMPUTATIONS. -For
purposes of computing B and C in such formulas-

"(I) the percentage rate computed under subpara-
graph (C), if more than the maximum contribution
limit computed under paragraph (20) shall not be
reduced to that limit; and

"(II) any computations which under subpara-
graph (C) are to be made on the basis of a 4-quar-
ter or a 12-quarter period ending on a given June
30 shall be made on the basis of a period begin-
ning on January 1, 1990, and ending on that June
30, and the amount so computed shall be increased
to an amount that bears the same ratio to the
amount so computed as 4 or 12, as appropriate,
bears to the number of calendar quarters in the
period on which the computation was based.

"(vi) SPECIAL TRANSITION RULE FOR PUBLIC COMMUT-
ER RAILROADS.-With respect to each of calendar years
1989 and 1990, the contribution of an employer which
on the date of the enactment of the Railroad Unem-
ployment Insurance and Retirement Improvement Act
of 1988 is a publicly funded and publicly operated car-
rier providing rail commuter service shall be equal to
the amount of benefits attributable to such carrier,
plus an amount equal to 0.65 percent of the total com-
pensation paid by that employer in that year on which
that employer's contribution would be based under
clause (i) if such employer's contribution were deter-
mined under that clause.

"(C) EXPERIENCE-RATED CONTRIBUTIONS.- With respect to
compensation paid in a calendar year that begins after De-
cember 31, 1992, the contribution rate for each employer
shall be determined as follows:

"(i) STEP 1.-Compute the employer's benefit ratio as
of the preceding June 30 to 4 decimal points in accord-
ance with paragraph (2).



"(ii) STEP 2.-Subtract the employer's reserve ratio as
of the preceding June 30 as computed 4 decimal points
in accordance with paragraph (4).

"(iii) STEP 3.-Subtract the pooled credit ratio for the
calendar year, if any, as computed to 4 decimal points
in accordance with paragraph (12).

"(iv) STEP 4.-Multiply by 100 the total arrived at
under the steps set forth in clauses (i) through (iii) so
as to obtain a percentage rate, which shall be rounded
to the nearest 100th of I percent. If the total arrived at
under such steps is 0 or less than 0, the percentage rate
as so computed shall be 0.

"(v) STEP 5.-Add 0.65 to the percentage rate arrived
at under clause (iv), representing the portion of the em-
ployer's contribution which is to be deposited to the
credit of the fund under subsection (i).

"(vi) STEP 6.-Add the surcharge rate for the calen-
dar year, if any, as computed under paragraph (14).

"(vii) STEP 7.-Add the pooled charge ratio for the
calendar year, if any, as computed to 4 decimal points
under paragraph (13) and multiplied by 100.

"(viii) STEP 8.-Reduce the precentage rate computed
in accordance with the preceding steps to the maxi-
mum contribution limit computed under paragraph
(20), if such rate is higher than such limit. The rate
computed in accordance with the preceding steps, after
any reduction under this clause, is the contribution
rate.

"(D) NEW-EMPLOYER CONTRIBUTION RATES.-Notwith-
standing subparagraphs (B) and (C), the contribution rate
applicable to a new employer who does not become subject
to this Act until after December 31, 1989, shall be deter-
mined as follows:

"(i) 1ST CALENDAR YEAR.-With respect to compensa-
tion paid in calendar months before the end of the first
full calendar year in which the employer is subject to
this Act, the contribution rate shall be the average con-
tribution rate paid by all employers during the 3 calen-
dar years preceding the calendar year before the calen-
dar year in which the compensation is paid. The aver-
age contribution rate shall be determined-

"(I) by dividing the aggregate contributions paid
by all employers under this subsection in those 3
calendar years by the aggregate compensation with
respect to which such contributions were paid; and

"(II) by multiplying the resulting ratio as com-
puted to 4 decimal points by 100.

"(ii) 2D CALENDAR YEAR.-With respect to compensa-
tion paid in calendar months in the next calendar
year, the contribution rate shall be the smaller of-

"(I) the maximum contribution limit computed
under paragraph (20); or

"(II) the precentage rate computed pursuant to
the following formula;



R=(2(A 2)-i-B

"(iii) 3D CALENDAR YEAR.-With respect to compensa-
tion paid in calendar months in the third full calen-
dar year in which the employer is subject to the cover-
age of this Act, the contribution rate shall be the
smaller of-

"(I) the maximum contribution limit computed
under paragraph (20); or

"(II) the percentage rate computed pursuant to
the following formula:

( A3+2C

3

"(iv) SUBSEQUENT CALENDAR YEARS.- With respect to
all calendar months in calendar years subsequent to
that calendar year, the contribution rate shall be deter-
mined under subparagraph (C).

"(v) MEANING OF SYMBOLS.-For purposes of the for-
mulas in clauses (ii) and (iii)-

"(I) 'R' is the applicable contribution rate ex-
pressed as a percentage for months in the calendar
year;

"(II) 'Al' is the contribution rate determined
under clause (i) for such employer's first full calen-
dar year;

"(III) 'A2' is the contribution rate which would
have been determined under clause (i) if the em-
ployer's second calendar year had been its first full
calendar year;

"(IV) 'A3' is the contribution rate which would
have been determined under clause (i) if the em-
ployer's third calendar year had been such employ-
er 's first full calendar year;

"(M) 'B' is the contribution rate for the employer
as determined under subparagraph (C) for the em-
ployer's second full calendar year; and

"(VI) 'C' is the contribution rate for the employer
as determined under subparagraph (C) for the em-
ployer's third full calendar year.

"(vi) SPECIAL RULE FOR CERTAIN COMPUTATIONS.-For

purposes of computing B and C in such formulas-
"(I) the percentage rate computed under subpara-

graph (C), shall not be reduced under clause (viii)
of that subparagraph; and

"(II) any computations which under subpara-
graph (C) are to be made on the basis of a 4-quar-
ter or 12-quarter period ending on a given June 30
shall be made on the basis of a period commencing
with the first day of the first calendar quarter
that begins after the date on which the employer
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first commenced paying compensation subject to
this Act and ending on that June 30, and the
amount so computed shall be increased to an
amount that bears the same ratio to the amount so
computed as 4 or 12, as appropriate, bears to the
number of calendar quarters in the period on
which the computation was based.

"(2) BENEFIT RATIO.-An employer's benefit ratio as of any
given June 30 shall be determined by dividing all benefits
charged to the employer under paragraph (15) during the 12 cal-
endar quarters ending on such June 30 by the employer's 3-year
compensation base as of such June 30 as computed under para-
graph (3).

"(3) 3-YEAR COMPENSATION BAsE.-An employer's 3-year com-
pensation base as of any given June 30 is the aggregate compen-
sation with respect to which contributions were paid by the em-
ployer under this subsection in the 12 calendar quarters ending
on such June 30.

"(4) RESERVE RATIo.-An employer's reserve ratio as of any
given June 30 shall be computed by dividing the employer's re-
serve balance as of such June 30, as computed under paragraph
(6), by that employer's 1-year compensation base as of such
June 30, as computed under paragraph (5). The employer's re-
serve ratio may be either a positive or a negative figure, depend-
ing upon whether the employer's reserve balance is a positive or
negative figure.

"(5) 1-YEAR COMPENSATION BAE.-An employer's 1-year com-
pensation base as of any given June 30 is the aggregate compen-
sation with respect to which contributions were paid by the em-
ployer under this subsection in the 4 calendar quarters ending
on such June 30.

"(6) RESERVE BALANCE.-An employer's reserve balance as of
any given June 30 shall be determined by subtracting the em-
ployer's cumulative benefit balance as of such June 30, comput-
ed under paragraph (7), from the employer's net cumulative con-
tribution balance as of such June 30, computed under para-
graph (8). An employer's reserve balance may be either positive
or negative, depending upon whether or not that employer's net
cumulative contribution balance exceeds the employer's cumula-
tive benefit balance.

"(7) CUMULATIVE BENEFIT BALANCE.-An employer's cumula-
tive benefit balance as of any given June 30 shall be determined
by adding-

"(A) the net amount of the benefits charged to the em-
ployer under paragraph (15) on or after January 1, 1990;
and

"(B) the cumulative amount of the employer's unallocat-
ed charges for the same period, if any, as computed under
paragraph (9).

"(8) NET CUMULATIVE CONTRIBUTION BALANCE.-An employ-
er's net cumulative contribution balance as of any given June
30 shall be determined as follows:

"(A) STEP i.-Compute the sum of



"(i) all contributions paid by the employer pursuant
to this subsection;

"(ii) that portion of the tax imposed under section
3321(a) of the Internal Revenue Code of 1986 that is at-
tributable to the surtax rate under section 516(b) of the
Railroad Unemployment Insurance and Retirement Im-
provement Act of 1988; and

"(iii) any taxes paid by the employer pursuant to sec-
tion 3321(a) of the Internal Revenue Code of 1986 (after
the outstanding balance of loans made under section
10(d) before October 1, 1985, plus interest, have been
paid);

on or after January 1, 1990.
"(B) STEP 2.-Subtract an amount equal to the amount of

such contributions deposited to the credit of the fund under
subsection (i).

"(C) STEP 3.-Add an amount equal to the aggregate
amount by which such contributions were reduced in prior
calendar years as a result of pooled credits, if any, under
paragraph (1)(C)(iii).

"(9) UNALLOCATED CHARGE.-An employer's unallocated
charge as of any given June 30 is the amount that as of such
June 30 bears the same ratio to the system unallocated charge
balance, computed under paragraph (10), as the employer's 1-
year compensation base, computed under paragraph (5), bears to
the system compensation base computed under paragraph (11).

"(10) SYSTEM UNALLOCATED CHARGE BALANCE.-The system
unallocated charge balance as of any given June 30 shall be de-
termined as follows:

"(A) STEP i.-Compute the aggregate amount of all inter-
est paid by the account on loans from the Railroad Retire-
ment Account after September 30, 1985, pursuant to section
10(d), during the 4 calendar quarters ending on that June
20."(B) STEP 2.-Add the aggregate amount of any additions
to the system unallocated charge balance specified in para-
graphs (15) and (16), during that period.

"(C) STEP 3.-Add the aggregate amount of any other ex-
penditures by the account during that period not chargea-
ble to any individual employer under paragraph (15) or to
the fund under section 11.

"(D) STEP 4.-Subtract the aggregate amount of all
income to the account, under section 10(a)(iv) or section
10(a)(vii), during that period.

"(E) STEP 5.-Subtract the aggregate amount of all trans-
fers to the account, pursuant to section 11(d), during that
period.

"(F) STEP 6.-Subtract the aggregate amount of all other
income and receipts of the account, during that period,
which are not assigned to individual employer balances.

"(G) STEP 7.-Subtract the net cumulative contribution
balance of each employer whose balance has been cancelled
pursuant to paragraph (16), during that period, calculated
as of the date of such cancellation.



"(11) SYSTEM COMPENSATION BASE.-The system compensation
base as of any given June 30 shall be determined by adding to-
gether the amounts of the 1-year compensation bases of all em-
ployers and employee representatives subject to this Act, comput-
ed in accordance with paragraph (5), as of such June 30.

"(12) POOLED CREDIT RATIO.-The pooled credit ratio, if any,
for a calendar year shall be determined as follows:

"(A) STEP i.-Compute the balance to the credit of the ac-
count as of the close of business on the preceding June 30,
including any amounts in the account attributable to loans
made under section 10(d) before October 1, 1985, but disre-
garding the obligation to repay such loans and interest
thereon. In determining such balance as of June 30 of any
year, so much of the balance to the credit of the railroad
unemployment insurance administration fund as of the
close of business on such date as is in excess of $6,000,000
shall be deemed to be part of the balance to the credit of
such account. There will be a pooled credit ratio for the
calendar year only if that balance is in excess of the greater
of $250,000,000 or of the amount that bears the same ratio
to $250,000,000 as the system compensation base as of that
June 30 bears to the system compensation base as of
June 30, 1991, as computed in accordance with para-
graph (11).

"(B) STEP 2.-If there is such an excess amount, divide
that excess amount by the system compensation base as of
the June 30 preceding the calendar year. The result is the
pooled credit ratio for the calendar year.

"(13) POOLED CHARGE RATIO.-The pooled charge ratio, if any,
for a calendar year shall be determined as follows:

"(A) STEP 1.-With respect to each employer whose contri-
bution rate for that calendar year as computed through
step 6 under paragraph (1)(C) was greater than the maxi-
mum contribution limit computed under paragraph (20),
multiply the employer's 1-year compensation base as of the
preceding June 30, as computed in accordance with para-
graph (5), by the difference between-

"(i) the percentage rate determined under subpara-
graph (B), (C), or (D) of paragraph (1) before the reduc-
tion to the maximum contribution limit; and

"(ii) the maximum contribution limit.
"(B) STEP 2.-Add the amounts arrived at under step 1 so

as to obtain an aggregate amount for all such employers.
"(C) STEP 3.-For each employer whose contribution rate

as computed through step 3 under paragraph (1)(C) was less
than 0, the percentage rate by which such employer's rate
was raised in order to bring that rate to 0 shall be multi-
plied by that employer's 1-year compensation base as of the
preceding June 30. Subtract the total of the amounts com-
puted under the preceding sentence for all employers from
the amount arrived at in step 2.

"(D) STEP 4-Divide the aggregate amount arrived at
under step 3 by the system compensation base as of the pre-
ceding June 30 as computed under paragraph (11) minus



the one-year compensation base of those employers whose
rates computed through step 6 of paragraph (1)(C) exceeded
the maximum contribution rate computed under paragraph
(20). The result is the pooled charge ratio for the calendar
year.

"(14) SURCHARGE RATE.-The surcharge rate for a calendar
year, if any, shall be determined as follows:

"(A) STEP 1.-Compute the balance to the credit of the ac-
count as of the close of business on the preceding June 30,
including any amounts in the account attributable to loans
made under section 10(d) before October 1, 1985, but disre-
garding the obligation to repay such loans and interest
thereon. In determining such balance as of June 30 of any
year, so much of the balance to the credit of the railroad
unemployment insurance administration fund as of the
close of business on such date as is in excess of $6,000,000
shall be deemed to be part of the balance to the credit of
such account. There will be a surcharge rate for the calen-
dar year only if that balance is less than the greater of
$100,000,000 or of the amount that bears the same ratio to
$100,000,000 as the system compensation base as of that
June 30 bears to the system compensation base as of
June 30, 1991, as computed in accordance with para-
graph (11).

"(B) STEP 2.-(i) If the balance to the credit of the ac-
count is less than the greater of the amounts referred to in
the 2nd sentence of step 1 but is equal to or more than the
greater of $50,000,000 or of the amount that bears the same
ratio to $50,000,000 as the system compensation base as of
that June 30 bears to the system compensation base as of
June 30, 1991, then the surcharge rate for the calendar year
shall be 1.5 percent.

"(ii) If the balance to the credit of the account is less
than the greater of the amounts referred to in the clause (i),
but greater than or equal to zero, then the surcharge rate
for the calendar year shall be 2.5 percent.

"(iii) If the balance to the credit of the account is less
than zero, the surcharge rate for the calendar year shall be
3.5 percent.

"(15) CHARGEABLE BENEFITS.-
"(A) IN GENERAL.-Beginning January 1, 1990, all bene-

fits paid to an employee for days of unemployment or days
of sickness shall be charged to that employee's base year
employer by adding amounts equal to the amounts of such
benefits to the employer's cumulative benefit balance except
that benefits paid by reason of strikes or work stoppages
growing out of labor disputes shall not be added to the em-
ployer's cumulative benefit balance but instead shall be
added to the system unallocated charge balance.

"(B) ADJUSTMENTS.-A sum equal to each amount real-
ized in recovery for overpayment, erroneous payment, or re-
imbursement of benefits and credited to the account pursu-
ant to section 10(a)(v) or 10(a)(viii) shall be subtracted from
the cumulative benefit balances of the employers of the em-



ployees to whom such an amount was paid as a benefit in
the proportion to the amount by which each such employ-
er's cumulative benefit balance was increased as a result of
the payment of the benefit.

"(C) MULTIPLE EMPLOYERS. -

"(i) IN GENERAL.-All benefits paid to an employee
who had more than 1 base-year employer shall be
charged to the cumulative benefit balances of the em-
ployee's base year employers-

"(I) in reverse chronological order of the employ-
ee's employment with each such employer in the
base year if the employer at the time of the claim
was the last base year employer, and the amount
charged to each employer shall not exceed the com-
pensation paid by that employer to the employee in
the base year; and

"(II) in all other cases, in the same ratio as the
compensation paid to such employee by the employ-
er bears to the total of such compensation paid to
such employee by all such employers in the base
year.

"(ii) SPECIAL RULE FOR EMPLOYER WITH CANCELLED

BALANCES.-All benefits chargeable under this sub-
paragraph to an employer for which the Board has
cancelled balances under paragraph (16) shall be
added to the system unallocated charge balance.

"(16) DEFUNCT EMPLOYER.- Whenever the Board determines,
pursuant to such regulations as the Board may prescribe, that
an employer has permanently ceased to pay compensation with
respect to which contributions are payable pursuant to this sub-
section, the Board shall, effective on the date of the Board's de-
termination, transfer the employer's net cumulative contribu-
tion balance as a subtraction from, and cumulative benefit bal-
ance as an addition to, the system unallocated charge balance
and cancel all other accumulations of the employer.

"(17) INDIVIDUAL EMPLOYER RECORD.-

"(A) IN GENERAL.-As of January 1, 1990, the Board
shall commence maintaining an individual employer record
with respect to each employer, and the records necessary to
determine pooled charges, pooled credits and unallocated
charge balances for the system. Whenever a new employer
begins paying compensation with respect to which contribu-
tions are payable pursuant to this subsection, the Board
shall establish and maintain an individual employer
record for such employer.

"(B) DEFINITION.-As used in this paragraph, the term
'individual employer record' means a record of an individ-
ual employer's benefit ratio, reserve ratio, 1-year compensa-
tion base, 3-year compensation base, unallocated charge, re-
serve balance, net cumulative contribution balance, and cu-
mulative benefit balance.

"(18) JOINT EMPLOYER RECORDS.-Pursuant to regulations pre-
scribed by the Board, the Board may allow 2 or more employers,
upon application, to establish and maintain, or to discontinue,



a joint individual employer record for such employers as though
such joint record constituted a single employer's individual em-
ployer record.

"(19) MERGERS, CONSOLIDATIONS, OR OTHER CHANGES IN EM-

PLOYER IDENTITY.-

"(A) WITH OTHER EMPLOYERS.-In the event of a merger,
consolidation, unification, or reorganization in which an
employer combines with another employer and the combina-
tion entails no partitioning of the property of the employer,
the individual employer records of the 2 employers shall be
combined into a joint individual employer record if the
parties request such joint treatment pursuant to paragraph
(18) or if the Board otherwise determines, pursuant to regu-
lations prescribed by the Board, that such joint treatment
is desirable.

"(B) WITH NONEMPLOYERS.-In the event of a merger,
consolidation, unification, or reorganization in which an
employer combines with another entity that is not an em-
ployer, the employer's individual employer record shall
attach to the combined entity.

"(C) SALE OF ASSETS.-In the event property of an employ-
er is sold or transferred to another employer or other entity,
or is partitioned among 2 or more employers or entities, the
cumulative benefit balance, net cumulative contribution
balance, 1-year compensation base, and 3-year compensation
base of the employer shall be prorated among the employers
which receive the property, including any entities which
become employers by virtue of such transfer or partition, in
such equitable manner as the Board by regulation shall
prescribe.

"(D) REINCORPORATION.-The cumulative benefit bal-
ance, net cumulative contribution balance, 1-year compensa-
tion base, and 3-year compensation base of an employer
that reincorporates or otherwise alters its corporate identity
in a transaction not involving a merger, consolidation, or
unification shall attach to the reincorporated or altered
entity.

"(E) ABANDONMENT.-If an employer abandons property
or discontinues service but continues to operate as an em-
ployer, the employer's individual employer record shall con-
tinue to be calculated as provided in this subsection with-
out retroactive adjustment.

"(20) MAXIMUM CONTRIBUTION LIMIT.-The maximum contri-
bution limit with respect to a calendar year is 12 percent, unless
a 3.5 percent surcharge under paragraph (14) is in effect with
respect to that calendar year. If such a surcharge is in effect the
maximum contribution limit with respect to that calendar year
is 12.5 percent.

"(21) SPECIAL RULES FOR CERTAIN COMPUTATIONS UNDER

PARAGRAPH (1)(C).-(A) Any computation that is to be made
under paragraph (1)(C) on the basis of a 12-quarter period
ending on a given June 30 shall be made on the basis of a
period-

"(i) beginning on the later of-



"(I) January 1, 1990;
"(II) the first day of the first calendar quarter that

begins after the date on which the employer first began
to pay compensation subject to this Act; or

"(III) July 1 of the third calendar year preceding
that June 30; and

"(ii) ending on that June 30.
"(B) The amount computed under subparagraph (A) shall be

increased to an amount that bears the same ratio to the amount
so computed as 12 bears to the number of calendar quarters on
which the computation is based. ".

(b) EMPLOYEE REPRESENTATIVE CONTRIBuTION.-Subsection (b) of
section 8 is amended to read as follows:

"(b) EMPLOYEE REPRESENTATIVE CONTRIBUTION.-Each employee
representative shall pay a contribution with respect to so much of
the compensation paid to him for services performed as an employee
representative as is not in excess of the monthly compensation base
computed in accordance with section 1(i), at a rate which shall be
determined under subsection (a) in the same manner and with the
same effect as if the employee organization by which such employee
representative is employed were an employer as defined in this
Act. ".

(c) EXTENSION OF REMEDIES.-Section 8(h) is amended by adding
at the end the following: "The remedies available under the first
sentence of this subsection for an employer or employee representa-
tive who contests the amount of contributions payable by him shall
also apply with respect to a contention that the contribution rate de-
termined by the Board under subsection (a) or (b) to be applicable to
such employer or employee representative is inaccurate or otherwise
improper. ".

(d) BOARD PROCLAMATION OF BALANE.-Section 8 is amended-
(1) by redesignating subsections (c) through (h) as subsections

(f) through (k), respectively; and
(2) by inserting after subsection (b) the following new subsec-

tions:
"(c) BOARD PROCLAMATION OF BALANCE.-

"(1) IN GENERAL.-Not later than October 15, 1990, and Octo-
ber 15 of each year thereafter the Board shall proclaim-

"(A) the balance to the credit of the account as of the pre-
ceding June 30 for purposes of paragraphs (12) and (14) of
subsection (a);

"(B) the balance of any advances to the account under
section 10(d) after September 30, 1985, that has not been
repaid with interest as provided in such section as of Sep-
tember 30 of that year;

"(C) the system compensation base as of that June 30 as
computed in accordance with paragraph (11) of that subsec-
tion;

"(D) the system unallocated charge balance as of that
June 30, as computed in accordance with paragraph (10) of
that subsection; and

"(E) the pooled credit ratio, the pooled charge ratio, and
the surcharge rate, if any, as determined under paragraph



(12), (13), or (14) of that subsection and applicable in the
following calendar year.

"(2) PUBLICATION OF NOTICE.-As soon as is practicable after
such proclamation, the Board shall publish notice in the Feder-
al Register of the amounts so determined and proclaimed.

"(d) NOTIFICATIONS BY BOARD.-(1) Not later than the last day of
any calendar quarter that begins after March 31, 1990, the Board
shall notify each employer and employee representative of its net cu-
mulative contribution balance and cumulative benefit balance as of
the end of the preceding calendar quarter, as computed in accord-
ance with paragraphs (7) and (8) of subsection (a) as of the last day
of such preceding calendar quarter rather than as of a given June
30 if such last day is not a June 30.

"(2) Not later than October 15, 1990, and October 15 of each year
thereafter, the Board shall notify each employer and employee repre-
sentative of its benefit ratio, reserve ratio, 1-year compensation base,
3-year compensation base, unallocated charge, and reserve balance
as of the preceding June 30 as computed in accordance with para-
graphs (2), (3), (4), (5), (6), and (9) of subsection (a), and of the contri-
bution rate applicable to the employer or employee representative in
the following calendar year as computed under paragraphs (1) (B),
(C), or (D) of that subsection.

"(e) INFORMATION To VERIFY ACCURACY To BE MADE AVAIL-
ABLE.-Notwithstanding any other provision of law, upon request by
an employer or employee representative, the Board shall make avail-
able to such employer or employee representative any information
available to the Board which may be necessary to verify the accura-
cy of a contribution rate determined by the Board to be applicable to
such employer or employee representative, or of any component of
that contribution rate including the accuracy of the employer's indi-
vidual employer record, upon payment by such employer or employee
representative to the Board of the cost incurred by the Board in
making such information available. The amounts so paid to the
Board shall be credited to and deposited in the fund. ".

(e) EFFECTIVE DATE.-The amendments made by this section shall
take effect upon the date of the enactment of this Act.
SEC. 7103. ADMINISTRATIVE EXPENSES.

(a) CHANGE IN PERCENTAGE To BE DEPOSITED IN FUND.-Section
8(i), as so redesignated by section 512(d), is amended by striking out
"0.5" and inserting in lieu thereof "0.65".

(b) CONFORMING AMENDMENTS.-(1) Section 10(a) is amended by
striking out "0.5" and inserting in lieu thereof "0.65".

(2) Section 11(a) is amended by striking out "0.5" and inserting in
lieu thereof "0.65".

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply with respect to compensation paid in months beginning after
September 30, 1988.
SEC. 7104. NOTIFICATION TO EMPLOYER.

(a) IN CONNECTION WITH CLAIM.-Section 5(b) is amended by
adding at the end thereof the following: "When a claim for benefits
is filed with the Board, the Board shall provide notice of such
claim to the claimant's base-year employer or employers and afford
such employer or employers an opportunity to submit information



relevant to the claim before making an initial determination on the
claim. When the Board initially determines to pay benefits to a
claimant under this Act, the Board shall provide notice of such de.
termination to the claimant's base-year employer or employers. ".

(b) IN CONNECTION WITH ADMINISTRATIVE REVIEW. -Section 5(c)
is amended-

(1) by inserting "(1)" after "(c)";
(2) by inserting at the end of the first paragraph the follow-

ing: "In any such case the Board or the person or reviewing
body so established or assigned shall, by publication or other-
wise, notify all parties properly interested of their right to par-
ticipate in the hearing and of the time and place of the hear.
ing. ;

(3) by inserting "(2)" at the beginning of the second para.
graph,

(4) by inserting after the second paragraph the following:
"(3) Any base-year employer of a claimant whose claim for bene-

fits has been granted in whole or in part, either in an initial deter-
mination with respect thereto or in a determination after a hearing
pursuant to paragraph (1), and who contends that the determina-
tion is erroneous for a reason or reasons other than a reason that is
reviewable under paragraph (4), may appeal to the Board for review
of such determination. Despite such an appeal, the benefits awarded
shall be paid to such claimant, subject to recovery by the Board if
and to the extent found on the appeal to have been erroneously
awarded. The Board shall take such action as is appropriate to re-
cover the amount of such benefits including if feasible adjustment
in subsequent payments pursuant to the first two paragraphs of sec-
tion 2(d) of this Act. Upon an appeal, the Board shall review the
determination appealed from and for such review may designate one
of its officers or employees to receive evidence and report to the
Board thereof together with recommendations. In any such case the
Board or the person so designated shall, by publication or otherwise,
notify all parties properly interested of their right to participate in
the proceeding and, if a hearing is to be held, of the time and place
of the hearing. At the request of any party properly interested the
Board shall provide for a hearing, and may provide for a hearing
on its own motion. The Board shall prescribe regulations governing
the appeals provided for in this paragraph and for decisions upon
such appeal. '"

(5) by inserting "(4)" at the beginning of the third paragraph;
(6) by inserting "(5)" at the beginning of the fourth para-

graph;
(7) by striking out "two" in the first sentence of the fourth

paragraph and inserting in lieu thereof "three"
(8) by inserting before the final paragraph the following:

"(6) For purposes of this subsection and subsections (d) and (f),
any base-year employer of the claimant is a properly interested
party. '" and

(9) by inserting "(7)" at the beginning of the final paragraph.
(c) IN CONNECTION WITH JUDICIAL REvIEw.-Section 5(f) is

amended-
(1) by inserting after "member," in the first sentence "or any

base-year employer of the claimant, '" and



(2) by inserting after the second sentence the following: "A
copy of such petition also shall forthwith be served upon any
other properly interested party, and such party shall be a party
to the review proceeding. ".
(d) CONFORMING AMENDMENTS WITH RESPECT TO LIMITATION

ON ADMINISTRATIVE DIscLosURE.-Section 12(d) is amended-
(1) by striking out "and" where it appears before "(iii)'" and
(2) by striking out the period at the end of the first sentence

and inserting in lieu thereof the following: '" and (iv) the
Board shall disclose to any base-year employer of a claimant for
benefits any information, including information as to the
claimant's identity, that is necessary or appropriate to notify
such employer of the claim for benefits or to full and fair par-
ticipation by such employer in an appeal, hearing, or other pro-
ceeding relative to the claim pursuant to section 5 of this Act."

(e) CONFORMING AMENDMENT WITH RESPECT TO COURT PROCEED-

INGS LIMITATION.-Section 12(n) is amended by striking out "court"
in the proviso to the second paragraph.

(f) EFFECTIVE DATE.-The amendments made by this section shall
take effect on January 1, 1990.
SEC. 7105. ANNUAL REPORT.

On or before July 1 of 1989, and of each calendar year thereafter,
the Railroad Retirement Board shall submit to the Congress a
report on the financial status of the railroad unemployment insur-
ance system under various economic and employment assumptions.
Such report shall include any recommendation for financing
changes which might be advisable, including any adjustment the
Railroad Retirement Board recommends regarding the rates of em-
ployer contributions.
SEC. 7106. AMENDMENTS RELATING TO RAILROAD UNEMPLOYMENT RE-

PAYMENT TAX.
(a) IN GENERAL. -Chapter 23A of the 1986 Code (relating to rail-

road unemployment repayment tax) is amended to read as follows:

"CHAPTER 23A. RAILROAD UNEMPLO YMENT REPAYMENT
TAX

"Sec. 3321. Imposition of tax.

"Sec. 3322. Definitions.

"SEC. 3321. IMPOSITION OF TAX.
"(a) GENERAL RULE.-There is hereby imposed on every rail em-

ployer for each calendar month an excise tax, with respect to having
individuals in his employ, equal to 4 percent of the total rail wages
paid by him during such month.

"(b) TAX ON EMPLOYEE REPRESENTATIVES.-

"(1) IN GENERAL.-There is hereby imposed on the income of
each employee representative a tax equal to 4 percent of the rail
wages paid to him during the calendar month.

"(2) DETERMINATION OF WAGES.-The rail wages of an em-
ployee representative for purposes of paragraph (1) shall be de-
termined in the same manner and with the same effect as if the
employee organization by which such employee representative is
employed were a rail employer.



"(C) TERMINATION IF LOANS TO RAILROAD UNEMPLOYMENT FUND

REPAID.-The tax imposed by this section shall not apply to rail
wages paid on or after the 1st day of any calendar month if, as of
such 1st day, there is-

"(1) no balance of transfers made before October 1, 1985, to
the railroad unemployment insurance account under section
10(d) of the Railroad Unemployment Insurance Act, and

"(2) no unpaid interest on such transfers.
,SEC. 3322. DEFINITIONS.

"(a) RAIL EMPLOYER. -For purposes of this chapter, the term 'rail
employer' means any person who is an employer as defined in sec-
tion 1 of the Railroad Unemployment Insurance Act.

"(b) RAIL WAGES.-For purposes of this chapter, the term 'rail
wages' means, with respect to any calendar month, so much of the
remuneration paid during such month which is subject to contribu-
tions under section 8(a) of the Railroad Unemployment Insurance
Act.

"(c) EMPLOYEE REPRESENTATIVE.-For purposes of this chapter,
the term 'employee representative' has the meaning given such term
by section 1 of the Railroad Unemployment Insurance Act.

"(d) CERTAIN RULES MADE APPLICABLE.-For purposes of this
chapter, rules similar to the rules of section 3307 and 3308 shall
apply. "

(b) CONTINUATION OF SURTAX RATE THROUGH -1990.-
(1) IN GENERAL.-In the case of any calendar month begin-

ning before January 1, 1991-
(A) there shall be substituted for "4 percent" in subsec-

tions (a) and (b) of section 2321 of the 1986 Code the per-
centage equal to the sum of-

(i) 4 percent, plus
(ii) the surtax rate (if any) for such calendar month,

and
(B) subsection (c) of such section shall not apply to so

much of the tax imposed by such section as is attributable
to the surtax rate.

(2) SURTAX RATE.-For purposes of paragraph (1), the surtax
rate shall be-

(A) 3.5 percent for each month during a calendar year if,
as of September 30, of the preceding calendar year, there
was a balance of transfers (or unpaid interest thereon)
made after September 30, 1985, to the railroad unemploy-
ment insurance account under section 10(d) of the Railroad
Unemployment Insurance Act, and

(B) zero for any other calendar month.
(C) TECHNICAL AND CONFORMING AMENDMENTS. -

(1) Subsection (d) of section 6157 of the 1986 Code (relating to
quarterly payment of railroad unemployment repayment tax) is
hereby repealed.

(2) Paragraph (2) of section 6201(b) of the 1986 Code (relating
to amount not to be assessed) is amended by striking out "or tax
imposed by section 3321 ".

(3) Section 6317 of the 1986 Code (relating to payments of Fed-
eral unemployment tax for calendar quarter) is amended-



(A) by striking out "or tax imposed by section 3321 ", and
(B) by striking out "and 23A, as the case may be, ".

(4) Subsection (e) of section 6513 of the 1986 Code (relating to
payments of Federal unemployment tax) is amended by striking
out the last sentence.

(5) Subsection (i) of section 6601 of the 1986 Code (relating to
exception as to Federal unemployment tax) is amended by strik-
ing out "or 3321 ".

(6) Subparagraph (A) of section 232(a)(2) of the Railroad Re-
tirement Revenue Act of 1983 is amended by striking out "is at-
tributable to the basic rate under section 3321(c)(1)(A) of the In-
ternal Revenue Code of 1954" and inserting in lieu thereof "is
not attributable to the surtax rate under section 516(b) of the
Railroad Unemployment Insurance and Retirement Improve-
ment Act of 1988".

(7) Subparagraph (B) of section 232(a)(2) of such Act is
amended by striking out "section 3321(c)(1)(B) of such Code"
and inserting in lieu thereof "section 516(b) of such Act".

(d) EFFECTIVE DATE.-The amendments made by this section, and
the provisions of subsection (b), shall apply to remuneration paid
after December 31, 1988.
SEC. 7107. GAO STUDY OF FRAUD AND PA YMENT ERRORS.

The Comptroller General shall study the frequency of fraud and
payment errors in the railroad unemployment compensation pro-
gram. Not later than 1 year after the date of the enactment of this
Act, the Comptroller General shall report to Congress the results of
such study. Such report shall include-

(1) estimates of rates and amounts of annual losses due to
fraud and overpayment;

(2) comparisons of such rates with the rates of losses in other
Federal programs which experience such losses;

(3) recommendations for legislative measures that could be
taken to reduce the losses in the railroad unemployment com-
pensation program arising from fraud and payment errors; and

(4) such other matters relating to such fraud and payment
errors as the Comptroller General determines are appropriate.

SEC. 7108. ONE-YEAR EXTENSION OF TIME LIMIT FOR FILING REPORT BY
COMMISSION ON RAILROAD RETIREMENT REFORM.

Section 9033(f) of the Omnibus Budget Reconciliation Act of 1987,
(101 Stat. 1330-298) is amended by striking "October 1, 1989" and
inserting "October 1, 1990"

Subtitle B-Benefit and Other Adjustments

SEC. 7201. WAITING PERIOD FOR BENEFITS AND BENEFIT INCREASES.

(a) IN GENERAL. -Section 2(a) is amended-
(1) by inserting "(1)" after "(a)'"
(2) by striking out "Benefits" the first place it appears and all

that follows through the end of the first paragraph, and insert-
ing in lieu thereof the following:

"(A)(i) Except as otherwise provided in this subparagraph, bene-
fits shall be payable to any qualified employee for each day of un-
employment in excess of 4 during any registration period.



"(ii) No benefits shall be payable for days of unemployment
during the first registration period within a benefit year in which
the employee has more than 4 days of unemployment.

"(iii) In any case in which the Board finds that an employee's un-
employment was due to a stoppage of work because of a strike in the
establishment, premises, or enterprise at which such employee was
last employed, no benefits shall be payable for the first 14 days of
unemployment due to such stoppage of work. However, for subse-
quent days of unemployment due to such stoppage of work, benefits
shall be payable for days in excess of 4 during any registration
period.

"(B)(i) Except as otherwise provided in this subparagraph, benefits
shall be payable to any qualified employee for each day of sickness
after the 4th consecutive day of sickness in a period of continuing
sickness but excluding 4 days of sickness in any registration period.

"(ii) No benefits shall be payable for days of unemployment
during the first registration period within a benefit year in which
the employee has more than 4 days of unemployment.

"(iii) In any case in which the Board finds that an employee's un-
employment was due to a stoppage of work because of a strike in the
establishment, premises, or enterprise at which such employee was
last employed, no benefits shall be payable for the first 14 days of
unemployment due to such stoppage of work. However, for subse-
quent days of unemployment due to such stoppage of work, benefits
shall be payable to days in excess of 4 during any registration
period.

"(B)(i) Except as otherwise provided in this subparagraph, benefits
shall be payable to any qualified employee for each day of sickness
after the 4th consecutive day of sickness in a period of continuing
sickness but excluding 4 days of sickness in any registration period.

"(ii) No benefits shall be payable for days of sickness in the first
registration period within a benefit year in which the employee has
both 4 consecutive days of sickness and more than 4 days of sick-
ness.

"(iii) For the purposes of this subparagraph, a period of continu-
ing sickness means (I) a period of consecutive days of sickness,
whether from one or more causes, or (II) a period of successive days
of sickness due to a single cause without interruption of more than
90 consecutive days which are not days of sickness. ".

(3) by inserting "(2)" at the beginning of the second para-
graph;

(4) by striking out "and" after "shall not exceed $24 per day
of such unemployment or sickness" in the second paragraph
and inserting in lieu thereof a comma;

(5) by inserting "but before July 1, 1988," after "June 30,
1976," in the second paragraph;

(6) by striking out the period at the end of the first sentence
of the second paragraph and inserting in lieu thereof ", that or
registration periods beginning after June 30, 1988, but before
July 1, 1989, such amount shall not exceed $30 per day of un-
employment or sickness, and that for registration periods begin-
ning after June 30, 1989, such amount shall not exceed the
maximum daily benefit rate provided in paragraph (3) of this
subsection. "



(7) by inserting after the second paragraph the following new
paragraph:

"(3)(A) The maximum daily benefit rate which the Board is re-
quired to compute under section 12(r)(2) shall be the amount com-
puted pursuant to the following formula, but shall be not less than
$0:

A -600

BR=25( 1+)

900

"(B) For purposes of such formula-
"(i) 'BR' represents the maximum daily benefit rate; and
"(ii) 'A' represents the amount obtained by dividing the

amount of the 'applicable base' with respect to tier 1 taxes as
determined under section 3231(e)(2) of the Internal Revenue
Code of 1986 for the calendar year in which the benefit year
begins by 60, with this quotient being rounded down to the
nearest multiple of $100.

"(C) If the maximum daily benefit rate computed under such for-
mula is not a multiple of $1, it shall be rounded to the nearest mul-
tiple of $1, with such rounding being upward in the event the
amount computed is equidistant between two multiples of $1. '" and

(8) by inserting "(4)" at the beginning of the last paragraph.
(b) EFFECTIVE DATE.-(1) Except as provided in paragraph (2),

the amendments made by subsection (a) shall take effect on the date
of the enactment of this Act.

(2) The amendments made by paragraph (2) of subsection (a)
shall apply with respect to registration periods beginning after June
30, 1988.
SEC. 7202. QUALIFYING CONDITION.

(a) IN GENERAL. -Section 3 is amended-
(1) by inserting "with respect to the base year" after "his com-

pensation " and
(2) by striking "$1,500 with respect to the base year" and in-

serting in lieu thereof "2.5 times the monthly compensation
base for months in such base year as computed under section
1(i) of this Act".

(b) EFFECTIVE DATE.-The amendments made by this section shall
take effect on the date of the enactment of this Act.
SEC. 7203. INCREASE IN MAXIMUM PERMITTED SUBSIDIARY REMUNERA-

TION.

(a) IN GENERAL.-The second paragraph of section 1(k) is amend-
ed by striking out "$10" and inserting "$15" in lieu thereof

(b) EFFECTIVE DATE.-The amendment made by this section shall
take effect on July 1, 1988.

Subtitle C-Retirement Act Amendments

SEC. 7301. ADDITIONAL LUMP SUM PA YMENT IN CERTAIN CASES.

Section 6 of the Railroad Retirement Act of 1974 is amended by
adding at the end thereof the following new subsection:



"(e)(1) Every individual who will have completed ten years of serv-
ice at the time of his retirement or death, who will have received
compensation in the nature of separation or severance pay on or
after January 1, 1985, and who would have been credited with addi-
tional months of service pursuant to section 3(i)(4) of this Act except
for the fact that such individual was not in an employment relation
to one or more employers nor an employee representative in such
months, shall, at the time his annuity under section 2(a)(1) of this
Act begins to accrue, be entitled to a lump sum in the amount pro-
vided under subdivision (2) of this subsection. If the full amount of
a lump sum under this subsection cannot be determined at the time
an individual's annuity under section 2(a)(1) begins to accrue, such
lump sum shall be payable at such time thereafter as such amount
can be determined. If an individual otherwise eligible for a lump
sum under this section dies before he becomes entitled to an annuity
under section 2(a)(1), or before he receives payment of such lump
sum, such lump sum shall be payable to the person, if any, who is
determined by the Board to be such individual's widow or widower
and who will not have died before receiving payment of such lump
sum. If there be no such widow or widower, such lump sum shall be
payable to the children, grandchildren, parents, brothers and sisters,
or the estate of the deceased individual in the same manner as if
such lump sum were a lump sum payable under subsection (c)(1) of
this section.

"(2) The lump sum provided under subdivision (1) of this subsec-
tion shall be in an amount equal to the product of (A) the compen-
sation attributable to the additional months of service which would
have been credited to the individual due to the receipt of payments
in the nature of separation or severance pay pursuant to section
3(i)(4) of this Act if such individual had remained in an employ-
ment relation to one or more employers or had continued to be an
employee representative and (B) the rate of tax, or rates of tax, im-
posed on the compensation described in clause (A) of this subdivi-
sion by section 3201(b) of the Internal Revenue Code of 1986. ".
SEC. 7302. DELETION OF LAST PERSON SERVICE AS A DISQUALIFICATION.

(a) IN GENERAL.-Section 2(e) of the Railroad Retirement Act of
1974 is amended-

(1)(A) in subdivision (1), by striking out "any person, whether
or not" and

(B) by striking out "(but with the" and all that follows
through "political subdivision of a State "I

(2) in subdivision (2), by striking out "and of the person, or
persons, by whom he was last employed'" and

(3) in subdivision (3), by striking out "or to the last person, or
persons, by whom he was employed prior to the date on which
the annuity under subsection (a)(1) began to accrue".

(b) DEDUCTION FOR WORK.-Section 2(f) of such Act is amended by
adding at the end thereof the following new subdivision:

"(6)(A) Except as provided in subparagraph (B)-
"(i) that portion of the annuity for any month of an individ-

ual as is computed under section 3(b) and as adjusted under
section 3(g), plus any supplemental amount for such month
under section 3(e), and that portion of the annuity for any



month of a spouse as is computed under section 4(b) and as ad-
justed under section 4(d), shall each be subject to a deduction of
$1 for each $2 of compensation received by such individual
from compensated service rendered in such month to the last
person, or persons, by whom such individual was employed
before the date on which the annuity of such individual under
subsection (a)(1) began to accrue; and

"(ii) that portion of the annuity for any month of a spouse as
is computed under section 4(b) and as adjusted under section
4(d) shall be subject to a deduction of $1 for each $2 of compen-
sation received by such spouse from compensated service ren-
dered in such month to the last person, or persons, by whom
such spouse was employed before the date on which the annuity
of such spouse under subsection (c)(1) began to accrue.

"(B) Any deductions imposed by this subdivision for any month
shall not exceed 50 percent of the annuity amount for such month to
which such deductions apply. ".

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to annuities payable under the Railroad Retirement Act of
1974 for months beginning after the date of enactment of this Act.
SEC. 7303. EARNINGS OF DISABILITY ANNUITANTS.

(a) IN GENERAL.-Section 2(e)(4) of the Railroad Retirement Act of
1974 is amended-

(1) by striking out "$200 in earnings" and inserting in lieu
thereof "$400 in earnings (after deduction of disability related
work expenses)";

(2) by striking out "$2,400" each place it appears and insert-
ing in lieu thereof "$4,800 (after deduction of disability related
work expenses)'"

(3) by striking out "$200" each place it appears and inserting
in lieu thereof "$400"; and

(4) by striking out "$100" and inserting in lieu thereof
"$200".

(b) EFFECTIVE DATE.-The amendments made by this section shall
apply with respect to months in calendar years beginning after De-
cember 31, 1988.
SEC. 7304. ALLOWANCE OF CREDIT FOR MILITARY SERVICE.

(a) IN GENERAL.-Section 1(g)(2) of the Railroad Retirement Act
of 1974 is amended by adding at the end thereof the following:
"For purposes of section 3(i)(2) of this Act, the period beginning on
June 15, 1948, and ending on December 15, 1950, shall be deemed to
be a war service period with respect to any individual who without
intervening employment not covered by this Act rendered service as
an employee to an employer under this Act in the year such individ-
ual was released from active military service or in the year immedi-
ately following such year. "

(b) EFFECTIVE DATE.-The amendment made by this section shall
apply with respect to annuities accruing in months after the date of
enactment of this Act.



TITLE VIII-AMENDMENTS RELATING TO
SOCIAL SECURITY A CT PROGRAMS

Subtitle A-Old-Age, Survivors, and Disability
Insurance and Related Provisions

SEC. 8001. INTERIM DISABILITY BENEFITS IN CASES OF DELAYED FINAL

DECISIONS.

(a) DISABILITY BENEFITS UNDER TITLE II-Section 223 of the
Social Security Act (42 U.S.C. 423) is amended-

(1) by redesignating subsection (h) as subsection (i); and
(2) by inserting after subsection (g) the following new subsec-

tion:

"Interim Benefits in Cases of Delayed Final Decisions

"(h)(1) In any case in which an administrative law judge has de-
termined after a hearing as provided under section 205(b) that an
individual is entitled to disability insurance benefits or child's,
widow's, or widower's insurance benefits based on disability and the
Secretary has not issued his final decision in such case within 110
days after the date of the administrative law judge's determination,
such benefits shall be currently paid for the months during the
period beginning with the month preceding the month in which
such 110-day period expires and ending with the month preceding
the month in which such final decision is issued.

"(2) For purposes of paragraph (1), in determining whether the
110-day period referred to in paragraph (1) has elapsed, any period
of time for which the action or inaction of such individual or such
individual's representative without good cause results in the delay
in the issuance of the Secretary's final decision shall not be taken
into account to the extent that such period of time exceeds 20 calen-
dar days.

"(3) Any benefits currently paid under this title pursuant to this
subsection (for the months described in paragraph (1)) shall not be
considered overpayments for any purpose of this title (unless pay-
ment of such benefits was fraudulently obtained), and such benefits
shall not be treated as past-due benefits for purposes of section
206(b)(1). 2).

(b) BENEFITS UNDER TITLE XVI.-Section 1631(a) of such Act (42
US.C. 1383(a)) is amended by adding at the end the following new
paragraph:

"(8)(A) In any case in which an administrative law judge has de-
termined after a hearing as provided in subsection (c) that an indi-
vidual is entitled to benefits based on disability or blindness under
this title and the Secretary has not issued his final decision in such
case within 110 days after the date of the administrative law
judge's determination, such benefits shall be currently paid for the
months during the period beginning with the month in which such
110-day period expires and ending with the month in which such
final decision is issued.



"(B) For purposes of subparagraph (A), in determining whether
the 110-day period referred to in subparagraph (A) has elapsed, any
period of time for which the action or inaction of such individual or
such individual's representative without good cause results in the
delay in the issuance of the Secretary's final decision shall not be
taken into account to the extent that such period of time exceeds 20
calendar days.

"(C) Any benefits currently paid under this title pursuant to this
paragraph (for the months described in subparagraph (A)) shall not
be considered overpayments for any purposes of this title, unless pay-
ment of such benefits was fraudulently obtained. ".

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to determinations by administrative law judges of entitlement
to benefits made after 180 days after the date of the enactment of
this Act.
SEC. 8002. APPLICATION OF EARNINGS TEST IN YEAR OF INDIVIDUAL'S

DEA TH.
(a) YEAR IN WHICH INDIVIDUAL WOULD HAVE ATTAINED RETIRE-

MENT AGE BUT FOR THE INDIVIDUAL'S DEATH IN SUCH YEAR TREAT-

ED AS A YEAR THROUGHOUT WHICH THE EARNINGS TEST FOR INDI-

VIDUALS WHO HAVE ATTAINED RETIREMENT AGE iS APPLICABLE.-

Paragraph (3) of section 203(f) of the Social Security Act (42 U.S.C.
403(f)(3)) is amended by inserting "(or, but for the individual's
death, would have attained)" after "who has attained".

(b) ELIMINATION OF THE SHORT TAXABLE YEAR IN THE YEAR OF

DEATH FOR PURPOSES OF THE EARNINGS TEST. -Paragraph (3) of
section 203(f) of such Act is further amended-

(1) by inserting after the first sentence the following new sen-
tence: "For purposes of the preceding sentence, notwithstanding
section 211(e), the number of months in the taxable year in
which an individual dies shall be 12. '" and

(2) in the last sentence, by striking '"preceding sentence" and
inserting "first sentence of this paragraph ".

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to deaths after the date of the enactment of this Act.

SEC. 8003. PHASEOUT OF REDUCTION IN WINDFALL BENEFITS.
(a) IN GENERAL.-Section 215(a)(7)(D) of the Social Security Act

(42 U.S. C. 415(a)(7)(D)) is amended-
(1) by striking "more than 25 years of coverage" in the second

sentence and inserting "more than 20 years of coverage '" and
(2) by striking "shall (if such percent is smaller than the per-

cent specified in whichever of the following clauses applies) be
deemed to be-" and inserting "shall (if such percent is smaller
than the applicable percent specified in the following table) be
deemed to be the applicable percent specified in the following
table: " and
(3) by striking clauses (i) through (iv) and inserting the fol-

lowing table:
"If the number of such individual's The applicable percent is:

years of coverage (as so defined) is:
29 ................................................................. 85 p ercen t
28 ................................................................. 80 p ercen t
2 7 ................................................................. 75 p ercen t
26 ................................................................. 70 p ercent



"If the number of such individual's The applicable percent is:
years of coverage (as so defined) is:

25 ................................................................. 65 p ercen t
24 ................................................................. 60 p ercen t

2d ................................................................. 55 p ercen t

22 ................................................................. 50 p ercen t

21 ................................................................. 45 p ercen t.".

(b) EFFECTIVE DATE.-The amendments made by subsection (a)

shall apply to benefits payable for months after December 1988.

SEC. 8004. DENIAL OF BENEFITS TO INDIVIDUALS DEPORTED OR ORDERED
DEPORTED ON THE BASIS OF ASSOCIATIONS WITH THE NAZI
GOVERNMENT OF GERMANY DURING WORLD WAR II.

(a) IN GENERAL.-Section 202(n)(1) of the Social Security Act (42
U.S.C. 402(n)(1)) is amended by striking "or (18)" in the matter pre-

ceding subparagraph (A) and inserting "(18), or (19)".
(b) TIME OF DEPoRTATION.-Section 202(n) of such Act is further

amended by adding at the end the following new paragraph:
"(3) For purposes of paragraphs (1) and (2) of this subsection, an

individual against whom a final order of deportation has been
issued under paragraph (19) of section 241(a) of the Immigration
and Nationality Act (relating to persecution of others on account of
race, religion, national origin, or political opinion, under the direc-
tion of or in association with the Nazi government of Germany or
its allies) shall be considered to have been deported under such
paragraph (19) as of the date on which such order became final. ".

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply only in the case of deportations occurring, and final orders of
deportation issued, on or after the date of enactment of this Act,
and only to benefits for months beginning (and deaths occurring) on
or after such date.

SEC. 8005. MODIFICATIONS IN THE TERM OF OFFICE OF PUBLIC MEMBERS
OF THE BOARD OF TRUSTEES OF THE SOCIAL SECURITY
TRUST FUNDS.

(a) IN GENERAL.-Sections 201(c), 1817(b), and 1841(b) of the
Social Security Act (42 U.S.C. 401(c), 1395i(b), 1395t(b)(i)) are each
amended by inserting after the first sentence the following: "A
member of the Board of Trustees serving as a member of the public
and nominated and confirmed to fill a vacancy occurring during a
term shall be nominated and confirmed only for the remainder of
such term. An individual nominated and confirmed as a member of
the public may serve in such position after the expiration of such
member's term until the earlier of the time at which the member's
successor takes office or the time at which a report of the Board is
first issued under paragraph (2) after the expiration of the member's
term. ".

(b) EFFECTIVE DATE.-The amendments made by this section shall
apply to members of the Boards of Trustees of the Federal Old-Age
and Survivors Insurance Trust Fund and the Federal Disability In-
surance Trust Fund, of the Federal Hospital Insurance Trust Fund,
and of the Federal Supplementary Medical Insurance Trust Fund
serving on such Boards of Trustees as members of the public on or
after the date of the enactment of this Act.



SEC. 8006. CONTINUATION OF DISABILITY BENEFITS DURING APPEAL.

Subsection (g) of section 223 of the Social Security Act (42 U.S.C.
423(g)) is amended-

(1) in paragraph (1)(iii), by striking "June 1989"and inserting
"June 1990"; and

(2) in paragraph (3)(B), by striking "January 1, 1989" and in-
serting "January 1, 1990".

SEC. 8007. EXEMPTION FROM SOCIAL SECURITY FOR EMPLOYERS AND EM-
PLOYEES WHO ARE BOTH MEMBERS OF CERTAIN RELIGIOUS
FAITHS.

(a) EXEMPTION FROM COVERAGE UNDER SOCIAL SECURITY.-
(1) IN GENERAL.-Subchapter C of chapter 21 of the Internal

Revenue Code of 1986 (general provisions under Federal Insur-
ance Contributions Act) is amended by redesignating section
3127 as section 3128, and by inserting after section 3126 the fol-
lowing new section:

"SEC. 3127. EXEMPTION FOR EMPLOYERS AND THEIR EMPLOYEES WHERE
BOTH ARE MEMBERS OF RELIGIOUS FAITHS OPPOSED TO
PARTICIPATION IN SOCIAL SECURITY A CT PROGRAMS.

"(a) IN GENERAL.-Notwithstanding any other provision of this
chapter (and under regulations prescribed to carry out this section),
in any case where-

"(1) an employer is a member of a recognized religious sect or
division thereof described in section 1402(g)(1) and an adherent
of established tenets or teachings of such sect or division as de-
scribed in such section, and has filed and had approved under
subsection (b) an application (in such form and manner, and
with such official, as may be prescribed by such regulations) for
an exemption from the taxes imposed by section 3111, and

"(2) an employee of such employer who is also a member of
such a religious sect or division and an adherent of its estab-
lished tenets or teachings has filed and had approved under
subsection (b) an identical application for exemption from the
taxes imposed by section 3101,

such employer shall be exempt from the taxes imposed by section
3111 with respect to wages paid to each of his employees who meets
the requirements of paragraph (2) and each such employee shall be
exempt from the taxes imposed by section 3101 with respect to such
wages paid to him by such employer.

"(b) APPROVAL OF APPLICATION.-An application for exemption
filed by an employer under subsection (a)(1) or by an employee under
subsection (a)(2) shall be approved only if-

"(1) such application contains or is accompanied by the evi-
dence described in section 1402(g)(1)(A) and a waiver described
in section 1402(g)(1)(B),

"(2) the Secretary of Health and Human Services makes the
findings (with respect to such sect or division) described in sec-
tion 1402(g)(1) (C), (D), and (E), and

"(3) no benefit or other payment referred to in section
1402(g)(1)(B) became payable (or, but for section 203 or 222(b) of
the Social Security Act, would have become payable) to the indi-
vidual filing the application at or before the time of such filing.



"(c) EFFECTIVE PERIOD OF ExEMPTIoN.-An exemption granted
under this section to any employer with respect to wages paid to any
of his employees, or granted to any such employee, shall apply with
respect to wages paid by such employer during the period-

"(1) commencing with the first day of the first calendar quar-
ter, after the quarter in which such application is filed,
throughout which such employer or employee meets the applica-
ble requirements specified in subsections (a) and (b), and

"(2) ending with the last day of the calendar quarter preced-
ing the first calendar quarter thereafter in which (A) such em-
ployer or the employee involved ceases to meet the applicable re-
quirements of subsection (a), or (B) the sect or division thereof of
which such employer or employee is a member is found by the
Secretary of Health and Human Services to have ceased to meet
the requirements of subsection (b)(2). ".

(2) CLERICAL AMENDMENT.-The table of sections for such sub-
chapter C of such Code is amended by striking the last item
and inserting the following:

"Sec. 3127. Exemption for employers and their employees where both are members of
religious faiths opposed to participation in Social Security Act pro-
gra ms.

"Sec. 3128. Short title.

(b) CONFORMING EXEMPTION FROM ELIGIBILITY FOR BENEFITS.-

Section 202(v) of the Social Security Act (42 U.S.C. 402(v)) is amend-
ed-

(1) by inserting "(1)" after "(v)'
(2) by inserting "and subject to paragraph (3)," after "title, '|
(3) by striking "waiver; except that" and all that follows and

inserting "waiver. " and
(4) by adding at the end the following new paragraphs:

"(2) Notwithstanding any other provision of this title, and subject
to paragraph (3), in the case of any individual who files a waiver
pursuant to section 3127 of the Internal Revenue Code of 1986 and
is granted a tax exemption thereunder, no benefits or other pay-
ments shall be payable under this title to him, no payments shall be
made on his behalf under part A of title XVIII, and no benefits or
other payments under this title shall be payable on the basis of his
wages and self-employment income to any other person, after the
filing of such waiver.

"(3) If, after an exemption referred to in paragraph (1) or (2) is
granted to an individual, such exemption ceases to be effective, the
waiver referred to in such paragraph shall cease to be applicable in
the case of benefits and other payments under this title and part A
of title XVIII to the extent based on-

"(A) his wages for and after the calendar year following the
calendar year in which occurs the failure to meet the require-
ments of section 1402(g) or 3127 on which the cessation of such
exemption is based, and

"(B) his self-employment income for and after the taxable
year in which occurs such failure. ".

(C) CONFORMING AMENDMENTS REMOVING TIME LIMIT ON SECA
EXEMPTION APPLICATIONS.-Section 1402(g) of the Internal Revenue
Code of 1986 is amended-

(1) by striking paragraphs (2) and (4); and



(2) by redesignating paragraphs (3) and (5) as paragraphs (2)
and (3), respectively.

(d) EFFECTIVE DATES.-The amendments made by subsection (a)
shall apply to wages paid after December 31, 1988. The amendments
made by subsection (b) shall apply to benefits paid for (and items
and services furnished in) months after December 1988. The amend-
ments made by subsection (c) shall apply to applications for exemp-
tions filed on or after the date of the enactment of this Act.
SEC. 8008. BLOOD DONOR LOCATOR SERVICE.

(a) EXPLICIT AUTHORIZATION OF USE OF SOCIAL SECURITY AC-
COUNT NUMBERS TO ASSIST IN IDENTIFICATION OF BLOOD DONORS.-

Section 205(c)(2) of the Social Security Act (42 U.S.C. 405(c)(2)) is
amended-

(1) by redesignating subparagraph (D) as subparagraph (E);
and

(2) by inserting after subparagraph (C) the following new sub-
paragraph:

"(D)(i) It is the policy of the United States that-
"(I) any State (or any political subdivision of a State) and any

authorized blood donation facility may utilize the social securi-
ty account numbers issued by the Secretary for the purpose of
identifying blood donors, and

"(II) any State (or political subdivision of a State) may re-
quire any individual who donates blood within such State (or
political subdivision) to furnish to such State (or political sub-
division), to any agency thereof having related administrative
responsibility, or to any authorized blood donation facility the
social security account number (or numbers, if the donor has
more than one such number) issued to the donor by the Secre-
tary.

"(ii) If and to the extent that any provision of Federal law en-
acted before the date of the enactment of this subparagraph is in-
consistent with the policy set forth in clause (i), such provision
shall, on and after such date, be null, void, and of no effect.

"(iii) For purposes of this subparagraph-
"(I) the term 'authorized blood donation facility' means an

entity described in section 1141(h)(1)(B), and
"(II) the term 'State' includes the District of Columbia, the

Commonwealth of Puerto Rico, the Virgin Islands, Guam, the
Commonwealth of the Northern Marianas, and the Trust Terri-
tory of the Pacific Islands. ".

(b) ESTABLISHMENT OF BLOOD DONOR LOCATOR SERVICE.-

(1) IN GENERAL.-Part A of title XI of such Act (42 US.C.
1301 et seq.) is amended by adding at the end the following new
section:

"BLOOD DONOR LOCATOR SERVICE

"SEC. 1141. (a) IN GENERAL.-The Secretary shall establish and
conduct a Blood Donor Locator Service, under the direction of the
Commissioner of Social Security, which shall be used to obtain and
transmit to any authorized person (as defined in subsection (h)(1))
the most recent mailing address of any blood donor who, as indicat-
ed by the donated blood or products derived therefrom or by the his-



tory of the subsequent use of such blood or blood products, has or
may have the virus for acquired immune deficiency syndrome, in
order to inform such donor of the possible need for medical care and
treatment.

"(b) PROVISION OF ADDRESS INFORMATION.- Whenever the Secre-
tary receives a request, filed by an authorized person (as defined in
subsection (h)(1)), for the mailing address of a donor described in
subsection (a) and the Secretary is reasonably satisfied that the re-
quirements of this section have been met with respect to such re-
quest, the Secretary shall promptly undertake to provide the request-
ed address information from-

"(1) the files and records maintained by the Social Security
Administration, and

"(2) such files and records obtained pursuant to section
6103(m)(6,1 of the Internal Revenue Code of 1986 as the Secretary
considers necessary to comply with such request.

"(C) MANNER AND FORM OF REQUESTS.-A request for address in-
formation under this section shall be filed in such manner and
form as the Secretary shall by regulation prescribe, shall include the
blood donor's social security account number, and shall be accompa-
nied or supported by such documents as the Secretary may deter-
mine to be necessary.

"(d) PROCEDURES AND SAFEGUARDS.-Any authorized person
shall, as a condition for receiving address information from the
Blood Donor Locator Service-

"(1) establish and maintain, to the satisfaction of the Secre-
tary, a system for standardizing records with respect to any re-
quest, the reason for such request, and the date of such request
made by or of it and any disclosure of address information
made by or to it,

"(2) establish and maintain, to the satisfaction of the Secre-
tary, a secure area or place in which such address information
and all related blood donor records shall be stored,

"(3) restrict, to the satisfaction of the Secretary, access to the
address information and related blood donor records only to
persons whose duties or responsibilities require access and to
whom disclosure may be made under the provisions of this sec-
tion,

"(4) provide such other safeguards which the Secretary deter-
mines (and which the Secretary prescribes in regulations) to be
necessary or appropriate to protect the confidentiality of the ad-
dress information and related blood donor records,

"(5) furnish a report to the Secretary, at such time and con-
taining such information as the Secretary may prescribe, which
describes the procedures established and utilized by the author-
ized person for ensuring the confidentiality of address informa-
tion and related blood donor records required under this subsec-
tion, and

"(6) destroy such address information and related blood
donor records, upon completion of their use in providing the no-
tification for which the information was obtained, so as to
make such information and records undisclosable.



If the Secretary determines that any authorized person has failed to,
or does not, meet the requirements of this subsection, the Secretary
may, after any proceedings for review established under subsection
(f), take such actions as are necessary to ensure such requirements
are met, including refusing to disclose address information to such
authorized person until the Secretary determines that such require-
ments have been or will be met. In the case of any authorized person
who discloses any address information received pursuant to this sec-
tion or any related blood donor records to any agent, this subsection
shall apply to such authorized person and each such agent (except
that, in the case of an agent, any report to the Secretary or other
action with respect to the Secretary shall be made or taken through
such authorized person). The Secretary shall destroy all related
blood donor records in the possession of the Department of Health
and Human Services upon completion of their use in transmitting
mailing addresses as required under subsection (a), so as to make
such records undisclosable.

"(e) ARRANGEMENTS WITH STATE AGENCIES AND AUTHORIZED PER-
SONS.-The Secretary, in carrying out the Secretary's duties and
functions under this section, shall enter into arrangements-

"(1) with State agencies to accept and to transmit to the Sec-
retary requests for address information under this section and
to accept and to transmit such information to authorized per-
sons, and

"(2) with State agencies and authorized persons otherwise to
cooperate with the Secretary in carrying out the purposes of this
section.

"(f) PROCEDURES FOR ADMINISTRATIVE REvIEw.-The Secretary
shall by regulation prescribe procedures which provide for adminis-
trative review of any determination that any authorized person has
failed to meet the requirements of this section.

"(g) UNAUTHORIZED DISCLOSURE OF INFORMATION. -Paragraphs
(1), (2), and (3) of section 7213(a) of the Internal Revenue Code of
1986 shall apply with respect to the unauthorized willful disclosure
to any person of address information or related blood donor records
acquired or maintained by or under the Secretary, or pursuant to
this section by any authorized person, or of information derived
from any such address information or related blood donor records,
in the same manner and to the same extent as such paragraphs
apply with respect to unauthorized disclosures of return and return
information described in such paragraphs. Paragraph (4) of section
7213(a) of such Code shall apply with respect to the willful offer of
any item of material value in exchange for any such address infor-
mation or related blood donor record in the same manner and to the
same extent as such paragraph applies with respect to offers (in ex-
change for any return or return information) described in such para-
graph.

'(h) DEFINITIONS. -For purposes of this section-
"(1) AUTHORIZED PERSON.-The term 'authorized person'

means-
"(A) any agency of a State (or of a political subdivision of

a State) which has duties or authority under State law re-
lating to the public health or otherwise has the duty or au-
thority under State law to regulate blood donations, and



"(B) any entity engaged in the acceptance of blood dona-
tions which is licensed or registered by the Food and Drug
Administration in connection with the acceptance of such
blood donations, and which, in accordance with such regu-
lations as may be prescribed by the Secretary, provides for-

"(i) the confidentiality of any address information re-
ceived pursuant to this section and related blood donor
records,

"(ii) blood donor notification procedures for individ-
uals with respect to whom such information is request-
ed and a finding has been made that they have or may
have the virus for acquired immune deficiency syn-
drome, and

"(iii) counseling services for such individuals who
have been found to have such virus.

"(2) RELATED BLOOD DONOR RECORD.-The term 'related blood
donor record' means any record, list, or compilation which indi-
cates, directly or indirectly, the identity of any individual with
respect to whom a request for address information has been
made pursuant to this section.

"(3) STATE.-The term 'State' includes the District of Colum-
bia, the Commonwealth of Puerto Rico, the Virgin Islands,
Guam, the Commonwealth of the Northern Marianas, and the
Trust Territory of the Pacific Islands. ".

(2) TIME LIMIT FOR ESTABLISHMENT OF BLOOD DONOR LOCATOR
SERvICE.-The Secretary of Health and Human Services shall
establish the Blood Donor Locator Service pursuant to section
1141 of the Social Security Act not later than 180 days after the
date of the enactment of this Act.

(c) DISCLOSURE OF TAXPAYER ADDRESSES TO BLOOD DONOR LOCA-
TOR SERVICE. -

(1) IN GENERAL. -Subsection (m) of section 6103 of the Inter-
nal Revenue Code of 1986 (relating to disclosure of taxpayer
identity information) is amended by adding at the end the fol-
lowing new paragraph:

"(6) BLOOD DONOR LOCATOR SERVICE.-
"(A) IN GENERAL.-Upon written request pursuant to sec-

tion 1141 of the Social Security Act, the Secretary shall dis-
close the mailing address of taxpayers to officers and em-
ployees of the Blood Donor Locator Service in the Depart-
ment of Health and Human Services.

"(B) RESTRICTION ON DISCLOSURE.-The Secretary shall
disclose return information under subparagraph (A) only
for purposes of and to the extent necessary in, assisting
under the Blood Donor Locator Service authorized persons
(as defined in section 1141(hX1) of the Social Security Act)
in locating blood donors who, as indicated by donated
blood or products derived therefrom or by the history of the
subsequent use of such blood or blood products, have or
mayhnave the virus for acquired immune deficiency syn-
drome, in order to inform such donors of the possible need
for medical care and treatment.

"(C) SAFEGUARDS.-The Secretary shall destroy all relat-
ed blood donor records (as defined in section 1141(h)(2) of
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the Social Security Act) in the possession of the Department
of the Treasury upon completion of their use in making the
disclosure required under subparagraph (A), so as to make
such records undisclosable. ".

(2) SAFEGUARDS.-
(A) IN GENERAL.-Paragraph (4) of section 6103(p) of such

Code (relating to safeguards) is amended-
(i) in subparagraph (F)-

(I) by striking "manner; and" at the end of
clause (i) and inserting "manner, '"

(II) by adding "and" at the end of clause (ii)(III);
and

(i) by inserting after clause (ii)(III) the follow-
ing new clause:

"(iii) in the case of the Department of Health and
Human Services for purposes of subsection (m)(6), de-
stroy all such return information upon completion of
its use in providing the notification for which the in-
formation was obtained, so as to make such informa-
tion undisclosable; '"

(ii) in the last sentence, by striking "subsection (m)(2)
or (4)" and inserting "subsection (m)(2), (4), or (6)'" and

(iii) by adding at the end the following new sentence:
"For purposes of applying this paragraph in any case
to which subsection (m)(6) applies, the term 'return in-
formation' includes related blood donor records (as de-
fined insection 1141(h)(2) of the Social Security Act). ".

(B) CONFORMING AMENDMENT. -Paragraph (2) of section
7213(a) of such Code (relating to unauthorized disclosure of
returns and return information) is amended by striking
"(m)(2) or (4)" and inserting "(m)(2), (4), or (6)".

SEC. 8009. REQUIREMENT OF SOCIAL SECURITY ACCOUNT NUMBER AS A
CONDITION FOR RECEIPT OF SOCIAL SECURITY BENEFITS.

(a) IN GENERAL.-Section 205(c)(2) of the Social Security Act (42
U.S.C. 405(c)(2)) is amended-

(1) in subparagraph (B)(i) in the matter preceding subclause (I), by
inserting "and subparagraph (E)" after "subparagraph (A)'"

(2) by redesignating subparagraph (E) (as redesignated by section
8008(a)(1)) as subparagraph (F); and

(3) by inserting after subparagraph (D) (as added by section
8008(a)(2)) the following new subparagraph:

"(E) The Secretary shall require, as a condition for receipt of bene-
fits under this title, that an individual furnish satisfactory proof of
a social security account number assigned to such individual by the
Secretary or, in the case of an individual to whom no such number
has been assigned, that such individual make proper application for
assignment of such a number. ".

(b) EFFECTIVE DATE.-The amendments made by this section shall
apply to benefits entitlement to which commences after the sixth
month following the month in which this Act is enacted.



SEC. 8010. SUBSTITUTION OF CERTIFICATE OF ELECTION FOR APPLICA-
TION TO ESTABLISH ENTITLEMENT FOR CERTAIN REDUCED
WIDOWS AND WIDOWER'S BENEFITS.

(a) WIDow's INSURANCE BENEFITS.-Section 202(e) of the Social
Security Act (42 U.S.C. 402(e)) is amended-

(1) by redesignating paragraph (1XCii) as paragraph
(1)(C)(iii);

(2) by striking paragraph (1)C(i) and inserting the following:
"(CXi) has filed application for widow's insurance benefits,
"(ii) was entitled to wife's insurance benefits, on the basis of

the wages and self-employment income of such individual, for
the month preceding the month in which such individual died,
and- "(I) has attained retirement age (as defined in section

216(l)),"(II) is not entitled to benefits under subsection (a) or sec-
tion 223, or

"(III) has in effect a certificate (described in paragraph
(8)) filed by her with the Secretary, in accordance with reg-
ulations prescribed by the Secretary, in which she elects to
receive widow's insurance benefits (subject to reduction as
provided in subsection (q)), or', and

(3) by adding at the end the following new paragraph:
"(8) Any certificate filed pursuant to paragraph (1)(C)(ii)(III) shall

be effective for purposes of this subsection-
"(A) for the month in which it is filed and for any month

thereafter, and
"(B) for months, in the period designated by the individual

filing such certificate, of one or more consecutive months (not
exceeding 12) immediately preceding the month in which such
certificate is filed;

except that such certificate shall not be effective for any month
before the month in which she attains age 62. ".

(b) WIDOWER'S INSURANCE BENEFiTs.-Section 202(f) of such Act
(42 US.C. 402(f)) is amended-

(1) by redesignating paragraph (1)(C)(ii) as paragraph
(1)(C)(iii);.

(2) by striking paragraph (1)(C)(i) and inserting the following:
"(C)(i) has filed application for widower's insurance benefits,
"(ii) was entitled to husband's insurance benefits, on the

basis of the wages and self-employment income of such individ-
ual, for the month preceding the month in which such individ-
ual died, and-

"(I) has attained retirement age (as defined in section
216(l)),

"(II) is not entitled to benefits under subsection (a) or sec-
tion 223, or

"(I) has in effect a certificate (described in paragraph
(8)) filed by him with the Secretary, in accordance with reg-
ulations prescribed by the Secretary, in which he elects to
receive widower's insurance benefits (subject to reduction as
provided in subsection (q)), or'" and

(3) by adding at the end the following new paragraph:



"(8) Any certificate filed pursuant to paragraph (1)(C)(ii)(III) shall
be effective for purposes of this subsection-

"(A) for the month in which it is filed and for any month
thereafter, and

"(B) for months, in the period designated by the individual
filing such certificate, of one or more consecutive months (not
exceeding 12) immediately preceding the month in which such
certificate is filed;

except that such certificate shall not be effective for any month
before the month in which he attains age 62.

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to benefits payable under section 202(e) or section 202(f) of the
Social Security Act on the basis of the wages and self-employment
income of an individual who dies after the month in which this Act
is enacted.
SEC. 8011. CALCULATION OF THE WINDFALL BENEFIT GUARANTEE

AMOUNT BASED ON PENSION AMOUNTS PAYABLE IN THE
FIRST MONTH OF CONCURRENT ENTITLEMENT RATHER THAN
CONCURRENT ELIGIBILITY.

(a) IN GENERAL.-Section 215(a)(7) of the Social Security Act (42
US.C. 415(a)(7)) is amended-

(1) in subparagraph (A), by striking "with respect to the ini-
tial month in which the individual becomes eligible for such
benefits '|

(2) in the second sentence of subparagraph (B)(i), by striking
"eligibility for old-age or disability insurance benefits" and in-
serting "concurrent entitlement to such monthly periodic pay-
ment and old-age or disability insurance benefits '" and

(3) in subparagraph (C), by striking clause (iii) and redesig-
nating clause (iv) as clause (iii).

(b) CONFORMING AMENDMENT.-Section 215(d)(5)(ii) of such Act
(42 US.C. 415(d)(5)(ii)) is amended by strikin, "his or her eligibility
for old-age or disability insurance benefits ' and inserting "such
concurrent entitlement ".

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to benefits based on applications filed after the month in
which this Act is enacted.
SEC. 8012. CONSOLIDATION OF REPORTS ON CONTINUING DISABILITY RE-

VIEWS.
(a) IN GENERAL. -Section 221(i)(3) of the Social Security Act (42

U.S.C. 421(i)(3)) is amended by striking "semiannually" and insert-
ing "annually".

(b) EFFECTIVE DATE.-The amendment made by this section shall
apply to reports required to be submitted after the date of the enact-
ment of this Act.
SEC. 8013. EXCLUSION OF EMPLOYEES SEPARATED FROM EMPLOYMENT

BEFORE JANUARY 1, 1989, FROM RULE INCLUDING AS WAGES
TAXABLE UNDER FICA CERTAIN PA YMENTS FOR GROUP-TERM
LIFE INSURANCE.

(a) IN GENERAL.-Subsection (b) of section 9003 of the Omnibus
Budget Reconciliation Act of 1987 (101 Stat. 1330-287) is amended
by striking "December 31, 1987." and inserting "December 31, 1987,
except that such amendments shall not apply with respect to pay-
ments by the employer (or a successor of such employer) for group-



term life insurance for such employer's former employees who sepa-
rated from employment with the employer on or before December 31,
1988, to the extent that such payments are not for coverage for any
such employee for any period for which such employee is employed
by such employer (or a successor of such employer) after the date of
such separation. ".

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply as if such amendment had been included or reflected in
section 9003(b) of the Omnibus Budget Reconciliation Act of 1987 at
the time of its enactment.

SEC. 8014. CLARIFICATION OF APPLICABILITY OF GOVERNMENT PENSION
OFFSET TO CERTAIN FEDERAL EMPLOYEES.

(a) CLARIFICATION OF TREATMENT OF FOREIGN SERVICE RETIR-

EEs. -Subsections (b)(4)(A)(ii)(II), (c)(2)(A)(ii)(II), (e)(7)(A)(ii)(II),
(f)(2)(A)(ii)(II), and (g)(4)(A)(ii)(II) of section 202 of the Social Securi-
ty Act (42 US.C. 402 (b)(4)(A)(ii)(I), (c)(2)(A)(ii)(II), (e)(7)(A)(ii)(II),
(f)(2)(A)(ii)II), (g)(4)(A)(ii)(II)) are each amended by striking "chapter
84 of title 5, United States Code," and inserting "the Federal Em-
ployees' Retirement System provided in chapter 84 of title 5, United
States Code, or the Foreign Service Pension System provided in sub-
chapter II of chapter 8 of title I of the Foreign Service Act of 1980".

(b) TREATMENT OF EMPLOYEES WHOSE FEDERAL EMPLOYMENT

TERMINATED AFTER MAKING AN ELECTION INTO SOCIAL SECURITY

COVERAGE BUT BEFORE THE EFFECTIVE DATE OF THE ELECTION. -

Subsections (b)(4)(A)(i), (c)(2)(A)(i), (e)(7)(A)(i), (f)(2)(A)(i), and
(g)(4)(A)(i) of section 202 of the Social Security Act (42 US.C. 402
(b)(4)(A)(i), (c)(2)(A)(i), (e)(7)(A)(i), (f)(2)(A)(i), (g)(4)(A)(i)) shall not
apply with respect to monthly periodic benefits of any individual
based solely on service which was performed while in the service of
the Federal Government if-

(1) such person made, before January 1, 1988, an election pur-
suant to law to become subject to the Federal Employees' Retire-
ment System provided in chapter 84 of title 5, United States
Code, or the Foreign Service Pension System provided in sub-
chapter 11 of chapter 8 of title I of the Foreign Service Act of
1980 (or such person made such an election on or after January
1, 1988, and before July 1, 1988, pursuant to regulations of the
Office of Personnel Management relating to belated elections
and correction of administrative errors (5 CFR 846.204) as in
effect on the date of the enactment of this Act), and

(2) such service terminated before the date on which such
election became effective.

(c) EFFECTIVE DATE.-The preceding provisions of this section (in-
cluding the amendments made by subsection (a)) shall apply as if
they had been included or reflected in the provisions of section 9007
of the Omnibus Budget Reconciliation Act of 1987 (101 Stat. 1330-
289) at the time of its enactment.

SEC. 8015. AMENDMENTS TO RULES GOVERNING SOCIAL SECURITY COVER-
A GE OF FEDERAL EMPLOYMENT.

(a) CLARIFICATION OF AUTHORITY TO MAKE DETERMINATIONS CON-

CERNING THE SOCIAL SECURITY COVERAGE OF FEDERAL EMPLOY-

EES.-



(1) AMENDMENTS TO THE SOCIAL SECURITY ACT.-Section
2 0 5 (p)(1) of the Social Security Act (42 US.C. 405(p)(1)) is
amended-

(A) by striking "whether an individual has performed
such service, the periods of such service," in the first sen-
tence;

(B) by striking "which constitute wages under the provi-
sions of section 209" in the first sentence;

(C) by striking "wages were" in the first sentence and in-
serting "remuneration was '" and

(D) by adding at the end the following new sentence:
"Nothing in this paragraph shall be construed to affect the
Secretary's authority to determine under sections 209 and
210 whether any such service constitutes employment, the
periods of such employment, and whether remuneration
paid for any such service constitutes wages. ".

(2) AMENDMENTS TO FICA.-Section 3122 of the Internal Reve-
nue Code of 1986 (relating to Federal service) is amended-

(A) by striking "the determination whether an individual
has performed service which constitutes employment as de-
fined in section 3121(b)," in the first sentence;

(B) by striking "which constitutes wages as defined in
section 3121(a)" in the first sentence; and

(C) by inserting after the first sentence the following new
sentence: "Nothing in this paragraph shall be construed to
affect the Secretary's authority to determine under subsec-
tions (a) and (b) of section 3121 whether any such service
constitutes employment, the periods of such employment,
and whether remuneration paid for any such service consti-
tutes wages. ".

(3) EFFECTIVE DATE.-The amendments made by paragraphs
(1) and (2) shall apply to determinations relating to service com-
menced in any position on or after the date of the enactment of
this Act.

(b) CLARIFICATION OF TREATMENT OF SERVICE COVERED UNDER
THE FOREIGN SERVICE PENSION SYSTEM.-

(1) AMENDMENT TO THE SOCIAL SECURITY ACT. -Subparagraph
(H) of section 210(a)(5) of the Social Security Act (42 US.C.
410(a)(5)(H)) is amended to read as follows:

"(H) service performed by an individual-
"(i) on or after the effective date of an election by

such individual, under section 301 of the Federal Em-
ployees' Retirement System Act of 1986 or section 307 of
the Central Intelligence Agency Retirement Act of 1964
for Certain Employees, to become subject to the Federal
Employees' Retirement System provided in chapter 84
of title 5, United States Code, or

"(ii) on or after the effective date of an election by
such individual, under regulations issued under sec-
tion 860 of the Foreign Service Act of 1980, to become
subject to the Foreign Service Pension System provided
in subchapter II of chapter 8 of title I of such Act;"



(2) AMENDMENT TO FICA. -Subparagraph (H) of section
3121(b)(5) of the Internal Revenue Code of 1986 (relating to em-
ployment) is amended to read as follows:

"(H) service performed by an individual-
"(i on or after the effective date of an election by

such individual, under section 301 of the Federal Em-
ployees'Retirement System Act of 1986 or section 307 of
the Central Intelligence Agency Retirement Act of 1964
for Certain Employees, to become subject to the Federal
Employees' Retirement System provided in chapter 84
of title 5, United States Code, or

"(ii) on or after the effective date of an election by
such individual, under regulations issued under sec-
tion 860 of the Foreign Service Act of 1980, to become
subject to the Foreign Service Pension System provided
in subchapter 11 of chapter 8 of title I of such Act;".

(3) EFFECTIVE DATE.-The amendments made by this subsec-
tion shall apply as if such amendments had been included or
reflected in section 304 of the Federal Employees' Retirement
System Act of 1986 (100 Stat. 606) at the time of its enactment.

(C) CONTINUATION OF SOCIAL SECURITY COVERAGE OF FEDERAL
SERVICE AFTER ANY INITIAL COVERAGE OF SUCH SERVICE.-

(1) AMENDMENT TO THE SOCIAL SECURITY ACT.-Paragraph (5)
of section 210(a) of the Social Security Act (42 US.C. 410(a)(5))
is amended, in the matter following subparagraph (B)(ii), by in-
serting after "with respect to" the following: "any such service
performed on or after any date on which such individual per-
forms"

(2) AMENDMENT TO FICA.-Paragraph (5) of section 3121(b) of
the Internal Revenue Code of 1986 (relating to employment) is
amended, in the matter following subparagraph (B)(ii), by in-
serting after "with respect to" the following: "any such service
performed on or after any date on which such individual per-
forms ".

(3) EFFECTIVE DATE.-The amendments made by this subsec-
tion shall apply to any individual only upon the performance
by such individual of service described in subparagraph (C), (D),
(E), (F), (G), or (H) of section 210(a)(5) of the Social Security Act
(42 U.S. C. 410(a)(5)) on or after the date of the enactment of this
Act.

SEC. 8016. TECHNICAL CORRECTIONS IN OASDI PROVISIONS.
(a) TECHNICAL CORRECTIONS. -(1) Section 205(c)(2)(C)(iii) of the

Social Security Act is amended by striking "the Social Security Act"
and inserting "this Act".

(2) Section 211(a)(7) of such Act (as amended by section 9023(b)(1)
of Public Law 100-203) is amended by inserting "of the Internal
Revenue Code of 1986" before the semicolon at the end.

(3)(A) Subsection (d) of section 3121 of the Internal Revenue Code
of 1986 (as amended by section 9002(b)(2) of Public Law 99-509) is
amended-

(i) by redesignating paragraph (3) as paragraph (4), by strik-
ing "; or" at the end of such paragraph and inserting a period,



and by moving such paragraph (as so redesignated and amend-
ed) to the end of the subsection; and

(ii) by redesignating paragraph (4) as paragraph (3), and by
striking the period at the end and inserting "; or"

(B) Section 3306(i) of such Code (as amended by section 9002(b)(2)
of Public Law 99-509) is amended by striking "paragraph (3) and
subparagraphs (B) and (C) of paragraph (4)" and inserting '"para-
graph (4) and subparagraphs (B) and (C) of paragraph (3)".

(4) Section 13303(c)(2) of Public Law 99-272 is amended-
(A) by striking "312(b)" and inserting "3121(b)'"
(B) by striking "is amended" and inserting ", and paragraph

(20) of section 210(a) of the Social Security Act, are each amend-
ed'" and

(C) by striking "after 'service' " and inserting "before 'per-
formed' ".

(5) Section 9006(b)(1) of Public Law 100-203 is amended by strik-
ing "3111(a)" and inserting "3111 ".

(b) EFFECTIVE DATE.-(1) Except as provided in paragraph (2), the
amendments made by this section shall be effective on the date of
the enactment of this Act.

(2) Any amendment made by this section to a provision of a par-
ticular Public Law which is referred to by its number, or to a provi-
sion of the Social Security Act or the Internal Revenue Code of 1986
as added or amended by a provision of a particular Public Law
which is so referred to, shall be effective as though it had been in-
cluded or reflected in the relevant provisions of that Public Law at
the time of its enactment.
SEC. 8017. CERTAIN CASH WAGES PAID TO SEASONAL AGRICULTURAL LA-

BORERS EXCLUDED FROM OASDI COVERAGE.

(a) SOCIAL SECURITY ACT -AMENDMENT-Paragraph (2) of section
209(h) of the Social Security Act is amended to read as follows:

"(2) Cash remuneration paid by an employer in any calendar
year to an employee for agricultural labor unless-

"(A) the cash remuneration paid in such year by the em-
ployer to the employee for such labor is $150 or more, or

"(B) the employer's expenditures for agricultural labor in
such year equal or exceed $2,500,

except that subparagraph (B) shall not apply in determining
whether remuneration paid to an employee constitutes 'wages'
under this section if such employee (i) is employed as a hand
harvest laborer and is paid on a piece rate basis in an operation
which has been, and is customarily and generally recognized as
having been, paid on a piece rate basis in the region of employ-
ment, (ii) commutes daily from his permanent residence to the
farm on which he is so employed, and (iii) has been employed in
agriculture less than 13 weeks during the preceding calendar
year; ".

(b) FICA AMENDMENT.-Subparagraph (B) of section 3121(a)(8) of
the 1986 Code (relating to wages) is amended to read as follows:

"(B) cash remuneration paid by an employer in any calendar
year to an employee for agricultural labor unless-

"(i) the cash remuneration paid in such year by the em-
ployer to the employee for such labor is $150 or more, or



"(ii) the employer's expenditures for agricultural labor in
such year equal or exceed $2,500,

except that clause (ii) shall not apply in determining whether
remuneration paid to an employee constitutes 'wages' under this
section if such employee () is employed as a hand harvest labor-
er and is paid on a piece rate basis in an operation which has
been, and is customarily and generally recognized as having
been, paid on a piece rate basis in the region of employment, (II)
commutes daily from his permanent residence to the farm on
which he is so employed, and (I11) has been employed in agri-
culture less than 13 weeks during the preceding calendar year;".

(c) EFFECTIVE DATE.-The amendments made by this section shall
take effect as if included in the amendments made by section 9002
of the Omnibus Budget Reconciliation Act of 1987.

SEC. 8018. CERTAIN EMPLOYER PENSION CONTRIBUTIONS NOT INCLUDED
IN FICA WAGE BASE.

In the case of any State (within the meaning of section 3121(e)(1)
of the Internal Revenue Code of 1986) or political subdivision there-
of which received a letter ruling of the Internal Revenue Service
issued after December 31, 1983, and before the date of the enactment
of this Act maintaining that any amount treated as an employer
contribution under section 414(hX2) of the Internal Revenue Code of
1986 is excluded from the definition of "wages" for purposes of tax
liability under section 3121(vX1)(B) of such Code, such State or polit-
ical subdivision shall be relieved of any liability for taxes under
such section 3121(v%1)(B) which, in good faith reliance on such
letter ruling, were not paid and which would otherwise have been
required to be paid (but for this section) on or before the earlier of
the date of the enactment of this Act or the date of the receipt of a
notice of revocation from the Internal Revenue Service of such letter
ruling.
SEC. 8019. REPORTS REGARDING CERTAIN DISABILITY-RELATED BENE-

FITS.

(a) ELIGIBILITY FOR BENEFITS.-Not later than 180 days after the
date of the enactment of this Act, the Secretary of Health and
Human Services shall submit to the Committee on Ways and Means
of the House of Representatives and the Committee on Finance of
the Senate a report providing information on-

(1) the number of individuals with the complex related to ac-
quired immune deficiency syndrome (hereinafter in this section
referred to as "AIDS-related complex ") who have made applica-
tion for disability-related benefits under titles II and XVI of
the Social Security Act during fiscal years 1988, 1987, and, to
the extent feasible, 1986;

(2) the number of such applications approved, denied (by
reason of denial), and reversed upon appeal;

(3) the rates of allowance and denial of such applications by
State and region, to the extent feasible;

(4) the criteria, guidelines, or other information used to deter-
mine eligibility (including copies of the documents setting forth
such criteria, guidelines, and information) including informa-
tion about any changes in criteria that are under consideration,;



(5) the total costs of disability-related benefits provided to in-
dividuals with AIDS-related complex during fiscal years 1988,
1987, and to the extent feasible, 1986; and

(6) to the extent available, the projected number of such appli-
cations that will likely be approved and denied and the esti-
mated costs of such benefits for the next 3 fiscal years.

(b) COORDINATION OF FEDERAL AND STATE DISABILITY PRO-

GRAMs.-Not later than 180 days after the date of the enactment of
this Act, the Secretary of Health and Human Services shall submit
to the Committee on Ways and Means of the House of Representa-
tives and the Committee on Finance of the Senate a report describ-
ing what arrangements, if any, now exist to provide for coordination
between the Social Security Administration and State disability
agencies with respect to the provision of disability-related benefits
under titles II and XVI of the Social Security Act and State disabil-
ity insurance programs to individuals with acquired immune defi-
ciency syndrome or AIDS-related complex and to make such individ-
uals applying for any such benefits aware of the full range of Feder-
al and State disability-related benefits for which such individuals
may be eligible.

Subtitle B-Public Assistance Provisions

SEC. 8101. EXTENSION OF PROHIBITION AGAINST IMPLEMENTATION OF
CERTAIN PROPOSED REGULATIONS.

Section 9118 of the Omnibus Budget Reconciliation Act of 1987
(42 US.C. 1383c) is amended by striking "October 1, 1988" and in-
serting "September 30, 1989".
SEC. 8102. REVIEW OF POLICY GOVERNING USE OF AFDC FUNDS TO MEET

EMERGENCY NEEDS OF FAMILIES ELIGIBLE FOR AFDC
THROUGH EMERGENCY ASSISTANCE OR SPECIAL NEEDS PA Y-
MENTS; REPORT TO CONGRESS.

(a) REVIEW OF PoLIc.-The Secretary of Health and Human
Services shall review the policies in effect, as of the date of the en-
actment of this section, with respect to the use by States of amounts
paid to such States under the program of aid to families with de-
pendent children under part A of title IV of the Social Security Act,
in the form of payments of aid to meet special needs or emergency
assistance under section 406(e) of such Act to meet emergency needs
of families who are eligible for such aid.

(b) REPORT TO CONGRESS.-Not later than July 1, 1989, the Secre-
tary of Health and Human Services shall submit to the Congress a
report containing recommendations for legislative and regulatory
changes designed to-

(1) improve the ability of the program of aid to families with
dependent children under part A of title IV of the Social Secu-
rity Act to respond to emergency needs of families who are eligi-
ble for such aid; and

(2) eliminate the use of funds provided to States under such
program to pay for the provision of shelter in commercial or
similar transient facilities.



SEC. 8103. DISREGARD OF CERTAIN HOUSING ASSISTANCE PAYMENTS IN
DETERMINING INCOME AND RESOURCES UNDER SSI PRO
GRAM.

(a) INCOME.-Section 1612(b) of the Social Security Act is amend-
ed-

(1) by striking "and" after the semicolon at the end of para-
graph (12);

(2) by striking the period at the end of paragraph (13) and in-
serting "; and" and

(3) by adding after paragraph (13) the following new para-
graph:

'(14) assistance paid, with respect to the dwelling unit occu-
pied by such individual (or such individual and spouse), under
the United States Housing Act of 1937, the National Housing
Act, section 101 of the Housing and Urban Development Act of
1965, title V of the Housing Act of 1949, or section 202(h) of the
Housing Act of 1959. ".

(b) RESouRCEs.-Section 1613(a) of such Act is amended-
(1) by striking "and" after the semicolon at the end of para-

graph (6);
(2) by striking the period at the end of paragraph (7) and in-

serting "; and"; and
(3) by inserting after paragraph (7) the following new para-

graph:
'(8) the value of assistance referred to in section 1612(bX14),

paid with respect to the dwelling unit occupied by such individ-
ual (or such individual and spouse). "

(c) EFFECTIVE DATE.-The amendments made by this section shall
be effective as though they had been included in section 162 of the
Housing and Community Development Act of 1987 at the time of its
enactment.
SEC. 8104. FOSTER CARE INDEPENDENT LIVING INITIATIVES.

(a) EXTENSION OF INDEPENDENT LIVING PROGRAM.-Section 477 of
the Social Security Act (42 U.S.C. 677) is amended-

(1) by striking "1987 and 1988" in subsections (a) and (e)(1)
and inserting "1987, 1988, and 1989"

(2) by striking "for fiscal year 1988" and all that follows in
subsection (c) and inserting "for the fiscal year 1988 or 1989,
such description and assurances must be submitted prior to Feb-
ruary I of such fiscal year. '"

(3) by striking "Not later than March 1, 1988" in subsection
(g)(1) and inserting "Not later than the first January 1 follow-
ing the end of each fiscal year'"

(4) by inserting "during such fiscal year" in subsection (g)(1)
after "carried out "-

(5) by striking "(2) Not later than July 1, 1988," in subsection
(g)(2) and inserting the following:

"(2)(A) Not later than July 1, 1988, the Secretary shall submit an
interim report on the activities carried out under this section.

"(B) Not later than March 1, 1989, '" and
(6) by striking "fiscal year 1987" in subsection (g)(2) and in-

serting "fiscal years 1987 and 1988 ".
(b) PERMISSION TO EXPEND UNOBLIGATED FUNDS APPROPRIATED

FOR 1987 IN 1989.-Subsection ( of section 477 of such Act (42



U.S.C. 677(19) is amended by inserting after and below paragraph (3)
the following:
"Notwithstanding paragraph (3), payments made to a State under
this section for the fiscal year 1987 and unobligated may be expend-
ed by such State in the fiscal year 1989. ".

(c) INCLUSION IN INDEPENDENT LIVING PROGRAM OF NoN-AFDC
FOSTER CARE CHILDREN.-Subsection (a) of section 477 of such Act
(42 U.S.C. 677(a)) is amended-

(1) by inserting "(1)" before "Payments'
(2) by striking "children" and all that follows through "age

16," and inserting "children described in paragraph (2) who
have attained age 16'" and

(3) by adding at the end the following new paragraph:
"(2) A program established and carried out under paragraph (1)-

"(A) shall be designed to assist children with respect to whom
foster care maintenance payments are being made by the State
under this part, and

"(B) may at the option of the State also include any or all
other children in foster care under the responsibility of the
State. ".

(d) INCLUSION IN INDEPENDENT LIVING PROGRAM OF CERTAIN
FORMER FOSTER CARE CHILDREN. -Paragraph (2) of section 477(a) of
the Social Security Act (42 U.S.C. 677(a)(2)) (as added by subsection
(c) of this section) is further amended-

(1) by striking "and" in subparagraph (A);
(2) by striking the period at the end of subparagraph (B) and

inserting ", and'" and
(3) by adding at the end the following new subparagraph:
"(C) may at the option of the State also include any child to

whom foster care maintenance payments were previously made
by a State under this part and whose payments were discontin-
ued on or after the date such child attained age 16, and any
child who previously was in foster care described in subpara-
graph (B) and for whom such care was discontinued on or after
the date such child attained age 16, but such child may not be
so included after the end of the 6-month period beginning on
the date of discontinuance of such payments or care; and a
written transitional independent living plan of the type de-
scribed in subsection (d)(6) shall be developed for such child as
a part of such program. ".

(e) DETERMINATION OF SERVICES NEEDED FOR TRANSITION TO IN-
DEPENDENT LIVING.-Subparagraph (C) of section 475(5) of such Act
(42 US.C. 675(5)(C)) is amended by inserting "and, in the case of a
child who has attained age 16, the services needed to assist the
child to make the transition from foster care to independent living"
before the semicolon.

(f) LIMITATION ON USE OF FUNDS. -Paragraph (3) of section 477(e)
of such Act (42 U.S.C. 677(e)(3)) is amended by adding at the end the
following: "Amounts payable under this section may not be used for
the provision of room or board. ".

(g) EFFECTIVE DATES.-(1) The amendments made by subsections
(a), (b), and (e) shall take effect on October 1, 1988.



(2) The amendments made by subsections (c), (d), and (f) shall take
effect on the date of the enactment of this Act.
SEC. 8105. TECHNICAL CORRECTIONS TO FAMILY SUPPORT A CT OF 1988.

Effective on the date of the enactment of the Family Support Act
of 1988-

(1) section 401(c)(1) of such Act is amended by inserting "(as
amended by paragraph (4)(B) of this subsection)" before "is
amended- "

(2) section 401(c)(4)(B) of such Act is amended by striking "(as
amended by paragraph (1) of this subsection)'"
(3) section 202(b) of such Act is amended by striking para-

graph (10);
(4) section 111(e)(1) of such Act is amended by striking

"before" and inserting in lieu thereof "after'"
(5) section 407(b)(1)(B)(iii)(I) of the Social Security Act (as

amended by section 202(b)(8)(A) of the Family Support Act of
1988 and redesignated by section 401(b)(1) of that Act) is amend-
ed by striking "409(a)(19)(A)" and inserting in lieu thereof
'4 02(a)(1 9)(A)';

(6) section 469 of the Social Security Act (as added by section
129 of the Family Support Act of 1988) is amended-

(A) by striking "of title IV of the Social Security Act'"
and

(B) by striking "of title IV of such Act'" and
(7) section 418 of the Social Security Act (as added by section

603(a) of the Family Support Act of 1988) is redesignated as sec-
tion 417.

Subtitle C-National Commission on Children
SEC. 8201. DELAY IN REPORTING DATE FOR NATIONAL COMMISSION ON

CHILDREN.
Section 1139 of the Social Security Act (42 U.S.C. 1320b-9) is

amended-
(1) by striking "September 30, 1988" in subsection (d) and in-

serting "March 31, 1990
(2) by striking "March 31, 1989" in subsection (d) and insert-

ing "September 30, 1990'"
(3) by striking "March 31, 1989" in subsection (e)(1)(A) and in-

serting "September 30, 1990'"
(4) by striking 'March 31, 1989" in subsection (e)(4)(B) and in-

serting September 30, 1990'" and
(5) by inserting "for each of fiscal years 1989 and 1990" after

"section" in subsection (j).

Subtitle D- Unemployment Compensation

SEC. 8301. SELF-EMPLOYMENT DEMONSTRATION PROJECT.
Section 9152(g) of the Omnibus Budget Reconciliation Act of 1987

(Public Law 100-203) is amended-
(1) in paragraph (1), by striking "two" in the first sentence

and inserting "three', and



(2) in paragraph (2), by striking "four" and inserting "six".

Subtitle E-Medicare and Medicaid

PART I-PROVISIONS RELATING TO PART A OF MEDICARE

SEC. 8401. EXTENSION OF DISPROPORTIONATE SHARE PROVISIONS.
Paragraphs (2)(C)(iv), (3)(C)(ii)(), (3)(C)(ii)GI), (5)(B)(ii)(I),

(5)(B)(ii)(II), and (5)(F)(i) of section 1886(d) of the Social Security Act
(42 U.S.C. 1395ww(d)) are each amended by striking "1990" and in-
serting "1995".
SEC. 8402. MAINTENANCE OF BAD DEBT COLLECTION POLICY.

Effective as of the date of the enactment of the Omnibus Budget
Reconciliation Act of 1987, section 4008(c) of such Act is amended
by inserting after "reasonable collection effort" the following: ", in-
cluding criteria for indigency determination procedures, for record
keeping, and for determining whether to refer a claim to an external
collection agency".
SEC. 8403. APPLICATION OF WAGE INDICES IN CASE OF AREAS AFFECTED

BY SECTION 4005(A)(1) OF OBRA OF 1987.
(a) COMPUTATION OF INDICES FOR FISCAL YEARS 1990 AND 1991.-

Section 1886(d)(8) of the Social Security Act (42 U.S.C. 1395ww(d)(8))
is amended-

(1) in subparagraph (C)-
(A) by striking "subparagraph (B)" each place it appears

and inserting "subparagraphs (B) and (C)", and
(B) by redesignating such subparagraph as subparagraph

(D); and
(2) by inserting after subparagraph (B) the following new sub-

paragraph:
"(C)(i) If the application of subparagraph (B), by treating hospi-

tals located in a rural county or counties as being located in an
urban area, reduces the wage index for that urban area (as applied
under this subsection), the Secretary shall calculate and apply such
wage index under this subsection separately to hospitals located in
such urban area (excluding all the hospitals so treated) and to the
hospitals so treated (as if each affected rural county were a separate
urban area). If the application of subparagraph (B), by treating the
hospitals located in a rural county or counties as not being located
in the rural area in a State, reduces the wage index for that rural
area (as applied under this subsection), the Secretary shall calculate
and apply such wage index under this subsection as if the hospitals
so treated had not been excluded from calculation of the wage index
for that rural area.

"(ii) Clause (i) shall only apply to discharges occurring on or after
October 1, 1989, and before October 1, 1991.'.

(b) HHS REPORT ON ADJUSTMENT OF HOSPITAL WAGE INDICES FOR
FISCAL YEAR 1989.-

(1) The Secretary of Health and Human Services shall report
to the Congress, not later than 60 days after the date of the en-
actment of this Act, on alternative methods for reimbursement
under section 1886(d) of the Social Security Act to hospitals lo-
cated in affected areas described in paragraph (2) for hospital



discharges occurring in fiscal year 1989 that would result in ag-
gregate payments under title XVIII of such Act to hospitals in
such areas in an amount no less than would have been paid
without the enactment of the amendments made by section
4005(a)(1) of the Omnibus Budget Reconciliation Act of 1987. In
reporting concerning alternative methods, the Secretary shall
consider both legislative and administrative actions that would
result in an aggregate increase in payments under such title
and legislative and administrative actions that would not
result in such an aggregate increase.

(2) An affected area described in this paragraph is an area
for which the area wage index for fiscal year 1989 (described in
section 1886(d)(3)(E) of the Social Security Act) was reduced
below the amount otherwise applicable as a result of the
amendments made by section 4005(a)(1) of the Omnibus Budget
Reconciliation Act of 1987.

(c) PRoPAC STUDY AND REPORT.-The Prospective Payment As-
sessment Commission shall study and make a report to Congress
within 9 months after the date of the enactment of this Act on the
appropriate payment for hospitals affected by subparagraphs (B)
and (C) of section 1886(d)(8) of the Social Security Act (as amended
by subsection (a) of this section) and the appropriate treatment of
the wage and wage-related costs of such hospitals in computing area
wage indices.
SEC. 8404. DEMONSTRATION PROJECTS WITH RESPECT TO CHRONIC VENTI-

LA TOR-DEPENDENT UNITS IN HOSPITALS.
(a) IN GENERAL. -Section 429(a) of the Medicare Catastrophic

Coverage Act of 1988 is amended by striking "up to" each place it
appears and inserting "at least"

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall take effect as if included in the Medicare Catastrophic Cover-
age Act of 1988.
SEC. 8405. ELECTION OF PERSONNEL POLICY FOR PROPA C EMPLOYEES.

With respect to employees of the Prospective Payment Assessment
Commission hired before December 22, 1987, such employees shall
have the option to elect within 60 days of the date of enactment of
this Act to be covered under either the personnel policy in effect
with respect to such employees before December 22, 1987, or under
the employees coverage provided under the last sentence of section
1886(e)(6)(D) of the Social Security Act.

PART H-RELATING TO PARTS A AND B OF MEDICARE
PROGRAM

SEC. 8411. TREATMENT OF CERTAIN NURSING EDUCATION PROGRAMS.
(a) DEMONSTRATION OF JOINT NURSING GRADUATE EDUCATION

PROGRAMS. -

(1) The Secretary of Health and Human Services shall pro-
vide for demonstration programs under this subsection in each
of 5 hospitals for cost reporting periods beginning on or after
July 1, 1989, and before July 1, 1994.

(2) Under each demonstration project, subject to paragraph
(4), the reasonable costs incurred by a hospital pursuant to a



written agreement with an educational institution for the ac-
tivities described in paragraph (3) conducted as part of an ap-
proved educational program that-

(A) involves a substantial clinical component (as deter-
mined by the Secretary), and

(B) leads to a master's or doctoral degree in nursing,
shall be allowable as reasonable costs under title XVIII of the
Social Security Act and reimbursed under such title on the
same basis as if they were allowable direct costs of a hospital-
operated approved educational program (other than an ap-
proved graduate medical education program).

(3) The activities described in this paragraph are the activi-
ties for which the reasonable costs of conducting such activities
are allowable under title XVIII of the Social Security Act if
conducted under a hospital-operated approved educational pro-
gram (other than an approved graduate medical education pro-
gram), but only to the extent such activities are directly related
to the operation of the educational program conducted pursuant
to the written agreement between the hospital and the educa-
tional institution.

(4) The amount paid under a demonstration program under
this subsection to a hospital for a cost reporting period may not
exceed $200,000.

(5) The Secretary shall report to Congress, by not later than
January 1, 1995, on the demonstration programs conducted
under this subsection and on the supply and characteristics of
nurses trained under such programs.

(b) JOINT UNDERGRADUATE EDUCATION PROGRAM.-In the case of
a hospital which (1) was paid under a waiver under section 402 of
the Social Security Amendments of 1967 and section 222 of the
Social Security Amendments of 1972, which waiver expired on Sep-
tember 30, 1985, and (2) during its cost reporting period beginning
in fiscal year 1985 and for each subsequent cost reporting period,
has been and is associated with, and has incurred and incurs sub-
stantial costs with respect to, a nursing college with which it has
shared and shares common directors, educational activities of the
nursing college shall be considered to be educational activities oper-
ated directly by such hospital for purposes of title XVIII of the
Social Security Act, and shall be allowable as reasonable costs
under such title and reimbursed under such title on the same basis
as if they were allowable direct costs of a hospital-operated ap-
proved educational program (other than an approved graduate med-
ical education program), for hospital cost reporting periods begin-
ning in fiscal years 1989, 1990, and 1991.
SEC. 8412. ELIMINATION OF WAIVERS OF 50:50 RULE FOR HMO ENROLL-

MENT.
(a) IN GENERAL.-

(1) Section 1876(f) of the Social Security Act (42 U.S.C.
1395mm(f)), as amended by section 4018(a) of the Omnibus
Budget Reconciliation Act of 1987, is amended by striking para-
graph (3) and by redesignating paragraph (4) as paragraph (3).

(2) Subsection (c) of section 4018 of the Omnibus Budget Rec-
onciliation Act of 1987 is repealed.



(b) EFFECTIVE DATE.-The amendments made by subsection (a)
shall not apply to contracts in effect on the date of the enactment of
this Act or extensions (not exceeding 90 days) thereof

SEC. 8413. INCREASE IN AUTHORIZATION FOR THE PATIENT OUTCOME AS.
SESSMENT RESEARCH PROGRAM.

Section 1875(c)(3) of the Social Security Act (42 U.S.C. 139511(c)(3))
is amended to read as follows:

"(3)(A) For purposes of carrying out the research program, there
are authorized to be appropriated-

"(i) from the Federal Hospital Insurance Trust Fund two-
thirds of the amount specified in subparagraph (B), and

(ii) from the Federal Supplementary Medical Insurance Trust
Fund one-third of the amount specified in subparagraph (B).

"(B) The amount specified in this subparagraph is-
"(i) $7,500,000 for fiscal year 1988,
"(ii) $10,000,000 for fiscal year 1989,
"(iii) $20,000,000 for fiscal year 1990, and
"(iv) $30,000,000 for fiscal year 1991. ".

SEC. 8414. DELAY IN REPORTING DEADLINE FOR THE UNITED STATES BI.
PARTISAN COMMISSION ON COMPREHENSIVE HEALTH CARE.

Section 406 of the Medicare Catastrophic Coverage Act of 1988 is
amended by striking "date of the enactment of this Act" each place
it appears and inserting "effective date of the first act providing ap-
propriations for the Commission"

PART III-PRO VISIONS RELATING TO PART B OF MEDICARE

SEC. 8421. TRIP FEES FOR CLINICAL LABORATORIES.

(a) IN GENERAL.-Section 1833(h)(3) of the Social Security Act (42
U.S.C. 13951(h)(3)) is amended by adding at the end the following
new sentence: "In establishing a fee to cover the transportation and
personnel expenses for trained personnel to travel to the location of
an individual to collect a sample, the Secretary shall provide a
method for computing the fee based on the number of miles traveled
and the personnel costs associated with the collection of each indi-
vidual sample, but the Secretary shall only be required to apply
such method in the case of tests furnished during the period begin-
ning on April 1, 1989, and ending on December 31, 1990, by a labo-
ratory that establishes to the satisfaction of the Secretary (based on
data for the 12-month period ending June 30, 1988) that (i) the labo-
ratory is dependent upon payments under this title for at least 80
percent of its collected revenues for clinical diagnostic laboratory
tests, (ii) at least 85 percent of its gross revenues for such tests are
attributable to tests performed with respect to individuals who are
homebound or who are residents in a nursing facility, and (iii) the
laboratory provided such tests for residents in nursing facilities rep-
resenting at least 20 percent of the number of such facilities in the
State in which the laboratory is located. ".

(b) BUDGET NEUTRALITY.-The Secretary of Health and Human
Services shall adjust the fees for transportation and personnel estab-
lished under section 1833(h)(3)(B) of the Social Security Act for tests
not covered under the amendment made by subsection (a) in such
manner that the total cost of fees under such section is the same as
would have been the case without such amendment.



(c) STUDY.-The Secretary of Health and Human Services shall
study reimbursement for specimen collection and transportation and
personnel costs under section 1833(h)(3) of the Social Security Act
and shall report to the Committees on Ways and Means and Energy
and Commerce of the House of Representatives and the Committee
on Finance of the Senate by May 1, 1989. The study shall-

(1) survey carrier policies regarding such reimbursement,
(2) report on concerns expressed by clinical diagnostic labora-

tories concerning such reimbursement, and
(3) make recommendations to assure that such reimbursement

is reasonable, covers the costs involved, and assures adequate
access to clinical laboratory services for nursing facility resi-
dents.

SEC. 8422. BUDGET NEUTRALITY ADJUSTMENT FOR CERTIFIED REGIS-
TERED NURSE ANESTHETISTS.

(a) IN GENERAL.-Section 1833(l)(3)(B) of the Social Security Act
(42 U.S.C. 13951(l)(3)(B)) is amended by inserting "plus applicable co-
insurance" after "would have been paid".

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall become effective as if included in the amendment made by sec-
tion 9320(e)(2) of the Omnibus Budget Reconciliation Act of 1986.
SEC. 8423. COVERAGE OF PSYCHOLOGISTS' SERVICES WHEN PROVIDED

OFF-SITE AS PART OF A TREA TENT PLAN.
(a) IN GENERAL.-Section 1861(ii) of the Social Security Act (42

U.S.C. 1395x(ii)) is amended-
(1) by inserting "on-site" before "at a community mental

health center", and
(2) by inserting ", and such services that are necessarily fur-

nished off-site (other than at an off-site office of such psycholo-
gist) as part of a treatment plan because of the inability of the
individual furnished such services to travel to the center by
reason of physical or mental impairment, because of institution-
alization, or because of similar circumstances of the individ-
ual, "after "Public Health Service Act)".

(b) EFFECTIVE DATE.-The amendments made by subsection (a)
shall be effective with respect to services furnished on or after Janu-
ary 1, 1989.
SEC. 8424. NONAPPLICATION OF CERTAIN REQUIREMENTS TO PHYSICAL

THERAPISTS.
(a) IN GENERAL.-Section 1861(p) of the Social Security Act (42

U.S.C. 1395x(p)) is amended by adding at the end the following new
sentence: "Nothing in this subsection shall be construed as requir-
ing, with respect to outpatients who are not entitled to benefits
under this title, a physical therapist to provide outpatient physical
therapy services only to outpatients who are under the care of a phy-
sician or pursuant to a plan of care established by a physician.'.

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall become effective with respect to services provided after Decem-
ber 31, 1988.
SEC. 8425. FUNCTIONS OF PHYSICIAN PAYMENT REVIEW COMMISSION.

(a) ADDITIONAL FUNCTION. -Section 1845(b)(2) of the Social Secu-
rity Act (42 U.S.C. 1395w-i(b)(2)) is amended-

(1) by striking "and" at the end of subparagraph (G),



(2) by striking the period at the end of subparagraph (H) and
inserting ' - and" and

(3) by adding at the end the following new subparagraph:
"(I) consider policies for moderating the rate of increase in ex-

penditures under this part and the rate of increase in utiliza-
tion of services under this part. ".

(b) EFFECTIVE DATE.-The amendments made by subsection (a)

shall take effect on the date of the enactment of this Act and shall
first apply to recommendations submitted in 1989.

SEC. 8426. MORATORIUM ON LABORATORY PAYMENT DEMONSTRATION EX-
TENDED.

Section 9204(a) of the Consolidated Omnibus Budget Reconcilia-
tion Act of 1985, as amended by section 933?9(e) of the Omnibus
Budget Reconciliation Act of 1986 and section 4085(c) of the Omni-
bus Budget Reconciliation Act of 1987, is amended by striking "Jan-
uary 1, 1989" and inserting "January 1, 1990".

SEC. 8427. PAYMENT FOR MEDICAL ESCORT OR MEDICAL ATTENDANT ON
COMMERCIAL AIRLINER ALLOWED.

(a) IN GENERAL.-The Secretary of Health and Human Services
shall provide that in cases where (as of the date of the enactment of
this Act) transportation on a commercial airliner is covered under
section 1861(s)(7) of the Social Security Act, the Secretary shall also
provide for payment for medically necessary services of a medical
escort or medical attendant.

(b) EFFECTIVE PERIOD.-Subsection (a) shall apply to payment for
services furnished during the 5-year period beginning on July 1,
1989.

PART IV-PRO VISIONS RELATING TO MEDICAID

SEC. 8431. DELAY IN ISSUANCE OF FINAL REGULATIONS CONCERNING THE
USE OF VOLUNTARY CONTRIBUTIONS AND PROVIDER-PAID
TAXES BY STATES TO RECEIVE FEDERAL MATCHING FUNDS.

The Secretary of Health and Human Services shall not issue any
final regulation prior to May 1, 1989, changing the treatment of vol-
untary contributions or provider-paid taxes utilized by States to re-
ceive Federal matching funds under title XIX of the Social Security
Act.
SEC. 8432. MEDICAID LONG-TERM CARE WAIVER PROGRAM.

(a) MODIFICATION OF FoRMuLA.-Section 1915(d)(5)(B) of the
Social Security Act (42 U.S.C. 1396n(d)(5)(B)) is amended by adding
at the end the following new clause:

"(iv) If there is enacted after December 22, 1987, an Act which
amends this title and which results in an increase in the aggregate
amount of medical assistance under this title for nursing facility
services and home and community-based services for individuals
who have attained the age of 65 years, the Secretary, at the request
of a State with a waiver under this subsection for a waiver year or
years and in close consultation with the State, shall adjust the pro-
jected amount computed under this subparagraph for the waiver
year or years to take into account such increase. ".

(b) TECHNICAL MODIFICATIONS.-Clauses (i) and (ii) of section
1915(d)(5)(B) of such Act (42 U.S.C. 1396n(d)(5)(B)) are amended-



(1) by inserting "(rounded to the nearest quarter of a year)"
after "the number of years" each place it appears,

(2) by striking "before the waiver year" each place it appears
and inserting "at the end of the waiver year",
(3) by striking "between the base year and the waiver year"

each place it appears and inserting "between the beginning of
the base year and the beginning of the waiver year", and

(4) by inserting "(rounded to the nearest quarter of a year)"
after "for each year" each place it appears.

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to waiver years beginning during or after fiscal year 1989.
SEC. 8433. EXTENSION OF TIME PERIOD FOR SUBMISSION OF CORRECTION

AND REDUCTION PLANS FOR CERTAIN INTERMEDIATE CARE
FACILITIES FOR THE MENTALLY RETARDED.

(a) IN GENERAL.-Section 1922 of the Social Security Act (42
U.S.C. 1396r-3) is amended-

(1) in subsection (a), by striking "residents" and inserting
"residents (including failure to provide active treatment)'"

(2) in subsection (c)5), by inserting ". and to provide active
treatment for, " after "health and safety of'" and

(3) in subsection (ft), by striking "within 3 years after the effec-
tive date of final regulations implementing this section" and in-
serting "by January 1, 1990".

(b) EFFECTIVE DATE.-The amendments made by subsection (a)
shall become effective on the date of the enactment of this Act, and
shall apply to any proceeding where there has not yet been a final
determination by the Secretary (as defined for purposes of judicial
review) as of the date of the enactment of this Act.
SEC. 8434. CORRECTION RELATING TO MEDICARE BUY-IN.

(a) IN GENERAL.-Section 1905(p)(1) of the Social Security Act (42
U.S.C. 1396d(p)(1)) is amended by striking subparagraph (B) and re-
designating subparagraphs (C) and (D) as subparagraphs (B) and
(C), respectively.

(b) CONFORMING AMENDMENTS.-

(1) Section 1902(aX10) of such Act (42 US.C. 1396a(a)(10)) is
amended, in the subdivision (VIII) following subparagraph (E),
by inserting "who is only entitled to medical assistance because
the individual is such a beneficiary" after "1905(p)(1)".

(2) Section 1902(m)(4)(A) of such Act (42 U.S.C. 1396a(m)()(A))
is amended by striking "1905(p)(1)(C)" and inserting
"1905(p)(1)(B)".

(8) Section 1905(a) of such Act (42 US.C. 1396d(a)) is amend-
ed, in the matter before clause (i), by striking "in the case of a
qualified medicare beneficiary" and inserting "in the case of
medicare cost-sharing with respect to a qualified medicare bene-
ficiary".

(4) Section 1905(p)(2)(A) of such Act (42 U.S.C. 1396d(p)(2)(A)),
as amended by section 608(d)(14) of the Family Support Act of
1988, is amended by striking "(1)(C)" and inserting "(1)(B)".

(c) EFFECTIVE DATE.-The amendment made by this section shall
be effective as if included in the enactment of section 301 of the
Medicare Catastrophic Coverage Act of 1988.



SEC. 8435. CLARIFICATION OF FEDERAL FINANCIAL PARTICIPATION FOR
CA SE-MANA GEMENT SER VICES.

The Secretary of Health and Human Services may not fail or
refuse to approve an amendment to a State plan under title XIX of
the Social Security Act that provides for coverage of case-manage-
ment services described in section 1915(g)(2) of such Act, or to deny
payment to a State for such services under section 1903(a)(1) of such
Act on the basis that a State is required to provide such services
under State law or on the basis that the State had paid or is paying
for such services from non-Federal funds before or after April 7,
1986. Nothing in this section shall be construed as requiring the
Secretary to make payment to a State under section 1903(a)(1) of
such Act for such case-management services which are provided
without charge to the users of such services.
SEC. 8436. DETERMINATION OF PREMIUM AMOUNTS FOR EXTENDED MEDI-

CAL ASSISTANCE.

(a) TAKING INTO ACCOUNT CHILD CARE CosTs.-Section
1925(d)(5)(C) of the Social Security Act, as inserted by section
303(a)(1) of the Family Support Act of 1988, is amended by inserting
"(less the average monthly costs for such child care as is necessary

for-the employment of the caretaker relative)" after "gross monthly
earnings ".

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall be effective as if included in the enactment of the Family Sup-
port Act of 1988.
SEC. 8437. CLARIFICATION OF WAIVER FOR HOME AND COMMUNITY-BASED

SERVICES FOR INDIVIDUALS WHO WOULD OTHERWISE RE.
QUIRE HOSPITAL OR FACILITY CARE.

(a) IN GENERAL. -Section 1915(c)(7)(A) of the Social Security Act
(42 U.S.C. 1396n(c)(7)(A)) is amended-

(1) by striking "who are inpatients in hospitals," and insert-
ing "who are inpatients in, or who would require the level of
care provided in, hospitals, " and

(2) by striking "who are inpatients of those respective facili-
ties." and inserting "who are inpatients in, or who would re-
quire the level of care provided in, those respective facilities. ".

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply with respect to waiver applications submitted before, on,
or after the date of the enactment of this Act.

TITLE IX-TRADE PROVISIONS

SEC. 9001. TRADE TECHNICAL AMENDMENTS.

(a) IN GENERAL. -

(1) Section 121 of the Trade Act of 1974 (19 U.S.C. 2131) is
amended by striking out "(d) There are" and inserting in lieu
thereof "There are".

(2)(A) Paragraph (6) of section 203(e) of the Trade Act of 1974
(19 U.S.C. 2253(e)) is amended-

(i) by striking out "(A) the application" in subparagraph
(B) and inserting in lieu thereof "(i) the application', and

(ii) by striking out "(B) the designation" in subparagraph
(B) and inserting in lieu thereof "(ii) the designation ".



(B) Paragraph (2) of section 1214U) of the Omnibus Trade and
Competitiveness Act of 1988 is amended-

(i) by striking out "Section 203(f)" and inserting in lieu
thereof "Paragraph (6) of section 203(e)",

(ii) by striking out "in paragraph (1)" and inserting in
lieu thereof "in subparagraph (A)(i)", and

(iii) by striking out "in paragraph (3)" and inserting in
lieu thereof "in subparagraph (B)(i)"

(3) Section 1215 of the Omnibus Trade and Competitiveness
Act of 1988 is amended by striking out "1212U)(1)" and insert-
ing in lieu thereof "1214")(1)".

(4) Section 771B of the Tariff Act of 1930 is amended to read
as follows:

"SEC. 771B. CALCULATION OF SUBSIDIES ON CERTAIN PROCESSED AGRI-
CULTURAL PRODUCTS.

"In the case of an agricultural product processed from a raw agri-
cultural product in which-

"(1) the demand for the prior stage product is substantially
dependent on the demand for the latter stage product, and

"(2) the processing operation adds only limited value to the
raw commodity,

subsidies found to be provided to either producers or processors of
the product shall be deemed to be provided with respect to the man-
ufacture, production, or exportation of the processed product. ".

(5) Paragraph (19) of section 771 of the Tariff Act of 1930 (19
US.C. 1677), as added by section 1335 of the Omnibus Trade
and Competitiveness Act of 1988, is redesignated as paragraph
(20).

(6) Subsection (e) of section 1337 of the Omnibus Trade and
Competitiveness Act of 1988 is amended by striking out
"1321(b)" and inserting in lieu thereof "1322".

(7) Paragraph (6) of section 1342(a) of the Omnibus Trade and
Competitiveness Act of 1988 is amended by striking out "by
paragraph (5)B)" and inserting in lieu thereof "by paragraph
(5)(A)".

(8) Section 204 of the Trade Act of 1974 is amended by redes-
ignating subsections (d) and (e) as subsections (c) and (d), respec-
tively.

(9) Subsection (d) of section 701 of the Tariff Act of 1930 (19
US.C. 1671) is amended by redesignating the subsection (d) re-
lating to a cross reference as subsection (.

(10) Subsection (a) of section 162 of the Trade Act of 1974 (19
US.C. 2212(a)) is amended-

(A) by striking out "chapter I or" and
(B) by inserting "or under section 1102 of the Omnibus

Trade and Competitiveness Act of 1988" after "or 124 ".
(11) Item 735.24 of the Tariff Schedules of the United States

is amended by striking out "5.52% ad val." and inserting in
lieu thereof "4.64% ad val. ".

(12) Subparagraph (B) of section 337(n)(2) of the Tariff Act of
1930 (19 US.C. 1337(n)(2)(B)) is amended by striking out "under
subsection (h)" and inserting in lieu thereof "under subsection
W")".



(13) Subsection (g) of section 1214 of the Omnibus Trade and
Competitiveness Act of 1988 is amended to read as follows:

"(g) COBRA OF 1985.-Section 13031 of the Consolidated Omni-
bus Budget Reconciliation Act of 1985 (19 U.S.C. 58c) is amended-

"(1) by striking out 'schedule 8 of the Tariff Schedules of the
United States except item 806.30 or 807.00' in subsection
(a)(9)(A) and inserting in lieu thereof 'chapter 98 of the Harmo-
nized Tariff Schedule of the United States, except subheading
9802.00.60 or 9802.00.80"

"(2) by striking out 'General Headnote 3(e)(vi) or (vii)' in sub-
section (a)(9)(C) and inserting in lieu thereof 'general note
3(c)(v)"

"(3) by striking out 'Schedules' in subsection (a)(9)(C) and in-
serting in lieu thereof 'Schedule';"(4) by striking out 'item 806.30' wherever it appears in sub-
section (b)(8)(A) and inserting in lieu thereof 'subparagraph
9802.00.60'

"(5) by striking out 'item 807.00' wherever it appears in sub-
section (b)(8)(A) and inserting in lieu thereof 'subparagraph
9802.00.80'- and

"(6) by striking out 'headnote 2 of the General Headnotes and
Rules of Interpretation of the Tariff Schedules of the United
States' in subsection (c)(3) and inserting in lieu thereof 'general
note 2 of the Harmonized Tariff Schedule of the United
States *."

(14) Subparagraph (D) of section 1214(q)(2) of the Omnibus
Trade and Competitiveness Act of 1988 is amended-

(A) by striking out "TSUS" in clause (iv) and inserting in
lieu thereof "TSUS; ",

(B) by striking out "HTS" in clause (iv) and inserting in
lieu thereof "HTS; and", and

(C) by striking out "subparagraph (E)" in clause (vi) and
inserting in lieu thereof "subparagraph (D)".

(15) Section 330(c)(3)(A)(i) of the Tariff Act of 1930 (19 US.C.
1330(c)(3)(A)(i)) is amended by striking out "most recently ap-
pointed to" and inserting in lieu thereof "with the shortest
period of service on".

(16) Subsection (g) of section 332 of the Tariff Act of 1930 (19
U.S.C. 1332()) is amended by striking out "report to Congress.
on the first' and inserting in lieu thereof "report to Congress on
the first"

(17) Subsection (i) of section 1121 of the Omnibus Trade and
Competitiveness Act of 1988 is amended by striking out "subsec-
tion (c) apply" and inserting in lieu thereof 'subsection (f)
apply "

(18) Subsection (b) of section 1902 of the Omnibus Trade and
Competitiveness Act of 1988 (102 Stat. 1313) is amended by
striking out "1987" and inserting in lieu thereof "1988".

(19) Item 909.35 of the Appendix to the Tariff Schedules of
the United States is amended by striking out "3.6% ad val. (I)".

(20) Subparagraph (B) of section 236(a)(6) of the Trade Act of
1974 (19 US.C. 2296(a)(6)(B)) is amended by striking out "in
subparagraph (A) or (B) of paragraph (1)" and inserting in lieu
thereof "in clause (i) or (ii) of subparagraph (A)"



(21) Subsection (g) of section 1430 of the Omnibus Trade and
Competitiveness Act of 1988 (102 Stat. 1257) is amended by
striking out "apply to with" and inserting in lieu thereof
"apply with ".

(b) EFFECTIVE DATE.-The amendments made by this section shall
be applied as if such amendments took effect on August 2, 1988.
SEC. 9002. FOREIGN TRADE ZONES.

Section 3 of the Act of June 18, 1934 (48 Stat. 999, chapter 590; 19
U.S.C. 81c) is amended by adding at the end thereof the following
new subsection:"(d) In regard to the calculation of relative values in the oper-
ations of petroleum refineries in a foreign trade zone, the time of
separation is defined as the entire manufacturing period. The price
of products required for computing relative values shall be the aver-
age per unit value of each product for the manufacturing period.
Definition and attribution of products to feedstocks for petroleum
manufacturing may be either in accordance with Industry Stand-
ards of Potential Production on a Practical Operating Basis as veri-
fied and adopted by the Secretary of the Treasury (known as produ-
cibility) or such other inventory control method as approved by the
Secretary of the Treasury that protects the revenue. ".
SEC. 9003. REPORT ON SMALL BUSINESS INNOVATION RESEARCH PRO-

GRAM.
Section 6 of the Small Business Innovation Development Act of

1982 (15 US.C. 638, note) is amended-
(1) by striking out the last sentence of subsection (a), as added

by section 8008 of the Omnibus Trade and Competitiveness Act
of 1988 (Public Law 100-418), and

(2) by adding at the end thereof the following new subsection:
"(c) Not later than July 1, 1989, the Comptroller General shall

transmit to the appropriate committees of the House of Representa-
tives and the Senate recommendations as to the advisability of
amending the Small Business Innovation Research program to-

"(1) increase each agency's share of research and development
expenditures devoted to it by 0.25 percent per year, until it is 3
percent of the total extramural research and development
funds, and targeting a portion of the increment at products
with commercialization or export potential;

"(2) make the Small Business Innovation Research program
permanent with a formal congressional review every 10 years,
beginning in 1993;

"(3) allocate a modest but appropriate share of each agency's
Small Business Innovation Research fund for administrative
purposes for effective management, quality maintenance, and
the elimination of program delays; and

"(4) include within the Small Business Innovation and Re-
search program all agencies expending between $20,000,000 and
$100,000,000 in extramural research and development funds an-
nually. ".

SEC. 9004. EXTENSION OF CERTAIN EXISTING SUSPENSIONS OF DUTY AND
DUTY REDUCTIONS.

(a) EXTENSIONS UNTIL JANUARY 1, 1993.-Each of the following
items of the Appendix to the Tariff Schedules of the United States



are amended by striking out the date in the effective date column
and inserting in lieu thereof "12/31/92"

(1) Item 903.29 (relating to fresh, chilled, or frozen brussels
sprouts).

(2) Item 906.30 (relating to 3,5,6-trichlorosalicylic acid).
(3) Item 906.32 (m-Aminophenol).
(4) Item 906.38 (p-acetaminobenzenesulfonyl chloride).
(5) Item 906.51 (carboxylic acid disolvate).
(6) Item 906.53 (relating to dicyclomine hydrochloride and me-

penzolate bromide).
(7) Item 906.54 (relating to desipramine hydrochloride).
(8) Item 906.99 (relating to rifampin).
(9) Item 907.03 (relating to m-xylenediamine).
(10) Item 907.04 (relating to 1,3-bis(aminomethyl) cyclohex-

ane).
(11) Item 907.06 (relating to 4,4'bis(aa-dimethylbenzyl) di-

phenylamine).
(12) Item 907.08 (relating to 4-chloro-3-methylphenol).
(13) Item 907.16 (relating to uncompounded allyl resins).
(14) Item 907.18 (relating to certain forms of amiodarone).
(15) Item 907.25 (relating to terfenadine).
(16) Item 907.42 (relating to clomiphene citrate).
(17) Item 907.51 (relating to certain yttrium materials and

compounds).
(18) Item 907.65 (relating to tartaric acid).
(19) Item 907.66 (relating to potassium salts: Antimony tar-

trate).
(20) Item 907.68 (relating to cream of tartar).
(21) Item 907.69 (relating to sodium tartrate).
(22) Item 907.76 (relating to lactulose).
(23) Item 910.00 (relating to diamond tool and drill blanks).
(24) Item 911.50 (relating to unwrought lead).
(25) Item 912.13 (relating to certain power-driven flat knitting

machines and parts thereof).
(b) OTHER EXTENSIONS. -

(1) Item 907.00 (relating to p-hydroxybenzoic acid) is amended
by striking out "9/30/85" and inserting in lieu thereof "12/31/
88 ".

(2) Item 907.22 (relating to caffeine) is amended by striking
out "On or before 12/31/87" and inserting in lieu thereof "On
or before the earlier of 12/31/92 or the date on which the rate
of duty imposed by the European Communities on articles de-
scribed in item 437.02 exceeds the rate of duty imposed by the
United States on such articles that was in effect on 6/30/88".

TITLE X-MANASSAS NATIONAL
BATTLEFIELD PARK

SEC 10001. SHORT TITLE.

This title may be cited as the "Manassas National Battlefield
Park Amendments of 1988".



SEC. 10002. ADDITION TO MANASSAS NATIONAL BATTLEFIELD PARK.

The first section of the Act entitled "An act to preserve within
Manassas National Battlefield Park, Virginia, the most important
historic properties relating to the battle of Manassas, and for other
purposes" approved April 17, 1954 (16 US.C. 429b), is amended-

(1) by inserting "(a)" after "That'" and
(2) by adding at the end thereof the following:

"(b)(1) In addition to subsection (a), the boundaries of the park
shall include the area, comprising approximately 600 acres, which
is south of U.S. Route 29, north of Interstate Route 66, east of Route
705, and west of Route 622. Such area shall hereafter in this Act be
referred to as the 'Addition'.

"(2)(A) Notwithstanding any other provision of law, effective on
the date of enactment of the Manassas National Battlefield Park
Amendments of 1988, there is hereby vested in the United States all
right, title, and interest in and to, and the right to immediate pos-
session of, all the real property within the Addition.

"(B) The United States shall pay just compensation to the owners
of any property taken pursuant to this paragraph and the full faith
and credit of the United States is hereby pledged to the payment of
any judgment entered against the United States with respect to the
taking of such property. Payment shall be in the amount of the
agreed negotiated value of such property or the valuation of such
property awarded by judgment and shall be made from the perma-
nent judgment appropriation established pursuant to 31 US.C.
1304. Such payment shall include interest on the value of such prop-
erty which shall be compounded quarterly and computed at the rate
applicable for the period involved, as determined by the Secretary of
the Treasury on the basis of the current average market yield on
outstanding marketable obligations of the United States of compa-
rable maturities from the date of enactment of the Manassas Na-
tional Battlefield Park Amendments of 1988 to the last day of the
month preceding the date on which payment is made.

"(C) In the absence of a negotiated settlement, or an action by the
owner, within 1 year after the date of enactment of the Manassas
National Battlefield Park Amendments of 1988, the Secretary may
initiate a proceeding at anytime seeking in a court of competent ju-
risdiction a determination of just compensation with respect to the
taking of such property.

"(3) Not later than 6 months after the date of enactment of the
Manassas National Battlefield Park Amendments of 1988, the Sec-
retary shall publish in the Federal Register a detailed description
and map depicting the boundaries of the Addition. The map shall
be on file and available for public inspection in the offices of the
National Park Service, Department of the Interior.

"(c) The Secretary shall not allow any unauthorized use of the
Addition after the enactment of the Manassas National Battlefield
Park Amendments of 1988, except that the Secretary may permit the
orderly termination of all operations on the Addition and the re-
moval of equipment, facilities, and personal property from the Addi-
tion. ".



SEC 10003. VISUAL PROTECTION.
Section 2(a) of the Act entitled "An Act to preserve within Manas-

sas National Battlefield Park, Virginia, the most important historic
properties relating to the battle of Manassas, and for other pur-
poses ", approved April 17, 1954 (16 U.S.C. 429b-1), is amended-

(1) by inserting "(1)" after "(a)'" and
(2) by adding at the end thereof the following:
"(2) The Secretary shall cooperate with the Commonwealth of Vir-

ginia, the political subdivisions thereof, and other parties as desig.
nated by the Commonwealth or its political subdivisions in order to
promote and achieve scenic preservation of views from within the
park through zoning and such other means as the parties determine
feasible. ".
SEC. 10004. HIGHWAY RELOCATION.

(a) STUDY.-The Secretary of the Interior (hereafter in this section
referred to as the "Secretary'), in consultation and consensus with
the Commonwealth of Virginia, the Federal Highway Administra-
tion, and Prince William County, shall conduct a study regarding
the relocation of highways (known as routes 29 and 234) in, and in
the vicinity of, the Manassas National Battlefield Park (hereinafter
in this section referred to as the "park '. The study shall include an
assessment of the available alternatives, together with cost estimates
and recommendations regarding preferred options. The study shall
specifically consider and develop plans for the closing of those
public highways (known as routes 29 and 234) that transect the
park and shall include analysis of the timing and method of such
closures and of means to provide alternative routes for traffic now
transecting the park. The Secretary shall provide for extensive
public involvement in the preparation of the study.

(b) DETERMINATION.-Within 1 year after the enactment of this
Act, the Secretary shall complete the study under subsection (a). The
study shall determine when and how the highways (known as
routes 29 and 234) should be closed.

(c) ASSISTANCE.-The Secretary shall provide funds to the appro-
priate construction agency for the construction and improvement of
the highways to be used for the rerouting of traffic now utilizing
highways (known as routes 29 and 234) to be closed pursuant to sub-
section (b) if the construction and improvement of such alternatives
are deemed by the Secretary to be in the interest of protecting the
integrity of the park. Not more than 75 percent of the costs of such
construction and improvement shall be provided by the Secretary
and at least 25 percent shall be provided by State or local govern-
ments from any source other than Federal funds. Such construction
and improvement shall be approved by the Secretary of Transporta-
tion.

(d) AUTHORIZATION.-There is authorized to be appropriated to
the Secretary not to exceed $30,000,000 to prepare the study required
by subsection (a) and to provide the funding described in subsection
(c).



And the Senate agree to the same.
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