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Technical and
Miscellaneous
Revenue Act of
1988

26 USC 1 note.

Public Law 100-647

100th Congress
An Act

To make technical corrections relating to the Tax Reform Act of 1986, and for other
purposes.

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

SECTION 1. SHORT TITLE; ETC.

(a) SHorT TrTLE.—This Act may be cited as the “Technical and
Miscellaneous Revenue Act of 1983
(b) DeFintTIONS.—For purposes of this Act—
(1) 1986 copE.—The term “1986 Code” means the Internal
Revenue Code of 1986.
(2) ReForM AcT.—Except where i.ncompatible 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 stnkmg out “of 1954"” and inserting in
lieu thereof “of 1986”.
(d) TaBLE OF CONTENTS.—

TITLE I-TECHNICAL CORRECTIONS TO TAX REFORM ACT OF 1986

1001. Amendments related to title I of the Reform Act.
Sec. 1002. Amendments related to title II of the Reform Act.
Sec. 1003. Amendments related to title III of the Reform Act.
Sec. 1004. Amendments related to title IV of the Reform Act.
Sec. 1005. Amendments related to title V of the Reform Act.
1006. Amendments related to title VI of the Reform Act.
1007. Amendments related to title VII of the Reform Act.
1008. Amendments related to title VIII of the Reform Act.
1009. Amendments related to title IX of the Reform Act.
1010. Amendments related to title X of the Reform Act.
1011. Amendments related to parts I and II of subtitle A of title XI of the

Reform Act.
1011A. Amendments related to parts III and IV of subtitle A of title XI of the
Reform Act.

1011B, Amendments related to subtitles B and C of title XI of the Reform Act.
1012. Amendments related to title XII of the Reform Act.

1013. Amendments related to title XIII of the Reform Act.

1014. Amendments related to title XIV of the Reform Act.

1015. Amendments related to title XV of the Reform Act.

1016. Amendments related to title XVI of the Reform Act.

1017. Amendments related to title XVII of the Reform Act.

1018. Amendments related to title XVIII of the Reform Act.

1019. Effective date.

TITLE I—AMENDMENTS RELATED TO TAX PROVISIONS IN OTHER
LEGISLATION

2001. Amendments related to Superfund Revenue Act of 1986.

2002. Amendments related to Harbor Maintenance Revenue Act of 1986.

. 2003. Amendments related to Omnibus Budget Reconciliation Act of 1986.

. 2004. Amendments related to the Revenue Act of 1987.

. 2005. Ampdmmts related to Pension Protection Act and full funding limi-

ions.

Sec. 2006. Amendments related to section 9201 of the Omnibus Budget Reconcilia-

tion Act of 1987.
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TITLE INI—ADDITIONAL SIMPLIFICATION AND CLARIFICATION
PROVISIONS
Subtitle A—Diesel Fuel Excise Tax Collection and Exemption Procedures

Sec. 3001. Tu—fmedtudm of certain fuels.
Sec. 3002. Expedited refund for certain fuels used in nontaxable uses.
Sec. 3003. Marine retailers treated as producers.

Subtitle B—Health Care Continuation Rules
Sec. 3011. Failure to satisfy continuation requirements of group health plans.
Subtitle C—Employee Benefit Nondiscrimination Rules

Sec. 3021. Modifications to discrimination rules applicable to certain employee
benefit plans.

Subtitle D—Estate and Gift Taxes
Sec. 3031. Estate tax valuation freezes.
Subtitle E—Indian Fishing Rights
Sec. 3041. Federal tax treatment of income derived by Indians from exercise of fish-
ing rights secured by treaty, etc.
Sec. 3042. State tax treatment of income derived by Indians from exercise of fishing
rights secured by treaty, etc.
Sec. 3043. Conforming amendments relating to old-age, survivors, and disability
insurance program.
Sec. 3044. Effective date; no inference created.
TITLE IV—-EXTENSIONS AND MODIFICATIONS OF EXPIRING TAX
PROVISIONS
Sec. 4001. Extension and modification of exclusion for employer-provided education
Sec. 4002. Extension and modification of exclusion of amounts received under group
services plans.
Sec. 4003. Carryover of post-1987 low-income housing credit dollar amounts per-
Sec. 4004. Simplification of rule where partnership holds qualified low-income
Sec. 4005. Provisions relating to morigage revenue bonds and morigage credit
Sec. 4006. Extension of certain business energy credits.
Sec. 4007. Extension of credit for increasing research activities.
Sec. 4008. Denial of deduction for 50 percent of amounts allowed as a research

credit.
Sec. 4009. Allocation of research and rimental expenditures.
Sec. 4010. Extension and modification of targeted jobs credit.
Sec. 4011. Treatment g publicly offered regulated investment companies under
nt floor.

2-perce
Sec. 4012. Extension and modifications of provisions relating to financial institu-
TITLE V—REVENUE INCREASE PROVISIONS
Subtitle A—Corporate Estimated Tax Provisions
Sec. 5001. Corporate estimated tax payments.

Subtitle B—Insurance Provisions
Sec. 5011. Limitation on unreasonable mortality and other expense charges under
section TT02.

Sec. 5012. Treatment of modified endowment contracts.
Sec. 5013. Valuation of group-term life insurance.

Subtitle C—Loss Transfer Rules for Alaska Native Corporations
Sec. 5021. Repeal of rules permitting loss transfers by Alaska Native Corporations.
Subtitle D—Estate and Gift Tax Provisions

Sec. 5031. Valuation tables.
Sec. 5032. Rate schedule for tax on estates of nonresidents not citizens.
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. Disallowance of marital deduction where spouse is not citizen of United
States.

Subtitle E—Long-Term Contract Provisions
. Long-term contract provisions.
Subtitle F—Tax-Exempt Bond Provisions

. Treatment of certain pooled financing bonds.

. Treasury regulations relating to student loan bonds.

. Restrictions on bonds used to provide residential rental property for
family units.

Subtitle G—Excise Tax Provisions

. Imposition of excise tax on manufacture or importation of pipe tobacco.
. Modification of distilled spirits tax credit for flavors content.

Subtitle H—Other Revenue Increase Provisions

. Increase in penalty for bad checks.

. Time for payment of tax on reversion of pension plan assets.
. Denial of deduction for certain residential telephone service.
. Partnership reporting of unrelated business taxable income.
. Options subject to wash sale rules.

. Interest charge on installment sales of certain property.

. Applications of net operating loss rules to stock acquired by an employee
stock ownershi n

p plan.
TITLE VI—OTHER SUBSTANTIVE REVENUE PROVISIONS

Subtitle A—Provisions Relating to Individuals

. Treatment of certain amounts paid to or for the benefit of an institution

of higher education.

. Nonrecognition of gain where one spouse dies before occupying new

residence.

. Meals on certain vessels and offshore oil platforms exempt from 80 per-

cent limitation on deduction for meals.

. Treatment of certain innocent spouses. .
. Interim treatment of certain amounts awarded to Christa McAuliffe

Fellows.

. Election to claim certain unearned income of child on parent's return.
. Jury duty pay remitted to an individual's employer allowed as a deduc-

tion in computing gross income.

. Business use of automobiles by rural mail carriers. .
. Exclusion from gross income for income from United States savings

bonds used to pay tuition and fees.

. Modification of additional exemption for student dependents.
. Principal residence capital gains exclusion.

Subtitle B—Provisions Relating to Accounting and Agriculture
. Amendments to uniform capitalization rules.

. Treatment of single purpose agricultural or horticultural structures.

. Treatment of property used in the farming business.

. Treatment of certain trees.

. One-year deferral of proceeds from live-stock sold on account of drought.
. Certain repledges permitted.

; “ﬁ;};&mm of indirect holdings through trusts under section 448 of the

. Disaster assistance act payments included in special rule for taxable year
of inclusion.

Subtitle C—Pensions and Employee Benefits

. Provisions relating to benefits under discriminatory plans.

4 Modjﬁc.acttisona of discrimination rules applicable to certain annuity
contracts.

Required distribution beginning date for governmental and church plans.

. Section 415 limitation for State and local plans.

. Minimum participation standards.

. Study of effect of minimum participation rule on employers required to

provide certain retirement benefits.

. Prohibition on collectibles not to include State coins.

. Application of fundings rules to multiple employer plans.

. Application of section 415 limitations to police and firefighters.
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Sec.ml.lmmto acquire employer securities.
Sec.MEﬂ'uhved-mdm 415 limitations of collectively bargained agree-

ments.
Sec. 6063. Treatment of pre-1989 elections for dependent care assistance under cafe-

tal plans.
Sec. 6066. Mhlmc:'fhﬁmdhmmdﬁwtmbdummfor
Sec. 6067. Speualrulnlhr spin-off rules to banks.
Sac.ﬂ)ﬁ'ﬂ Income averaging hlmmdmnmda]wmatemm

in employer reversion
Sec. Deﬁm'hmnl’putrhmemplnyuf purposes of section
Sauﬂﬂl&nﬂhhphmmpgmﬂd luvequahﬁa‘lmshor

deferred arrangements.
Sec. 6072. Study of treatment of certain technical personnel.
Sec. 6076. “mtdmmﬁmmfm

Sec. 60TT.

ann.lmbd payments.
Sec. Gﬂﬂ. urch self-funded death benefit plans treated as life insurance.
Sec. 6079. Treatment of settlements.

Sec. 6080. Variable contracts invested in government securities permitted.

Subtitle E—Excise Tax Provisions
Sec. 6101. Authmtyhprmihhhrmfwthevdmufmmhﬁdesrw

m of the excise tax on wine.
Sec. 6102. dnstﬁlnmtondmmmdmmsfnrrefundofgmlmem
Sec. 6103. Authority to exempt articles from excise tax on heavy trucks and trailers
Sec. 6104 Applieatinnul" m blende

" tax rate to TS,
Sec. 6105. Certain educational institutions exempt from user fees on permits for

industrial use of specially denatured distilled spirits.

Sec. 6106. Small procedures exempt from occupational tax on distilled spirits

Sec. 6107. payment of archery excise tax.
Sec. 6108. d‘nmefwemehngaut“nnglegmlatmrelabngtotheoﬂ

1 companies.
Sec. 6127. Election to be treated as qualified electing fund to be made by taxpayer.
Sec. 6128. Treatment of certain United States affiliate

Cari =
Sec. 61 'hmr.mnntofoertun Umledsulesohl@tmns possession banks
Sec. 6134. Treatment of certain gambling winnings received bybymnremdent aliens.
Sec. 6135, mwhwumw

Sec. 6136. Tax exemption for ENJEBI community trust fund.

Sec. 6137. Ammdmnslzmmu

&2%%%0(%0( United States t.

Sec. 6140. Treatment of certain awards by the district court of Guam.

Subtitle G—Estate Tax Provisions

Sec. 6151. Treatment of certain rents under section 2032A.
Sec. 6152. Clarification of treatment of joint and survivor annuities under Qtip

Subtitle H—Tax-Exempt Bond Provisions

Sec. 6176. Clarification of small issue bond definition of manufacturing facility.
6177. Rules applicable to tax and revenue anticipation bonds.
Sec. 6178. Amendment to mortgage bond purchase price regulations.
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Aprhcatmn of security interest test to bond financing of hazardous waste
ean-up activities.

Tax-exempt financing for certain rail facilities.

Rules relatm%to rebate on earnings on bona fide debt service fund.

Bonds issued by volunteer fire departments.

Disregard of pooled financings in determination of qualification for small
issuer exception.

Subtitle I—Provisions Relating to Exempt Organizations

Certain games of chance not treated as unrelated trade or business.

Purchase of insurance by cooperative hospital service organizations.

Cancellation of certain debts originated by or guaranteed by the United
States not taken into account in determlmng tax exempt status of cer-
tain organizations.

Determination of operating foundation status for certain purposes.

Subtitle J—Taxpayer Rights and Procedures

. Short title.

Parr I—Taxpaver RiGHTS

. Disclosure of rights of taxpayers.
. Procedures involving taxpayer interviews
. Taxpayers may rely on written advice of Internal Revenue Service.
. Taxpayer assistance orders.
. Basis for evaluation of Internal Revenue Service employees.
. Procedures relating to Internal Revenue Service regulations.
. Content of tax due, deficiency, and other notices.
. Installment payment of tax liability.
Assistan

t Commissioner for taxpayer services.
Part [I—LEvy AND LieN PrOVISIONS

. Levy and distraint.

w of jeopardy levy and assessment procedures.

. Administrative appea] of liens.

Part III—PrOCEEDINGS BY TAXPAYERS

Awarding costs and certain fees in administrative and court proceedings

Civil cause of action for damages sustained due to failure to release hen

Civil cause of action for damages sustained due to certain unauthorized
actions by internal revenue service.

Assessable penalty for improper disclosure or use of information by pre-
parers of returns.

Part IV—Tax Court JURISDICTION

. Jurisdiction to restrain certain premature assessments,

. Jurisdiction to enforce overpayment determmahona.

. Jurisdiction to review certain sales of seized pro

. Jurisdiction to redetermine interest on deficiencies.

. Jurisdiction to modify decisions in certain estate tax cases.

Subtitle K—Other Administrative Provisions

. Exchange of information.

. Provisions relating to preuously required studies.

. Repeal of secretarial authority to prescribe class lives.

. Amendments related to Crude Oil Windfall Profit Tax Act of 1980.

Subtitle L—Provisions Relating to Corporations and Personal Holding Companies
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62176,
6271,
6278,
6279.

6280,
6281,

6282.

Authority to pay refunds to certain fiduciaries of insolvent members of

affiliated groups.
Application of net operating loss limitations to bankruptcy reorganiza-

tions.

Apflication of section 7503 of 1986 Code for purposes of section 10222(b)
of Revenue Act of 1987.

Interest earned by brokers or dealers not taken into account as personal
holding company income. .

Treatment of certain bank holding companies.

Authority to waive appraisal requirement for certain charitable contribu-
tions pro%erty.

Distributions by cooperative housing corporations.



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3347

Subtitle M—Miscellaneous Provisions

Sec. 6301. leofllmltonlong-termhonds

Sec. 6302. One-year extension of credit for producing fuel from a nonconventional
source.

Sec. 6303. Certain discharge of debt income not included in adjusted book income.

Sec. 6304. Nonconventional fuels credit.

Sec. 6305. Treatment of certain family services providers.

TITLE VII—RAILROAD UNEMPLOYMENT AND RETIREMENT PROGRAMS

Sec. T001. Short title.
Sec. 7002. References to Railroad Unemployment Insurance Act.

Subtitle A—Financing Provisions
Sec. 7101. Amendments relating to definition of “‘compensation™.
Contribution adjustments.

Sec. T102.
Sec. 7103. Administrative

report.
Sec. T106. Amndmhlel&ng:;mkudunempluymt repayment tax.
Sec. 7108. Ommrexmdughmtﬁrﬁhngmby&mmmwnmlbﬂ-
road Retirement Reform.

Subtitle B—Benefit and Other Adjustments

T201. Waiting period for benefits and benefit increases.

T202. Qualifying condition.

7203. Increase in maximum permitted subsidiary remuneration.
Subtitle C—Retirement Act Amendments

7301. Additional lump sum payment in certain cases.
Sec.MDahhmoflad erson service as a disqualification.
Sec. 7303. Earnings of annuitants.

Sec. T304. Allowance of credit for military service.

TITLE VII-AMENDMENTS RELATING TO SOCIAL SECURITY ACT
PROGRAMS

Subtitle A—Old-Age, Survivors, and Disability Insurance and Related Provisions

Sec. 8001. htﬂlmdmbduybemﬁhmmofdehgedﬁmldmmm

Sec. 8002. of earnings test in year of individual’s death.

Sec. 8003. of reduction in windfall benefits.

Sec. 8004. Denial of benefits to individuals deported or ordered deported on the
Wmorﬂo'{? ml.mu with the Nazi Government of Germany during

ar

Sec. 8005. Modifications in the term of office of public members of the board of

. m«r?rmmmymm

Sec. 8007. ﬂn:nptm&nmmalmntyﬁremploymnndmploymwhnm

certain religious faiths.

Sec. 8009. of social account number as a condition for receipt
Bﬁnuumnt secunty
kml&mtmdmdemhr tion to establish entitle-
for certain reduced widow'’s and s benefits.
Benmn.(}l.luﬂaﬁmdthewi:ﬂﬁﬂlnrnﬁtmmmtbnodmmm
amounts payable in the first month of concurrent entitlement rather
than concurrent eligibility.
Sec. 8012. Consolidation of reports on continuing disability reviews.
Sec. 8013. Exclusion of employees separated from nt before January 1,
l!ﬂB&ommlemdudmgaawagu under FICA certain pay-
for group-term life insurance.
Sec.wltamﬁuhm: of applicability of Government pension offset to certain Fed-

&c.&l&AmmdmmhhmlmmmalmntymdFadenl
t.

Sec. 8016. Technical corrections in OASDI provisions.
Sec. 8017. Certain cash wages paid to seasonal agricultural laborers excluded from

coverage.
Sec. 8018. Certain employer pension contributions not included in FICA wage base.
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Reports regarding certain disability-related benefits.
Subtitle B—Public Assistance Provisions

Extlension of prohibition against implementation of certain proposed reg-

ulations.

Review of policy rning use of AFDC funds to meet emergency needs
of families eligible for AFDC thruugh emergency assistance or special
needs payments reﬁo

Dis using auslstanee payments in determining income
an resources under SSI program.

Foster care independent living initiatives.

Technical corrections to Family Support Act of 1988.

Subtitle C—National Commission on Children
Delay in reporting date for National Commission on Children.

Subtitle D—Unemployment Compensation
Self-employment demonstration project.

Subtitle E—Medicare and Medicaid
Part I—Provisions RELATING T0 PART A oF MEDICARE

Extension of dlsg:?omonate share provisions.

Maintenance of debt collection policy.

Application of m‘a_fe indices in case of areas affected by section 4005(aX1)
of OBRA of 198

Demonstration projects with respect to chronic ventilator-dependent
units in hospitals.

Election of personnel policy for PROPAC employees.

PARrT II—RELATING TO PARTS A AND B oF MEDICARE PROGRAM

Elimination of waivers of 50:50 rule for HMO enrollment.
ncrease in authorization for the patient outcome assessment research

program.
Delay in reporting deadline for the United States Bipartisan Commission
on Comprehemﬁm Health Care.

ParT III—Provisions RELATING TO PART B oF MEDICARE

Budget neutrality adjustment for certified registered nurse anesthetists.
Coverage of psychologists’ services when provided off-site as part of a

treatment plan..
Nonapplication of certain requlmments to physical therapists in inde-
Fiactions of physiei :

ons of pl ian payment review commission.

Moratorium onﬂ:J y'me ent demonstration extended.
Study of trip fees for cluncal tories.

Part IV—Provisions RELATING TO MEDICAID

Delay in issuance of final regulations concerning the use of volunta
::T;tcrﬁbutwnsd:nd provider-paid taxes by Stggeu to receive Federg
i

8432. Medicaid long-term care waiver p

8433.
8434.

rogram.
Extension of time period for submission of correction and reduction plans
for certain intermediate care facilities for the mentally retarded.
Correction relating to medicare buy-in.

8435. Clarification of Federal financial participation for case-management serv-

8436,

ices.
Determination of premium amounts for extended medical assistance.
TITLE IX—TRADE PROVISIONS

. Trade technical amendments.

9002. Foreign trade zones.

9003. Report on the small business innovation research

program.
9004. Extension of certain existing suspensions of duty and duty reductions.

TITLE X—MANASSAS NATIONAL BATTLEFIELD PARK

10001. Short title.

10002. Addition to Manassas National Battlefield Park.
10003. Visual protection.

10004. Highway relocation.
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TITLE I-TECHNICAL CORRECTIONS TO  Sorporations.
TAX REFORM ACT OF 1986

SEC. 1001. AMENDMENTS RELATED TO TITLE 1 OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 101 OF THE REFORM AcCT.—

(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".

t_1(12)(.1§)Sﬁct.m'n531«)f'l'.he 1986 Code i1s amended to read as
ollows:

“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
section532,anaccumulatedeamingstaxequalto28pereentofthe
accumulated taxable income.”

(B) The amendment made by subparagraph (A) shall apply to 26 USC 531 note.
taxable years after December 31, 1987. Such amend-
mentshallnotbetteahedasachangemarateoftaxfor
purposes of section 15 of the 1986 Code.

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

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

(1) Paragraph (5) of section 63(c) of the 1986 Code is

(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)}1XCXi) 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(cX5XA) plus the additional standard deduction
(if any) to which the individual is entitled, or".

(3XA) Subparagraph (A) of section 62(aX2) 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 determin.ative of whether or not the
preceding sentence ap

(B) Paragraph (2) olP 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
expenditures relating to an office described in the preceding
sentence which, if incurred by the individual, would be allow-
able as a deduction under section 162(a).”
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(c) AMENDMENT RELATED TO SECTION 111 OoF THE REFORM AcCT.—
Fs}nlragraph (3) of section 32(i) of the 1986 Code is amended to read as
ollows:

“(3) RounpiNGg.—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 in-
creased to the next higher multiple of $10).”

Fellowships and (d) AMENDMENTS RELATED TO SECTION 123 OF THE REFORM ACT.—

scholarships. (1XA) Clause (ii) of section 4941(d¥2XG) of the 1986 Code is

E:ﬁg;g and 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 section
170(b)1XAXii),”.

(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 educational
organization described in section 170(b)1)}AXii),”.

Aliens. (2XA) 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 withheld
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 Nationality
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(bX1)XAXii), granted by—

“(A) an organization described in section 501(cX3) 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
commission created or continued pursuant to the Mutual
Educational 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
Columbia,

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 amended—

(i) by a’trl]unq out “section 1441(bX1) or (2)”’ and inserting
in lieu thereof ‘““the second sentence of section 1441(b)""; and

(i) by striking out “(F) or (J)” each Plaee it appears and
inserting in lieu thereof “(F), (J), or (M)".
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(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(eX1).
(iii) Section 3306(c)(19).

(D) d(iogl%se (m section gTOI(bXS)(E) (l%f thed1986 Code is
amen striking out “su " and inserting in
lieu thereof “subparagraph (F) ‘}:Ia'r (ﬁ;’?p ¢

(E) Section 210(5)(?&?0? the Social Security Act is amended by 42 USC 410.
striking out “(F) or (J)” each place it appears and inserting in
lieu thereof “(F), (J), or (M)”.

(e) AMENDMENT RELATED TO SECcTION 131 OF THE REFORM AcT.—
Subsection (f) of section 86 of the 1986 Code is amended by inserting
;;anrci:; at thetgnd of paragr:l(); 3), by strikin};g(sut paragraph (4), and

y redesignating paragrap as paragrap L

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

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

“(f) CoornmnaTioN WiTH OtHER LiMmiTaTioN.—This section shall be
applied before the ag lication of the dollar limitation of the last
sentence of section 1 g(a) (relating to trade or business expenses).”

(2) Paragraph (4) of section 6T(b) of the 1986 Code is
amended—

(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 Apjustep 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
66‘1‘(2) the deductions allowable under sections 642(b), 651, and

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

(4) Sugsection (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),”.
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(2) Paragraph (2) of section 274(k) of the 1986 Code is amended
to read as follows:

“(2) Exceprions.—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-
ions.

(3) Clause (ii) of section 274(mX1XB) of the 1986 Code is
amended to read as follows:

“(ii) any expense described in paragraph (2), (3), (4),
(7), (8), or (9) of subsection (e).”.
(4XA) Paragraph (2) of section 274(n) of the 1986 Code is
amended—
(i) by striking “or” at the end of subparagraph (C),
(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
Izsl';i{regf' “section 217 (determined without regard to section

n))":
(i) Section 3121(a)X11).
(ii) Section 3306(b)9).
(iii) Section 3401(a)(15).

42 USC 409. (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”.

Housing. (h) AMENDMENTS RELATED TO SECTION 143 OF THE REFORM AcCT.—
(1) Paragraph (5) of section 280A(c) of the 1986 Code
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(cX5XB) of the 1986 Code is
amended by striking out “trade or business” and inserting
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 AcCT.—
(1) Subsection (d) of section 1250 of the 1986 Code is amended
by striking out paragraph (11).
26 USC T701. (2) Subparagraph (B) of section 201(dX14) of the Reform Act is
amended by striking out “section 168(c)X2XF)” and inserting in
lieu thereof “within the meaning of section 168(cX2XF)".
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(3) Paragraph (4) of section 312(k) of the 1986 Code is amended
by stnkmg out aragraphs (1) and (3)” and inserting in lieu
thereof “paragraph (1),

(4) Paragraph (4) of section 46(e) of the 1986 Code is
amended—

(A) by striking out “16 )(6)" in subparagraph (B) and
inserting in lieu thereof 68(IX3)
(B) by striking out Ihs (8) and (9) of section
1680)” in subparagraph (D) and inserting in lieu thereof
a%raphs (5) and (6) of section 168(h)”,
striking out “168(3)” in aubparagraph (E) and
rting in lieu thereof “168(h)”, an
(D) by striking out “168(jX4)” m subparagraph (E) and
inserting in lieu thereof “168(h)2)

(5) Clause (i) of sectlon 168(d)(3)(A) of the 1986 Code is
amended by striking out “and which are”

(6XA) 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 (), by striking
out the Penod at the end of clause (ii) and inserting in lieu
thereof “, or”, and by adding at the end thereof the follow-
ing new clause:
“(m) any property to which this section (as amended
the Tax ﬁeform Act of 1986) applied in the hands of
e transferor.”

(B) Paragraph (5) of section 168(f) of the 1986 Code is amended

by adding at the end thereof the following new subparagraph:
“(C) SpeciaL rULE.—In the case of any property to which

this section would apply but for this pa hg‘raph the depre-
ciation deduction under section 167 s! be determmed
under the provisions of this section as in effect before the
?éléendments made by section 201 of the Tax Reform Act of

(TXA) Subparagraph (A) of section 168(i)X7) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “In any case where this section as in effect before the
amendments made by section 201 of the Tax Reform Act of 1986
applied to the property in the hands of the transferor, the
reference 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)X7) of the 1986 Code is
amended to read as follows:

“(B) TRANSACTIONS COVERED.—The transactions described
in this subparagraph are—
“(i) any transaction described in section 332, 351, 361,
371(a), 3'?4(&}, 721, or 731, and
(i) 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 termi-
nation of a partnership under section T08(b)1XB).”
x {r?b Subparaegdraph (D) of section 168(i)7) of the 1986 Code 1s

e
8 gubparag‘mph (B) of section 168(hX2) of the 1986 Code is
amended to read as follows:
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“(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 nt 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 controlled
foreign corporation in which such income was derived.
For purposes of the preceding sentence, any exclusion or
exemption shall not apply for purposes of determining the
amount of the gross income so derived, but shall apply for
purposes of determining the portion of such gross income
subject to tax under this chapter.”

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

(10) Subparagraph (A) of section 280F(dX3) of the 1986 Code is
amended by striking out “any recovery deduction” and insert-
ing in lieu thereof “any depreciation deduction”.

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

“42) 150 PERCENT DECLINING BALANCE METHOD IN CERTAIN

cAses.—Paragraph {1] shall be applied by substituting ‘150 per-
cent’ for 200 percent’ in the case of—
“(A) any 15-year or 20-year property, or
“(B) any property (other than property described in para-

graph (3)) with to which the taxpayer elects under
paragraph (5) to have the provisions of this paragraph
apply.”

(B) Paragraph (5) of section 168(b) of the 1986 Code is amended
by striking out “under ph (3XC)” and inserting in lieu
thereof “under paragraph (2XB) or (3XC)".

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

“(c) AprricaBLE REcoverY PEriop.—For purposes of this section—

“(1) In ceNEraL.—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-year property years
5-year property 5 years
T-year property 7 years
10-year property 10 years
15-year property 15 years
20-year property 20 years
Residential mt.glrufroperty 21.5 years
Nonresidential property. 31.5 years.

“(2) PROPERTY FOR WHICH 150 PERCENT METHOD ELECTED.—In
the case of property to which an election under subsection
(bX2XB) a Eplles, the applicable recovery period shall be deter-
mined under the table contained in subsection (gX2XC).”
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(12) Clause (i) of section 56(a)N1XC) of the 1986 dee. is
amended 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 “DEPRECIA-
TION DEDUCTION".

(14) Paragraph (5) of section 48(a) of the 1986 Code is
amended— )

(A) by striking out “168(G)X4XC)” and inserting in lieu
thereof “168(h)2)C)”,

(B) by striking out “168(j(4)AXiii)” and inserting in lieu
thereof “168(h)}(2)AXiii)”,

(O) by striking out “168(j}4XB)”’ and inserting in lieu
thereof “168(h)(2XB)”,

1(6131 h)gw striking out “168(j}(6)”’ and inserting in lieu thereof
“ ix )H'

(E) by striking out “168()X3)CXii)” and inserting in lieu
thereof “168(h)}1)XCXii)"”,

(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)X3) 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
“1%%)(};(31 is’!:ril;ing out “168(g)2)” and inserting in lieu thereof

1 .

(16)XA) Subsection (s) of section 48 of the 1986 Code is amended
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)X1)).”

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

“(4) SounND 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
amended—

(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
inserting in lieu thereof “168(e)”,

19-194 O—91—Part 4——13: QL 3
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(C) by striking out “168(f)(3XB)” and inserting in lieu
thereof “168(fX3)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 amended
by striking out “section 48(c)8)XC)"” and inserting in lieu thereof
“section 46(c)8XC)".

(19) Paragraph (1) of section 179(d) of the 1986 Code is amend-
ed 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)3XB) 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(1X3)G) of the 1986 Code is
amended by striking out “section 168(e)(3)C)” and inserting in
lieu thereof “section 168(i1}9)B)”.

(23)(A) Subparagraph (B) of section 168(dX3) 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(dX3)B) of the 1986 Code (as added
by subparagraph (A)) shall apply to taxable years beginning
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 thereof
“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
i.nselrting in lieu thereof “to which section 168 does not
apply”.

(26)XA) Subparagraph (E) of section 47(a)(5) of the 1986 Code is
amended b?v adding at the end thereof the following new clause:

‘(vJ TREATMENT AS RECOVLRY PROPERTY.—Any ref-
erence 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.
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(C) Clause (iii) of section 47(aX5)E) of the 1986 Code is amend-
ed 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}4XC)” and inserting in
lieu thereof “section 168(h)2)”.

(28) Clause (i) of section 4T(dX3XC) of the 1986 Code is
amended—

(A) striking out “present class life (as defined in
section 168(gX2))”’ and inserting in lieu thereof ‘“‘class life (as
defined in section 168(iX1))”’, 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 amended

y striking out “recovery property (within the meaning of
section 168)” in the material following subparagragh (G) and
inserting in lieu thereof “property to which section 168 applies”.

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

. (31:3|:nbaact.ion (d) of section 167 oé' ttl_'leehQSB Code is ?géendeg

y striking out “recovery property defin in section 168" an
inserting in lieu thereof “property to which section 168 applies”.
(b) AMENDMENTS RELATED TO é::'non 202 or THE REFORM ACT.—

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

*(3) LIMITATION BASED ON INCOME FROM TRADE OR BUSINESS.—

“(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 ate amount of taxable income of the taxpayer for
such taxable year which is derived from the active conduct
l;glthe taxpayer of any trade or business during such tax-

e ;

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

“(i) the aggrﬁate amount disallowed under subpara-
graph (A) for all prior taxable years (to the extent not
previously allll)uwed as a deduction by reason of this
sul ph), or

“(ii) the excess (if any) of—

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

“(IT) 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 “sul ions (a) and (b), and the limitation of
paragraph (3) of this subsection,”.
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Real property. (c) AMENDMENTS RELATED TO SECTION 203 OF THE REFORM AcCT.—
26 USC 168 note. (1) Subparagraph (B) of section 203(a)X1) 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
amended—

(A) by striking out “the case of any taxable year” and
inserting in lieu thereof ‘“‘the case of any taxable year
beginning before October 1, 1987"”, and

B) hzrhddmg at the end thereof the following new sen-
tence: sentence shall only apply to property
wlu;:h:muld be taken into account if such amendments did

26 USC 168 note. 3) Notmthstandmg 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
affiliated 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
section 204, subparagraph”.

(6) Clause (i) of section 203(bX2XC) 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 subrara-
graph (A) “(or would have met such requirements if pla
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
calendar year) which includes January 1, 1987, for purposes
of applying the amendments made by section 202 to prop-
erty placed in service during such taxable year and after
December 31, 1986—

“(i) the limitation of section 179(bX1) of the Internal
Revenue Code of 1986 (as amended by section 202) shall
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be reduced by the aggregate deduction under section
179 (as in effect on the day before the date of the
ﬁ;ctment of tlh:egax ReformdAc_t of 1915,51(52;;?:;b sl:ection
rty placed in service suc e year

and before January 1, 1967, . -

“(u} the limitation of section 179(bX2) of such Code (as
so amended) shall be applied by taking into account the
cost of all section 179 dproperty placed in service during
such taxable year, an

“(iii) the limitation of section 179(b)X3) 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 {:&pe placed in service during such taxable

year and anuary 1, 1987.”
(d) AMENDMENTS RELATED TO SECTION 204 OF THE REFORM AcCT.—
(1) Subparagraph (B) of section 204(aX1) of the Reform Act is 26 USC 168 note.
amended by 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
following new clause:

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

(2) Subparagraph (C) of section 204(a)X1) of the Reform Act is
amended by striking out the last sentence and inserting in lieu
thereof the following:

For p of this subparagraph, section 203(b)2) shall
be a phg fsubstltutmg ‘January 1, 1994’ for ‘January 1,
1991 each place it ap tpearau

(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 subparagra h, sec-
tion 203(b)2) shall be a%plwd by subatltutmg ‘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 “subparagra

(B) by st 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
subclause (I) thereof and inserting in lieu thereof the
following:
“A project is also described in thm 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 (bX2)” and inserting in
lieu thereof “section 203(b)2)”, and
“133)8’13}' striking out “1993” and inserting in lieu thereof

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

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

‘(4) PROPERTY TREATED UNDER PRIOR TAX ACTS.—The amend-
ments made by section 201 shall not apply—
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“(A) to property described in section 12(cX2) (as amended
by the Technical and Miscellaneous Revenue Act of 1988),
31(g)5), or 31(g)1TXJ) of the Tax Reform Act of 1984,

“(B) to property described in section 209(dX1)XB) of the
Tax Equity and Fiscal Responsibility Act of 1982, as amend-
ed 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
inserting in lieu thereof “supercalendered”,

(C) by striking out “were incurred” in clause (i) and
inserting in lieu thereof “was incurred”, and
( )(D} by inserting “the project” before “involyes” 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
subparagraph:

“(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
Wisconsin; 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
network.”

(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

ingsport, 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—
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(A) by striking out ‘“Kansas, Florida, Georgia, or Texas”
in subparagraph (A) and inserting in lieu thereof “the
United States”,

(B) by strikin% out “the fpmrr.-]'ume” 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 stri.kiniout the period at the end of subparagraph
(E) and msertmg in lieu thereof a comma, and by inserting after
sub aph (E) the following:

“(F) the project has a planned scheduled capacity of
ai)proximately 38,000 kilowatts, the project property is
placed in service before January 1, 1991, and the project is
operated, established, or constructed pursuant to certain
agreements, the negotiation of which began before 1986,
with public or municipal utilities conducting business in
Massachusetts, 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(bX2)(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) b,y adding “located in New Mexico” after “to a

roject”,
4 ) by striking out “$72,000” and inserting in lieu thereof
“572,00%,000”, and
(C) by striking out the last sentence and inserting in lieu
I thereopomthe:ig liﬁ\_wing: h, section 203(bX2) shall be

or pur is agraph, ion a
plied Il:y substituting ‘Jggflary ?, 1996’ for ‘January 1, 1991’ eac];
place it appears.”

(15) Paragr:J)h (24) of section 204(a) of the Reform Act is
amended by adding at the end thereof the following new sub-
paragra%hs:

“(E) The amendments made by section 201 shall not apply

to the Muskegon, Michigan, Cross-Lake Fe project
having a projected cost of ag:froximately $7,200,0r63.

“(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 204(a) of the Reform Act is
amended—

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

(B) in subparagraph (C)—

26 USC 168 note.

Energy.

Utilities.

Oklahoma.

New Mexico.
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(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”’,
(© m subparagraph (D), by striking out “and T7th
Avenue”, and
(D) in sub aph (H), by striking out “$62,000” and
inserting in lieu thereof “$62 000",
26 USC 168 note. (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 res to which a letter of intent was
executed on March 26, 1986.

In the case of the building described in subparagraph (I), section
203(bX2)A) shall be agj hed by substituting ‘J anuary 1, 1993’ for
the applicable date which would otherwise apply.”

(19) Paragraph (31) of section 204(a) of the Reform Act is
amended b stnkmg out “$10,200,000” and inserting in lieu
thereof“$lg

(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 st out “on Ju]y 3, 1985” and inserting in
lieu thereof “in Jul 1985 *
(C) in sub

ph
(i) by striking out “$2 200,000” and inserting in lieu
thereof “$5,000,000",
(ii) by stnkmg out “on January 27, 1986” and insert-
ing “in 1986", and

Pennsylvania. (iii) by inserting “in Masontown, Pennsylvania,”
D?fger “plan:lmg b h (K d foll.
( y amen subparagraph (K) to read as follows:
m “(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
respect to such plant by substituting ‘January 1, 1995’ for
‘January 1,1991"),”,

(E) in subparag‘raph (L), by inserting “in connection with”
after “housing”,

(F) by mrn.cmdm%1 subparagraph (M) to read as follows:

“(M) property which is part of the Kenosha Downtown
Redevelopment Project and which is financed with the
proceeds of bonds issued pursuant to section 1317(6XW),”,
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(G) in subparagraph (0), by striking out “New Orleans, Florida.
Louisiana” and inserting in lieu thereof “Pensacola, Flor-
ida”, 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 out “on December 31, 1985” and
inserting in lieu thereof “by December 31, 1985”.
(21) Sub J)h (T) of section 204(a)X82) of the Reform Act 26 USC 168 note.
is amend as follows:
“T) a port:lon 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) Suhparagraph (U) of sectxon 204(aX32) of the Reform Act
is amended by striking out “placed in service” and inserting in
lieu thereof “constructed”.
(23) Subparagraph (X) of section 204(aX32) of the Reform Act
is amended by striking out “the home rule city and the State
housing finance agency cy adopted inducement resolutions on
December 20, 1985" and inserting in lieu thereof ““the home rule
city on December 4, 1985, and the State ho finance agency
on December 20, 1985, adopted inducement resolutions”.
(24) Subpa:agraph (C) of paragralph (83) of section 204(a) of the Energ.
Reform Act is amended to read as follows: New Hampehire.
"(C)(z) a waste-to-energy project in Derry, New Hamp-
shire, costing approximately $60,000,000, an
“(ii) a waste-to-energy project in Manchester, New Hamp-

shire ﬁmxmtely $60,000,000,”
(25) Paragraph (33) of section 204(a) of the Reform Act is
amended by striking out “and” at the end of sub ph (J),

by stnkmg out the penod at the end of subparagraph (K) and
in lieu thereof “, and”, and by inserting after subpara-
) the following:

‘ ‘(L) a cogeneration facility to be built at a paper company Massachusetts.
in Turners Falls, Massachusetts, with respect to which a
letter of intent was executed on behalf of the paper com-

2£any on September 26, 1985.”

Subaectmn (a) of section 204 of the Reform Act is amended
t the end thereof the following new paragraphs:
"(34) e amendmemts made by section 201 shall not apply to
an approximately 240,000 square foot beverage container manu-
facturing plant !ocat.ed in Batesville, M.msmppl. or plant equip-

) o L o o s o o ed hyikia
a 2-year supply con was signed by the taxpayer

and a customer on November 1, 1985,

“(B) such contract further obhmted the customer to pur-
chase beverage containers for an additional 5-year period if
w signs of construction of the plant are present

September 1986,
19‘8'({.!) ground cleanng for such plant began before August

‘D) construction is completed, the equipment is in-
stalled, and operations are commenced before July 1, 1987.
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“(35) The amendments made by section 201 shall not apply to
any property which is part of the multifamily housing at the
Columbia Point Project in Boston, Massachusetts. A project
shall be treated as not described in the preceding sentence and
as not described in section 252(fX1)D) unless such project in-
cludes at substantially all times throughout the compliance
period (within the meaning of section 42(i)X1) 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-
Ommer:lded contract changes required a change of contrac-
tor, an

“(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
maximum 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

“(A) a $28,000,000 wood resource complex for which
construction 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 commit-
ted before June 15, 1986,

“(C) a mixed income housing project in Portland, Maine
which is known as the Back Bay Tower and which is
expected 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
adopted 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
(llg g&hich began under a contract entered into on March 26,

‘“(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
facility in Rosemont, Minnesota from 137,000 to 207,000
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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
flélseergy Regulatory Commission was received on March 11,

“(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 1, 1988, and such facility is located in or near Moncure,
North Carolina.”

(27) Subsection (b) of section 204 of the Reform Act is amended 26 USC 168 note.
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 Pennsylvania.
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 inserting
in lieu thereof “(or, in the case of a project described in
subparagraph (B), by substituting ‘April 1, 1992’) for the
applicable date”,

(B) by striking out “before April 1, 1986” in subparagraph
(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),
section 203(b)(1XA) shall be applied by substituting ‘April 1,
1986’ for ‘March 1, 1986’ and section 49%(eX1XB) of the Internal
Revenue Code of 1986 shall not apply.”

(80XA) 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
grnégj t\:ith respect to $9,329,000 of regular investment tax

“C) The Southeast Overtown/Park West development,
Flon’t:la, 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.
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“(F) $1,561,215 of investments by Standard Telephone
Company.

“(G) Five aircraft anwed 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.”

26 USC 168 note. (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
individually 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 onl with respect to $20,500,000 of investments.

e aircraft of Continental Aviation Services with a
cost of approximately $15,000,000 that was purchased
pursuant 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(aX33) 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 suhparag‘raph (C), and
) C§C) by redesignating subparagraph (D) as subparagraph

(34) Subclause (II) of section 204(a)X5)JXii) 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
conversion of existing facilities to produce new
models of a vehicle not currently produced in the
United States, such facilities will be placed in serv-
ice by July 1, 1987, and such Board action occurred
in July 1985 with respect to a $602,000,000 expendi-
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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  Alaska.
plant facility on Alaska’s North Slope which is placed in
service before Janu 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,

““(i1) 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 attrib-
utable to the regular investment credit (as defined in subsection
(eX5XB)—

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

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

(2) Subparagraph (B) of section 49(cX4) of the 1986 Code is
amended to read as follows:

“{B) NOo 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 garagraph (2)) an
amount equal to the amount which bears the same
ratio to the carryforwards from such taxable year
(determined without regard to this clause) as—

‘/I) the applicable percentage, bears to
“(II) 1 minus the applicable percentage.”

(3) Clause (i) of section 49(cX5)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 26 USC 49 note.
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 :!une 30, 1987, and to amounts carried to such taxaple
years.

(5) Paragraph (4XA) of section 211(e) of the Reform Act is
amended—
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(A) by striking out “Paragraphs (c) and (d) of section 49 of
the Internal Revenue Code of 1954 and inserting in lieu
thereof “Subsections (¢) and (d) of section 49 of the Internal
Revenue Code of 1986, and
“1(938)5,13}' striking out “1935"” and inserting in lieu thereof

(6) Paragraph (4)XB) of section 211(e) of the Reform Act is
amended by striking out “shall be treated as transition prop-
erty” and inserting in lieu thereof ‘“shall be treated as transi-
tion property and subsections (c) and (d) of section 49 of such
Code shall not apply to such propert{”.

(T) 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
transition property within the meaning of section 4%e) of
the Internal Revenue Code of 1986.

“(D) For purposes of section 49 of such Code, the following
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 contract
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 the shipbuilder descri 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 gorl:ion of the cost of each ship which
does not exceed $40,000,000.

“(iii) Property placed in service during 1986 by Sat-
ellite Industries, gnc., with headquarters in Minneapo-
lis, Minnesota, to the extent t the cost of such

rosperty does not exceed $1,950,000.

“(]g) ubsections (c) and (d) of section 49 of such Code shall
nA%i g.pply to property described in section 204(aX4) of this

(8XA) Subsection (d) of section 38 is amended to read as
follows:

“(d) OrpeERING RULES.—For purposes of sections 46(f), 47(a), 196(a),
and any other provision of tﬂiﬂ

title where it is necessary to as-

certain the extent to which the credits determined under any
section referred to in subsection (b) are used in a taxable year or as a
carryback or carryforward—

“(1) IN cENERAL.—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)
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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.

“{133} REDITS NO LONGER LISTED.—For purposes of this sub-
section—

“(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, (relatizF 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)(2XE), as in effect on the day before the date of the
enactment 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 26 USC 38 note.
taxable years beginning after December 31, 1983, antf to
carrybacks from such years.

(f) AMENDMENTS RELATED TO SECTION 212 OF THE REFORM AcCT.—

(1) Paragraph (2) of section 212(f) of the Reform Act is 26 USC 38 note.
amended by striking out so much of such paragral;fh as precedes
subparagraph (A) and insert in lieu thereof the following:

“(2) SpeciaL RULE.—In the case of the LTV Corporation, in
lieu of the requirements of par ph (1)—".

(2) Subclause (I) of section 215:1)(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
otherwise 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
overpayment resulting from the application of this section.

(5) Subparagraph (B) of section 212(g)2) of the Reform Act is
amended by striking out "determinedg under” and inserting in
lielé t!}ereof “determined for periods before January 1, 1986,
under .

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

“(3) In the case of a qualified corporation, no offset to any
refund under this section may be made by reason of any tax
imposed by section 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 AcCT.—
Subparagraph (B) of section 213(e)2) of the Reform Act is amended 26 USC 38 note.
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y striking out “determined under” and inserting in lieu thereof
determmed for periods before January 1, 1986, under”.
(h) AMENDMENTS RELATED TO SECTION 231 OF THE REFORM AcCT.—

(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
exceeds 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)X5SXCXiXIVXc) 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 3(f)” and inserting in lieu
thereof “section 41(f)".
A(i) AMENDMENTS RELATED TO SECTIONS 241 AND 242 OF THE REFORM
CcT.—

(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 ExpenpITURes Nor DEpRe-

LE.—

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

‘(2) TRADEMARK OR TRADE NAME EXPENDITURE.—For purposes
of this subsection, the term ‘trademark or trade name expendi-
ture’ means any expenditure which is directly conn with
the acquisition, protection, expansion, registration (Federal,
State, or foreign), or defense of a trademark or trade name.”

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

“Any railroad grading or tunnel bore 50 years.”

(BXi) Paragraph (3) of section 168(b) of the 1986 Code is
amended by redesignating subparagraph (C) as subparagraph
(D) and by msertmg 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 “(3XC)”
and inserting in lieu thereof “(3XD)”.

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

“(4) RAILROAD GRADING OR TUNNEL BORE.—The term ‘railroad
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 road—
bed or right-of-way for railroad track.”
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(D) Paragraph (2) of section 168(d) of the 1986 Code is
amended by striking out “and” at the end of subparagraph (A),
by inserting “and” at the end of subparagraph (B), and by
'mserﬁing after subparagraph (B) the following new subpara-
graph:

“(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
residential rental property” and inserting in lieu thereof “resi-
dential 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
following new item:

“{iv) Any railroad grading or tunnel bore ..., 50 years."”

(G) Subparagraph (E) of section 168(iX(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, an
“(I1I) clause (ii) of subparagraph (D) shall not apply.”
(H) The table contained in subparagraph (A) of section
467(eX3) 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
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 subparagra oh:

IG‘B‘EF))( :):)1?: railroad grading or tunnel bore (as defined in section
e
(j) AMENDMENTS RELATED TO SECTION 243 OF THE REFORM AcCT.—

(1) Section 243 of the Reform Act (related to deduction of bus 26 USC 165 note.
and freight forwarder operating authority) is amended by
redesignating subsection (d) as subsection (e) and by inserting
after subsection (c) the following new subsection:

“(d) AppLicaTION OF SEcCTION 334(bX2).—For purposes of subsec-
tions (a) and (b), the reference to section 334(bX2) in section
266(c)X2)AXii) 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(bX2) of the
Reform Act is amended by striking out ““ro BEGIN 1IN 1987".

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

(1) Paragraph (2XB) of section 251(d) of the Reform Act is 26 USC 46 note.
amended by striking out clause (i) and redesignating clauses (ii)
and (iii) as clauses (i) and (ii), respectively.

(2) Subparagraph (P) of section 251(dX3) of the Reform Act is California.
amended by striking out “San Francisco” and inserting * lieu
thereof “San Jose, California”.

(3) Paragraph (4) of section 251(d) of the Reform Act is
amended—
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(A) by striking out “Lakeland marbel Arcade” in
subparagraph (K) and inserting in lieu thereof “Marble
Arcade office building”,

((113) by striking out “and” at the end of subparagraph (Y),
an

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

State listing. “(Z) the Bigelow-Hartford Carpet Mill in Enfield,
Connecticut,

“(AA) properties abutting 125th street in New York
County from Tth 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,

p: “(DD) any project described in section 204(a)(1XF) of this

ct,

‘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,

“l(:LL) Stewarts Rehabilitation Project, Louisville, Ken-
tucky,

“(MM) Bernheim Officenter, Louisville, Kentucky,

“(NN) Springville Mill Project, Rockville, Connecticut,
and

“(00) the D.J. Stewart Company Building, State and
Main Streets, Rockford, Illinois.”

26 USC 46 note. (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
FRANKFORD ARSENAL.—In the case of any expenditures paid or
incurred 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
bﬁ illmde 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,
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“(ii) no interest under section 6611 of the 1986 Code
- Pl g B v B
utable to thi p id for period—

i inning 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,
t.henthetaxunpoaedby terlofsuchCodeforthe
taxpayer’s last taxable year in 1993 shall be
increased by the amount of the tax benefits by reason
of this paragraph which are attributable to the
expenditures not so paid or incurred.

“(7) SeeciaL RULE.—In the case of the rehabilitation of the District of
Willard Hotel in Waahmgtan, D.C, section 205(cX1XBXii) of the Columbia.
Tax Equity and Fiscal tyActof19825ha]1beap-
plied by substltutmg ‘1987’ fo ‘1986'

(5) Subparagraph (B) ol sectlon 251(dX3) of the Reform Act is 26 USC 46 note.
amended by striking out “Pontabla” and inserting in lieu
thereof "Ponta]ba"

(6) Subparagraﬂ 1 (T) of section 251(&)(4) of the Reform Act is

amended by out “Louisville” and inserting in lieu
thereof “Covi n”.
(1) AMENDMENTS TED TO SECTION 252 OF THE REFORM ACT.— Housing.
(1XA) Sub ph (A) of section 42(bX2) of the 1986 Code Contracts.
is amended by stri out “for the month” and all that follows

and inserting in lieu thereof “for the earlier of—
“() the month in which such building is placed in
service, or
“(ii) at the election of the mTayer—

“(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 allocated to such building, or

“(II) in the case of any building to which subsec-
tion (hX4XB) applies, the month in which the tax-
exempt obligations are issued.

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

(B) Clause (ii) of section 42(bX2XC) of the 1986 Code is
amended by stnkmg 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 sub h (A)”.

(2XA) Subparagraph (A) of section 42(cX2) of the 1986 Code Disadvantaged
(defining qualified low-income building) is amended to read as persons.
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 penod
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”.
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(B) Paragraph (1) of section 42(f) of the 1986 Code (definin,
credit period) is amended by striking out “beghming with” anﬁ
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
subparagraph (B), once made, shall be irrevocable.”
(3) Clause (ii) of section 42(dX2)D) of the 1986 Code is amended
to read as follows:
“(ii) SPECIAL RULES FOR CERTAIN TRANSFERS.—For pur-
of determining under subparagraph (BXii) when a
uilding 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 cflgnrt by reference to the
adjusted basis of such building in the hands of the
person from whom acquired,

“(ID 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 fore-
closure) of any purchase-money security interest
held by such person if the requirements of subpara-
graph (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 build-
ing is placed in service by such person after such
foreclosure.”
(4) Paragraph (3) of section 42(d) of the 1986 Code is amended
to read as follows:
“(3) ELIGIBLE BASIS REDUCED WHERE DISPROPORTIONATE STAND-
ARDS FOR UNITS.—
“(A) IN GENERAL.—Except as provided in subpara%raph
(B), the eligible basis of any building shall be reduced fy 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—
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‘I) the excess described in clause (ii) with re-
8 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
eligible basis of such building the excess described
in clause (ii) with respect to such unit.

“(i1) 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) Sub aph (A) of section 42(d)(5) of the 1986 Code is
amended ﬁy inserting before the period “(increased, in the case
of an existing building which meets the requirements of para-
graph (2)B), by e amounts described in paragraph
(2)A)AXID)". )

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

“(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 attrib-
utable to amounts with respect to which an election is made
under section 167(k).”

(B) Subparagraph (A) of section 42(d)X5) 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
{%%il:fully assisted building) is amended by striking out “of

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

“(3) DETERMINATION OF APPLICABLE PERCENTAGE WITH RESPECT
TO INCREASES IN QUALIFIED BASIS AFTER 1ST YEAR OF CREDIT
PERIOD.—

“(A) IN GENERAL.—In the case of any building which was Disadvantaged
a qualified low-income building as of the close of the 1st persons.
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

“(i1) 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 iye:a.r to such excess shall be the

rcentage equal to 35 of the applicable percentage which

after the application of subsection (h)) would but for this

paragraph apply to such basis.
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‘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 year of the credit period, see subsection (f)(3).

*“(C) For authority of housing credit agency to limit applicable percentage
and qualified basis which may be taken into account under this section with
respect to any building, see subsection (h)(6).”

(10) Subparagraph (B) of section 42(g)(2) of the 1986 Code
(defining gross rent) is amended by striking out “Federal rental
assistance” and inserting in lieu thereof “rental assistance”.

(11) Paragraﬂh (2) of section 42(g) of the 1986 Code is amended
by adding at the end thereof the following new subparagraph:

“(C) UNITS WHERE FEDERAL RENTAL ASSISTANCE IS REDUCED
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 limitation ap-
plicable under paragraph (1), such unit shall, nevertheless,
be treated as a rent-restricted unit for purposes of para-
graph (1) if—

“(i) 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 rent with
respect to such unit does not exceed the sum of the
amount of such payment which would be made and the
gross ft_'e-rn: 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 amended

to read as follows:

Disadvan “(3) DATE FOR MEETING REQUIREMENTS,—
persons. “(A) In GENERAL.-—ExceaTt as otherwise provided in this
1 be treated as a qualified low-

paragragh, a building sh
income building only if the project (of which such building
is a part) meets the requirements og'dparagraph (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
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‘prior building’) is a qualified low-income building, the
taxpayer may take into account 1 or more additional
buildings placed in service during the 12-month period
described in subparagraph (A) with respect to the prior
building only if the taxpager elects to apply clause (ii)
with respect to each additional building taken into
account.

“(ii) TREATMENT OF ELECTED BUILDINGS.—In the case
of a building which the taxpayer elects to take into
account under clause (i), the period under subpara-
graph (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 building,
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 re-
s 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 subggzagraph
(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 amended
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)XA) 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 res 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 uirements of subpara-
grac{;h (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 alloca-
tion meets the requirements of this subparzﬁmph 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.—
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“(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 (with-
out regard to this subsection) for a taxable year with
reslfect to an increase in the qualified basis of the
bui ding 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).”

(BL_[?;“EE (ii) of section 42(h)6)B) of the 1986 Code is hereby
repealed.

(15) Sublj):aragraph (A) of section 42(h)4) of the 1986 Code is
amended by striking out “financed” and all that follows and
inaertinﬁ 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-
ﬁoﬁ)m’ ardipel ts on such fi

“(ii) principal payments on s inancing 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 amended

by redesignating subparagraph (D) as su]:lnfaragraph (E) and by

mserltmg after subparagraph (C) the following new subpara-

graph:
“(D) 'IEI;E]AWT OF (nm;nm sunsmumfn:h; g

“(i) IN GENERAL.—For purposes of this paragraph, a

qualified nonprofit o ization shall be treated as

satisfying the material participation test of subpara-

graph (B) if an]y 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 corpora-

tion if 100 percent of the stock of such corporation is

held by 1 or more ﬂlualiﬁed nonprofit organizations at

all times during the period such corporation is in

existence. ;
(17) Subparagraph (D) of section 42(hX6) 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
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shall not exceed the clause (ii) percentage of the
amount of the credit which would (but for this subpara-
aph) be determined under this section with respect to
suc buﬂdmg
i) DETERMINATION OF PERCENTAGE.—For purposes
of clause (i), the clause (ii) percentage with respect to
any bmld.u:ﬁ is the percentage whic
“(I) 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
theb amount h(;f bfeh?ie mte t edwhlchdwoulhclls (::cttl for thuu;
subparagra rmined under t on wi
res tll;ebuxldmg if—

"(l) this section were applied without regard to
pamﬁm phs (2XA) and (3XB) of subsection (f), and
“II) subsection (fX3XA) were applled without
ard to ‘the percentage equal to % of'.”
(18) Pmtie (6) of section 42(h) of the 1986 Code is amended
by addi end thereof the following new subparagraph:
‘(E) HoOUSING CREDIT AGENCY TO SPECIFY APPLICABLE
PERCENTAGE AND MAXIMUM QUALIFIED BASIS.—In allocating
SruEt Ay shall maily G Ul (Soantee an
¢ agency 8 e percen an
the maximum wﬁ% h may be taken into
account under section mth respect to such building.
The applicable percentage and maximum qualified basis so
s ied shall not exceed the a phcable percentage and
qualified basis det.ernnned undgr this section without
egard to this subsection.”

(19XA) Subparagraph (A) of section 42(iX2) of the 1986 Code is
amended—

(1) by inserting “or any prior taxable year” after “such
tm(‘a)bll);y:anﬁ’ t “the: tstandmg’ d inserting

ii) by s ng out “there is ou and inserting in
he(u t)hereoé't “there is o{ was outstandmgd' andrt -

iii riking out “are used” and inse in lieu
thereof “ 'yare or were used”. s

(B) Subparagraph (B) of section 42(iX2) 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 subparagraﬁh (C) as subparagraph (D) and by
msertmg after subparagraph (B) the following new subpara-

"“(C) SPECIAL RULE FOR SUBSIDIZED CONSTRUCTION FINANC-
ING.—Subparagraph (A) shall not apply to any tax-exempt
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obligation or below market Federal loan used to provide
construction financing for any buildin%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) Subgaragraph (D) of section 42(1(2) of the 1986 Code is
amended by striking out “subparagraph (A)” and inserting in
lieu thereof “this parafgraph".

(20) Paragraph (4) of section 42(j) of the 1986 Code is amended
by adding at the end thereof the following new subparagraph:

“(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 42(j)56)XB) of the 1986 Code is amended
to read as follows:

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

(22) Paragraph (6) of section 42(j) of the 1986 Code is
amended—

(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
t(lllescaﬁa)e lqu a federally assisted building described in subsection
(dX6XB) if—

“(i) a security interest in such building is not per-
mitted by a Federal agency holding or insuring the
mortgage secured by such building, and

“(i1) the proceeds from the financing (if any) are
applied to acquire or improve such building.”

(24)A) ubsectio:?ﬁ of section 42 of the 1986 Code is amended
by redesignating paragraph (2) as paragraph (3) and by insert-

after paragraph (1) the following new paragraph:

‘(2) ANNUAL REPORTS TO THE SECRETARY.—' gecreta.rg may
re%l.u_:re tyla.'l'sl 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 (1XC) 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 preced-
ing sentence on the date prescribed therefor.”
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(B) The subsection heading of subsection (1) of section 42 is
amended to read as follows:

“(1) CERTIFICATIONS AND OTHER REPORTS TO SECRETARY.—".

(25) Paragraph (1) of section 42(n) of the 1986 Code is amended
by inserting before the period at the end thereof the following:
“, and, except for any building described in paragraph (2)XB),
smtggg (hX4) shall not apply to any building placed in service
a i g .

(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(j)’ and
inserting in lieu thereof “subsection (j) or (k) of section 42”.

(28) Subparagraph (A) of section 252(f)(1) of the Reform Act is 26 USC 42 note.
amended by striking out “and” at the end of clause (i), by
striking 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 treat-
ed, 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

“(liv)"the amendments made by section 803 shall not
a s

(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 Housing.
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 amended
by adding at the end thereof the following new paragraph:

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

“(IAJ tl':f amendments made by this section shall not
apply, an
‘l‘::'_ ) paragraph (1) of section 167(k) of the Internal Reve-
nue Code of 195)6, shall be applied as if it did not contain the
phrase ‘and before Janua? 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:
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‘Y6) SPECIAL RULE WHERE DE MINIMIS EQUITY CONTRIBUTION.—
Property shall not be treated as failing to be residential rental
property for purposes of this section merely because the occu-

t of a residential unit in the project pagz (on a voluntary
is) to the lessor a de minimis amount to be held toward the
ipfurchase by such occupant of a residential unit in such project

“(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
building 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 T0 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()”.
(2) Subparagraph (A) of section 607(h)6) of the Merchant
46 USC app. Marine Act, 1936 is amended by striking out “section 1(i)” and
1171, inserting in lieu thereof “‘section 1(j)".

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

(a) AMENDMENTS RELATED TO SECTION 301 OF THE REFORM ACT.—

1) Sub%aragraph (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
amended to read as follows:

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

“(A) IN GENErRAL—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
“(i1) the adjusted taxable income for such taxable

ear.

"(g} ADJUSTED TAXABLE INCOME.—For purposes of
subparagraph (A), the term ‘adjusted taxable income’
means taxable income increased by the sum of—

“(i) the amount allowed for the taxable year under
paragraph (1) or (2) of section 1211(b), and
“(i1) the deduction allowed for such year under
section 151 or any deduction in lieu thereof.
For purposes of the preceding sentence, any excess of the
deductions allowed for the taxable year over the gross
income for such year shall be taken into account as nega-
tive taxable income.”
(b) AMENDMENTS RELATED T0 SECTION 302 OF THE REFORM AcCT.—
26 USC 1 note. (1) Section 302 of the Reform Act is amended by striking out
subsection (c).
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(2XA) Paragraph (2) of section 904(b) of the 1986 Code is
amended to read as follows:

“(2) CaprrAL cAINs.—For purposes of this section—

“(A) In geNErRAL.—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
include 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 c:ggr 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 determining
capital gain net income for the taxable year shall be
reduced by an amount equal to the rate differential
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 amended
by striking out subparagraph (D) and inserting in lieu thereof
the following new subparagraphs:

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

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

“(ii) in the case of a corporation, any rate of tax
imposed by section 11, 511, or 831 (a) or (b) (whichever
applies) exceeds the alternative rate of tax under sec-
tion 1201(a) (determined without regard to the last
sentence of section 11(b)).

“(E) RATE DIFFERENTIAL PORTION.—

“(i) In cENERAL—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—

“() 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 cor-
poration, the highest rate of tax set forth in subsec-
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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 cor-
poration, 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
amended by striking out “34 percent” and inserting in lieu
thereoi; )‘"}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 (b)”.
26 USC 1201 (2) Subsection (c) of section 311 of the Reform Act is amended
note. 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
following new clause:

“(v) if there is a capital gain rate differential (as
defined in section 904(b)3)XD)) for the taxable year, by
excludini from gross income the rate differential por-
tion (within the meaning of section 904(b)3)E)) of the
lesser of—

“(I) the net long-term capital gain for the taxable
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 OoF THE REFORM AcCT.—

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

“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
treated as an incentive stock option.”
26 USC 422A (B) In the case of an option granted after December 31, 1986,
note. 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 Emvide that such option will not be
treated as an incentive stock option.

(2XA) Section 422A of the 1986 Code is amended by adding at

the end thereof the following new subsection:
“(d) $100,000 PErR YEAR LIMITATION.—

“(1) In GeENERaL—To the extent that the aggregate fair

market value of stock with respect to which incentive stock
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options (determined without regard to this subsection) are exer-
cisable 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
determined as of the time the option with respect to such stock
is granted.”

(B) Subsection (b) of section 422A of the 1986 Code is amended
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. Agriculture and

(a) AMENDMENTS RELATED TO SECTION 405 OF THE REFORM AcCT.— mﬂfﬁs

(1) Paragraph (1) of section 108(a) 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 thereof the follow-
ing new subparagraph:

“0) the mdebtedness discharged is qualified farm indebt-

edness
(2) Parag'raph (2) of section 108(a) of the 1986 Code is amended
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
discharge 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

yer is insolvent.”
(3) Subsection (b) of section 108 of the 1986 Code is amended—

(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 strlkmg out “N TrrLe 11 CASE OR INSOLVENCY” in
the subsection h
(4) Subsection (g) of section 108 of the 1986 Code is amended to
read as follows:
“(g) SpeciaL RULES FOR DISCHARGE OF QUALIFIED FARM INDEBTED-
NESS.—
‘(1) DISCHARGE MUST BE BY QUALIFIED PERSON.—

“(A) IN GeENErAL.—Subparagraph (C) of subsection (aX1)
shall apply only if the discharge is by a qualified person.

“(B) Qummm PERSON. —For ﬁﬂaposes of subparagraph
(A), the term ‘qualified person’ the meaning given to
such term by section 46(cX8XDXiv); except that such term



102 STAT. 3386 PUBLIC LAW 100-647—NOV. 10, 1988

shall include any Federal, State, or local government or
agency or instrumentality thereof.

“(2) QUALIFIED FARM INDEBTEDNESS.—For purposes of this sec-
tion, 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
bua(iﬁoffammgt , and — " ot

! percent or more e aggregal receipts of
the taxpayer for the 3 taxable years preoegr.no\;ﬂ 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
ATTRIBUTES AND BUSINESS AND INVESTMENT ASSETS.—

“(A) IN GENERAL.—The amount excluded under subpara-
graph (C) of subsection (aX1) shall not exceed the sum of—

“(i) the adjusted tax attributes of the taxpayer, and

“(ii) the aggregate adjusted bases of qualified prop-
erty held by the taxpayer as of the beginning of the
taxable year following the taxable year in which the
discharge occurs.

“(B) ADJUSTED TAX ATTRIBUTES.—For purposes of subpara-
gragh (A), the term ‘adjusted tax attributes’ means the sum
of the tax attributes described in aubparagrapha (A), (B), (C),
and (E) of subsection (bX2) determined by taking into ac-
count $3 for each $1 of the attributes described in subpara-
graphs (B) and (E) of subsection (bX2).

“((i}l) Alt.IeFIED Pm.—li‘or purposes of this parart -
graph, the term ° ified property’ means any property
which is used or is held for use ﬁ aJ;.rade or business or for
the production of income.

o oF (s Cnae the S eied b o oy Uit

urposes of thi , the adj is 0 i-
ged roperty aa.ntrﬁl the am%unt of the adjusted tax gltlgri utes
shall be determined after any reduction under subsection
(b) by reason of amounts excluded from gross income under
subsection (a)}1XB).”

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

“/(4) SPECIAL RULES FOR QUALIFIED FARM INDEBTEDNESS.—

“(A) IN GENERAL.—Any amount which under subsection
(b)2XD) of section 108 is to be applied to reduce basis and
which is attributable to an amount excluded under subsec-
tion (aX1)C) of section 108—

“(i) shall be aﬂ,\lied only to reduce the basis of quali-
fied property held by the taxpayer, and
“(ii) be applied to reduce the basis of qualified
property in the following order:
“4I) First the basis of qualified property which is
depreciable proﬂ:rty.
‘(IT) Second the basis of qualified property which
is land used or held for use in the trade or business

of farmi’rln'ﬁ.
‘(III) Then the basis of other qualified l!:Il;loperty.

“(B) QuUALIFIED PROPERTY.—For purposes of this para-
graph, the term ‘qualified progerty’ has the meaning given
to such term by section 108(gX3)XC).
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“{C) CERTAIN RULES MADE APPLICABLE.—Rules similar to
the rules of subparagraph (C), (D), and (E) of paragraph (3)
glsgll)ﬁpply for purposes of this paragraph and section

(6XA) 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 Btﬂgg out “SuBSECTIONS (a), AND (b)” and
inserting in lieu thereof “SuBsecTiONS (a), (b), AND (g)”.

(C) The headings for paragraphs (6) and (TXA) of section 108(d)
of the 1986 Code are each amended by stn.km% out “Sussgec-
TIONS (a) AND (b)” and inserting in lieu thereof “SussecTiONS
(a), (b), AND (g)".

) AMENDMENT Et:um To SectioN 406 oF THE REFORM AcCT.—
Section 406 of the Reform Act is amended— 26 USC 1202
sa.{q’ by dilmerting “before October 1, 1987,” after “from the note.
e”, an
(2) by striking out “to the extent such gain” and all that
follows down through the period at the end thereof and insert-
ing in lieu thereof “to the extent such gain is properly taken
11?)%?? account under the taxpayer’s method of accounting during

(¢) 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
Eehtl‘nlil:éd sx;rgou 617(b) (g ?1\))(5(1;}!& amcl):;nt of thf expe nditu;es
e n palagra 1 Bhnll u.st.ed or
amounts included in gross income under mnyﬁl (bX1XA).”

SEC. 1005. AMENDMENTS RELATED TO TITLE V OF THE REFORM ACT.

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

(1) Clause (ii) of section 469(e}(1XA) of the 1986 Code (relating

to certain income not treated as income from ive activity) is

amended by inserting “not derived in the ordi course of a
trade or business which is” after “gain or loss”.

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

“(A) In GENERAL—If all gain or loss realized on such
disposition is recognized, the excess of—
“(i) the sum of —
“(I) any loss from such activity for such taxable
year (determined after application of subsection

(h)),(ﬁlus
voere QD 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
activity.”
(B) Subparagraph (C) of section 469(gX1) 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

19-194 0—91—Part 4——14: QL 3
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subparagraph (A)ii) for the taxable year to the extent
necessary 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
?11;& 1},n’sertmg in lieu thereof “losses described in paragraph

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

(A) by striking out “realized (or to be realized)” and
inserting in lieu therecf “(realized or to be realized”, and
(B) by inserting a closmg nthesis after “completed”.

(5) Paragraph (4) of section 4 9} h) of the 1986 Code (relat;mg to
certain closely held C corporations and personal service corpora-
tions) is amended by inserting “only” before “if”’.

(6) Paragraph (1) of section 469(1) 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
taxable year (and if any portion of such loss or credit arose in
another taxable year, in such other taxable year)”.

(7) Subparagraph (C) of section 469(1}(6) of the 1986 Code
(relating to interest as a limited partner) is amended by striking
out “No” and inserting in lieu thereof “Except as provided in
regulations, no”

(8 Suhparagraph (A) of section 469(j)6) of the 1986 Code
(relating to special rule for gifts) is amended by inserting “with
respect to which a deductmn has not been allowed by reason of
subsection (a)” before “, and”. o

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

“(10) RDINATION WITH SECTION 280A.—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.”
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(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 passive
activity losses allocable to such interest, and

“(B) such loaaag’ahall not be allowable as a deduction for

any taxable year.

(12) gubaection (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 suhparagrarph (B) of paragraph (3)
thereof and inserting in lieu thereof the following:

“(m) PHASE-IN OF DiSALLOWANCE OF Losses AND CREDITS FOR
InTEREST HELD BEFORE DATE OF ENACTMENT.—

“(1) In ceNERAL.—In the case of any passive activity loss or
passive activity credit for gslg taxable year beginning in cal-
endar 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 aEplicahle percentage shall be determined in accord-

ance with the following table:
“In the case of taxable The applicable
years beginning in: percentage is:
1987 65
1988 40
1989 20
1990 10.
*“(3) PORTION OF LOSS OR CREDIT ATTRIBUTABLE TO PRE-ENACT-
MENT INTERESTS.—For p of this subsection—

“(A) IN geNeraL.—The portion of the passive activity loss
(or passive activity credit) for any taxable year which is
attributable to preenactment interests is the lesser of—
“(i) the amount of the milve 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 T0 SEcTION 502 OF THE REFORM AcCT.—
(1) Subpa:;:ﬂ;ph (A) of section 502(d)X1) of the Reform Act 26 USC 469 note.
(defining (A)qf ified investor) is amended to read as follows:
L1y i e
“(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".
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26 USC 469 note. (2) Subsection (d) of section 502 of the Reform Act (defining
qualified investor) is amended by adding after paragraph (2) the
following new paragraph:

“(8) 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
December 31, 1985, and before August 17, 1986, and
continuously held such property through the close of the
tm:}able year for which the determination is being made,
an

“(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,

Eearagraph (1XAXi) shall be aéag_llied by substituting ‘Decem-
r 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 AcCT.—
(1) Subparagraph (A) of section 163(dX3) of the 1986 Code
(defining investment interest) is amended by striking out “in-
curred or continued to purchase or carry” and inserting in lieu
thereof “properly allocable to”.
(2) Subparagraph (B) of section 163(dX4) 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
unger clause (ii)) from property held for investment,
an

“(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

't‘l(ll) paragraphs (4XE) and (5)A)ii) did not apply,
an

‘(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

‘/(I1) the amount described in clause (i).

The preceding sentence shall not apply to any interest
treated as paid or accrued during the taxable year under
paragraph (2).” )
(4) Subparagraph (A) of section 163(h)X2) of the 1986 Code is
amended by striking out “incurred or continued in connection
with the conduct of’ and inserting in lieu thereof “properly
allocable to”.
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(5) Subparagraph (C) of section 163(h)X3) of the 1986 Code
gdﬁfining qualified residence interest) is amended to read as
ollows:

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

“(i) IN GENERAL.—The amount under subparagraph
(B)iiXI) at any time after August 16, 1986, shall not ge
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

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

“(ii) LIMITATION ON PERIOD OF REFINANCING.—
Subclause (II) of clause (i) shall not apply to any indebt-
edness after—

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

“(II) if the principal of the indebtedness de-
scribed in clause (iXI) is not amortized over its
term, the expiration of the term of the 1st refinanc-
ing of such indebtedness (or if earlier, the date
yvhjc’l"n 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
amended—

(i) by striking out “For purposes of this subsection—" in
B“?ﬂaﬁ r nmphn%m’ ot R f this h
_ (i) by striking out “For purposes of this paragraph, any”
in_subparagraph (B) and pmsertmg in lieu thereoF “Any".

(7) Clause (iii) of section 163(h)X5XA) of the 1986 Code is
amended by striking out “usEp or” in the heading thereof and
by s 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 iomlp homestead or
other debtor protection law in effect on August 16, 1986, the
security interest is ineffective or the enforceability of the
security 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
residence held by such estate or trust shall be treated as a
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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 amended
by striking out “subsection” the 3rd place it appears and insert-
ing in lieu thereof “paragraph”.

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

“(2XA) Sections 467(cX5) and 1255(b)X2) are each amended by
striking out ‘163(d),”.”

(11) If—

(A) any amount was disallowed as a deduction under
section 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 treated
as investment interest paid or accrued by the taxpayer in
the taxpayer’s first taxable year beginning after Decem-
ber 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
fﬁl(%(g) of the Reform Act shall not apply to any amount so
reated.

(12) Subparagraph (E) of section 163(h)2) of the 1986 Code is
amended by inserting before the period “or under section 6166A
(z;_sligré ia)t:fect before its repeal by the Economic Recovery Tax Act
0 ;

(13) For pu of applying the amendments made by this
subsection ang 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.

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

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

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

the amount determined under paragraph (3)B)(iiXI) 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 (AXii), or the fair market value of the
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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
interest in such residence (adjusted only by the cost of any
improvements to such residence).
(15) Clause (i) of section T872(dX1XE) of the 1986 Code is
amended by striking out “section 163(dX3)"” and inserting in lieu
thereof “sectlon 163(d)4)”.

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

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

“(e) REFERENCES TO HicHEST 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 26 USC 245 note.
REeFORM ACT.—

(1) In the case of dividends received or accrued during 1987—
(A) sub ph (B) of section 245(c)X1) of the 1986 Code
shall be applied by substituting “80 percent” for the
percentage specified therein, and
(B) subparagraph (B) of section 861(aX2) of the 1986 Code
shall be applied by substituting “!*/sths” for the fraction
specified therein.
(2) Paragraph (3) of section 854(b) of the 1986 Code is amended
to read as follows:
“(8) AGGREGATE DIVIDENDS.—For purposes of this subsection—
“(A) INn GENERAL.—In computing the amount of aggregate
dividends received, there shall only be taken into account
dividends received from domestic corporations.
“(B) Drvipenps.—For purposes of su maph (A).
term ‘dividend’ shall not include any
“@) 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 (relat-
ing to certain charitable, etc., organizations) or section
521 (relating to farmers' cooperative associations), or
“(il) a real estate investment trust which, for the
taxableyearofthetrustmwhlchthedxndend is paid,
?uahﬁes under part II of subchapter M (section 856 and

“©) me\'nous ON DIVIDENDS FROM REGULATED INVEST-
MENT COMPANIES.—In determining the amount of any divi-
dend for purposes of this paragraph, a dividend received
from a regulated investment company ahall be subject to
the limitations prescribed in this section.”
(c) AMENDMENTS RELATED 10 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-
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redealgnatmf paragraphs (6) and (7) as para-

g'raghs (5) and ),
1059(d)(5) of the 1986 Code (defining dividend
announcement date), as ted by paragraph (1), is

amended by inserting “amount or” before “payment”.

(3) Section 105%(dX6) of the 1986 Code (relatmg to exception
where stock held during entire existence of corporation), as
redesignated 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 ofy
a corporation if—

“() such stock was held by the taxpayer during the
entire period such cma:oratmn 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 (mcludmg a predecessor corporation)—

“(1) with res to which the taxpa odyer holds directly
or mdlrectly uring the entire period of such corpora-
tion’s existence at least the same ownership interest as
the t.a.xpayer holds in the corporation distributing the

vidend, and

“(u] w!'uch 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 propertzed

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

section.”
(4) Paragraph (1) of section 1059(e) of the 1986 Code (relating
to treatment of ial liquidation) is amended by stri out
“for p 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 t.ax yer held such stock”.
?e g of section 1059(e) of the 1986 Code (relating
guallfymg 1v1dends) is amended to read as follows:
(2) QUALIFYING DIVIDENDS.—

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

‘(B) ExceprioN.—Subparagraph (A) shall not apply to
any portion of a dividend which is attributable to earnings
ol P —

‘(i) were earn y a corporation during a period i
was not a member of the affiliated group, or

“(ii) are attributable to gain on property which ac-
crued during a period the corporation hotdmg the prop-
erty was not a member of the affiliated group.”
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(6) Subparagraph (A) of section 1059(eX3) of the 1986 Code
%r(le{atiug to qualified preferred dividends) is amended to read as
ollows:

“(A) IN GENERAL.—In the case of 1 or more qualified
preferred dividends with respect to any share of stock—
“(i) this section shall not apply t.o such dividends if
the:.l taxpayer holds such for more than 5 years,

an
“(ii) if the taxpayer disposes of such stock before it
has been held for more than 5 years, the aggregate
reduction under subsection (a)1) with respect to such
dividends shall not be greater than the excess (if any)

of—

“(I) the qualified erred dividen nodpmd with
respect to such stock during the pe the tax-
pa?-er held such stock, over

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)}3XC) of the 1986 Code is
amend&i) by striking dividend payabl d inserti
y st out “any dividend payable” and inserting
in lieu thereof “any fixed dividend ?a able”, and
te(B) by adding at the end thereo! followmg new sen-
nce:
“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%eX3) of the 1986 Code is
s T stiding b h (A)” and the material
y striking out “subparagrap "’ an materi
precedi clause (i) and inserting in lieu thereof “this
paragraph”, and
(B) by st.nkmg out "aubparagraph (B)(lIII) in clause (ii)
and inserting in lieu thereof “clause (i
(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.—
(1XA) Section 382(e)(2] uf the 1986 Code is amended—
(i) by inserting “or other corporate contraction” after
“redemption” each place it appears, an
(ii) by inserting “OR OTHER CORPORATE CONTRACTION" after

“REDEMPTION” in the thereo
(B) d(é'liauae (i) of sechmgg(h)(&(m of the 1986 Code is
amended—

(i) by inserti “or other corporate contraction” after
“redemptlon place it appears, and
(i) by msertmg ‘OR OTHER CORPORATE CONTRACTIONS’
after “REDEMPTIONS” in the heading thereof.
.. (C) Section 382(m) of the 1986 Code is amended by inserting
dd" arg:lhe end gﬁg paragraph l(li*l(ls)h y striking out paragraph (4),
an es paragra as paragra
{D amendments made g this paragrap ﬁ ahall apply with
to ownershi aﬂ:er June 10, 1987.
) Sectlon 382(g)4)XC) of the 1986 Code is amended by insert-
rules similar to” before “the rules”.

26 USC 382 note.
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(8XA) Section 382(h)1)XC) 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)XB), then, with respect to
such cﬁange, 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 (3XB)).”

(B) Paragraph (5) of sectlon 382(h) of the 1986 Code is
amended by striking out “ recognized built-in gains and losses”
and inserting 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 ‘“lst post-change year”.

(5XA) Section 382(kX1) of the 1986 Code is amended by insert-
ing “or having a net operatmg loss for the taxable year in which
the ownership change occurs” after “carryover”.

2 I(P} Section 382(k)2) of the 1986 Code is amended to read as
ollows:

“(2) OLp Loss cORPORATION.—The term ‘old loss corporation’
means any corﬁoratlon—-

“(A) with respect to which there is an ownership change,

“(B) which (before the ownership change) was a loss
corporation.”

{6} Section 382(1(3XA) of the 1986 Code i 13 amended by striking
out “and” at the end of clause (iii), and b ly 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
thls section, or

‘“II) in the case of attribution from another
entity, an interest in such entity similar to stock

described in subclause (1).”
(7) Clause (ii) of section 382(1X(5XA) of the 1986 Code is
amended by striking out “‘immediately after such ownership

change” and inserting in heu thereof “after such ownership
change and as a result of bemg shareholders or creditors imme-
diately before such change”.
(8) Section 382(1)5XF) of the 1986 Code is amended—
A) by inserting “ ‘1504(a)2)B)’ for ‘1504(a)2)’ and” after
“substituting” in clause (i)XI), and
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(B) by striking out “deposits described in subclause (II)”
in clause (iiXIIl) and inserting in lieu thereof “the amount
:li; de ts m the new loss corporation immediately after

ec

(9) Paragraph (6) of section 382() of the 1986 Code is amended
by striking out “shall be the value of the new loss corporation
immediately after the ownership change” and inserting in lieu
thereof "shall reflect the increase (if any) in value of the old loss

ration result.u:ﬁefrom any surrender or cancellation of
itors’ claims in transaction’

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

“(8) PREDECESSOR AND SUCCESSOR ENTITIES.—Except as pro-
vided in regulations, any entlt{’eand any predmssor or succes-
sor entities of such entity shall be treated as 1 entity.”

(11) Paragraph (1) of section 621(f) of the Reform Act is 26 USC 382 note.
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
after December 31, 1986.

“(i1) PLANS OF REORGANIZATION ADOPTED BEFORE
1987.—For purposes of clause (i), any equity structure
shift pursuant to a glan of reorganization adopted
before January 1, 1987, shall be treated as occurring
when such plan was ad

“(B) TERMINATION OF OLD SECTION 382. -—Except in a case

described in any of the following
“(i) section 382(a) of the Ete Revenue Code of

1954 (as in effect before the amendment made by
subsection (a) and the amendments made by section 806
of the Tax Reform Act of 1976) shall not :Egly to any
increase in percentage points occurring r -
ber 31, 1988, and

“(ii) section 382(b) of such Code (as so in effect) shall

not apply to any reorganization pursuant to
1119 ‘lian of reorganization adopted afte; mber 31,

In no event shall sections 382 (a) and (b) of such Code (as so
gb effect) aﬂply to any ownership change described in
“(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 mty structure shift pursuant

to a plan of reorganmatmn before January 1, 1987,
shnlfbetreatedas when such plan was ado tacl”

(12XA) Sechun 621(f)(2J(C) of the Reform Xc‘t is amended

"192411'.1!13" “and reincorporated in Delaware in 1987, aﬂ‘.er

(B) Clause (ii) of section 621(fX2XC) 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 reetructlmni, except that the
amendment treated as part of such subsections under
section 59(b) of the Tax Reform Act of 1984 (relating
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bo quahfied workouts) shall apply to such debt restruc-

(13) Subparag‘raph (D) of section 621(fX2) of the Reform Act is
amended—
(A) by striking out “or reorganization”, and
(B) b‘y adding at the end thereof the followmg 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) Sectlon 621(fX3) 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
benefit 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 acquiring any stock of such corporation by reason of a
firm commitment underwriting to the extent the stock is dis-
posed of pursuant to the offering (but in no event later than 60
days after the initial offering).”

(16) Subparagraph (A) of section 621(fX7) of the Reform Act is
amended by stn.kmg out “the parent corporation referred to in
section 203(dX13XB)” and inserting in lieu thereof “a parent
corporation incorporated in March 1980 under the laws of
Delaware”.

(1TXA) Subsection (e) of section 382 of the 1986 Code is
amended by adding at the end thereof the following new
paragraph:

“(8) TREATMENT OF FOREIGN CORPORATIONS.—Except as other-
wise provided in regulations, in determining the value of any
old loss corporation which is a foreign corporation, there shall
be taken into account only items treated as connected with the
conduct of a trade or business in the United States.”

(B) The amendment made by subparagraph (A) shall apply to
any ownership change after June 10, 1987. For purposes of the
preceding sentence, any equity structure shift pursuant to a
plan of reorganization adopted on or before June 10 1987, shall
be treated as occurring when such plan was adopted.

(18) Subparagraph (C) of section 382(1X5) of the 1986 Code is
amended to read as follows:

“(C) REDUCTION OF TAX ATTRIBUTES WHERE DISCHARGE OF
INDEBTEDNESS.—
“(i) In GENERAL.—In any case to which subparagra h
(A) applies, 50 percent of the amount which, but for
application of section 108(eX10XB), would have been
applied to reduce tax attributes under section 108(b)
shall be so applied.
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“(ii) CLARIFICATION WITH SUBPARAGRAPH (B).—In
applying clause (i), there shall not be taken into ac-
count any indebtedness for interest described in
subparagraph (B).”

(19) Sub aph (E) of section 382(1)(5) of the 1986 Code is
amended by striking out so much of such subparagraph as
Frﬁced'es clause (i) thereof and inserting in lieu thereof the
ollowing:

“(E) ONLY CERTAIN STOCK TAKEN INTO ACCOUNT.—For pur-
poses 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 882(h) of the 1986 Code is
amended—

(A) by msertanﬁ before the comma at the end of subpara-
graph (A) the following: “(or to the extent the amount so

isallowed is attributable to capital losses, under rules
similar to the rules for the carrying forward of net capital
losses)”, and

(B) by strikiniout ‘“TREATED AS A NET OPERATING LOSS~ in
the paragraph heading and inserting in lieu thereof “Ar-
LOWED AS A CARRYFORWARD".

(21) Paragraph (1) of section 382(g) of the 1986 Code is
amended—

(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) INncoME 1TEMS.—Any item of income which is prop-
erly taken into account during the recognition period but
which is attributable to periods before the change date shall
be treated as a W built-in gain for the taxable year
in which it is properly taken into account.

“(B) DebuctioN 1TEMS.—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 ized built-in loss for the taxable year for
which it is allowable as a deduction.

“(C) ApyustmENTS.—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

Zgaragraph."
(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)”.
(%JdgEMLOn (1'1:1)h ?lf}) section 382 bof the lEJS{StCodﬁI (a:
ame; y paragrap is amended st.nku;s out “and” a
the end of paragra&:h (3), by striking out ghe period at the end of
paragraph (4) and inserting in lieu thereof “, and”, and by
add(igg at the end thetr}?of the fo}_lowing: . q
“ roviding, in the case of an up of corporations de-
seri in section 1563(a) (determigegrgy%ubatitﬁ:?ng ‘50 per-
cent’ for ‘80 percent’ each place it appears and determined
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without regard to paragraph (4) thereof), appropriate adjust-
ments 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(IX5XA) of the 1986 Code is
amended by striking out “stock of controlling corporation” and
inserting in lieu thereof “stock of a controlling corporation”.

(26) use (ii) of section 382(h)3)XB) of the 1986 Code is
amended by striking out “there shall not” and inserting in lieu
thereof “except as provided in r tions, there shall not”.

(27) Subparagraph (B) of section 382(1X5) 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
maag8 be carried to a post-change shall be computed”.

(28X A) Clause (ii) of section 382(h)}3XA) of the 1986 e 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(aXD)(ii)” and inserting in
lieu thereo{ “section 368(a)3)XDXii)”.

(e) AMENDMENTS RELATED T0 SECTION 631 OF THE REFORM AcCT.—

(1) Clause (ii) of section 336(dX2XB) 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 (iXI) acquired by the liquidated cor-
poration 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 (iXII).”

(2) Paragraph (3) of section 336(d) of the 1986 Code is amended
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 (bX1) 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)X2)” 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 thereof “an
activity referred to in clause (i)"”.

(5XA) Subsection (d) of section 337 of the 1986 Code is
amended—

(i) by striking out “made to this subpart by the Tax
Reform Act of 1986” and inserting in lieu thereof “made b,
subtitle D of title VI of the Tax Reform Act of 1986”, and
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(i) by inserting “or through the use of a regulated invest-
ment company, real estate investment trust, or tax-exempt
entity” after “subchapter)”’ in paragraph (1).

(B) The amendment made by subgaragraph (A)ii) shall not 26 USC 337 note.
apply to any reorganization if before June 10, 1987—

(i) the board of directors of a part]{ 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
distributee 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
distributee 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
ized by the liquidating corporation with respect to such
roperty, the basis of such property in the hands of such
gistribut,ee shall be the fair market value of the property at the
time of the distribution.
“(2) CORPORATE DISTRIBUTEE.—For purposes of this subsection,
the term ‘corporate distributee’ means only the corporation
which meets the stock ownership requirements specified in
section 332(b).” )
(7TXA) 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)X1) of the 1986 Code is
amended by striking out “section 368(cX1)” and inserting in lieu
thereof “‘section 368(c)”.
(8XA) Part VII of subchapter C of chapter 1 of the 1986 Code is
hereby repealed.
(B) guhaect.ion (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 PARTNERSHIP
OR TRUST INTERESTS,—If the property distributed consists of an
interest in a partnership or trust, the Secretary may by regula-

tions provide that the amount of the gain ized under
aph (1) shall be computed without to any loss
att:g' utable to property contributed to the partnership or trust

forbthe principal purpose of recognizing such loss on the dis-
tribution.”
(C) The table of for subchapter C of chapter 1 of the 1986
Code is amended { striking out the item relating to part VIIL
(9) Paragraph (1) of section 267(a) of the 1986 Code is
amended—
(A) by striking out “(other than a loss in case of a
distribution in corporate liquidation)”’, and
(B) by adding at the end thereof the following new sen-
tence: Mrecedmg 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
amended to read as follows:
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“(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) Basis.—The basis of property received in a distribution to
which subsection (a) applies shall be the fair market value of such
property.”

(12) Section 301 of the 1986 Code is amended by striking out
subsection (e) and by redesignating subsections (f) and (g) as
subsections (e) and (f), respectively.

(13XA) 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 TRANSACTIONS.—Paragraphs (2) and (3) shall not apply
in the case of an exchange described in section 361. Subject to
such basis adjustments and such other conditions as shall be
provided in regulations, the preceding sentence shall not apply
if the transferor corporation is controlled (within the meaning
of section 368(c)) by 5 or fewer domestic corporations. For
purposes of the preceding sentence, all members of the same
affiliated group (within the meaning of section 1504) shall be
treated as 1 corporation.”

26 USC 367 note. (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 reorga-
nization for which a plan of reorganization was adopted before
June 21, 1988.

(C) Section 367(eX2) of the 1986 Code (as amended by the
Reform Act) shall not apply in the case of any corporation
completely liquidated before June 10, 1987, into a corporation
organized in a country which has an income tax treaty with the
United States.

(14)321 Eyubsectwn (d) of sectlon 1248 of the 1986 Code is
amen striking out parsgra

(B) Subparagraph (B) of section 1248(f)(1) of the 1986 Code is
amended to read as follows:

‘“(B) such domestic corporation distributes stock of such
foreign corporation in a distribution to which section 311(a),
337, or 361(cX1) applies,”.

(C) Paragraph (1) of section 1248(f) of the 1986 Code is
amended 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

; 435 striking out paragraph (3) and by redesignating paragraph

as paragraph (3).
on heading for section 1248(f) of the 1986 Code
is amended bjr stnir.mg out “Secrion 311, 336 or 337 TrANS-
Actions” and inserting in lieu thereof “NONRECOGNITION
TRANSACTIONS”.

(15) Paragraph (1) of sectxon 995(c) of the 1986 Code is
amended by inserting “or” at the end of Bubparagradph (A), by
striking out “ or” at the end of subparagraph (B) an
in lieu thereof a period, and by striking out aubparagraph ©
and the sentence following subparagraph (©).
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(16) Subsection (d) of section 245 of the 1986 Code is hereby

ed.
f:'le'ii"]-l Paragraph (14) of section 1223 of the 1986 Code is
amended to read as follows:
“(14) CROSS REFERENCE.—
“For special holding period _?mvlliun relating to certain partnership
distributions, see section 735(b).
(18) Clause (ii) of section 341(e)(1XC) 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
recognized to such other corporation under section 337(a),”.

(lizl)lesdubsection (1) of section 897 of the 1986 Code is hereby
repe /

(ZCEIE;mgmph (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 o Basis”.

(B) The heading of paragraph (2) of section 311(b) of the 1986
Code is amended by striking out “iN Excess or 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 b)‘r; ri_eason of sectioig 453(13&).. i
en, except for purposes of an imposed by sul pter S, no
gain or loss with respect to the d?atribution of the obligation shall be
recognized by the distributing corporation. Under regulations pre-
scribed b tl{e Secretary, the character of the gain or loss to the
shareholder shall be determined in accordance with the principles of

section 1366(b).”

() AMENDMENTS RELATED 10 SECTION 632 OF THE REFORM ACT.—
9 (llglt:jfecti%q (amggﬂi of the 1986dCode ritsu?énenﬂed
8 g out “a i i inga.in"an inserting in lieu

ereof ‘‘a net recognized built-in s‘ﬂ.l.l:l e

(2) Subsection (b) of section 1374 of the 1986 Code is amended
Eﬁ striking out paragraphs (1) and (2) and inserting in lieu

ereof the following:

“(1) IN ceNEraL.—The amount of the tax im; by subsec-
tion (a) shall be computed by applying thelzlg'g est rate of tax
ggeciﬁed in section 11(b) to the net recognized built-in gain of

e S corporation for the taxable year.

“(2) NET OPERATING LOSS CARRYFORWARDS FROM C YEARS AL-
LowED.—Notwithstanding section 1371(bX1), any net operating
loss carryforward arising in a taxable year for which the cor-
poration was a C corporation shall be allowed for purposes of
this section as a deduction against the net rec%gmmd built-in
sain of the S corporation for the taxable year. For purposes of

etermining the amount of any such loss which may be carried
to subsequent taxable years, the amount of the net recogni
built-in gain shall be treated as taxable income. Rules similar to

re
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the rules of the preceding sentences of this paragraph shall
apply in the case of a capital loss carryforward arising in a
ﬂe year for which the corporation was a C corporation.”
(3) Subparagraph (B) of section 1374(bX4) 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 out * built-in gains” each place it
appears and inserting in lieu thereof ‘“net recognized built-in

o (5)(A) Section 1374 of the 1986 Code is amended by striking
out all that follows paragraph (1) of subsection (d) andv inserting
in lieu thereof the followmg

“(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 for such taxable year if (except as
provided in subsection (b)2)) only recognized built-in
gains and recognized built-in losses were taken into
account, or

“(ii) such corporation’s taxable income for such tax-
able year (determined as provided in section
1375(bX1XB)).

“(B) CarrYovER.—If, for any taxable year, the amount
referred to in clause (1) 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
corporation by reason of an election made on or after
March 31, 19

“(3) Rmcocnmm nunmmr GAIN. —Thedt.erm reﬁogmzed bglllt.-
in n’ means gain recognized during the recognition
perﬁ::ll on the dm%tmn of any asset except to the extent that
the S co ration establishes that—

) such asset was not held by the S corporation as of

the beginning of the 1st taxable year for which it was an S
cot ration, or
‘(B) such ﬁ:m exceeds the excess (if any) of—
“@) t ;‘fmr n]:::alrl:mi.le of such asset as of the
such 1s e year, over
beﬁ?ﬁ)nt‘iige 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 ition period
on the deOBltlon of any asset to the extent that Ee S corpora-
tion establishes that—

“(A) such asset was held by the S corporation as of the
?%g'm.nmg of the 1st taxable year referred to in paragraph
“(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.
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“(5) TREATMENT OF CERTAIN BUILT-IN ITEMS.—

“(A) IncoME ITEMS.—Any item of income which is prop-
erly taken into account during the recognition period but
which is attributable to periods before the 1st taxabl!faﬁ'mr
for which the corporation was an S corporation sl be
treated as a recognized built-in gain for the taxable year in
which it is properly taken into account.

“(B) DebpucTioN mEMS.—Any amount which is allowable
as a deduction during the recognition period but which is
0 I8 Subierngrath: (A) Skl e tiodbnt o » Hocgmiued

in paragrap as a
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 ) by reference to
the adjusted basis of any other asset held by the S corporation
as of thclel (hegls)_'nnmg' oly the 1st taxable year referred to in

“(A) such asset shall be treated as held by the S corpora-
tion as of the beginning of such 1lst taxable , and

‘(B) any determination under ph (3XB) or (4XB)
with to such asset shall be e by reference to the
fair value and adjusted basis of such other asset as
of the beginning of such 1st taxable year.

“(T) RecogNrTioN PERIOD.—The term ‘recognition period’
means the 10- riod 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 CORPORATION
TO S CORPORATION.—

“(A) In ceENErAL.—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
in attributable to any such assets for any taxable year
inning in the recognition period. The amount of such tax
shall be determined under the rules of this section as
modified by subparagraph (B).

“(B) MobiricAaTioNs.—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 acﬁ:ired by the S corpora-
tion in lieu of the beginning of the 1st taxable year for
which the corporation was an S corporation.

“(il) SUBSECTION (c) (1) NOT TO APpLY.—Subsection
(cX1) 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



102 STAT. 3406 PUBLIC LAW 100-647—NOV. 10, 1988

year for which the corporation was an S corporation pursuant to
its most recent election under section 1362.

“(e) REGULATIONS.—The Secretary shall prescribe such regula-
tions as may be necessary to carry out the purposes of this section
including regulations ’Provldmg or 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) LimrraTioN.—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 :Iv part
VIII of subchapter B (other than the deduction allowed
bydsect.ion 248, relating to organization expenditures),
an
17“(11) without regard to the deduction under section

(C) Subsection (b) of section 1375 of the 1986 Code is amended
by adding at the end thereof the following new paragraph

“(4) COORDINATION WITH SECTION 1374. —-Notmthstandhlgﬁ
g:ragraph (3), the amount of passive investment income s

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
lixggz"the same respective meanings as when used in section

(D) Subsection (c) of section 1375 of the 1986 Code is amended
to read as follows:

“(c) Creprrs Nor ArLowaBLE.—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(dX2)” and
inserting in lieu thereof “within the meaning of section 1374".

(6) Paragraph (8) 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 aph:

‘“(E) SPECIAL RULE FOR OPTIONS AND COMMODITY DEAL-

“(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 t.axpayer’y activity of

dealing in or trading section 1256 contracts) from any
section 1256 contract or property related to such a
contract.

“{1;: DerFinrTIONS.—For purposes of this subpara-
wep “(I) Oprions DEALER.—The term ‘options dealer’

has the meaning given such term by section
1256(gX8).

“II) CommopITIES DEALER.—The term ‘commod-
ities dealer’ means a person who is actively en-
gaged in trading section 1256 contracts and is
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registered with a domestic board of trade which is
designated as a contract market by the Commod-
ities Futures Trading Commission.

“(I1I) SecTioN 1256 CONTRACT.—The term ‘section
1256 contract’ has the meaning given to such term
by section 1256(b).”

(T) 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 ﬁemby re ed.

(g) AMENDMENTS RELATED TO SECTION 633 OF THE REFORM AcCT.—

(1) Subsection (b) of section 633 of the Reform Act is amended 26 USC 336 note.
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
applied 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
exceeds $25,000, or’ .

(2) Subparagraph (B) of section 633(cX1) of the Reform Act is
amended by striking out “50 percent or more” and inserting in
lieu thereof “more t 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 ized and inserting in
lieu thereof “would be recognized by the liquidating cor-
poration”, and

(©) b‘y 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
described in the preceding sentence.”. )

(4) Subparagraph (C) of section 633(dX2) of the Reform Act is
amended to read as follows:

‘C) any gain on an asset acquired by the qualified cor-
poration 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 q,ualified persons’’ and
inserting in lieu thereof “a qualified group”.
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26 USC 336 note. (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 cENERAL.—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 en 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.

‘(i) 5-YEAR OWNERSHIP REQUIREMENT NOT TO APPLY IN
CERTAIN CASES.—In the case of—

“(I) any complete liquidation pursuant to a plan
of liquidation ado ‘Lefore March 31, 1988,
“(II) any distribution not in liquidation made
before March 31, 1988,
‘(III) 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 acquisi-
tion date (within the meaning of such section 338)
is before March 31, 1988,
the term ‘qualified group’ means any group of 10 or
fewer quaii(}ied persons.
“(B) QUALIFIED PERSON.—The term ‘qualified person’

m

(i) an individual,

“(ii) an estate, or )

“(iii) any trust described in clause (ii) or clause (iii) of
?gcétgon 1361(c)X2XA) of the Internal Revenue Code of

“(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 propor-
tionately by its shareholders, beneficiaries, or partners,
and shall not be treated as owned by such corporation,
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(aX1) 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 an
period during which it was owned (or treated as owned)
by any such member.

‘“(ii1) TREATMENT OF CERTAIN TRUSTS.—Stock owned
(or treated as owned) by the estate of any decedent or
by any trust referred to in subparagraph (BXiii) with
respect to such decedent shall be treated as owned by 1
person and shall be treated as owned by such 1 person
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for the period during which it was owned (or treated as
owned) by such estate or any such trust or by the
decedent. .

“(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 durin%lwhich such property
was owned (or treated as owned) by the decedent.

“(E) CONTROLLED GROUP OF CORPORATIONS.—AIl members
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 ph (5)B) and for purposes of deter-
mining the applicable percentage with respect to any of
such corporations. For purposes of the preceding sentence,
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 oorporation 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

ard to whether such corporation is completely liquidated”.
re%B) Section 633 of the Reform Act is amended by redesignating
the subsections following the first subsection (d) as subsections
(e), (), and (g), respectively.

(9) Subsection (fX2) of section 633 of the Reform Act (as so
redesignated) is amended by striking out “May 9, 1929” and
inserting 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
gzii: sentence thereof and inserting in lieu thereof “of such

e’.

(11) Subclause (I) of section 633(fX4XAXi) of the Reform Act (as
so redesignated) is amended by striking out “binding on the
selling corporation to sell substantially all its assets” and insert-
ing in lieu thereof “to sell substantially all of the assets of a
se corporation organized under the laws of Massachusetts
on October 20, 1976,".

(12) Subpaggraph (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 shareholder
of an S corporation and shall be treated as only 1 share-
holder if the holders of beneficial interests in such voting
trust are—

Real property.

26 USC 336 note.

Massachusetts.
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“(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
retiree or a trust created by such employee or retiree
which is described in section 1361(cX2) of the Internal
Revenue Code of 1986 (or treated as described in such
section by reason of section 1361(d) of such Code), and”.

(h) AMEnDMENTS RELATED TO SECTION 641 OF THE REFORM ACT.—

(1) Paragraph (3) of section 1060(b) of the 1986 Code is
amended by striking out “the Secretary may find newssary'
and inserting in lieu thereof “the Secretary deems n

(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

“42) if section 755 applies, such distribution or transfer (as the
case may be) shall be treated as an applicable asset acquisition
for purposes of subsection (b).”

(3XA) Subparagraph (B) of section 6724(dX1) 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
acquisitions).”

(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 amended
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
property acquired in such sale by any amount before the
tulrlle such amount is includible in the gross income of the
seller.”

(2XA) Section 453(g) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:
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“(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(gX1) 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 “TrRADITIONAL” and
inserting in lieu thereof “TRANSITIONAL".
(j) AMENDMENTS RELATED TO SECTION 643 OF THE REFORM AcT.—
(1XA) Subsection (e) of section 171 of the 1986 Code is
amended to read as follows:
“le) 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
interest payment.
For purposes of the preceding sentence, the term ‘taxable bond’
means any bond the interest of 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(aX1)” 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 26 USC 171 note.
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 26 USC 171 note.
amended by striking out “issued after” and inserting in lieu
thereof “acquired after”.
(k) AMENDMENTS RELATED TO SECTION 646 OoF THE REFORM ACT.—
(1) Paragraph (2) of section 646(b) of the Reform Act is 26 USC 671 note.
amended to read as follows:
“(2) such entity is exclusively engaged in the leasing of min- Minerals and
eral property and activities incidental thereto, and”. mining.
(2) Paragraph (3) of section 646(b) of the Reform Act is amend-
ed 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 Jan 1, 1991” after “entity”.
(4) Paragraph (2) of section 646(c) of the Reform Act is
amended to read as follows:
“(2) AGREEMENT.— Real property.
“(A) IN GeNERAL.—The agreement described in this para- Mlc'lwl'ﬂlﬂ
graph is a written agreement signed by the board of trust- &°¢ ™™g
ees of the e:ntngl which provides that the entity will not
acquire any additional property other than property de-
scribed in subparagraph (B).
‘“(B) PERMISSIBLE ACQUISITIONS.—Property is described in
this paragraph if it is—
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l:i(i;l surface rights to property the acquisition of
whicn—
“(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 en-
tered into on or before October 22, 1986,

“(ii) surface rights to property which are not de-
scribed in clause (i) and which—

“(I) are acquired in an exchange to which section
1031 applies, and

“(IT) 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 sectmn 646(d) of the Reform Act is amend-

h yfstnkmg out subparagraph (B) and inserting in lieu
thereo
“(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 sectmu
1804 of this Act shall not apply to any liquidation under this
paragraph.”

(6XA) Paragraph (2) of section 646(d) of the Reform Act is
amended to read as follows:

“(2) TeRMINATION OF ELECTION.—If an entity ceases to be
described in subsection (b) or violates any term of the agreement
described in subsection (cX2), the entity shall, for purposes of
the Internal Revenue Code of 1986, be treated as a corporation
for the taxable year in which such ceaaation 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

after the date of the enactment of this Act and

following the taxable year in which the election is made.”

(7XA) Subsection (e) of section 646 of the Reform Act is
amended to read as follows:

“(e) SpeciAL RuLE ror Persons Horping INcome INTERESTS.—In

applylﬁ subpart E of part I of subchapter J of chapter 1 of the

Revenue Code of 1986 to any entity to which this section

applies—

‘(1) a reversionary interest shall not be taken into account
until it comes into possession, an

“(2) all items of income, gain, loss, deduction, and credit shall
be allocated to persons holding income interests for the period
of the allocation.”
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(B) Section 646(dX3) of the Reform Act is amended by striking 26 USC 671 note.
out “or by reason of subsection (e)”.

() AMENDMENTS RELATED TO SECTION 651 OF THE REFORM ACT.—

(1XA) Paragraph (6) of section 852(b) of the 1986 Code (as
added by section 651(bX1XA) 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(bX6)” and inserting in lieu thereof
“section 852(bXT7)”.

(2) Paragraph (2) of section 4982(e) of the 1986 Code is
amended to read as follows:

“42) CAPITAL GAIN NET INCOME.—

“(A) IN GENERAL—Except as promded 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) DerFinrrions.—For purposes of this paragraph—

‘(1) NeT caprraL 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
October 31 of the calendar year as the company’s tax-
able year).

“(ii) NET ORDINARY L08S.—The net ordinary loss for
the calendar year is the amount which would be the
net operating loss of the company for the calendar year
if the amount of such loss were determined in the same
mangeir as ordinary income is determined under para-

(3 Paragraph (2) of section 852(c) of the 1986 Code is amended
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
currency loss) attributable to transactions after October 31 of
such and with such other ad]ustments as the Secretary
mayI y 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(bX1)), 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(bX3) of the 1986 Code is
amended—
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(A) by striking out “net capital loss” each place it appears
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 1936 Code is amended
by adding at the end thereof the following new paragraph:

‘6) 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) ExceprioN ForR 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
%f'l?((idl)l)-l connection with variable contracts (as defined in section
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 company
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)X4) 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 forei&n currency loss shall be treated as
arising 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 lishes to
the satisfaction of the Secre that it was unable to meet such
requirements by reason of distributions previously made to meet the
requirements 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—
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(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
amended by striking out “subsection (a)(3)” and inserting in lieu
thereof “‘su tion (a)(2)”.

(m) AMENDMENTS RELATED TO SECTION 652 OF THE REFORM AcCT.—

(1) Paragraph (1) of section 851(a) of the 1986 Code is amended
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 amended
by striking out “a registered management company or reg-
istered business development company” and inserting in lieu
thereof “a management company or a business development
company described in subsection (aX1)”.

(n) AMENDMENTS RELATED T0O SECTION 653 OF THE REFORM AcCT.—

(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 be treated as
described in paragraph (2) only to the extent such income is
attributable to items of income of the partnership or trust (as
the case may be) which would be described in paragraph (2) if
realized by the reEulat.ed investment company in the same
manner as realized by the partnership or trust.”

(2XA) Paragraph (3) of section 851(b) of the 1986 Code is
amended to read as follows:

“(3) less than 30 percent of its gross income is derived from
the sale or disposition of any of the following which was held for
less than 3 months:

“(A) stock or securities (as defined in section 2(a)36) of
the Investment Company Act of 1940, as amended),

“(B) options, futures, or forward contracts (other than
options, futures, or forward contracts on foreign cur-
rencies), 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 follow-
ing 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

26 USC 851 note.
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subparagraph (B), shall apply to taxable years beginning after
the date of the enactment of this Act.

(4) Clause (i) of section 851(g)X2)(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 com-
pany 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 THE REFORM AcCT.—

Subsection (g) of section 851 of the 1986 Code (as added by section
654 of the Reform Act)—

26 USC 856 note.

(1) is redesignated as subsection (h), and

(2) is amended by adding at the end thereof the following new
ragraph:

“(3) SPECIAL RULE FOR ABNORMAL REDEMPTIONS.—

“(A) In GENERAL.—Any fund treated as a separate cor-
poration under paragraph (1) shall not be Eisquaﬁﬁed
under subsection (b)3) for any taxable year by reason of
sales resulting from abnormal redemptions on any day and
gccuirfring before the close of the 5th business day after such

ay if—

“(i) the sum of the percentages determined under
subparagraph (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)X3) for such taxable year if all the funds which
are part of such company were treated as a single
company.

“(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 pu
of this paragraph, net asset value for any day ﬂm
determined as oip the close of the preceding day.

“(D) LimrraTioNn.—For purposes of subpara%:-a h (A), any
sale or other disposition of stock or securities ell:i less than
3 months occurring during any day shall be deemed to
result from abnormal redemptions until the cumulative
proceeds from such sales or cﬂspoaitions 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
redemptions on the day with abnormal redemptions.”

(p) AMENDMENTS RELATED TO SECTION 662 OF THE REFORM ACT.—

(1) Subclause (1) of section 856(c}X6XD)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
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in the case of obligations acquired after October 22, 1986.
) 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 mvestment trust is com-
pletely liquidated, there shall not be taken into account under
paragraph (4) any gain from the sale, exchange, or distribution
of any property after the adoption of the plan of complete
liquidation.”

(4XA) Paragraph (6) of section 856(c) of the 1986 Code is
amended by adding at the end thereof the following new
subparagraph:

“(G) TREATMENT OF CERTAIN INTEREST RATE AGREE-
MENTS.—Except to the extent provided by regulations, Real property.
any—

“(1) gment to a real estate investment trust under
de interest rate swap or cap agreement en-
tered mbo by the real estate investment trust to hedge
any variable rate indebtedness of such trust incurred or
t.oé)e incurred to acquire or carry real estate assets,
an
“(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
purposes of ‘rl:ragraph (4xA).”

(B) The amendment made by subparagraph (A) shall apply to 26 USC 856 note.
taxable years ending after the date of the enactment of this Act.

(5) Su lause (I) of section 856(c)6)XDXii) 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".

(qg) AMENDMENTS RELATED TO SECTION 663 OF THE REFORM AcCT.— Real property.

(1) Subparagraph (A) of section 856(d)6) of the 1986 Code is
amended to read as follows:

“(A) IN GENERAL.—If—

“ﬂ) a real estatealmveatment;] trust receives or acc;ues,
with res to real or person rty, amounts from
a tenanﬁ“hlch denvege substalfﬂaﬁe gll of its income
with respect to such E perty from the subleasing of
substantually all of such property, an
“(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 attnbutahle to qualified rents received or
accrued by such tenant.”

(2) Subsection (f) of section 856 of the 1986 Code is amended to

read as follows:

aﬁrly to taxable years beginning after December 31, 1986, but
(

iy e F f paragraphs (2XB) and (3)B
. GENERAL.—For purposes o aphs ( and (3XB)
of subsection (c), the term ‘interest’ not include any

amount received or accrued, directly or indirectly, if the deter-
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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
excluded 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 o;rroﬁta of any
person, only a proportionate part (determined pursuant to
regulations prescribed by the Secretary) of the amount
received or accrued by the real estate investment trust from
the debtor will be uded 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
dglt)}t;or which t;lerivgs suba:ﬁa;; (’ ty all of _itstogross in't;:ome
with res] such pro not taking into account any
gain on Q’f;t disposition) ggm 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 (dX6XB)),

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 AcCT.—
Clause (i) of section 857(eX2)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 10 SECTION 668 OF THE REFORM AcCT.—

(1) Paragraph (2) of section 4981(e) of the 1986 Code is
amended to read as follows:
“(2) CAPITAL GAIN NET INCOME.—

“(A) IN GeNERAL.—The term ‘capital gain net income’ has
the meaning tgiwm such term by section 1222(9) (determined
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 of this paragraph,
the net ordinary loss for the caren ear is the amount
which would be net operafing loss oty the trust for the
calendar year if the amount of such loss were determined in
the same manner as ordinary income is determined under
paragraph (1).” .

(2) Subparagraph (C) of section 857(bX3) of the 1986 Code is
amended by striking out “real estate investment trust taxable
income” in the last sentence and inserting in lieu thereof “the
taxable income of the real estate investment trust”.

(3) Subparagraph (A) of section 4981(c)X1) of the 1986 Code is
amended by striking out “such calendar year” and inserting in
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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.mfact:on of the Secretary that it was unable to meet such
requirements by reason of distributions previously made to meet the
requirements of section 4981.”

(5) Effective with respect to dividends declared in 1988 and
subsequent calendar paragraph (8) of section 857(b) of the
1986 Code is amendeci

(A) by striking out “in December” and inserting in lieu
thereof “in October, November, or December”,

(B) by striking out “in such month” and inserting in lieu
thereof “in such a month”,

(C) by striking out “on such date” in subparagraphs (A)
and (B) and inserting in lieu thereof “on December 31 of
such calendar year”, and

(D) by striking out “before February 1” and inserting in
lieu thereof “during January”.

(t) AMENDMENTS RELATED TO SEcTiON 671 OF THE REFORM ACT.—

(1) Paragraph (1) of section 860C(e) of the 1986 Code is
amended to read as follows:

“(1) AMOUNTS TREATED AS ORDINARY.—Any amount taken into
account under subsection (a) by any holder of a residual interest
in a REMIC shall be treated as ordinary income or ordinary
loss, as the case may be.”

(2XA) Paragraph (4) of section 860D(a) of the 1986 Code is
amended—

(i) by stri out “4th month ending aﬂ:er" and inserting
in lieu thereof ‘3rd month beginning after”,

(u) by striking out “and each quarter endmg thereafter”

in lieu thereof “and at all times thereafter”.

(B) The amendment made by subparagraph (AXii) shall take Effective date.
effect on January 1, 1988. 26 USC 860D

(3XA) Clause (i) of section 860F(a)2XA) of the 1986 Code is ™o
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),”.

(BXi) Paragraph (2) of section 860F(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) Exceprions.—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

“(]?;) to facilitate a clean-up call (as defined in regula-
tions).”

(C) Subparagraph (D) of section 860F(a)2) of the 1986 Code is
amended ]l:ustnkmg out “described in subsection (b)”.

19-194 O—91—Part 4—15: QL 3
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(4) Subparagraph (A) of section 860F(b)X1) of the 1986 Code is
amended by strii'mg out “the transfer of any property to a

C” and inserting in lieu thereof “the transfer of any
property to a REMIC in exchange for regular or residual in-
terests in such REMIC".

(5XA) 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 interest if—

“(A) such interest unconditionally entitles the holder to
receive a s;feciﬁed principal amount (or other similar
amount), an

‘(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
payments on qualified mo 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:

“(2) ResipuAL 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 (8) of section 860G(a) of the 1986 Code is
amended—

(i) by striking out “on or before the startup day” in
subpar: ph (A)Xi) and inserting in lieu thereof “on the
:garﬁu ay in exchange for regular or residual interests in

& s

(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
subparagraph (A)ii), and

(iii) by striking out “on or before the startup day” in
subparagraap}l (C) and 1?sertmg in lieu tc:lhcgleof “on the
startu in exchange for r ar or residual interests in
the REMIC". e

(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
interests in the C, 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 interests.
To the extent provided in regulations, all interests issued (and
all transfers to the REMIC) during any period (not exceeding 10
days) permitted in such regulations shall be treated as occur-



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3421

ring on tl}e.f t(l]:g during sgtil'a period selected by the REMIC for
pn.
. The ame nts made by this aph shall not apply 26 USC 860G
to any REMIC where the startup day (as defined in section note.
860G(a)9) of the 1986 Code as in effect on the day before the
date of the enactment of this Act) is before July 1, 1987.
(6) Paragraph (3) of section 860G(a) of the 1986 Code is
amended—
(A) by striking out “‘directly or indirectly,” in subpara-
graph (A), and .
(E) by adding at the end thereof the following new sen-
tence:
“For purposes of this subparagraph, any obligation secured by
stock ldbyapersonasatenant-stockhom[asdeﬁnedin
section 216) in a cooperative housing corporation (as so defined)
ahallbetxutedassacumdbyanintemstinrealgzo rty.”
(7) Subparagraph (B) of section 860G{(aX7) of the 19 is
amended by inserting before the period at the end of the 1st
sentence the following: “or lower expected returns on cash
flow investments”.
(8XA) Paragraph (8) of section 860G(a) of the 1986 Code is
ST s 856(e) b h (A)
i) by striking out “section e)” in subparagrap
and inserting in lieu thereof “section 856(e) (without regard
to paragraph (5) thereof)”, and
(1i) by striking out the last sentence and inserting in lieu

the following:
“Solely for purposes g section 860D(a), the determination of
whether any property is foreclosure property shall be made
without to section 856(eX4).”

(B) Section 860G of the 1986 Code is amended by redesignat-
ing subsection (c) as subsection (d) and by inserting after su
tion (b) the following new subsection:

“(c) Tax oN IncoME FrRoM FORECLOSURE PROPERTY.—

“(1) In GENERAL.—A tax is hereby imposed for each taxable
EeEa;ﬂon the net income from foreclosure property of each

C. Such tax shall be computed by multiplying the net

income from foreclosure property by the highest rate of tax
specified in section 11(b).

“(2) NET INCOME FROM FORECLOSURE PROPERTY.—For purposes
of this part, the term ‘net income from foreclosure property’
means the amount which would be the REMIC’s net income
from foreclosure property under section 857(bX4XB) 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 subparaflra h (C),
by striking out the period at the end of subparagrap ) 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
imposed by section 860G(c).”

(9XA) Section 860G of the 1986 Code (as amended by -
graph (8)) is amended by redesignating subsection (d) as s
tion (e) and by inserting after subsection (c) the following new
subsection:

“(d) Tax oN CONTRIBUTIONS AFTER STARTUP DATE.—
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“(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) Excepmions.—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
defined in regulations) or a qualified liquidation.

“(B) Any payment in the nature of a guarantee.

_“(C) Any contribution during the 3-month period begin-

on the startu

“(D) Any contngut.lon 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
section 860G(a)X9) 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 redesig-
nated 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 pha

“(4) providing appropriate rules for treatment of transfers of
qualified replacement mortgages to the REMIC where the
transferor 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 mo

(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
?71111)](_1] of the Reform Act and inserting in lieu thereof the

ollowing:

“(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
treated as interest on an obligation secured by a mortgage
on real }Jmperty; 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
directly (and as receiving directly) its proportionate share of
the assets and income of the REMIC. For purposes of
determining 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
émrposea of this subparagraph.”

(12) Clause (xi) of section 7701(aX19XC) of the 1986 Code is
amended by striking out “are loans described” and inserting in
lieu thereof “are assets described”.
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(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(bX1XD) of the 1986 Code is
amended by striking out “the real estate mortgage pool” and
inserting in lieu thereof ‘“the REMIC”.

(15) Subsection (a) of section 860E of the 1986 Code is amended
by adding at the end thereof the following new paragraphs:

‘“(3) SPECIAL RULE FOR AFFILIATED GROUPS.—AIll members of an
affiliated group filing a consolidated return shall be treated as 1
taxpayer for purposes of this subsection, except that paragraph
(2) shall be applied separately with respect to each corporation
whii:h is a member of such group and to which section 593

ies.

P(4) TREATMENT OF CERTAIN SUBSIDIARIES.—

“(A) IN ceENErRAL.—For purposes of this subsection, a
corporation to which section 593 apfhes and each qualified
subsidiary of such corporation shall be treated as a single
cor ration to which section 593 applies.

“(B) QUALI]PIED 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 appliea, and

“(ii) which is organized and operated exclusively in
connectlon mth the organization and operation of 1 or

ore RE

(16XA) Subaecnon (a) of section 860D of the 1986 Code is
amended by striking out “and” at the end of paragraph (4), by
striking out the ‘Penod at the end of parag‘rﬂ h (5) and inserting
in lieu thereof “, and”, and by adding at the end thereof the

following new paragra h:
“(6) with respect to which there are reasonable arrangements

designed to ensure that—
“(A) residual interests in such entity are not held by
disgualiﬁed organizations (as defined in section 860E(eX5)),

an

“(B) information necessary for the apphcatmn of section

860E(e) will be made available by the en e!
(B) Section 860E of the 1986 Code is amended by adding at the
end thereof the following new subsection:
“le) Tax oN TRANSFERS OF RESIDUAL INTERESTS TO CERTAIN
ORrGANIZATIONS, ETC.—
“(1) IN GENERAL.—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 r tions) 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(bX1).

“(8) LiaBiLiTy.—The tax imposed by paragraph (1) on
transfer shall be paid by the transferor; except that, where sucﬂ
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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
relieved of liability for the tax imposed by paragraph (1) with
respect 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.

“(6) 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
organization, or any agency or instrumentality of any of the
foregoing,

“(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)X2XC).

For pu of subparagraph (A), the rules of section
168(h)2)XD) (relating to treatment of certain taxable instrumen-
talities) shall apply; except that, in the case of the Federal
Home Loan Mortgage Corporation, clause (ii) of such section
shall not apply.

“(6) TREATMENT OF PASS-THRU ENTITIES.—

‘“(A) ImposiTiION OF TAX.—If, at any time during any
taxable year of a pass-thru entity, a disqualified organiza-
tion 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
organiz.at.ion, multiplied by
ll(gi)?l)the highest rate of tax specified in section

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

“(i) any regulated investmeni company, real estate
investment 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
interest 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 TO0 BE DEDUCTIBLE.—Any tax imposed by this
paragraph with respect to any excess inclusion of any g)ass-
thru entity for any taxable year shall, for purposes of this
title (other than this subsection), be applied against (and
operate to reduce) the amount included in gross income
with respect to the residual interest involved.

‘(D) EXCEPTION WHERE HOLDER FURNISHES AFFIDAVIT.—No
tax shall be imposed by subparagraph (A) with respect to
any interest in a pass-thru entity for any period if—
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“(i) the record holder of such interest furnishes to
such pass-thru entity an affidavit that such record
holt(il;o;'(ils not a dmln.;l nod &rganimm and F

“(ii) during suc iod, the pass-thru entity does not
have actual know that such affidavit is false.

“(7T) Warver.—The Secretary may waive the tax imposed by
pa.ragraph (1) on any transfer if—
“(A) within a reasonable time after discovery that the
transfer was subject to tax under paragraph (1), steps are
%aieizanmthatthemtereatmnolongerheldbythequuah

organizatio:
"(B)therelspmdtotheSecretarysuchamountsasthe
Secretary may require.

‘““8) Anmmum Provisions.—For of subtitle F,
the taxes imposed by this subsection be treated as excise
taxes with reapoct to which the deficiency procedures of such
subtitle apply

(8)) Paragraph (2) of section 26(b) of the 1986 Code 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 adding at the end thereof the
followm new sub ph:
) section E(e) (relating to taxes with respect to
certain residual interests).”

(DXi) The amendments made by subparagraph (A) shall apply 26 USC 860D
in the case of any REMIC where the start-up day (as defined in note.
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) 26 USC 860E
(except to the extent they relate to paragraph (6) of section note.
860E(e) of the 1986 Code as added by such amendments) shall
apply to transfers after March 31, 1988; except that such amend-
ments shall not apply to any transfer pursuant to a binding
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
paragraph (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
lilsl,téeéreet acquired by the pass-thru entity after March 31,
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 BGOE(EKG) of
the 1986 Code (as added by the amendment made by subpara-



102 STAT. 3426

26 USC B60F
note.

PUBLIC LAW 100-647—NOV. 10, 1988

%ggh (B)) for any taxable year beginning before January 1,

(17)d§tébpal‘88raph (B) of section 860E(cX2) of the 1986 Code is
amended—
(A) by inserting “(adjusted for contributions)” after
“residual interest” the second place it appears, and
(B) by striking “decreased by” in clause (ii) and inserting
in lieu thereof ‘‘decreased (but not below zero) by”.

(18XA) Subsection (e) of section 860F of the 1986 Code is
amended by adding at the end thereof the following new sen-
tences: “Such return shall be filed by the REMIC. The deter-
mination 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 aX9) 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 amended
by adding at the end thereof the following new sentence:

“In the case of a qualified liquidation (as defined in section
860F(aX4XA)), 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
amended by striking out ‘“this chapter” each place it appears
and inserting 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 amended
bg striking out “real estate mortgage pool” and inserting in lieu
thereof “REMIC":

(A) Section 382(1X4)XBXii).
(B) Section 860F(a)X2)AXiii).
(C) Section 860F(aX2)C).
(D) Section 860F(bX1XCXii).
(E) Section 860F(bX1)DXii).

(23) Subsection (d) of section 860E of the 1986 Code is amended
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 subcha&t&er T applies.”

X7)

(24) Subparagraph (C) of section 604 of the 1986 Code is
amended by striking out “the issue price” and inserting in lieu
thereof “the adjusted issue fprice". .

(25XA) Paragraph (19) of section 7701(a) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “For purposes of determining whether any interest in a
REMIC qualifies under clause (xi), any regular interest in an-
other REMIC held by such REMIC shall treated as a loan
described in a p ing clause under principles similar to the
principles of clause (xi); except that, if such REMIC's are part of
a tiered structure, they s be treated as 1 REMIC for pur-
poses of clause (xi).”

(B) Paragraph (4) of section 593(d) of the 1986 Code is amended
by adding at the end thereof the following new sentence: “For
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purposes of determining whether any interest in a REMIC
qualifies under the preceding sentence, any interest in another
REMICheldbysuchREl\ﬂCshallbetreat.edasa
rea.l property loan under principles similar to the principles of
the preceding sentence, except that if such REMIC’s are part of
atmmdatructure,theyshallbetraatedaisEM]Cforpur-
poses of this paragraph.”
(%}SachonBGOEofthelBSﬁCodemamendedhyaddmgat
the end thereof the following new

“(f) TREATMENT OF VARIABLE INSURANCE Gom.\cm.—Except as
provided in regulations, with respect to any variable contract (as
defined 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 amended
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,
“(B) in determining taxable income for such taxable year
for purposes of the 2nd sentence of section 172(bX2).”

(u) AMENDMENTS RELATED TO SECTION 672 OF THE REFORM ACT.—

(1) Subparagraph (B) of section 163(e)2) of the 1986 Code is
:;:elggfed by atrlkmg out “paragraph (6)” and inserting in lieu

{3 p

(2) Subparagraph (B} “of section 1278(aX4) of the 1986 Code is
amended by striking out “section 1272(a)X6)” and inserting in
lieu thereof “section 1272(aX7)”.

(3) Section 1288(a) of the 1986 Code is amended by striking out

pﬂmmph(ﬁ)”eachplaoeltappenrsandmaerhngmheu

thereof “paragraph (7).

(4) Sections 1271(a)X2XAXii) and 1275(aX4XBXiiXI) 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(dX7) of the 1986 Code is amended
by inserting “(and such amounts shall be treated as paid when
includible in gross income under section 860B(b))” before the period
at the end thereof.

(w) AMENDMENTS RELATED TO SECTION 675 OF THE REFORM AcCT.—

(1) Subsection (a) of section 675 of the Reform Act is amended 26 USC 860A
to read as follows: note.

‘“(a) GENERAL RuLE.—Except as otherwise provided in this section, Effective date.
the ﬂgg?dxlr}enta made by this subtitle shall take effect on Janu-
ary 1, :

(2) Section 675 of the Reform Act is amended by adding at the
end thereof the following new subsection:

“(d) Stupy.—The Secretary of the Treasury or his delegate shall Banks and
conduct a study of the operation of the amendments made by this ‘2’2"65‘5553{, ™
part and their competitive impact on savings and loan institutions [ .
and similar financial institutions. Not later than January 1, 1990, Reports.
theSecretarysimllmbmxtaregvrtofsuchstudytotheCommttee
on Ways and Means of the House of Representatives and the
Committee on Finance of the Senate (together with such rec-
ommendations as he may deem advisable).”
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Real property.  SEC. 1007. AMENDMENTS RELATED TO TITLE VII OF THE REFORM ACT.

(a) AMENDMENTS TO SECTION 55 OF THE 1986 CopE.—

(1) Paragraph (1) of section 55(c) of the 1986 Code is amended
by inserting lgefore the period at the end of the first sentence
the following: “and the section 936 credit allowable under sec-
tion 27(b)".

(2) Paragra%h (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 (1XC)(i), alternative minimum taxable income shall
be increased by the lesser of (i) 256 percent of the excess of
alternative minimum taxable income (determined without
regard to this sentence) over $155,000, or (ii) $20,000.”.

(b) AMENDMENTS TO SECTION 56 oF THE 1986 CopE.—

(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
described in section 460(e)1), the percentage of the contract
completed shall be determined under section 460(b)2) b y beg
the simplified procedures for allocation of costs prescri
under section 460(b)(4).”

(2) Subparagraph (E) of section 56(b)X1) of the 1986 Code is
amended to read as follows:

“(E) STANDARD DEDUCTION AND DEDUCTION FOR PERSONAL
EXEMPTIONS NOT ALLOWED.—The standard deduction under
section 63(c), the deduction for personal exemptions under
ge:;ll(lm 151, and the deduction under section 642(b) shall not

0

(3) Subparagr (C) of section 56(bX1) of the 1986 Code is
amended by strlﬁmg 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
following new clauses:

“iv) in lieu of the exception under section
163(d)X8)BXi), 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(bX1XC) of the 1986 Code is
amended—

(A) by stri 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 m
lieu thereof “section 57(a)b)B)”. 5

(5) Subparagraph (A) of section 56(dX2) of the 1986 Code is
amended—
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(dA) by striking out “(other than subsection (a)6) thereof)”’,

an

(B) by adding at the end thereof the following new sen-

tence:
“An item of tax preference shall be taken into account
under clause (ii) only to the extent such item increased the
amount of the net operating loss for the taxable year under
section 172(c).”

(6XA) Paragraph (1) of section 56(e) of the 1986 Code is
amended—

(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

(i) 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(fX2)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 pro-
vided by section 901 without to section 901(j))".

(8) Clause (iii) of section bH6(f(3XA) of the 1986 Code is
amended by striking out “‘an income statement” and inserting
in lieu t'pereof ‘“an income statement for a substantial nontax
purpose’’.

(9) Subparagraph (B) of section 56(fX3) of the 1986 Code is
amended by striking out “paragraph (3XA)” and inserting in
lieu thereof “this subsection”.

(10) Sub ph (C) of section 56(f)X3) of the 1986 Code is
amended b ﬁding at the end thereof the following new sen-
tence: “If the taxpayer has 2 or more statements described in
the clause (or subclause) with the lowest number designation,
the applicable financial statement shall be the one of such
statements specified in regulations.”

(11XA) Subparagraph (F) of section 56(f)2) of the 1986 Code is
amended to read as follows:

“(F) TREATMENT OF TAXES ON DIVIDENDS FROM 936 COR-
PORATIONS.—

“(i) IN GeENERAL.—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 res to dividends
received from a corporation eligible for the credit pro-
vided by section 936 shall be treated as a tax paid to a
Sore(ilgn country by the corporation receiving the divi-

en

“(ii) LovaraTion.—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 multiplied by a
fraction—

“(I) the numerator of which is the excess referred
to in paragraph (1), and
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“(II) the denominator of which is the aggregate
amount of such dividends.

“(iii) TREATMENT OF TAXES IMPOSED ON 936 CORPORA-
TiIoN.—For purposes of this subparagraph, taxes paid
by any corporation ehglble for the credit provi by
section 936 to a possession of the United States shall be
treated as a withholding tax paid with respect to an
dividend paid by such corporation to the extent aucﬁ
taxes would be treated as paid by the corporation
receiving 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 (iiXI)” and inserting in lieu
thereof “clause (i)”.

(12) Clause (iii) of section 56(gX4XB) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “The J)rwedmg 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
amended—

(A) by striking out “ADJUSTED EARNINGS AND PROFITS” in
the paragraph heading and inserting in lieu thereof
“ADJUSTED CURRENT mnmucs and
(B) by sf out “ADJUSTED EARNINGS AND PROFTTS”
subparagraph (B) and inserting in heu
thereof * Amum CURRENT EARNINGS”

(14XA) Subsection (b) of section 56 of the 1986 Code is
amet;lded by adding at the end thereof the following new para-
graph:

“(3) TREATMENT OF INCENTIVE STOCK OPTIONS.—Section 421
shall not atpply 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
determined on the basis of the treatment prescribed by the
preceding sentence.”

&Eﬁragraph (3) of section 57(a) of the 1986 Code is hereby

re

(C) The amendments made by this paragraph shall apply with
respect to options exercised after December 31, 1987.

(15) Clause (i) of sectlon 56(aX1)(A) of the 1986 Code is
amended stnlung out ‘REAL” in the heading and inserting in
16 The heading of paragraph, (1) of 56(b) of the 1986

| paragraph (1) of section of the
Code is amended by striking out “rrEmMizED”.

(17 SubEaragra ph (A) of section 56(gX4) of the 1986 Code is
a;nended y 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 apply-
ing 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
aggregate amount of the depreciation deductions
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determined under this subclause with respect to
such roperty for prior taxable years.

CCUMULATED 166(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.

‘(II1) 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
taxable year.

“(IV) ELEcTiON.—The taxFayer may make an
election under this clause for any taxable year
beginning after 1989. Such an election, once made
with respect to any such taxable year, shall apply
to all property placed in service during such tax-
able year, and shall be irrevocable.

“(V) SIMILAR RULES FOR PROPERTY DESCRIBED IN
CLAUSE (i), (iii), orR (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), (i11), or (iv) applies.

“(viifg SpECIAL lau.u.n:l FOR l:?ed!i“m pnorm;rz'ﬁ—(lg) i(;gJe

case of any property descri in paragrap. , (2), (3),

or (4) of section 168(f), the amount of depreciation

allowable for purposes of the regular tax shall be

treated as the amount allowable under the alternative
ystem of section 168(g).”

(18) Paragra h (4) of section 56(g) of the 1986 Code is amended

by adding at the end thereof the following new subparagraph:

“I) ApgusTeD BAsis.—The adjusted basis of any property

with respect to which an adjustment under this paragraph

applies shall be determined by applying the treatment
prescribed in this paragraph.”
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(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)5XC) of the 1986 Code is
amended b?r inserting “(whether a current or advance refund-
ing)” after “any refunding bond’".

(2) Clause (i) of section 57(a)}(5)XC) of the 1986 Code is amended
to read as follows:

“@i) IN GeNERAL.—For purposes of this part, the term
‘specified private activity bond’ means any private
activity 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
amended—

(é&) by striking out ‘“(as modified by section 461(iX4)XA))",
an

(B) by striking out ‘“section 469(d), without regard to
paragraph (1)B) thereof”’ and inserting in lieu thereof “sec-
tion 469(c)”.

(2) Paragraph (3) of section 58(a) of the 1986 Code is amended
by striking out “section 469(g)1XC)” and inserting in lieu
thereof “section 469()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 L0SS.—In determining the amount of
the loss from any tax shelter farm activity, the adjustments of
sections 56 and 57 shall apply.”

(4) Subsection (b) of section 58 of the 1986 Code 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 qualified
housing interest (as defined in section 56(e)).”

(e) AMENDMENTS TO SECTION 59 oF THE 1986 CopE.—

(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 inserting
in lieu thereof “taxable year with the adjustments of sections
56, 57, and 58."

(3) Paragraph (1) of section 59(a) of the 1986 Code is amended
by striking out “and” at the end of subparagraph (B), by strik-
ing out the period at the end of subparagraph (C) and inserting
in lieu thereof “, and”, and by adding at the end thereof the
following new subparagraph:
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‘(D) the determination of whether argr income is high-
taxed income for purposes of section 904(dX2) were made on
the basis of the apﬂlicahle rate specified in section
55(bX1XA) in lieu of the highest rate of tax specified in
section 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 26 USC 55 note.
begins before Jan 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
enactmer;_t of the Tax Rfefgerm Act of lm) shall bt(-: ot?k&n into
account for purposes o termining amoun e tax
imposed 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 7T01(f)6) of
the Reform Act is amended to read as follows: “The aggregate 26 USC 55 note.
amount of investment tax credits with respect to the unit in
Mississippi allowed solely by reason of being described in this
sub3paragraph 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 1
of the Internal Revenue Code of 1986, in the case of a

ualified taxpayer, alternative minimum taxable income
or the taxable year shall be reduced by an amount equal to
the agreement vessel deg:aciat.ion 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
section 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 aggregate amount Ey which basis of a qualified tax-
payer is treated as not reduced by reason of this subpara-
graph 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.”

(4XA) If any property to which this paragraph applies is 26 USC 57 note.
placed in service in a taxable year which begins before Janu-
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ary 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 , Over
(ii) the amount which would be determined for such
taxable year under the rules of aph (1) or (5) (which-

ever 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(3) of the Internal Revenue Code of 1954 (as so in effect),
an

(ii) to which paragraph (1) or (5) of section 56(a) of the
Internal Revenue Code of 1986 would apply if the taxable

ear3 lre{%%réad to in subparagraph (A) began after Decem-

r 31, ;

(5) In determining the amount of the alternative minimum
tax foreign tax it 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
treated under section 904(c) of the 1986 Code as paid or accrued
in a taxable year beginning on or before December 31, 1986.

MISCELLANEOUS AMENDMENTS.—

(1) Subparagraph (K) of section 26(b)X2) of the 1986 Code is
amended by striking out the comma at the end thereof and
inserting in lieu thereof “).”.

(2XA) So much of section 38(c) as precedes paragraph (4)
thereof is amended to read as follows:

“(c) LimrtATION BASED ON AMOUNT OF TAX.—

“(1) IN geNeEraL.—The credit allowed under subsection (a) for
any taxable year shall not exceed the excess (if any) of the
taxpayer’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 K and B of this part, and the term ‘net regular tax
liability’ means the regular tax liability reduced by the sum of
the credits allowable under subparts A and B of this part.

‘2) REGULAR INVESTMENT TAX CREDIT MAY OFFSET 25 PERCENT
OF MINIMUM TAX.—

“(A) IN GENERAL.—In the case of a C corporation, the
amount determined under paragraph (1XA) 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
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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 1s not so attributable.

“(C) LmmaraTioN.—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)X1XA) 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 for the
taxable year, reduced by the sum of the credits allowable
under this part for the taxable year (other than under
section 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 agpears in such agraph and
inserting in lieu thereof “subparagraph (B) of paragraph (1).

(3XA) Subsection (c) of section 47 of the 1986 Code is amended
by striking out “or D” and inserting in lieu thereof “D, or G”.

(B) Subparagraph (D) of section 42(jX4) of the 1986 Code is
?‘:ﬁ:end&c}, by striking out “or D” and inserting in lieu thereof

,or G”,

(4) The last sentence of clause (ii) of section 53(dX1XB) of the
1986 Code is amended by striking out ‘“‘earnings and profits”
and inserting in lieu thereof “‘current earnings”.

(5) Sections 173(b), 174(eX2), 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 70l(c) of the Reform Act is 26 USC 38.
amended by striking out “section 631(a)” and inserting in lieu
th?B)reoSf ‘l;section 2213(?1)3’;.01‘ section 1362(e)5) of the 1986 Code i

ubparagra on e e e is

amended b; stn.tmg out “Subsection (dX2)"” and inserting in
lieu thereof “Subsection (d)”.

(10) Subsection (a) of section 6154 of the 1986 Code (as in effect
before its repeal bﬁy the Revenue Act of 1987) is amended
gtét;lf}ng out “11, 59A” and inserting in lieu thereof “11, 55,

(11) Paragraph (1) of section 962(a) of the 1986 Code is
amended—
(A) by striking out “section 1” and inserting in lieu
thereof “‘sections 1 and 55", and
(B) by striking out “section 11” and inserting in lieu
thereof “‘sections 11 and 55”.
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(12) Subeect:qf;_ (h) of aectmn 32 of the 1986 Cc;:de is amended

stnkmg out “for taxpa than corporations”.

(13)A) Subsection (d) of aecl:mn 2 of the 1986 Code is amanded
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 inserting in
15158!1;1 thereof “the taxes imposed by subsection (a) and section

SEC. 1008. AMENDMENTS RELATED TO TITLE VIII OF THE REFORM ACT.

Regulations.

REeLATED TO SECTION 801 OF THE REFORM ACT.—

) AMENDMENTS
(1XA) Subparagraph (B) of section 448(dX2) of the 1986 Code

(defining qualified personal service corporation) is amended by
striking out “or indirectly” and inserting in lieu thereof “(or
ing through 1 or more partnerships, S co rat:ons, or
qualified personal service co ratlona not descri
graph (2) or (3) of subsection (a))”.
) Section 448(d) of the 1986 Code is amended by adding at
the end thereof the following new
“(8) USE OF RELATED PARTIES, iﬁe Secretary shall pre-
scribe such regulations as may be neoessary to prevent the use
of related parties, thru entat:lea, or intermediaries to avoid
the application of this section
(2) Subparagraph (C) of section 448(d)X4) of the 1986 Code
(relating to special rules for application of paragraph (2)) is
amended by striking out “all such members” and inserting in
lieu thereof “such group”.
3 ph (2) of section 461(i) of the 1986 Code is amended
to read as follows:
“(2) SPECIAL RULE FOR SPUDDING OF OIL OR GAS WELLS.—
“(A) In GeENERAL.—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 partnershlp. in applymgb section
704(d) to a deduction or loss for anﬁ le year
attributable to an item which is deductible by reason of
subparagraph (A), the term ‘cash basis’ shall be sub-
stituted 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 art.nershxp, the ate amount of the
deductions a]]p wable 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 ner’s cash basis in a partnership shall be equal to
the adjusted basis of such partner’s interest in the partner-
ship, determined without regard to—

“(i) any liability of the partnership, and .

“(i1) any amount borrowed by the partner with re-
spect to such partnership which—
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“(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
deductions for certain farming expenses) is amended by adding
at the end thereof the following new subsection:

“(g) TERMINATION.—Except as provided in subsection (f), subsec-
tions (a) and (b) shall not apply to any taxable year beginning after
December 31, 1986.”

(5) Paragraph (4) of section 801(d) of the Reform Act is amend- 26 USC 448 note.
ed by striking out “the completed contract method” and insert-
ing 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 amended
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(dX4) 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 amended
by adding at the end thereof the following new subparagraph:

“(D) TREATMENT OF PREDECESSORS.—Any reference in this
subsection to an entity shaJl 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 amend-
ed by adding at the end thereof the following new sentence:
“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 e (relating to general
exceptions) is amended—

(A) by striking out “263(c), 616(a), or 617(a)"” and inserting
in heu thereof ““263(c), 263(i), 291(bX2), 616, or 617", and
(B)hby -adding at the end thereof the followmg new para-

grap
“(6) COORDINATION WITH SECTION 59(e).—Paragraphs (2) and
(3) shall apply to any amount allowable as a deduction under
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section 59(e) for qualified expenditures described in subpara-
graphs (B), (C), (D), and (E) of paragraph (2) thereof.”

(8) Subparagraph (B) of section 263A(dX2) of the 1986 Code
(relating to special rule for person with minority interest who
materially participates) is amended—

(A) by striking out “such grove, orchard, or vineyard” in
clause (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 “ExpeNsgs”’ in the heading
thereof.

(6) Section 447(gX1) of the 1986 Code is amended by striking
out “trade or business of farming” each place it appears and
inserting in lieu thereof ““qualified farming trade or business”.

(7) Paragraph (4XA)Xi) 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
apportioning storage costs and related handling costs shall be
determined by dividing the amount of such costs by the begin-
ning 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 explanatory statement of the committee of conference of
the conference report accompanying H.R. 3838 (H.R. Rept. No.
99-841, Vol. I1., 99th Cong., 2d Sess. II-306-307 (1986)).

(c) AMENDMENTS RELATED TO SECTION 804 OF THE REFORM ACT.—

(1) Paragraph (3) of section 460(b) of the 1986 Code is
amended—

(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)”.

(2X(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.—
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“(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 contract
in lieu of the method of allocation under subsection (c).

“(B) LOOK-BACK METHOD NOT TO APPLY TO CERTAIN CON-
TRACTS.—Paragraph (2XB) and subsection (a)}2) shall not
apply to any contract—

“i) gross price of which (as of the completion of
the contract) does not exceed the lesser of—
“(I) $1,000,000, or
"(H)lpereentoftheaverageannual%romre-
ceipts of the taxpayer for the 3 taxable years
preceding the taxable year in which the contract
was completed, and
“(ii) which is completed within 2 years of the contract
commencement date.
For purposes of this subparagraph, rules similar to the
rules of subsections (eX2) and (fX3) shall s.p;:ul‘{ml

(B) Section 460(b)2) of the 1986 Code is amen: by striking
out “In” ]:1?8 inserting in lieu thereof “Except as provided in

in”.

(3) Subparagraph (B) of section 804(dX2) of the Reform Act is 26 USC 460 note.
amended b out “section 263A(cX5)” and inserting in
lieu th: “section 460(cX5)”.

(4A) Paragraph (3) of section 460(b) of the 1986 Code is
:;nended by adding at the end thereof the following new sen-

nees:

“For purposes of the preceding sentence, any amount received
or accrued after cumpgehon of the contract shall be taken into
account by discounting (using the Federal mid-term rate deter-
mined under section 1274((1) as of the time such amount was
received or accrued) such amount to its value as of the comple-
tion of the contract. The taxpayer may elect with respect to anK
cont% to have the preceding sentence not apply to suc
cont: ”

(B) Subparagraph (B) of section 460(bX2) of the 1986 Code is
amended by out “completion of the contract” and

in lieu thareof “completion of the contract (or, with

respect to any amount recelveg or accrued after completion of
the contract, when such amount is so received or accrued)”.
(d) AMENDMENT RELATED TO SECTION 805 OF THE REFORM AcCT.—

(1) Section 166(dX1XA) of the 1986 Code is amended by stnkmg
out “subsectaons (a) and (¢)” and inserting in lieu thereof

“subsection (a)”.
(2)Subsect10n(b]oi‘sectmn 805 of the Reform Act is amended 26 USC 166.
lf%s inserting “, as amended by section 901(dX4),” after “Section

(3) Subsection (a) of section 582 of the 1986 Code is amended
by striking out “subsections (a), (b), and (c) of section 166” and
inserting in lieu thereof “subsections (a) and (b) of section 166”.

(e) AMENDMENTS RELATED TO SECTION 806 OF THE REFORM ACT.—

(1XA) Clause (i) of section 706(bX1XB) of the 1986 Code is
amended to read as follows:

“(i) the mqgority interest taxable year (as defined in
paragraph (4)),”.

B ph (4) of section T06(b) of the 1986 Code is amended

to read as fo :
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“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 tax-
able 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 in-
terest in partnership profits and capital of more than
50 Percent.

*(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 partner-
ship shall not be required to change to another taxable year
for eith’gr of the 2 taxable years following the year of

change.

(2) Clause (iii) of section T06(b)1XB) 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
subsection, changes in taxable years of other persons required
by this subsection, section 441(i), section 584(h), section 645, or
section 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 cor-
poration 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
consolidated return, all members of such group shall be taken
into account in debermjningr whether such corporation is a
personal service corporation.’

(5XA) 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 Funp.—For purposes of
this subtitle, the taxable year of any common trust fund shall be the
calendar year.”

26 USC 584 note. (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 ag lied by
substituting “December 31, 1987" for “December 31, 1986”. For
purposes of section 806(e)2) of the Reform Act—
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(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 substitut-
ing “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(cX2) of the Reform Act is amended by striking 26 USC 267.

%'é?( ‘;(Szgﬁtion 267(a)” and inserting in lieu th “Section
a »

(7) Subparagraph (C) of section 806(eX2) of the Reform Act is 26 USC 1378
amended— note.

an(él} by striking out “(including such short taxable year)”,

(B) by striking out “short taxable year” the second place
it ap%em 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”.

® S?gt).l%l; 806(e}2) of the Reform Abclt is :;u;,endeg—-

striking out “any taxable year” and inserting in
lieu thereof “the er's first taxable year inni
after December 31, 1986”, and

(B) by striking out “taxpayer’”’ each place it appears and
inserting in lieu thereof “Rannership, S corporation, or
personal service corporation’.

(9) Nothing in section 806 of the Reform Act or in any 26 USC 1378
legislative history relating thereto shall be construed as requir- note.
ing the Secretary of the Treasury or his delegate to permit an
automatic change of a taxable gear

(10) Subsection (e) of section 806 of the Reform Act is amended 26 USC 1878
by adding at the end thereof the following new paragraph: note.

“(3) BAsIS, ETC. RULES.—

_ “(A) Basis rRuLE.—The adjusted basis of any partner’s
interest in a partnership or shareholder’s stock in an S
corporation 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
gtnership or stock in an S corporation is disposed of

ore 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 paragr:iph (2XC) and attributable

to the interest or stock disposed of shall be included in gross

income for the taxable year in which the disposition occurs.

For purposes of the preceding sentence, the term ‘spread

period’ means the period consisting of the 4 taxable years
referred to in paragraph (2XC).”

() AMENDMENTS RELATED TO SECTION 811 OF THE REFORM AcCT.—

(1) Paragraph (4) of section 453C(b) of the 1986 Code is

(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
t.axabblteadgxrlear (determined by not taking into account any
indeb ess described in paragraph (3XB)) in lieu”
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(2) So much of paragraph (2) of section 453C(d) of the 1986
t(:Jcoltl:le as precedes subparagraph (A) is amended to read as

ollows:

“(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
applicable 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
sentence:

“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
}nserting in lieu thereof “Except as provided in regulations,
or’”’.

(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 ‘applicable
installment obligation’ shall not include any obligation aris-
ing out of any disposition or sale described in paragraph (1)
gll'z((a'!))of section 453(k) of such Code (as added by section

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 February
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
subsection (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)”.
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(8) Paragraph (1) of section 812(c) of the Reform Act is 26 USC 453 note.
amended by striking out dparagmph (2)” and inserting in lieu
thereof “paragraphs (2) and (3)”
byw Subsection (c) of sectui-ln(g)m of the Refo;m:;j&ct lc.ili amended

redesignating a as paragraph (3) and inserting

after paragraph (1: the fol lf new paragra.

‘(2) SALES OF STOCK, ETC. ion 453(1:)(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
redesignated) 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
takenintoaoouuntineachofmch4yaamshallbethe

pplicable percentage (determined in accordance with the
fo owing table) of the net adjustment:

The applicable
“In the case of the: percentage is:
1st taxable year 15
2nd taxable year 25
3rd taxable year 30
4th taxable year 30.
If the taxpayer’s last taxable year beginning before January 1,
1987, was the er's 1st taxable year in which sales were

made under a ving credit plan, all adjustments under
section 481 of such Code shall be taken into account in the
r's 1st taxable year after December 31, 1986.”
bsection (c) of sectlon 12 of the Reform Act is amended
addmgattheendthareofthefollowmgnew paragraphs:
“(4) ACCELERATION OF ADJUSTMENTS WHERE CONTRACTION IN

AMOUNT OF INSTALLMENT OBLIGATIONS.—
“(A) In GENERAL—If the percentage determined under
snbpamgraph (B) for any taxable year in the adjustment
period exceeds the tage which would otherwise apply
under IS)(D) for such taxable (determined
tﬁ apphenhon of this paragraph g prior taxable

yaars m( 1t]hfh adjustment period)—

i e percentage determined under subparagraph
(B) shall be substituted for the a Jxephcahle percentage
wlnch would otherwise apply under paragraph (3XD),

“{n} increase in the applicable percentage by
a(:?clauﬂ () shall be.a heddt:rreduce thll.:
lwable un paragrap
(3p)&)) for mment taxable years in the adjustment
a.bl with the lst of such subsequent tax-
e years
“(B) DETERMINATION OF PERCENTAGE.—For purposes of

subparagraph (A), the percentage determined under this
gugngmph for any taxable year in the adjustment period

is (if any) of—
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“(i) the percentage determined by dividing the aggre-
gate contraction in revolving installment obligations by
the aggregate face amount of such obligations outstand-
ing as of the close of the er'’s taxable year

before January 1, 1987, over
(ii) the sum of the ap hcable ercentages under
paragraph BXD) (as mod.dg paragraph) for
rior taxable years in the ad;ustment period.
AGGREGATE CONTRACTION IN REVOLVING INSTALLMENT

OBLIGATIONS.—For purposes of sub aph (B), the aggre-
gate contraction in revolving i ent obhgatlons is the
amount by which—

“(i) the aggregate face amount of the revolving
installment obhg'ahons outstanding as of the close of
the taxga;{rer s last taxable year beginning before Janu-

‘(n] aﬁregate face amount of the revolving
installment 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
obligations’ means installment obligations arising under a
revolving credit plan.

“(E) TREATMENT OF CERTAIN OBLIGATIONS DISPOSED OF ON
OR BEFORE OCTOBER 26, 1987.—For p of subpara-
graphs (BXi) and (CXi), in determining tﬂe aggregate face
amount of revolving mstallment obligations outstanding as
of the close of the taxpayer’s last taxable year beginning
before January 1, 198'?athere shall not be taken into ac-
count an obligation—

“(S 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 thereafter
before such chsposlt:lon.
For purposes of the preceding sentence, the term ‘unrelated
Rgrson means any % n who is not a related person (as
g 9§1aed in section 453(g) of the Internal Revenue Code of
“(5) LIMITATION ON LOSSES FROM SALES OF OBLIGATIONS UNDER

REVOLVING CREDIT PLANS.—If 1 or more obligations arising

under a l:j-ez%lvmg credit hg; gnd tak:fe 1:300 account unctl:ir

paragrap are uring justment 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 E-urposes of phs (4) and
Eg) the adjustment period is the under paragraph
(h) AMENDMENT RELATED TO SECTION 821 OF THE REFORM AcCT.—
26 USC 451 note. Section 821(b)X3) 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
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before January 1, 1987, if the taxpayer treated such income in the
same manner for the taxable 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

striking out “or (dX4)”.
(j) AMENDMENTS RELATED TO SECTION 824 OF THE REFORM AcCT.—
(1) Section 6501(0) of the 1986 Code which relates to cross

references is amended by stri out aph (3).
(2) Parag'raph 4) of section 824(c) of the form Act is amend- 26 USC 118 note.
ed by out “‘an indemnity ag'reement” and inserting in

lieu thereof “an underwriting agreement”.
SEC. 1009. AMENDMENTS RELATED TO TITLE IX OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 901 OF THE REFORM ACT.—
(1) Sub ph (C) of section 46(e)X4) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tences: “Notwithstanding the preceding provisions of this
subparagmﬁh, any such election shall terminate effective with
respect to the 1st taxable year of the organization making such
election which begins after 1986 and during which such
organization (or any successor organization) was not at any time
the lessee under any lease of regular investment tax credit
Property For purposes of the precedmg sentence, the term
regular investment tax credit property’ means any section 38
property if the regular e(rercent.age applied to such property and
the amount of qualified investment with respect to such prop-
erty would have been reduced under paragraph (1) but for an
election under thls subparagra;

(2XA) Paragraph (5) of section 585(c) of the 1986 Code is
anllJended by &d at the end thereof the following new
su

“(C) ON 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(cX3XAXiii) of the 1986 Code is
amended by striking out “or such greater amount as the tax-

may designate” and inserting in lieu thereof “or such

i her percentage of such net amount as the taxpayer may

© d?da? (ii) of section 585(cX3XB) of the 198‘? Code is
amen: striking out “designates an amount” and inserting
in lieu thereof “elects a higher percentage”.

3 Paragra&e(‘!) of section 585(c) of the 1986 Code is amended
by adding at end thereof the following new sentence:

“If the amount of the reserve referred to in subparagraph (B) as of
the close of taxable year exceeds the outstan ce (as of
such time) of loans referred to in sub ph (B), such excess
shall be included in gross income for su,chl::-;:;‘i)ll.:.el 4

(b) AMENDMENTS RELATED TO SECTION 902 OF THE REFORM AcCT.—

(1) Paragraph (3) of section 902(f) of the Reform Act is State listing.
amended— 26 USC 265 note.

(A) in subparag'ra h (F), by striking out “distribution
iqonip;ny msel:'tmg y'heu th%reof “distribution

acili

(B) in subparagraph (L), out “waterfront

project” and maertml; in lxel.})y thereof 2 Festival Market
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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 aubparagraph (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
subparagraphs:

“(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
amended by ntnkmg out “subparagraph” and inserting in lieu

(BXA) Paragraph (3) of section 265(b) of the 1986 Code is
amended to read as follows:
“/(3) EXCEPTION FOR CERTAIN TAX-EXEMPT OBLIGATIONS.—

“(A) In GENErRAL.—Any qualified tax-exempt obligation
acquired after August 7, 1986, shall be treated for purposes
of paragraph (2) and section 291(e)X1XB) 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
defined in section 141), and
“(IIT) which is designated by the issuer for pur-
poses of this paragraph.

“(ii) CERTAIN BONDS NOT TREATED AS PRIVATE ACTIVITY
BONDS.—For purposes of clause (iXII), there shall not be
treated as a private activity bond—

“(I) any qualified 501(cX3) bond (as defined in
section 145), or

“(II) 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(bX2) as in effect on the day before the
date of the enactment of the Tax Reform Act of
1986) or a private loan bond (as defined in section
103(0)2XA), as so in effect, but without regard to
any exemption from such definition other than
section 103(o0)X2XA)).

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
obligations (other than obligations described in clause
(ii)) which will be issued by such issuer during such
calendar year does not exceed $10,000,000.
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“(ii) OBLIGATIONS NOT TAKEN INTO ACCOUNT IN DETER
MINING STATUS AS QUALIFIED SMALL 1SSUER.—For pur-
poses of clause (i), an obligation is described in this
clause if such ohhgatlon is—

“(I) a private activity bond (other than a quali-
fied 501(cX3) bond, as defined in section 145),

“D an obligation to which section 141(a) does
not a b& reason of section 1312, 1313, 1316(g),
or 13 e 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(bX2) 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(c)2XA), as so in effect,
but without regard to any exceptlon from such
definition other than section 103(0)X2)(A)), or

“(I11) an obligation issued to refund (other than
to advance refund within the meaning of section
149(dX5)) any obligation to the extent the amount
of the refunding obligation does not exceed the
outstanding amount of the refunded obligation.

“(iii) ALLOCATION OF AMOUNT OF ISSUE IN CERTAIN
caseEs.—In the case of an issue under which more than
1 governmental entity receives benefits, if—

“(D all governmental entities receiving benefits
from such issue irrevocably agree (before the date
of issuance of the issue) on an allocation of the
amount of such issue for purposes of this subpara-

graph,

“&D such allocation bears a reasonable relation-
ship to the respective benefits received by such
entities,

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
obligations issued by an issuer during any calendar
yearmaybedemgnntedbysuchissuerforpurpoaeaof

this paragraph.

"(u} CERTAIN REFUNDINGS OF DESIGNATED OBLIGATIONS
DEEMED DESIGNATED.—Except as provided in clause (iii),
inthemseofarefunding or series of refundings) of a
qualified tax-exempt obligation, the refunding obliga-
tion shall be treated as a qualified tax-exempt obliga-
%_i)c;nif(and shall not be taken into account er clause
l —

“(D the refunding obligation was not taken into

account under h (C) by reason of
clause (ii)III) tlna-l'ecr{m.‘Igm 4 4

“(II) the ave 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 re-
funded by such issue, and
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‘“TIII) 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
obligations to be refunded are a part) is 3 years or less.
For purposes of this clause, average maturit%r shall be
determined in accordance with section 147(b)2)XA).

“(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
“(II) the S%regate face amount of such issue
- Aexceeda $10,000,000. " -

i GGREGATION OF 18SUERS.—For purposes of subpara-
graphs (C) and (D)—

‘(i) 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 p 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
subparagraph (C) or (D) and all entities benefiting
thereby shaﬁl be treated as 1 issuer.

“(F) TREATMENT OF COMPOSITE 18SUES.—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

ified tax-exempt obligation unless—

“(i) the requirements of this paragraph are met with
resﬂect to such composite issue (determined by treating
such composite issue as a single issue), and

“(ii) the requirements of this ph are met with
respect to each te lot of obligations which are
part of the issue (determined by treating each such
separate lot as a separate issue).”

(B) In the case of any obligation issued after MT,

1986, and before January 1, 1987, the time for ing a
designation with respect to such obligation under section
265(bX3XBXiii) of the 1986 Code not expire before
Janct)ml}'y 1, 1989.

© If—

(i) an obligation is issued on or after January 1, 1986,
and on or before A 7, 1986,
(ii) when such obligation was issued, the issuer made
a designation that it intended to &uah'fy under section
802(eX3) of H.R. 3838 of the 99th Congress as passed by
the House of Representatives, and
(iii) the issuer makes an election under this subpara-
graph with respect to such obligation,
for purposes of section 265(bX3) of the 1986 Code, such
obligation shall be treated as issued on August 8, 1986.
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(DXi) Except as provided in clause (ii), the following provi-
sions of section 265(bX3) of the 1986 Code (as amended by
this subparagraph (A)) shall apply to obligations issued

T eabrarageaph (CYXID
subparagrap ii ’
(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(eX1) of the 1986 Code is
amended by redesignating the clause (iv) added by section
902(cX2) of the Reform Act as clause (v).

(5) Clause (i) of section 291(eX1XB) of the 1986 Code is
amended by striking out “section 582(a)2)” and inserting in lieu
thereof “section 585(aX2)”.

(6) Paragraph (1) of section 902(e) of the Reform Act is
amended by striking out “Section 163(h)12)” and inserting in
lieu thereof “Section 163(iX2) (as redesignated by section 511(b)
of this Act)”.

(7) Paragraph (4) of section 902(f) of the Reform Act is
amended—

(A) by inserting “and qualified 501(c)3) bonds designated
B{gg%:h Go;ernor for purposes of this paragraph,” after

, , an

(B) by striking out “subparagraph” in the last sentence
and inserting in lieu thereof “paragraph”.

(c) AMENDMENTS RELATED TO SECTION 903 OF THE REFORM AcCT.—

(1) Paragraph (1) of section 172(b) of the 1986 Code is amended
by redesignating subparagraphs (L) and (M) as subparagraphs
(K) and (L), respectively.

(2) Subparagraph (A) of section 172(bX1) 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 ;
(3) Subparagraph (B) of section 172(bX1) 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
i:f tl;le 15 taxable years following the taxable year of the

oss.”
(d) AMENDMENTS RELATED TO SECTION 905 OF THE REFORM ACT.—
refin Subsectio; n{'l)ofsectmoph éﬁ;l 165 of the l%?&exgm by
esignating paragra as pantﬁap iking 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
referred to in paragraph (1) for the taxable year as an
ordinary loss described in subsection (cX2) incurred during
the taxable year.

“(B) LIMITATIONS.—

26 USC 163.

26 USC 265 note.
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“(i) DEPOSIT MAY NOT BE FEDERALLY INSURED.—NoO
election may be made under subparagraph (A) with
respect 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 finan-
cial institution, the aggregate amount of losses attrib-
utable 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 preceding
sentence shall be reduced by the amount of any insur-
ance proceeds under any State law which can reason-
ably be expected to be received with respect to losses on
deposits in such institution.

“(6) ErLectioN.—Any election by the taxpayer under this
subsection for any taxable year—

“(A) shall agply t.ptsa]} lo;ulslea for g;:ct}jl taxapgﬁ 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 :

(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 gggayment of tax attributable to amendments
made by section 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 unde: ent may neverthe-
less be made if made before the date 1 year after such date
of enactment.

SEC. 1010. AMENDMENTS RELATED TO TITLE X OF THE REFORM ACT.

26 USC 801 note.

(a) AMENDMENTS RELATED TO SECTION 1011 OF THE REFORM ACT.—

(1) Pars,g‘raph (1) of section 813(a) of the 1986 Code (relating to
msurance companies) i8 amended sl:nkmg out
“the mm ‘e insurance com deduction an
(2) ph (1) of section 1011(d) of the Ret‘orm Act is
amended—
(A) by striking out “any bond” and inserting in lieu
thereof “an market discount bond (as defined in section
1278 of the Internal Revenue Code of 1986)",
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(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-

preceding sentence shall apply only if the tax
determmedunderthepmeedmgsentencemleasthanthe
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 quallfied life insurance company’
means any life insurance com subject to tax under part I of
sglaaghapter L of chapter 1 of Internal Revenue Code of
'1 .l’

(b) AMENDMENTS RELATED TO SECTION 1012 OF THE REFORM ACT.—

(1) Clause (iv) of section 1012(cX4XC) of the Reform Act is
amended to read as follows:

‘Yiv) dental benefit coverage provided by a Delta
Dental Plans Association organization through con-
tracts with independent professional service providers
solongasthepmvmonofmchmveragemtheprm-

cipal activity of such tion.”

(2) Clause (ii) of section 1012(cX4XC) of the Reform Act is
amended by stnhng out “Association” and inserting in lieu
thereof “Plan”.

(3)'I‘heSecretaryuftheTmsuryothsdelegatemaypre-
scribe rules providing proper adjustments for taxpayers which
beoomesubjecttosubchapterLofchapter 1 of the 1986 Code by
reason of the amendments made by section 1012 of the Reform
Act with respect to short taxable years which begin during 1987
byreason of section 843 of such Code.

4XA) Paragraph (3) of section 501(m) of the 1986 Code is
amended by striking out “and” at the end of subparagraph (C),
by striking out the period at the end of subparagraph (D) and
tl?nsemtl'lfhe mfolﬁeu thereof “, and”, an]t;l. by adding at the end
ereol newsubpamgrap -

“(E) charitable 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 purposes of paragraph
(3XE), the term ‘charitable gift annuity’ means an annuit;

“(A) a portion of the amount paid in connection wi the
issuance of the annuity is allowable as a deduction under
section 170 or 2055,

“(B) the annmty is described in section 514(c)Xb) (deter-

as if any amount paid in cash in connection with

suchmuanoewereprom);
(c) AMENDMENTS RELATED TO N 1021 oF THE REFORM AcCT.—
(1XA) Subparagraph (C) of section 832(bX7) of the 1986 Code

(relating to special rules for determining premiums earned) is
amended out “this part” and inserting in lieu

by striking out “NONLIFE INSURANCE COMP. and
SECTION 831(a)”.

(2) Paragraph (7) of section 832(b) of the 1986 Code is amended
by adding at the end thereof the following new subparagraphs:

19-194 0—91—Part 4—16: QL 3

26 USC 801
note.

26 USC 833 note.

Health care
professionals.

26 USC 833 note.

Insurance.
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“(D) TREATMENT OF COMPANIES WHICH BECOME TAXABLE
UNDER SECTION 831 (a) .—

“(i) EXCEPTION TO PHASE-IN FOR COMPANIES WHICH
WERE NOT TAXABLE, ETC., BEFORE 1987.—Subparagraph
(C) of aph (4) shail 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) b‘y reason of being—

“(I) subject to tax under section 821(c) (as so in
effect), or

““IT) described in section 501(c) (as so in effect)
and exempt from tax under section 501(a).

“(ii) PHASE-IN BEGINNING AT LATER DATE FOR COMPA-
NIES NOT 1ST TAXABLE UNDER SECTION 831(a) IN 1987.—
In the case of an insurance company—

““I) which was not subject to the tax imposed by
section 831(a) for its lst taxable year beginning
after December 31, 1986, by reason of being sub-
ject to tax under ‘section 1(b), or described in
section 501(c) and exempt from tax under section
501(a), and

“(II) which, for any taxable year ning
before January 1, 1987, was 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

b Refarm ﬁcf(?)f})? e paragraph (4) shall appl
subparagra 8 ply begin-

ning with tﬂe 1st taxable yeal:' beginning age
ber 31, 1986, for which such company is subject to the
tax meosed by section 831(a) and shall be athed by
substituting the last day of the pmcedmg taxable year
for ‘December 31, 1986’ and the 1st gg of the Tth
succeeding taxable year for ‘January 1, 1
‘(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
gubpglragraplf (c) of paragraph (4) to reflect the amount
y which—

“(I) such reserves at the close of the most recent
taxable year before January 1, 1987, are
greater or less t

‘(1) 80 percent of the sum of the amount under
subclause" (I) plus such premium acquisition

penses,
(3] Paragraph (5) of section 832(e) of the 1986 Code is amended
y striking out “and” at the end of subparagraph (A) and by
stnkmg out the period at the end of subparagraph (B) and
inserting in lieu thereof a comma.
(d) AMENDMENTS RELATED TO SECTION 1022 OF THE REFORM ACT.—
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(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) DrvipEnDs WITHIN Grour.—In the case of an insurance com-
pany subject to tax under section 831(a) filing or required to file a
consolidated return under section 1501 with respect to any affiliated
group for any taxable year, any determination under this part with
respect to any dividend paid by one member of such group to
another member of such group shall be made as if such group were
not filing a consolidated return.”

(2) Subclause (II) of section 832(bX5XBXii) of the 1986 Code
(relating to losses incurred) is amended by inserting “(directly
or indirectly)” after “attributable”.

(3) For purposes of section 832(bX5XCXi) of the 1986 Code, any
stock or obligation on or after August 8, 1986, by an
insurance company ¢ g;c:wthetaxmpoeedbysachnn%lof
thelQSGCode this paragraph referred to as the

“acquiring company’’) from another insurance company so sub-
Jject (hereinafter in this paragraph referred to as the “transferor
company’’) shall be treated as acquired on the date on which
such?ftockorab]igationwasaoquiredhythen'ansferorcom-
pany u—

(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
obligation 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
members 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 t.he
acquiring corporation or transferor corporation was a party to
reorganization described in section 368(a)X1XF) 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(fX6) of the 1986 Code
S Tinke of Dapthcans i Aestdmg b et o 23 darine
ance li i is y striking out “paid during
gllzyea.r’:andinsertinginliauthereof“paidinthemiddleof

(2) Subsection (g) of section 846 of the 1986 Code is amended

by striking out “and” at the end of h (1), by striking
outthepenndattheendof ph (2) and inserting in lieu
thereof and andbyaddmgattheendthemofthefoﬂowmg

“{3 regulatlons providing appropriate adjustments in the

hnnofthmsechontoataxpa ha a taxable year
E]clcamnotthecal B v

(3) Subsection (e) of section 1023 of the Reform Act (relating to
discounting of unpaid losses and certain unpaid expenses) is
amendedhby adding at the end thereof the following new
paragrap

26 USC 832 note.

26 USC 846 note.
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“(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 compary becomes subject to tax under such
section 831(3) 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
tazable year beginning after December 31, 1986, and by treat-
m% the calendar year in which such later taxa.ble year begins as
7; and paragraph (3XB) shall not apply.”

(f) AMENDMENTB TED TO SECTION 1024 OF THE REFORM ACT.—

26 USC 831 note.

(1) Subparagraph (A) of section 831(bX2) of the 1986 Code
(relating to com (Eamea to which alternative tax applies) is
amended by ad at the end thereof the following new
sentence:

“The election under clause (ii) shall apply to the taxable
year for which made and for all subae%uent 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) Subsectlon (f) of section 835 of the 1986 Code is amended by
striking out "subsectlon (e)’ and inserting in lieu thereof
“subsection (d

(4) Par aph (6) of section 243(b) of the 1986 Code (relating to

es 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 headmg and
inserting in lieu thereof “INsUrRANCE ComPANIES”, and

(B) by striking out “hfe or mutual” in the text and
inserting in lieu thereof “a life insurance cocrzgan

(6) Subsection (g) of section 816 of the 1986 (relahﬁ
burial and funeral benefit insurance companies) is amended by
stri 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
inserting in lieu thereof the following new item:

“Sec. 831. Tax on ‘ins'll.lrance 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
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(a)), any amount included in gross income u.nder 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
operating 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 bemg camed 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 T0 SECTION 1031 OF THE REFORM ACT.—
(1) Paragraph (1) of section 1031(a) of the Reform Act is 26 USC 832 note.
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 u;ls(elr)tmg in lieu thereof “initial payment referred to
in p ”
3) Paragraph (2) of aectlon 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 ror MuTUAL LiFE INSURANCE COMPANY.—
(1) In ceNERAL.—Paragraph (2) of section 217(i) of the Tax
Reform Act of 1984 is amended to read as follows: 26 USC 816 note.
“(2) EFFECT OF ELECTION ON SUBSIDIARIES OF ELECTING
PARENT.—For purposes of determining the amount of the small
life insurance com‘sany deduction of any controlled group which
includes a mutu. y which made an election under
paragraph (1), the le income of such company
shall be taken into account under section 806(bX2) of the
Intemal Revenue Code of 1954 (relatmg to phaseout of small life
insurance company deduction).”
(2) ErFrECTIVE DATE.—The amendment made by this subsection 26 USC 816 note.
apply to taxable years beginning after December 31, 1986,
and be ore January 1, 1992.
(3) REVENUE Loss LiMITED.—The decrease in the amount of 26 USC 816 note.
Federal revenue by reason of the amendment made by this
subsection shall not exceed $300,000 per taxable year.
(1) DELAY IN ERFECTIVE DATE FOR DIVERSIFICATION REQUIREMENTS 26 USC 817 note.
TO ACCOUNTS FOR Cnnm Imunwn: ANNUITIES.—
Sectmn 817(h) of the 1986 Code shall not a .until Jan 1, 1989
1986 . lf1:0 a variable contract (as d in section 817(d) 'of the
e —
(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 ber 12, 1986, and
(3) the ted asset account on w such contract is
was, on September 12, 1986, wholly invested in deposits
msured the Federal Deposxt Insurance Corporation or the
Federal Savmga and Loan Insurance Corporation.
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26 USC 815 note.

26 USC 219 note.

(j) TREATMENT OF ALTERNATIVE MinmmuM Tax WitH REespecr 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 e for such year and

all subsequent taxable in the amounts taken into account
under sub phs (A) and (B) of this paragraph and subpara-
graph (B) of ion (dX3).”

(2) ErFecTivE DATE.—The amendment made by paragraph (1)

shall apply to taxable years beginning after December 31, 1986.

(k) TREATMENT OF CERTAIN ITEMS AS NOT INTEREST FOR SOURCE
Rures, Erc.—Subsection (f) of section 818 of the 1986 Code is
amended by adding at the end thereof the following new paragraph:
‘“(3) ITEMS DESCRIBED IN SECTION 807(C) TREATED AS NOT
INTEREST FOR SOURCE RULES, ETC.—For purposes of I of
subchapter N, items described in any paragraph of sectlon 807(c)

shall be treated as amounts which are not interest.”

SEC. 1011. AMENDMENTS RELATED TO PARTS I AND II OF SUBTITLE A OF
TITLE XI OF THE REFORM ACT.

(a) AMENDMENT RELATED TO SECTION 1101 OF THE REFORM ACT.—
(1) Paragraph (4) of section 219(g) of the 1986 Code (relating to
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 and

“(B) live apart at all times during ‘yea.r
shall not be treated as married individuals for purposea o
subsection.”

@{mpt as pmvllzd?lt.i) in suhpa;'agt;aph (BIL the amend-
men e by paragrap shall apply to taxable years begin-

m)agamr el {98? have the ndme t made b'?

yer may elect to have ame n
paragraph (1) apply to taxable in 198
(b) AMENDMENTS RELA ECTION 1102 OF THE anxu

(1) Sections 408((1)(2)(0) and 408(o)4XBXiv) of the 1986 Code
are each amended by striking out “with or within which the
mbtaxab}e year ends" and inserting in lieu thereof “in which the

e year

(2XA) Section 408(dX4) 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".

® S""( B by stk et Canoie® e pas I % a

i y out “excess” each p it appears, an
stnkmg out “EXCESS CONTRIBUTIONS” in the head-
! rting in lieu thereof “CoNTRIBUTIONS".

(3) Sections 408(d)X5) 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
computed without regard to section 21%g)."”.

(4XA) Section 6693(b) of the 1986 Code (relating to overstate-
ment of designated nondeductible contributions) is amended to
read as follows:
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“(b) PENALTIES RELATING TO NONDEDUCTIBLE CONTRIBUTIONS.—

“(1) OVERSTATEMENT OF DESIGNATED NONDEDUCTIBLE CON-
TRIBUTIONS.—Any individual who—

‘A) is required to furnish information under section
408(oX4) 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 filea Law
form required to be filed by the Secretary under section 408(o)4) enforcement and
shall pay a penalty of for each such failure unless it is '™
shown that such failure is due to reasonable cause.”

(BXi) The heading for section 6693 of the 1986 Code is
amended 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 stnkmg out
“overstatement of’ and inserting in lieu thereof “penalties
relating 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
distributed”, and

(C) by inserting at the end thereof the following new flush
sentence:

“No tax shall be imposed under section TZ(t) on any dis-
tribution described in the preceding sentence.”

(2) Section 402(gX2) is amended by striking out “REQUIRED
ms'mmu'rlon” in the heading thereof and inserting in lieu
thereof “DisTRIBUTION".

(3) Section 402(gX2) of the 1986 Code is amended by adding at
the end thereof the following new sul

‘(D) PARTIAL DISTRIBUTIONS.—If a distributes only a
portion of any excess deferral and income allocable thereto,
such portion shall be treated as having been distributed

ratably from the excess deferral and the income.’

cal) o smcokded B icthias out “petagtiol” S Eeiing o
is amen Yy out “paragraph” in
lieu thereof “subsection”.
(rélsaxﬁAn)g to ﬁn1)'u10ff eex:am 8)(A)hof )tha 1986".!90:1 b
e for organizations) is amen y
inserting * (mwmthemmerpmcn'bedbytheSw
retary)” after “taxable

years”,

(B)Sochm&ﬂﬂg)(B)ofthelQ@ﬁCodelsamendedbyaddmgat
the end thereof the following new subparagraph:

“(D) Years or sErVICE.—For purposes of this paragraph,

the term ‘years of service’ hmthemeanmgglvensuchtem

section 403(b).”
( Section 402(g) of the 1986 Code, as added by section
1852(b)X3XA) of the Reform Act, is mdems:natadassuhoectlon(ﬂ
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(B) Section 402(g) of the 1986 Code, as added by section
1854(fX2) of the Reform Act, is redesignated as subsection (j).
(C) Section 1854(fX4XC) of the Reform Act is amended by
striking out “section 402(g)” and inserting in lieu thereof “sec-

tion 4.02%;

(TXA) 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(gX3)) may be made with
respect 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 employer maintaining such plan may not exceed the
amount of the limitation in effect under aection 402(gx1) for
taxable years in such calendar year.”

(B) Section X1) of the 1986 Code is amended by striking
out “and” at the end of subparagraph (C), by inserting “and” at
the end of ph (D), and by inserting after subpara-
graph (D) the following new subparagraph:

“(E) in the case of a contract purchased under a plan
whlch pmv:des a salary reduction agreement, the plan
requirements of section 401(a)30),”.

(C} Subparagraph (A) of section 408(kX6) of the 1986 Code, as
amended by subsection (fX1), is amended by adding at the end
thereof the following new clause:

“(iv) LIMITATIONS ON ELECTIVE DEFERRALS.—Clause (i)
shall not apply to a simplified employee pension unless
requirements of section 401(a)X30) are met.”

(D) Subparagraph (D) of section 501(cX18) of the 1986 Code is
amended by out “and” at the end of clause (ii), by
stnhngnutthepenodggheendofclause(uﬂandmsertmgm

by inserting after clause (iii) the
followmgnewclause

“(iv) the requirements of section 401(aX30) are met.”
(EXi) Except as provided in clause (ii), the amendments made
by this paragraph shall apply to plan years beginning after

(ii) In the case of a plan described in section 1105(cX2) of the
Reform Act, the amendments made by this paragraph shall not
apply to contributions made pursuant to an agreement de-
acnbedherolfnsuchaechmforplanyentsbegmnmgbeforethe
ear! —

(D the later of January 1, 1988, or the date on which the
last of such agreements terminates (determined without
regard to any extension thereof after February 28, 1986), or

(I) January 1, 1989.

(8) Section 1105(c)(2](AJ of the Reform Act is amended by
stnhngout “thelastofauchoollectwebargmmngagreemants

and inserting in lieu thereof “such agreement’
thgg::md Semth::et}otg:)fofl the Reform Act is ax;ended by adding at
ollowing new paragrap

“(6) REPORTING REQUIREMENTS.—The amendments made by
subsection (b) ahal.l apply to calendar years beginning after
December 31, 1986.”
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(10) Notwithstanding any other provision of law, a plan may 26 USC 402 note.

m te by reference the dollar limitations under section
of the Intemal Revenue Code of 1986.

( ) Section 402(gX3) of the 1986 Code is amended by inserting Wages.
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
agreement such contribution is made pursuant to a one-time
irrevocable election made by the employee at the time of initial

elzgll:u.h to partxmpat.e in the :ﬁreement or I.B made pursuant

(12} Subp:.ragmph (A) section 403(1))(12) of the 1986 Code is Wages.
amt::ded y inserting after clause (ii) the following new
sentence:

“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 irrev-
ocable 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 s in regulations.”

(d) AMENDMENTS RELATED TO SECTION 1106 OF THE REFORM ACT.—

(1) Section 404(1) of the 1986 Code (relating to limitation on
amount of compensation which may be taken into account) is
amended by adding at the end thereof the following new sen-
tence: “For purposes of clause (i), (ii), or (iii) of subsection
(aX1XA), and in computing the full fundmg limitation, any
adjustment under the ing sentence shall not be taken
into account for any &ear before the year for which such
adjustment first takes effect.”.

(2) Section 415(bX5XD) of the 1986 Code (relating to applica-
tion to changes i in benefit structures) is amended by striking out
“this paragrap ” and inserting in lieu thereof “subparagraph

(3) Paragraph (2) of section 415(k) of the 1986 Code (relating to
contributions to provide cost-of-livi rotection under defined
benefit plans), as added by section 1106(c) of the Reform Act, is
amendeg— striking out “to the t b

(A) out “to arr ment” in subpar
(C)(u) and inserting in lieu th “to such mcreaseagmand
‘y striking out subparagraph (D) and inserting in lieu

thereof:
— the s o e Btpararant
ent meets requirements of thi paragrap
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
defined benefit plan (determined without regard to any
regu:mment of separation : from service), or

separates from servi

4 Sect:ons 401(a)17) and 404(1) 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
rulas of section 414( 6) shall apply, except that in appc}rng
such rules, the term ‘family’ shall include only the spouse of the
employee and an, lmeal descendants of the employee who have

not attained age 19 before the close of the year.’
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26 USC 415 note. (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 b y inse
ing “and subsection (e)” after “paragraphs (1)(B) and (4)”.

M guhparagraph (A) of section 415(cX6) of the 1986 Code is
amen

(A) by striking out “paragraph (cX1XA) (as adjusted for
such year ursuant to subeectlon (d)(l)) ', and inserting in
lieu thereof “paragraph (1XA)";

(B) by striking out “parafgraph (c)(l)(A) (as so adjusted)”
and inserting in lieu the paragraph (1(A)”.

(8) Sections 414(qX1XD) and 416G X1X of the 1986 Code are
each amended by striking out “150 nt of the amount in
effect under sectlon 415(cX1XA)” and inserting in lieu thereof
“50 percent of the amount in eft‘ect under section 415(bX1XA)”.

(e) AMENDMENTS RELATED TO SECTION 1107 OF THE REFORM ACT.—

(1) Section 457(cX2) of the 1986 Code is amended by striking
out “and paragraphs (2) and (3) of subsection (b)”.

(2) Section 45T dX1XA) of the 1986 Code (relatmg to distribu-
tion regu:.rements) 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 T0%,
““(i1) when the participant is separated from service
with the employer, or
*(iii) when the participant is faced with an unforesee-
able emergency (determined in the manner prescribed
by the Secretary in regulations).”

(3) Pa.ragraph (7) of section 401(k) of the 1986 Code (defining
rural electric cooperative plan) is amended to read as follows:

“(T) RURAL ELECTRIC COOPERATIVE PLAN.—For purposes of this
subsection—

“(A) IN GENERAL.—The term ‘rural electric cooperative
plan’ means ly.rlpenfnon 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 B0 percent of the
E:{:)embéars of which are organizations described in clause

, an

“(iii) an organization which is a national association
of organizations described in clause (i) or (ii).”



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3461

(4) Section 414(o) of the 1986 Code is amended by inserting “or
any requirement under section 457" after “(nX3)".

(5XA) Paragraph (6) of section 818(a) of the 1986 Code (defin-
ing pension plan contracts) is amended—

(i) by striking out “State” in subparagraph (A),

(ii) by inserting ‘“or any organization (other than a
governmental l.uut) exempt from tax under this suhtltle,”
after “foregoing,” in subparagraph (B),

gma};ll:ly striking out “or” before agency’ ’ in subparagraph

(iv) by inserting “, or organization” after “instrumental-
ity” the second place it appears in subparagraph (B).
(B) The amendments made by this paragraph shall apply to
contracts issued after December 31, 1986.
(6) Section 1107(cX3) of the Reform Act is amended—
(A) by striking out “eligible” each place it appears, and
(B)bymsemngattheendofsubparagraphm)thefollow
ing 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 lan" i
subparagraph (A) and inserting in lieu thereof “t.o employ-
ees on August 16, 1986,”,
(C) by inserting “maintaining a deferred compensaﬁon
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 pa.rtlclpate on August 16, 1986, in a deferred
compensation p!
(8) Section 3121(vX3XA) of the 1986 Code is amended by
striking out “457(e)(1)” and inserting in lieu thereof “457(fX1)".
(9) Effective for years beginning after December 31, 1988,
paragraph (9) of section 457(e) of the 1986 Code is amended by
dn;sen:?.ng “after separation from service and” before “within 60
{10) Subclause (I) of section 457(dX2)BXi) of the 1986 Code is
amended to read as follows:
“(I) the amounts pa; emthrespectwthe

mtmﬂbe at times
whmharenotlat.erthanthehme

mined under section 401(a)9XG) (relating to m-
cidental death benefits),”.

() AMENDMENTS RELATED TO SECTION 1108 OF THE REFORM ACT.—

(1) Subparagraph (A) of section 408(kX6) of the 1986 Code
(relating to salary reduction arrangements under simplified
employee pensions) is amended to read as follows:

“(A) GEMENTS WHICH QUALIFY.—

“G) IN GeENEraL.—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—

26 USC 818 note.

26 USC 457 note.

Retirement.
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“(I) as elective employer contributions to the
simplified employee pension on behalf of the em-
ployee, or

(IT) to the employee directly in cash.

“(ii) 50 PERCENT OF ELIGIBLE EMPLOYEES MUST ELECT.—
Clause (i) shall not apply to a simplified employee
pension unless an election described in clause (iXI) is
made ormmeﬂ'ectmthreapecttonotlessthanf:ﬁ
percent of the employees of the employer eligible to
participate.

‘“(iii)) REQUIREMENTS RELATING TO DEFERRAL PERCENT-
AGE.—Clause (i) shall not apply to a simplified
employee pension for any year unless the deferral
percentage for such year of each highly compensated
employee eligible to participate is not more than the

roduct of—

“(I) the average of the deferral percentages for
such year of all employees (other than highly com-
p!er;fialtjed employees) eligible to participate, multi-

1

(1! H) 1 25 ”n

(2) Section 408(k)(6)B) of the 1986 Code (relating to excePtmn
where more than 25 employees) is amended by inserting “who
were eligible to participate (or would have been required to be
ehg‘n{)le to partlclpate if a pension was maintained)” after “25
employees”.

(3XA) Section 408(k)6)DXii) 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
(defining compensation) is amended to read as follows:

“(B) CompENsaTiON.—Except as provided in paragraph
(2XC), the term ‘compensation’ has the meaning given such
term by section 414(s).”

(C) Subparagraph (C) of section 408(kX3) of the 1986 Code is
amended by striking out “total” before “compensation”.

(D) Section 408(k)X8) of the 1986 Code is amended by striking
out “paragraph (3)(0)” and inserting in lieu thereof “paragraphs
(8XC) and (6)D)(ii)".

(4) Section 408(kX6) of the 1986 Code (relating to employee
may elect sal reduction arrangement) is amended by
redesignating subparagraph (F) as subparagraph (G) and
by msertmi after subparagraph (E) the following new
subparagra

‘“(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
are1 distributed in accordance with subparagraph (C),
including—

"(1) reporting requirements, and

“(ii) requirements which, notwithstanding paragraph
(4), provide that contnbutlons (and any income alloca-
ble thereto) may not be withdrawn from a simplified
employee pension until a determination has been made
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that the requirements of subparagraph (A)(m) 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
followmg new paragraph:

“(T) SPECIAL RULES FOR SIMPLIFIED EMPLOYEE PENSIONS.—

“(A) TRANSFER OR ROLLOVER OF CONTRIBUTIONS PROHIBITED
UNTIL DEFERRAL TEST MET.—Notwithstanding any other
provision of this subsection or section 72(t), paragraph (1)
and section 72(tX1) shall apply to the transfer or distribu-
tion from a simplified employee pension of any contribution
underasa.lary reduchonarrangementdescnbed in subsec-
tion (kX6) (or any income allocable thereto) before a deter-
mination as to whether the requirements of subsection
(kX6XAXiii) are met with respect to such contribution.

“(B) CERTAIN EXCLUSIONS TREATED AS DEDUCTIONS.—For
purposes of paragraphs (4) and (5) and section 4973, any
amount excludable or excluded from gross income under
section 402(h) shall be treated as an amount allowable or
allowed as a deduction under section 219.”

(6) Sub ph (C) of section 404(h)X1) of the 1986 Code is
amended by inserting “(or during the taxable year in the case of
ataxableyeardeacnbedmsubparagmph(A)(lﬂ)” after “taxable
year” the second place it appears.
foﬁ'?) Section 11 of the Reform Act is amended to read as 26 USC 219 note.

OWS:
“(h) ErFeCTIVE DATES.—

“(1) In GeENErAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to years begin

ning after December 31, 1986.

“(2) INTEGRATION num—-Subpamgraphs (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 hegmmng after Deeember 31, 1986, and before
January 1, 1989 r contributions under an

t und.er sectmn ) of the Internal Revenue
CodeoflSSS(asaddedbythmaachon)maynotbemtegmted
under such subparagra

(8) Section 20%(eX8) of the Social Security Act is amended to 42 USC 409.
o T e

“(8) under a simplified emp pension (as in section
408(k)(1)ofauch Code), other any contributions described
in section 408(k)6) of such Code,”.

9) Sectmn 3401(a)12)C) of the 1986 Code is amended—

out “section 219” and inserting in lieu
thomof sortion 050 (1) ang 2" and

(B)bystnkmgout"adeductmn and inserting in lieu
thereof “an exclusion
(IO)Swhmm)ofthelgsﬁcodemamendedhymsemng
except that in the case of beginning after 1988, the
QOOMOmmt(umMnotemdtheamountm
effect under section 401(a)(17)” after “section 415(d)”.
(g) AMENDMENTS RELATED T0 SECTION 1111 OF THE REFORM ACT.—
(1XA) Section 401(1X2XB) of the 1986 Code (defining contribu-
tion percentages) is amended by inserting “by the employer”
after “contributed” each place it appears.
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(B) Clause (ii) of sectlon 401(AX3XA) of the 1986 Code is
amended by inserting “attributable to employer contnbutmns”
after “benefits”.

(2) Section 401(IX5XC) of the 1986 Code (defining average
annual com ion) is amended to read as follows:

“C) AVERAGE ANNUAL COMPENSATION.—The term ‘aver-
age annual compensation’ means the participant’s highest
avemge annual compensation for—

aﬂyﬁodofatleast3mnsecutweyears,or
“(1_i) ", rter, the participant’s full period of
service.

(3) Section 401(IXS5XE) of the 1986 Code (defining covered

compensation) is amended—
(A) by striking out “age 65” each place it appears and
msertmg in lieu thereof “the social security retirement

)byaddmgattheendtheraofthe following new clause:
ili) SOCIAL SECURITY RETIREMENT AGE.—For pur-

posesofthls h, the term ‘social security
retirement age’ has meaning given such term by
section 415(bX8).”

(4) Section 1111(cX3) of the Reform Act is amended by striking
out “benefits pursuant to, and individuals covered by, any such

agreement in”.
Ammum-a RerATED TO SECTION 1112 OF THE REFORM ACT.—
(1) Section 410(bX4XB) of the 1986 Code (relating to exclusion
of employees not meeting age and service requirements) is

am
(A) by striking out “do not meet” and inserting in lieu
thereof “not s a:gﬂ

(B) by striking out
(2) Section 410(b)(ﬁ) of the 1986 Code (relating to definitions

and special rules; redesignating subparagraph (F)
as subparagraph (G) and x atzhng after subparagraph (E) the
following new sub
“(F) EMPLOYERS WITH ONLY HIGHLY COMPENSATED EMPLOY-
EEs.—A plan maintained an employer which has no
employaea other than compensated employees for
be treated as meeting the requirements of
thm subsectaon for such year.”
(3) Section 401(a)26) of the 1986 Code (relatmg to additional
gja;tmpahonh mrgqunemenis) is redemgnaa%;g
paragrap as mbparagmph adding after
subpamgmgh (E) the following new aubpamgmp{a
“(F) SPECIAL RULE FOR CERTAIN DISPOSITIONS OR ACQUISI-
'rlONs.—Rules similar to the rules of section 410(bX6XC)
y for purposes of this paragraph.
“(G) EPARATE LINES OF BUSINESS.—ALt the election of the
Rt il cotiiod & sk wampact (= sach i
may be app y with res| each sepa-
rate line of business mmployer 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(bX2) of the 1986 Code (relating to failure to
meet requirements of section 410(b)) is amended by striking out



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3465

subparagraphs (A) and (B) and inserting in lieu thereof the
following:

“(A) HicHLY COMPENSATED EMPLOYEES.—If 1 of the rea-
sons a trust is not exempt from tax under section 501(a) is
the failure of the plan of which it is a part to meet the
requirements of section 401(a)X26) or 410(b), then a highly
comggnuadt:d employeehs(liz)ﬂ[, ic!liu}li:q of the _amou.ntrde?ilreu
mined under paragrap , iny in gross income for

with or within which the taxable year of the
trusten anamountequalbothemtedaocruedbeneﬁtof
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
solely because such trust is part of a plan which t‘m.l?at.;
meet the requirements of section 401(aX26) or 410(b), para-
graph (1) shall not apply by reason of such failure to any
smgloyee who was not a highly compensated employee

“(i) such taxable year, or
“(ii) any preceding period for which servwe was cred-
itable to auch employee under the p]an.

(51 Subsections (m)(4)(A) and (nX8XA) of section 414 of the 1986
Code are each amended by striking out “and (16)” and inserting
in lieu thereof “(16), (17), and (26)”.

(6) Clause (iii) of sechon 1112(eX3XA) of the Reform Act is 26 USC 401 note.
amended by striking out “a plan or merger” and inserting in
lieu the “the plan”.

(7) Section 1112(e)2) of the Reform Act is amended by striking
out “employees covered by such agreement in".

(8) Subsection (e) of section 1112 of the Reform Act is amended
by striking out paragraph (3XC) and by adding at the end of
such subsection the following new paragraph:

“(4) SPECIAL RULE FOR PLANS WHICH MAY NOT TERMINATE.—To
theemntprowdedmmgulahons prescribed by the Secretary

the Treasury or his delegate, if a plan is prohibited from
termmatmg under title IV of the Employee Retirement Income
Security Act of 1974 before the 1st year to which the amend-
g:ent made by (zl)lbsectwn (b) woullld apply, tmd?ent made
y subsection (b) shall only a yhoyears r st year in
which the plan is able to termplga

(9) Subparagraph (B) of section 1112(eX8) of the Reform Act is
amended to read as follows:

“(B) INTEREST RATE FOR DETERMINING ACCRUED BENEFIT OF
HIGHLY COMPENSATED EMPLOYEES FOR CERTAIN PURPOSES.—In
the case of a termination, transfer, or distribution of assets
ofaphndmibedmphmmmtheht
yeall'ltowhichthe nt made by subsection (b)
applies—

“(i) AMOUNT ELIGIBLE FOR ROLLOVER, INCOME AVERAG-
ING, OR TAX-FREE TRANSFER.—For purposes of determin-
eligible amount, the present value of the
accnﬂ benefit of any highly compensated emplom
determined by using an interest rate not
t.han the highest of—
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“(I) the applicable rate under the plan’s method
in effect tmger the plan on August 16, 1986,

“/II) the highest rate (as of the date of the termi-
nation, tr er, or distribution) determined under
any of the methods applicable under the plan at
any time after August 15, 1986, and before the
termination, transfer, or distribution in calculating
the present value of the accrued benefit of an
employee who is not a highly compensated em-
ployee under the tﬁlan (or any other plan used in
determining whether the plan meets the require-
ments of section 401 of the Internal Revenue Code
of 1986), or

“(IIT) 5 percent.

“(ii) ELiGIBLE AMOUNT.—For purposes of clause (i),
the term ‘eligible amount’ means any amount with
respect to a highly compensated employee which—

‘“I) may be rolled over under section 402(a)5) of
such Code,

“(II) is eligible for income averaging under sec-
tion 402(e)X1) 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

“(IIT) may be transferred to another plan without
inclusion in gross income.

“(iii) AMOUNTS SUBJECT TO EARLY WITHDRAWAL OR
EXCESS DISTRIBUTION TAX.—For purmea of sections
T2(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 com-
pensated employee by reason of such termination
or distribution, over

“(II) the amount determined by using the in-
terest 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
connection 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

“(I) the present value of the benefits payable
under such contract determined by using the in-
terest rate z:rlplicable under clause (i).

Such excess shall not be taken into account for pur-
poses of sections 72(t) and 4980A of such Code.

“(v) HIGHLY COMPENSATED EMPLOYEE.—For purposes
of this subparagraph, the term ‘highly compensated
employee’ has the meaning given such term by section
414?(;) 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 u&rofeemonal employee, a?a.m-
graph (1) shall be applied bg substituting ‘section 410(a)’ for
section 410’, and paragraph (2) shall not apply.”
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(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 icipation in the plan.”

(i) AMENDMENTS TED 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 PROVISIONS.—

“@) 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
u.nder” the integration level for purposes of section

(3XA) Section 414(q)X8) of the 1986 Code (relating to excluded
employees) is amended—

(1) by maertmg “and” at the end of subparagraph (D), by

and” at the end of subparagraph (E) and insert-
ing in lieu thereof a period, and by striking out subpara-
g‘raph (F), and

(ii) by striking out “The” in the last sentence thereof and
maert:.ngmm lieu thereof “Except as provided by the Sec-

retary,

(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 non-
resident aliens and who receive no earned income (within the
meaning of section 911(dX2)) from the employer which
constitutes income from sources within the United States
(w1thm the meamng of section 861(a)3)) shall not be treated as

tfh XA) Paragmph (8) of section 414(g) of the 1986 Code is
amended msertmg “or the number of officers taken into

account (5)” after “paragraph (4)".

(B) Section 4 6(1)(1)(311 of the 1986 Code is amended by adding
at the end thereof the new sentence: “For purposes of
dete the number of officers taken into account under
clalfs:l eg), employees described in section 414(q)8) shall be
exclu
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(5) Subparagraph (B) of section 408(kX3) of the 1986 Code is
a.rmand‘e:.::}3 ;.o Sread as follows: ke - h )
PECIAL RULES.—For purposes of sul ;
there shall be excluded froxl:; oonmderatlonp m Eoyges de-
scribed in subparagraph (A) or (C) of section 410(bX3).”
(j) AMENDMENTS RELATED TO SECTION 1115 OF THE REFORM ACT.—
(1) So much of section 414(s) of the 1986 Code as precedes

. paé?}graph (2)is am?‘lded to read asffollows o
MPENSATION.—For purposes of any applicable provision—

“(1) INn ceENERAL—Except as provided in this subsection, the
term ‘compensation’ has the meaning given such term by sec-
tion 415(cX3).”

(2) Section 414(s) of the 1986 Code is amended by striking out
paragraph (2), by redesignating paragra adphs (3) and (4) as para-
graphs (2) and (3), respectively, and by adding at the end thereof
the followmg new paragraph:

“(4) APPLICABLE PROVISION.—For purposes of this subsection,
the term ‘applicable provision’ means any provision which
specificall ers to this subsection.”

(3XA) ion 416(iX1) of the 1986 Code (defining key
employee) is amended by adding at the end thereof the follow-
ing new subparagraph:

“(D) MPENSATION.—For purposes of this paragraph, the
term ‘compensation’ has the meaning given such term by

section 41 i
26 USC 416 note. (B) The amendment made by this &ragraph shall apply to
ears beginning after December 31, 19

k) AMENDMENTS RELATED T0 SECTION 1116 OF THE REFORM ACT.—
(1XA) Sub B%‘ﬂph (B) of section 401(kX2) of the 1986 Code
(relating to retn tions from a cash or deferred arrangement)
1s amended—
(i) by striking out subclauses (II), (II), and (IV) of clause
(i) and inserting in lieu thereof:
PR e
1i) by ating su uses an as s uses
(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 with-
out eatabhshment or maintenance of another defined
eontrlbutlon cre (other than an employee stock owner-

pla.n as defined in section 4975(e)7)).

(u) DisposiTioN OF Assers.—The disposition by a
corporation of substantially all of the assets (within the
meaning of section 409(dX2)) used by such corporation
in a trade or business of such corporation, but only
with res to an employee who continues employ-
ment with the corporation acquiring such assets.

“(iii) DisposrTION OF SUBSIDIARY.—The disposition
a corporation of such corporatlon s interest in a subsidi-
ary (within the meaning of section 409(d)(3)), but only
with to an employee who continues employ-
ment with such subsidiary.
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“(B) DISTRIBUTIONS MUST BE LUMP SUM DISTRIBUTIONS.—
“() 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 dis-
tribution by reason of the event.

“(ii) LuMP SUM DISTRIBUTION.—For of this
subparagraph, the term ‘lump sum distribution’ has
the meaning given such term by section 402(e)X4), with-
out regard to clauses (i), (ii), (iii), and (iv) of subpara-
m (A), subparagraph (B), or subparagraph (H)

“(C) TRANSFEROR CORPORATION MUST MAINTAIN PLAN.—An
event shall not be treated as described in clause (ii) or (iii) of
ph (A) unless the transferor corporation contin-
ues to maintain the plan after the disposition.”
(CXi) Subparagraph (AXi) of section 401(k)X10) of the 1986 Code 26 USC 401 note.
(as added by subparagraph (B)) shall apply to distributions 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.
) gedubpamgraph (B) of section 401(kX2) of the 1986 Code is
amen:

(A) by inserting “amounts held by the trust which are
attributable to employer contributions made pursuant to
the employae s election” after “under whi

by striking out “amounts held by the trust which are
attnbutable 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 sect.mn 401(kX3XA) of the 1986 Code is
y inserting “eligible” before ‘“highly compensated

em; each place it a
(B}mon 1118(b)(4) of m Reform Act is amended by strik- 26 USC 401.

tnt:grg;ﬁ.“ any’ the first place it appears and inserting in lieu
an”.

4) Subparagmph (C) of section 401(kX3) of the 1986 Code, as
added by secl:.i(oﬁx) 1116(e) of the Reform Act, is redesignated as

®) S o @ of sactn;; 4010X8XDXiD) dgﬁ the 1986 Code, ss
redmlg'na pamgra 18 amen striking ou
“meets” and i lieu thereof “meet”.

(6) Section 401(kX ofthe 198600demamendedbystnk-
ing out “provided by such em r’.

(7) Section 401(kX8) of the 19 Code(mlahngtoamngement
tl;ot ed if excuiu oontnblllmo(ﬁ)s dmt.n';:nbtad) is amend(;jd

subparagrap as paragraph

and by mserta.ng after subparagraph (D) the following new

“(E) g‘n;\'rm'r OF MATCHING CONTRIBUTIONS FORFEITED
BY REASON OF EXCESS DEFERRAL OR CONTRIBUTION.—For pur-
poses of paragraph (2XC), a matching contribution (within
the meaning of subsection (m)) shall not be treated as
forfeitable merely because such contribution is forfeitable if
the contribution to which the matching contribution relates
is treated as an excess contribution under subparagraph
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(B), an excess deferral under section 402(gX2XA), or an
excess aggregate contribution under section 401(m)(6)XB).”

8 Subparagraph (B) of section 1116(f}(2) of the Reform Act is
amended ly 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
ado ted by such unit on or after the date referred to in the

icable clause shall be treated as adopted before such date.”
9) Section 401(k)4)XB) 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
cooperative 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 Smcrlon 1117 oF THE REFORM AcCT.—

(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 Plzm” 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 (kX3)AXii) 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 msertmg in lieu thereof ‘“‘contributions to which
this subsection applies”.

(4) Section 401(mX4XA) of the 1986 Code (defining matching
contribution) 13 amended by striking out “the plan” each place
1t ap Pears and inserting in lieu thereof “a defined contribution

(5)(A) Section 401(m)4)B) of the 1986 Code (defining elective
deferral) is amended b{ striking out “section 402(gX3XA)” and
inserting in lieu thereof “section 402(g)3)”.

(B) The amendment made by this para%raph shall take effect
as if included in the amendments mad section 1120 of the
Reform Act.

(6) Sub ph (C) of sect.xon 401(m)6) of the 1986 Code is
amended y striking out * nxcms in the subparagmph

d inserting in lieu thereof “EXCESS AGGREGATE"

(7) Section 401(mX7XA) of the 1986 Code (relatmg to additional
tax of section 72(t) not applicable) is amended by striking out
. ph (8)” and inserting in lieu thereof ‘ paragraph (6)".

8) ion 497%(aX1) of the 1986 Code (relating to tax on
certain excess contributions) is amended by striking out “a cash
or deferred arrangement which is of”’.

(9) Section 4979(c) of the 1986 (defining excess contribu-
tions) is amended—

(A) by striking out “403(b),”, and
(B) by striking out ‘“408(kX8XB)”’ and inserting in lieu
thereof “408(kX6)XC)".

(10) Section 4979(d) of the 1986 Code (defining excess aggre-
gate contribution) is amended by adding at the end thereof the
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following new sentence: “For purposes of determining excess Contracts.
aggregate contributions under an annuity contract described in
section 403(b), such contract shall be treated as a plan described
m(11) Par:;n(:)ltal{;} f 4979(f) of the 1986 Code (rela
p of section e e (relating
to inclusion in prior year) is amended to read as follows:
“(2) YEAR OF INCLUSION.—

“(A) IN GENERAL.—Except as provided in

®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 miNmMis 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 b; the recipient in
his taxable year in which such distributions were made.”

(12) Subsection (d) of section 1117 of the Reform Act 26 USC 401 note.
is amendlclad by adding at the end thereof the following new
ph:
“/(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 befom 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 dis-
tribution described in section 401(m)6) of the Internal
Revenue Code of 1986.

“(ii) ApoPTION BY PLAN.—If a plan adopts the amend-
ment prescribed under clause (i) and makes a dis-
tribution in accordance with such amendment, such
distribution shall be treated as made in accordance
with the provisions of the plan.”

AMENDMENTS RELATED TO Sncnon 1120 or THE ReErorM AcT.—

(1XA) Section 403(b)X10) of the 1986 Code (relating to non-
discrimination requmement.s) as added by section 1 ) of the
Reform Act, is redmu(Ba h (12).

®) Sub aph of aectlon X1) of the 1986 Code is
amen out “paragraph (10)” and inserting in lieu

(2) Clause (ﬁ op sectlon 403(bX12XA), as redesignated by para-
graph (1), is amended—
(A) by inserting “(17),” after “(5),”,
(B) by msertmg o sectlon 401(1:1} " after “section 401(a)”
the first place it appeare
01(13) Section 1120(c) of the Reform Act is amended to read as 26 USC 403 note.
ows:
) D ik ided aph @), the
) GENERAL.— as provi in , e
amendments made by this aect:on shall app;y
ning after December 31, 1988.
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“(2) COLLECTIVE BARGAINING AGREEMENTS.—In the case of a
plan maintained pursuant to 1 or more collective
agreements between employee representatives and 1 or more
employers ratified before March 1, 1986, the amendments made

this section shall not apply to plan years beginning before

) Janvary 1, 1991,

anuary or
“(B) the later of—
‘(i) January 1, 1989, or
“(ii) the date on which the last of such collective
bargaining agreements terminates (determined without
ﬁgzrﬂ to any extension thereof after February 28,

SEC. 1011A. AMENDMENTS RELATED TO PARTS III AND IV OF SUBTITLE A
OF TITLE XI OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 1121 OF THE REFORM AcCT.—
1) Subparagraamgh (F) of section 402(a)5) of the 1986 Code
(rela er treated as rollover contribution under sec-
tion 408) is amended by striking out “described in subparagraph
(A)” and inserting in lieu thereof “resulting in any portion of a
dmtﬁbunon being excluded from gross income under subpara-

(ﬁA) Section 408(dX3XA) is amended by striking out the last
sentence thereof.
26 USC 408 note. (B) The amendment made by subparagraph (A) shall apply to
rollover contributions made in taxable years beginning after
December 31, 1986.
26 USC 401 note. (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. —Notmthstandmg any other ion of
law, axoept as provided in regulatmns prescribed by the Sec-
retary of the Treasury or his delega glan may incorporate
by reference the reqmremenls of aectlon 401(aX9) of the Internal
Revenue Code of 1986.”
(4) Sectmn 1121(d)(3) of the Reform Act is amended by striking
lan years” and inserting in lieu thereof “years
26 USC 402 note. (5) ion 402(a)}5)F)Xii) 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
attributable to benefits which accrued before January 1, 1985.
(b) AMENDMENTS RELATED T0 SECTION 1122 OF THE REFORM ACT.—
(1XA) Section 72(D of the 1586 Code (relating to special rules
for computing empl oontnbutlons] is amended by striking
out “for purposes of subsections (dX1) and (eX7), the consider-
ation for the contract contributed by the employee. 5
(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 s nkmg out “Subaectmns (b) and (d)” and
inserting in lieu thereof “Subsection (b)"”.
(C} Sections 406(e) and 407(e) of the 1986 Code are each
ended by out paragraph (1) and by redesignating
gg'.l;graphs (2), (3), and (4) as paragraphs (1), (2), a.nd (3), respec-

(2)(A] Section 72 of the 1986 Code (relating to annuities and
certain proceeds of endowment and life insurance contracts) is
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amended by adding after subsection (c) the following new
subsection:

“d) TreaTmENT OF EmpLOoYEE CoNTRIBUTIONS UNDER DEFINED
ConNTRIBUTION PLANS AS SEPARATE CoNTRACTS.—For purposes of this
section, employee contributions (and any income allocable thereto)

tr:;‘:‘deﬁned contribution plan may be treated as a separate
con

(B) Section 72(e) of the 1986 Code is amended by striking out
paragraph (9). .

(3) Section 414(kX2) of the 1986 Code (relating to certain plans
treated as defined contribution plans) is amended by inserting
“72(d) (relahng to treatment of employee contributions as sepa-
rate contract),” before “411(a)7X.

(4XA) The amendment made by section 1122(e)1) of the
Reform Act is repealed and the Internal Revenue Code of 1986 26 USC 402 and
shall be applied and administered as if such amendment had note.
not been enacted.

(B) Subclause (I) of section 402(a)X5XDXi) of the 1986 Code is
amended by inserting “is payable as provided in clause (i), (iii),
or (iv) of subsection (eX4 (without regard to the second
sentence thereof) and” after “such distribution” the first place

it
(gg Section 402(aX5XDXi) of the 1986 Code is amended by
adding at the end thereof the foll new sentence: “Any
distribution described in section 401(; )(B)(u] shall be treated
as meeting the requirements of aubclauses (D and (I1).”
(D) Section 402(a)5XDXiii) is amended by striking out “10-
YEAR” in the headmgxn
(E) Section 402(a)X5XDXiXID) of the 1986 Code (as in effect after 26 USC 402 note.
the amendment made by subparagraph (A)) shall not apply to
tliigsg'ibutions after December 31, 1986, and before March 31,
(5) Clause (ii) of section 402(a)6)H) of the 1986 Code (relating
to special rule for frozen deposits) is amended by adding at the
end thereof the following new flush sentence:
“A deposit shall not be treated as a frozen deposit
unless on at least 1 during the 60-day period

described in paragraph CJ (without to this
subpamg‘mpm ”) deposit is described in the preced-
sen

(6) Clause (i) of section 402(e)4)XB) of the 1986 Code is
amended by striking out “taxpayer” and inserting in lieu
thereof “employee’.

(7) The last sentence of section 402(e)4)XJ) of the 1986 Code
(relating to unrealized appreciation on employer securities) is
amended to read as follows: “In accordance with rules pre-
scnbedbyt.lmSecretary a taxpayer may elect, on the return of
tax on which a distribution is to be included, not to
:::i;ehothng’ subparagraph apply with respect to such dis-

UL10M.

(8) Section 402 of the 1986 Code (relating to taxability of

of employees’ trust) is amended as follows:

(A) Subsection (aX1) is amended by striking out ‘“para-
grapl;hs( ;)7_2) and (4)” and inserting in lieu thereof “para-
grap

(B) Subsection (a)4) is amended by striking out “or (2)”.
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(C) Subsection (a)6XC) is amended by striking out “para-
graph (2) of subsection (a), and”.
) Sub;et(‘:tl)ozf (a)6XEXi1) Es) amsndeddb striking out
agrap subsection (a), and” and by striking out
tl’Il):roomma after subsectmn( ) 5
(E) Subsection (e)(l)(A) is amended by striking out “ordi-
nary income portion of a”
(g\ Subsection (e)X4XA) i is amended—
(i) by striking out “Except for purposes of subsection
(aX2) and section 403(a)X2), a” and inserting in lieu
thereof “A”, and
(ii) by striking out “subsection (aX2) of this section,
and subsection (a)2) of section 403,”
(e)] Subparagraph (L) of subsection (e)(4) is hereby re-

pealed

(H) Subsection (eX4XM) is amended by stnkm\g out “,
subsection (a)2) of this section, and section 403(a)X2)”.

(I) Subsection (eX5) is amended by striking out “and
paragraph (2) of subsection (a)”

(J) Subsection (e}6)C) is amended to read as follows:

“0) Sphmcml. LUMP-S_al g UM mamtreat-;Fo: purposesli tgf this
paragraph, special lump sum ent applies to any
distribution if any portion of such distribution is taxed
unde}rl' (t:{h)(ii'?- )s'l,lbsection by reason of an election under para-
grap ;

(9XA) Section T2(eXT7) of the 1986 Code is hereby repealed.

(B) Section T2(eX5XD) is amended by striking out “garagraphs
(7) and (8)” and inserting in lieu thereof “par: 0

© Sectﬁo(r%);?Z(e)(S)(A) is amended by st.n.k.mg out “(other than
paragrap

(D) Section T2(qX2XE) of the 1986 Code is amended by striking
out “(determined without regard to subsection (eX7))".

(10) Section 402(e)1XB) 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
pplied without regard to Xh (2XB) thereof.”

(11) ion 1122(h) of th form Act is amended by adding
at the end thereof the followmg 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)XD), 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(bX3) of the
Internal Revenue Code of 1986 (as added by such subsection)
shall apg gg to individuals whose annuity starting date is after
July 1, 1986 after “1986".

(13) Sections 1122 (h)X3XC) and (h)X4XC) of the Reform Act are
each amended by striking out “with respect to any other lump
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sum distribution” and inserting in lieu thereof “for purposes of
such Code”.

(14) Clause (i) of section 1122(h)}3XC) 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

© 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
g e i i

y striking out “‘or Caprrar Gamn VISIONS AND” in
the heading thereof.
(c) AMENDMENTS RELATED TO SECTION 1123 OF THE REFORM ACT.—

(1) Subparagraph (A) of section 72(tX2) of the 1986 Code
(relating to su ion 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 T2(tX2) 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(eX7)) or a tax credit em-

ployee 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(1)) at all times duringlthe 5-

plan- period preceding the plan year in which the
distribution is made, and

“(ii) at all times du.ri.? such period the requirements

of sections 401(a)28) and 409 (as in effect at such times)

are met with respect to such employer securities.”

(3) Subparagraph (A) of section T2(tX3) of the 1986 Code
(relating to certain exceptions not to apply to individual retire-
ment plans) is amended by striking out “and (C)” and inserting
m(&f ‘éummﬂsm&)m 'é @) of T2qX2) of the 1986

P an section e
Code are each amended by striki outthepgrlxodattheend
thereof and inserting in lieu a comma.

(5) Subparagraph (B) of section 72(qX3) of the 1986 Code
(relating to in substantially equal payments) is amended
by striking out “employee” each place it appears and inserting
in lieu thereof “taxpayer”.

26 USC 402 note.
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26 USC 72 note.

26 USC 72 note.

26 USC 402 note.

Handicapped
persons.

(6) Section 72(qX2) 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 T2(qX2) and clause (iv) of
section 72(tX2XA) of the 1986 Code are each amended by insert-

ing “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

repealed.

(9) Subparagraph (I) of section 402(e)(4) of the 1986 Code is
amended by striking out “clause (ii) of*

(10) Sectlon 26(bX2) of the 1986 Code is amended—

(A) by striking out “, (0X2),” 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-
percent additional tax on early distributions from qualified
retirement F lans)”.

an Sectlon 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)oftheReformActmamendedbyaddmgat
the end thereof the following new paragraph:

“(5) SPECIAL RULE FOR DISTRIBUTIONS UNDER AN ANNUITY CON-
TrRACT.—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 purwant 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) Sectlon T2(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 ipant pursuant to section 411(a)(11)
or section 417(e) of the 1986 Code.
(d) AMENDMENTS RELATED 170 SECTION 1124 OF THE REFORM ACT.—
f{I)Sect.icm1124(|m)of1;heReformActisamendedtoneadas
killows:

“(a) IN GENERAL—If an e 98")lo;;reednm, separates from service, or
becomes disabled before 1 and an individual, trust, or estate
receives 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
oftheIntemalRevenusCodeoleSG,mchmdlndual,mtate,or
tnmtmay treat such distribution as if it were received in 1986.”

(2) Section 1 )oftheReformActmamended——-
bystnkmgout ‘empl "’ each place it appears and
rting in lieu thereof ividual, estate, or trust”, and
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(B) by inserting “with respect to an employee” after
ll’rweiml’.

(8) Section 1124 of the Reform Act is amended by adding at
the end thereof the following new subsection:

“(c) Lump Sum DistriuTioN.—For purposes of this section, the
term ‘lump sum distribution’ has the meaning given such term by
section 402(e)4XA) of the Internal Revenue Code of 1986, without

to subparagraph (B) or (H) of section 402(eX4) 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:

ae::'é;:) NonpepuctiBLe ConNTrIBUTIONS.—For purposes of this
on—

“(1) IN GENERAL—The term ‘nondeductible contributions’

?i‘m with respect to any qualified employer plan, the sum

“(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
receding taxable year reduced by the sum of—
“(i) the portion of the amount so determined re-
turned 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
ing taxable years (in order of time), and
“(B) then from contributions made during such taxable

Ly g) CONTRIBUTIONS WHICH MAY BE RETURNED TO EMPLOYER.—
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
empl in a distribution described in section 4980(cX2)BXii) if
such distribution is made on or before the last day on which a
?Og(tﬁxlg)ltion may be made for such taxable year under section

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’

‘(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
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“(iii)) any simplified employee pension (within the
meaning ogsecnon 408(k)).

‘“B) EXEMPTION FOR GOVERNMENTAL AND TAX EXEMPT
pPLANS.—The term °‘qualified employer plan’ does not in-
igé?)? ?( ﬁl,en described in subparagraph (A) or (B) of section

cX1).
26 USC 404 note. : l(13) Section 1131(d) of the Reform Act is amended to read as
OlIOWS:
“(d) ErFeEcTIVE DATES. —

“(1) IN GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to taxable years
begmnmg 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 representa-
tives and 1 or more employers ratified before March 1, 1986, the
amendments made by this section shall not apply to contribu-
tions pursuant to any such agreement for taxable years begin-
ning 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)T) of the 1986 Code is
amended—

(i) by striking out “provisions” and inserting in lieu
thereo "paragraphs” and

(i) by inserting “or in connection with trusts or plans
described 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)T7), a simplified employee pension shall be treated
as if it were a separate stock bonus or profit-sharing trust.”

26 USC 4972 (5) In the case of any taxable year beginning in 1987 the

note. amount under section 4972(c)(1)(A)(u) of the 1986 Code for a plan
to which title IV of the Employee Retirement Income Security
Act of 1974 atﬂphes shall be increased by the amount (if any) b
whlch as of the close of the plan year with or within which suc

X) the liabilities of such plan (determined as if the plan
had terminated as of such tzme), exceed
(B) the assets of such g
Securities. (f) AMENDMENTS RELATED EcTION 1132 OF THE REFORM ACT.—
(1) Section 4980(c)(1)(A) of the 1986 Code (defining qualified
lan) is amended by striking out “this subtitle” and inserting in
ﬁeu thereof “subtitle A”.
(2) Section 4980(cX3XA) of the 1986 Code (relating to exception
for employee stock ownership plans) is amended—
A) by inserting ‘“or a tax credit employee stock owner-
5( l%n (as described in section 409)” “section
e ti
('B] by meertmg . except to the extent necessary to meet
the requirements of section 401(a}28),” after “must”.
3 %maph (C) of section 4980(cX3) of the 1986 Code is
amen
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(A) by striking out “(by reason of the limitations of
section 415)”, and

(B) by adding at the end thereof the following new

sentence:
“The amount allocated in the year of transfer shall not be
less than the lesser of the maximum amount allowable
under section 415 or % of the amount attributable to the
securities acquired.”

(4) Subparagraph (B) of section 1132(cX2) of the Reform Act is 26 USC 4980
amended by stnkmg out “November 19, 1978” and inserting in note.
lieu thereof “ r 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(cX3) of the Internal Revenue Code of 1986 (as added
by subsection (a)) shall apply to reversions occurring after
March 31, 1985.”

®) Section 4980(cX3) 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 THEREON,

Erc.—The amount transferred shall not be treated as meet-
mgthemqmmmentaofsubparagraphs(B)aud(C)unlem
amounts attributable to such amount also meet such
requirements.”

(7) Section 4980(cX3XC) 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
securities.”
(g) AMENDMENTS RELATED T0 SECTION 1133 OF THE REFORM ACT.—  Retirement.

(1XA) 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 cha 43 of the 1986 Code is
amended by redesignating section 4981A as section 4980A.

2 Paratgaﬂh 1) of se;ﬁma);l!)_ﬂ%{c) of th‘i) 1986 Code (as
redesigna Y paragra 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)).”

(8) Section 4980A(cX2) of the 1986 Code (relating to exclusion
of certain distributions), as redesignated by paragraph (1), is
amended—

(A) by striking out “employee’s” in subparsgraph (C) and
inserting in lieu thereof “individual’s”

(B]byaddmgaftersubpamgraph(mthefol]mngnew
subparagraphs:
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‘“(E) Any retirement distribution with respect to an
individual of an annuity contract the value of which is not
includible 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
individual of—

‘(i) excess deferrals (and income allocable thereto)
under section 402(g)2)(AXii), 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).”
(4XA) Section 4980A of the 1986 Code, as redesignated by
paragraph (1), is amended by adding at the end thereof the
following new subsection:

“(f) ExemMPTION OF AcCRUED BENEFITS IN ExcEss or $562,500 on

Avucusr 1, 1986.—For p of this section—

‘(1) In GENERAL.—If an election is made with respect to an
eligible individual to have this subsection apply, the individual's
excess distributions and excess retirement accumulation shall
be computed without regard to any distributions or interests

_ attributable to the accrued benefit of the individual as of

August 1, 1986.
“(2) REDUCTION IN AMOUNTS WHICH MAY BE RECEIVED WITHOUT

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
determined under subparagraph (B) thereof by retire-
ment 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)(1XA)) with respect to such individual shall be
reduced (but not below zero) by the present value of the
individual’s accrued benefit as of August 1, 1986, which has
not been distributed as of the date of death.

“@3) ELiGIBLE INDIVIDUAL.—For purposes of this subsection,
the term ‘eligible individual’ means any individual if, on August
1, 1986, the present value of such individual’s interests in
qualified ems%%)yer plans and individual retirement plans ex-
ceeded $562,500.

“(4) CERTAIN AMOUNTS EXCLUDED.—In determining an individ-
ual’s accrued benefit for purposes of this subsection, there shall
not be taken into account any portion of the accrued benefit—

“(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 alternate payee, or

“(B) attributable to the individual’s investment in the
contract (as defined in section 72(f)).

“(5) ELEcTiION.—An election under paragraph (1) shall be
made on an individual’s return of tax imposed by chapter 1or
11 for a taxable year beginning before January 1, 1989.’
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(B) Section 4980A(c) of the 1986 Code, as redesignated by
aph (1), is amended by striking out paragraph (5). )

(5) Section 4980A(d) of the 1986 Code (relating to increase in

ﬁetqbe ta;t:l 1{ individua.lh(gt):s_with mded accumulation), as re-

esigna y paragraph (1), is amended—
(A) by striking out “section 2010” in ph (2) and
inserting in lieu thereof “chapter 11”, an
(B) by adding at the end thereof the following new para-

hs:

“(f)rﬂ lgm.m 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

“4C) the excess (if any) of—

‘(1) any interests which are payable immediately
after death, over
. “(tiliz the value of such interests immediately before

eal

“(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
(3XA), the spouse may elect—

“(i) not to have this subsection apply, and

“(i1) to have this section apply to such interests and
any retirement distribution attributable to such in-
terests as if such interests were the spouse’s.

“(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 ph (3XA)—

“(i) the spouse not be treated as failing to meet
the requirements of Maph (A), and

“(i1) if the spouse e election under subpara-
graph (A), this section shall not apply to such portion or
amgt‘1 re}‘,’irement distribution attributable to such
portion.

(6) Subparagraph (B) of section 4980A(dX3) of the 1986 Code,
as redesignated by paragraph (1), is amended to read as follows:

“(B) the tgreaenl: value (as determined under rules pre-
scribed by the Secretary as of the valuation date prescri
in subparagraph (A)) of a single life annuity with annual
pgyments equal to the limitation of subsection (¢) (as in
effect for the year in which death occurs and as if the
individual had not died).”

(7) Section 2013 of the 1986 Code (relating to credit for tax on
‘[_)rior transfer) is amended by adding at the end thereof the

ollowing new subsection:
“(g) TREATMENT OF ADDITIONAL Tax UNpER SECTION 4980A.—For
purposes of this section, the estate tax paid shall not include any
portion of such tax attributable to section 4980A(d).”
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el Y Tty ’““"“%&JE‘”"%.:{“E“‘*  S10h mmagaet
other a ution wi
dewd’:ent dying before January 1987” after “1986”.
(9) Section 4980A id)(SJ(A) of the 1986 Code is amended by
inserting “(other than as a beneficiary, determined after a;
plication of paragraph (5))” after “the individual’s interests”.

(10) Section 691(c)(f) of the 1986 Code is amended by adding at
the end thereof the following new subparagraph:

‘C) EXCESS RETIREMENT ACCUMULATION TAX.—For pur-
poses of this subsection, no deduction shall be allowed for
the portion of the estate tax attributable to the increase in
such tax under section 4980A(d).”

(11) Section 2053(cX1XB) of the 1986 Code is amended by
addmg at the end thereof the following new sentence: “This

phshal]notapplywanymcreaaemthetaxtmposed
m by reason of section 4980A(d).”

(12} Sect;mn 6018(8.) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

“(5) RETURN REQUIRED IF EXCESS RETIREMENT ACCUMULATION
TAXx.—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 T2(pX3XA) of the 1986 Code (re]atmg to denial of
mhtfcrgst deduct;hon?ll)ndcertam casealz) lll; amended b; fy i"(tzc;
w paragra oes not apply by reason o

the period” after “loan”.
(2) uhparagraph ('B) uf section T2(pX3) of the 1986 Code is
amended to read as
“(B) Periop 'm WHICH SUBPARAGRAPH (A) APpLIES.—For
purposes of subparagraph (A), the period described in this
subparagraph is the period—

“(1) 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(uX1) of the 1986 Code
(relating to annuity contracts not held by natural persons) is
amu?:ndt?d by inserting “(other than subchapter L)” after
Ils ﬁ e”'

(2) Subparagraph (D) of section 72(uX3) of the 1986 Code
(relating to exceptions) is amended by out “until such
time as the employee separates from service” and inserting in
lieu thereof “until all amounts under such contract are distrib-
ut.edtotheem loyeeforwhomsuchcontmctwaspurchasedor
the employee inneﬁ

3) Suhparagrapbs (D) and (E) of section 72(uX3) of the 1986
90?:3(: (rElat.mg to exceptions) are each amended by striking out

w

4) Paragraph (4) of section T2(u) 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 subparagmph
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“4C) which provides for a series of subst.antiallf equal
periodic payments (to be made not less frequently than
annually) 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 subparaﬂaph:
“(B) PLAN MUST DESIGNATE TYPE.—In the case of a plan
whigh is in}endt;d to b?' a ngnfney purchase ;z‘ension lan loalz;ﬁ
rofit-sharing plan, a trus part of such plan s
got constitute g qualified trust unﬂer this subsection unless
the plan designates such intent at _mc’l’x time and in such

manner as the Secretary prescribe.
(2) Section 401(aX27) of the 1936 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 T0 SECTION 1139 OF THE REFORM AcCT.—
Clause (i) of section 1139%(dX2)(A) of the Reform Act is amended by
striking out “before January” and inserting in lieu thereof “after
an L5
(1) AMENDMENT RELATED T0 SEcTION 1145 OF THE REFORM AcCT.—
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 AcCT.—
(1) Subparagraph (C) of section 7701GX1) of the 1986 Code
(relating to tax treatment of Federal ift Savi Fund) is
?21;’1’ended by inserting “, section 401(k)4XB),” after “paragraph
(2) Section 8440(a)3) of title 5, United States Code, is amended
by inserting “, 401(kX4XB) of such Code,” after “subsection (b)”.

SEC. 1011B. AMENDMENTS RELATED TO SUBTITLES B AND C OF TITLE XI
OF THE REFORM ACT,

(a) AMENDMENTS RELATED TO SECTION 1151 OF THE REFORM ACT.—
(1) Paragraph (2) of section 8%(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

“(i) any amount included in gross income under para-
graph (1) shall be taken into account for the taxable
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.

"(?) ErecTION TO Dmfan mc;.ttl.l:smn lal:m 1 nAg.—I:ﬂ:n
employer maintaining a with a year en r
Seplzeglber 30 and on or before Deceglber 31 of a calendar
year elects the application of this subparagraph—

‘(i) amounts included in gross income under para-
gﬁ:ﬁh (1) with respect to empl of such employer
8 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 attrib-
utable to such amounts shall be allowable for the tax-

26 USC 411 note.
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able year with or within which the plan year following
the E!an year in which the excess benefits occurred
e

nas.

(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
X T R

a en @ e following new paragraph:
“(C) EMPLOYEES COVERED BY MORE THAN 1 m.—‘lqw
Secretary may provide that 2 or more plans providing
benefits to the same participant shall be treated as 1 plan
for purposes of applying subsections (dX1XB), (dX2), and (f).”

(4) Subparagraph (g) of section 89(@gX2) of the 1986 Code
(relating to sworn statements) is amended by adding at the end
thereof the following new sentence: “No statement shall be
required 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 8%g)2) of the 1986 Code is
amended by striking out “under such plan” and inserting in
lieu thereoiy“under such plans”.

(6) Section 8%(g) of the 1986 Code is amended by striking out
paragraph (6).

(7) Subparagraph (A) of section 89(hX1) of the 1986 Code
(relating 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 aﬁl:lﬂ
to any statutory employee benefit plan for any year for whic
the only employees of the employer maintaining the plan are
highlg;otllnpensated employees.”

9 ion 89(k) of the 1986 Code (relating to requirement that
plan be in writing) is amended by adding at the end thereof the
following new paragraph:

“(5) Loss OF EXEMPTION FOR CERTAIN PLANS.—If a plan de-
scribed in paragraph (2XE) fails to meet the requirements of
paragraph (1), the organization which is part of such plan shall
not be exempt from tax under section 501(a).”

(10) Section 6652(k)X2XB) of the 1986 Code (relating to amount
of additional tax) is amended by striking out “subsection (gX3)”
and inserting in lieu thereof “subsection (g(3XCXi)”.

(11XA) 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 es:oas income of a participant in a
T

cafeteria plan solely because, un
choose among the benefits of the plan.

l';}mplan,theparticipantmay

(B) Paragraph (1) of section 126(b)of the 1986 Code is amended
-by striking out “A plan shall be treated as failing to meet the
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requirements of this subsection” and inserting in lieu thereof
“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 amended
by striking out “a plan shall be treated as failing to meet the

ents of this subsection” and i in lieu thereof
“subsection (a) shall not apply to any plan

(12) Subparagraph (B) of section 125(cX1) of the 1986 Code
(defining cafeteria plans) is amended to read as follows:

“B) the participant may choose among 2 or more benefits
consisting of cash and qualified benefits.”

(13XA) Paragraph (1) of sectlon 125(e) of the 1986 Code (defin-
ing qualified benefits) is amended by inserting “and without
regard to section 8%(a)” after “subsection (a)”.

(B)'l‘helaatsentenceofsectlon 125(bX2) of the 1986 Code is
amended to read as follows: “For purposes of the preceding
sentence, qualified benefits shall not include benefits which
(mt.hout regard to this paragraph) are includible in gross
income.’

(14) Subsection (d) of section 129 of the 1986 Cods is amended

by redesignating paragraph (8) as

(15)Paragraphmofsectmn1 thelQSGCode(asso

ted) is amended—
(A) by inserting “under all plans of the employer” after
“employees” the 2nd and 3rd time it appears in subpara-
arap (A), =
) by striking out “there shall be
subparagraph (B) and inserting in lieu thereof “a pla.u may
disregard”,

~(©) by st.nkmg out “415(gX7)” in subparagraph (B) and
inserting in lieu thereof “414(qXT7)".

(16) Section 414(m)4) of the 1986 Code is amended by insert-
ing " 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 sub phs (C) and (D).

(lb?r I;tnkmgph (f) ‘?f32," a:dnmsernng«t) oA 1918120 th 2 %m?;czl-

ou in ereof “
162(iX2), 162(k),”.

(18) Parag‘raph (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)

(19) Sub ph (C) of section 414(nX3) of the 1986 Code is
amended out “132,” and inserting in lieu thereof
“132, 162(1X2), 162&)

(20) Section 414{!;)(1) of the 1986 Code (relating to application
of controlled group rules to certain employees) is amended by
stn.kmgetzzo“of section 414" each place it appears.

(21) n 89(X6) of the 1986 Code is amended by striking
oumtrdasmibed in subparagraph (A), (B), or (C) of subsection

(22XA) Section 3121 of the 1986 Code (relating to definitions)
is amended by adding at the end thereof the following new sub-
section:

“(x) Benerrrs ProvibED UNpDER CERTAIN EMmPLOYEE BeENEFIT
Prans.—Notwithstanding any paragraph of subsection (a) (other
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42 USC 409.

26 USC 3121
note.

Wages.

26 USC 6039B,
6039D.

26 USC 89 note.

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

aragragh:
“(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 PrROVIDED UNDER CERTAIN EMPLOYEE BENEFIT
PrLans.—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 atz_nended by adding at the end thereof the following new sub-
section:

“(g) BeENEFITS PROVIDED UNDER CERTAIN EMPLOYEE BENEFIT
Prans.—Notwithstanding any paragraph of subsection (a), the term
‘wages’ shall include any amount which is includible in gross income
by reason of section 89.'

(E) The third to last sentence of section 209 of the Social
Security 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)X5)G) and 3306(bX5XG) of the 1986 Code
are each amended by inserting “if such payment would not be
treated as wages without regard to such eslel.n and it is reason-
able to believe that (if section 125 applied for purposes of this
section) section 125 would not treat any wages as constructively
received” after “section 125)”.

(B) Section 209(eX9) of the Social Security Act is amended by
inserting “if such payment would not be treated as w:
without regard to such fplan and it is reasonable to believe that
(if section 125 applied for purposes of this section) section 125
?‘v{:;slg)”not treat any wages as constructively received” after

(24) Section 1151(hX3) of the Reform Act is amended by
striking out “Section 6039B(c)” and inserting in lieu thereof
“Section 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 (iX3XC) shall, to the extent
they relate to sections 106, 162(iX2), and 162(k) of the Internal
Revenue Code of 1986, apply to years beginning after 1986.”

(26) Section 1151(k) of I;Ee ¥leform Act is amended by adding
at the end thereof the following new paragraph:
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“(6) CERTAIN PLANS MAINTAINED BY EDUCATIONAL INSTITU-

TioNs.—If an educational o n described in section
170(bX1XAXii) of the Internal Code of 1986 makes an
election under this ph with reapect to a plan described

mthlssec&%nlgg(:]}zx Ofmthmpectmelan t'ntslan wct
apply or years
after the date of the enactment of Act’ P
(2TXA) Section 4976 of the 1986 Code is amended by re-
designating subsection (c) as subsection (d) and by inserting
after suhaectmn(b)thefollawmﬁnswsuhuecnon
“tc) Tn oN FunpEp WeLrare Benerir Funps WaicH INcLUDE
TorY EMPLOYEE BENEFIT PLAN.—
“(1) IN GENERAL.—If—
“(AJ an employer maintains a welfare benefit fund, and
torg employee benefit plan (within the
meanmg of section 89) is part of such fund for any plan

thereisherebyim on such employer for the taxable year
mthormthmwhmhtheplanyvearendaataxinthe amount
determined under m%he

“(2) AMOUNT OF TAX.— amount of the tax under para-

graph(l)sha]l ualtothe(lfany)of-
uct of the highest rate of tax imposed by

secuon 11 multiplied by the lesser of—
“G) the aggregate excess benefits (as defined in sec-
tion 89) for such plan year, or

“(n) the taxabl;e income of the fund for such plan

“(g) the amount oftax imposed by chapter 1 on such fund
for such p

(B) Section 4976y(§arof the 1986 Code is amended by adding at
the end thereof the following new paragraph:

“(5) LIMITATION IN CASE OF BENEFITS TO WHICH SECTION B89
ArpLies.—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 (1XB) with respect to
such benefit shall not exceed the aggregate excess benefits
provided by the plan (as determined under section 89).”

© Sact.lon 505(aX1) of the 1986 Code is amended by adding at
the end thereof the following new suhsectlun 'T}us paragraph
shall not apply to any organization by reason of a failure to
meet the requirements of suhsechun (b) with respect to a benefit
to which section 89 applies.”

(28) Section 83(h)4) of the 1986 Code is amended by striking
o(glg:s;gubsectmn (h)5)” and inserting in lieu thereof ‘‘subsection

(29) Section 89(k)X1) 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 regu.latlons pre-
scribed by the Secretary) with any inclusion under subsection
(a) with respect to such plan. In the case of a statutory employee
benefit plan described in subsection (iX1XB), any amount re-

quired to be included in gross income under this subsectmn
ahall be included in the gross income of the beneficiary.”

(30) Section 129(dll)(B) of the 1986 Code is amended by strik-
ing out “(6)” and inserting in lieu thereof “(7)”.
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(81)(A) Section 129(d) of the 1986 Code is amended—

(i) by striking out the last sentence of paragraph (3), and

(i) gy inserting at the end thereof the following new
garagraph:

“(8) ExcLupEp 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—

(1) by striking out “may” the first place it appears and
inserting 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 p?an shall not be treat-
ed 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(1X2) 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 AcCT.—

(1) Section 162(m) of the 1986 Code (relating to special rules
for health insurance costs of -self-employed individuals) is
amended by redesignating ;;laragraph (4) as paragraph (5) and
by inserting after paragraph (3) the following new paragraph:

‘(4) DEDUCTION NOT ALLOWED FOR SELF-EMPLOYMENT TAX PUR-
poses.—The deduction allowable by reason of this subsection
shall not be taken into account in determining an individual’s
net earnings from self-employment (within the meaning of sec-
tion 1402(a)) for purposes of chapter 2.”

(2) Section 162(m) of the 1986 Code (relating to cross reference)
as redesignated by section 1161(a) of the Reform Act, is redesig-
nated as subsection (n).

(3) Section 162(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 Eroviding the medical care coverage is
established” after “401(c))”.

(4) Section 211(a) of the Social Security Act is amended by
inserting after paragraph (13) the following new paragraph:

“(14) %he deduction under section 162(m) ?relating to health
{nsxgia,l,we costs of self-employed individuals) shall not be al-
owed.

(c) AMENDMENTS RELATED TO SECTION 1163 oF THE REFORM AcCT.—

(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
employee” after “utilization” in subparagraph (A), and
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(D) by inserting “with to such dependent” after

“provided” insul:garagmph ).

(2)(K) 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 par?raph (1) for dependent care assistance with
respect to dependent care services ided during a tax-
able year shall not exceed $5,000 ($2,500 in the case of a
se te return by a married individual).

‘B) YEarR 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 rovided (even if payment of dependent care assist-

or such services occurs in a subsequent taxable year).

“(C) MARITAL sraTus.—For p of this ph,
marital status shall be determined under the of para-
graphs (3) and (4) of section 21(e).”

(B) Section 6051(a) of the 1986 Code is amended by striking
out the Perlod at the end of paragraph (8) and inserting in lieu
thereof and" and by adding at the end thereof the following
new

“9 ; the tota.l amount incurred for dependent care assistance
mth respect to such employee under a dependent care assist-

escribed in section 129(d).”

(C)( E pt as provided in this subparagraph, the amend- 26 USC 129 note.
ments made by this ph shall apply to taxable years
beginning aﬂ:er Decem 1, 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 makmg an election under
clause (ii), any dependent care assistance provided in a taxable

year beginning in 1987 with res to which reimbursement

was not received in such le year shall be treated as

mﬁd%‘e h§1t11:£9287taxpayers first taxable year beginning after
r 31, .

(d) AMENDMENT RELATED TO SECTION 1164 OF THE REFORM ACT.—
Section 119(dX2) of the 1986 Code is amended—
g)hbj;lft iki l:ut “(as b:];:fi:l:s’ close olf.; the calell';dai ye)*.ar ig
whic e year " in subparagraph (AXi), an
(2) by adding at the end thereof the following:

“The appraised value under subparagraph (AXi) 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

ear, aﬁ any time during the calendar year in which such period

(e) MENTS RELATED TO SECTION 1166 OF THE REFORM
Acr.—dﬁcl;ion T701(a)20) of the 1986 Code (defining employee) is
amen =

(1) by striking out “106, and 125" and inserting in lieu thereof
l‘and 1%”, and

(2) by inserting “and for purposes of applying section 125 with
respect to cafeteria plans,” before “the term"’.

() AMENDMENTS RELATED TO SECTION 1168 OF THE REFORM ACT.—

(1) Paragraph (1) of section 134(b) of the 1986 Code is amended
striking out “or regulation thereunder” and inserting in lieu
ereof “ reg‘ulatmn, or administrative practice”.
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(2XA) Section 134(bX1) of the 1986 Code is amended by
i’u;g ‘t'i(othe” r than personal use of a vehicle)’ after “in-kind

ne!

(B) The amendment made by subparagraph (A) shall apply to
taxable years beginning after r 31, 1986.

{3) Section 134(bX3XA) of the 1986 Code is ‘amended by striking
out undlﬁl ?'my provision of law or regulation described in

4) Sectlon 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.—
ey Sectlon 1172(bX1XA) of the Reform Act is amended by
“each place it ap "’ before the comma.

2 Paragrapbs (2) and (3) of section 403(n) of the 1986 Code
(relating to securities received in certain transactlons) is
amendﬁge by inserting “or section 2057” after “section 1042”

it appears

(3) aragmp (1) of section 2057(b) of the 1986 Code (relating

ualified sale) is amended by striking out “is”.
{h) Amnumn's ReraTeD TO SECTION 1173 OF 'n-n: RerorM AcCT.—

(1) Section 133 of the 1986 Code (relating to exclusion of
interest 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
exch;dshle period with respect to the original securities acquisi-
tion loan
“42) ExcLupABLE PERIOD.—For purposes of this subsection, the
term ‘excludable period’ means, with respect to any original
securities acqmmtlon loan—

“(A) In GENERAL—The 7-year period beginning on the
date of such loan.

“‘B) LoANS DESCRIBED IN SUBSECTION (bY1XA).—If the
term of an original securities acquisition loan described in
subsection (bX1XA) is greater than 7 years, the term of such
loan. This ph shall not apply to a loan described
in subsection (b)3

‘“3) ORIGINAL ammrrma ACQUISITION LOAN. —For the pur-
poses of this subsection, the term * securities acquisition
loan’ means a securities acquisition loan described in subpara-
graph (A) or (B) of subsection (b)1).”

(2XA) Section 133(b) of the 1986 Code (defining securities

ition loan) is amended—

(i) by out “or are used to refinance such a loan,”
in paragraph (

(ii) by atnlnng out “ , except that this mbm:lﬁraph shall

notap‘fvto loantheoummtment of which
eme& "mparagmph (1XB), and
(m)byaddmgattheendthemofthofoﬂomngnsw

“(g) TREATMENT OF REFINANCINGS.—The term ‘securities ac-
quisition loan’ shall include any loan which—
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“(A) is (or is of a series of loans) used to refinance a
loa‘? described‘in subparagraph (A) or (B) of paragraph (1),
an

“(B) meets the requirements of paragraphs (2) and (3).”

(B) Subparagraph (B) of section 133(bX3) of the 1986 Code is
amended to read as follows:

“(B) repayment terms providing for more rapid repay-
ment of principal or interest on such loan, but only if
allocations under the plan attributable to such repayment
do not discriminate in favor of highly compensated em-
ployees (within the mea.nhgo%f 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 parafraph (2XC), and

(B) b‘y adding at the end thereof the following new sen-
tence: “Paragraph (2)(C) shall not aptg? to dividends from
employer securities which are allocated to any participant
unless the plan provides that employer securities with a
fair market value not less than the amount of such divi-
dends are allocated to such participant for the year which
(but for paragraph (2XC)) such dividends would have been
allocated to such icipant.”

(4) Subparagraph (C) of section 852(b)X5) of the 1986 Code
(relating to interest on certain loans used to acquire employer
securities) is amended by striking out “paragraph’” and insert-
ing in lieu thereof ‘“‘section”.

(5)A) The amendments made by paragraphs (1) and (2) shall 26 USC 133 note.
apply to—

(i) any loan used to acquire employer securities after
July 18, 1984, and

(i1) loans made after July 18, 1984, which were used (or
wgr_‘gh part of a series of loans used) to refinance any loan
which—

(I) was used to acquire employer securities after
May 23, 1984 (July 1%. 1984, in the case of a loan
described in section 133(bX3)B) of the Internal Revenue
Code of 1986), and
(II) met the requirements of section 133 (other than
subsection (b)X2) 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 aﬂpl]v, 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(cX2) of the Reform Act is 26 USC 133 note.
amended to read as follows:

“(B) Section 133(b)(1XA) of the Internal Revenue Code of
1986, as amended by subsection (b)2), shall apply to any
loanused(orpartogaseriesofloansused)tore ce a
loan which—

“(1) was used to acquire employer securities after
May 23, 1984, and

“(ii) met the requirements of section 133 of the In-
ternal Revenue Code of 1986 as in effect as of the later

of—
“I) the date on which the loan was made, or
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“InJ uﬁw, 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 inse; in lieu thereof “or as engaging in a prohibited
transaction for purposes of sectlon 4975(dX3) merely by reason
of any distribution or payment”.
(i) AMENDMENTS RELATED TO Secrion 1174 oF THE REForRM AcCT.—

(1) Clause (ii) of section 409(oX1XA) of the 1986 Code (relating

to distribution requirement) is amended by striking out “such
ear” and inserting in lieu thereof “distribution is required to
in under this clause”.
26 USC 409 note. (2) Section 1174(a)2) of the Reform Act is amended by striking
gut "’?Ian terminations” and inserting in lieu thereof “distribu-
ons”.

(3) Section 409(oX1XA) of the 1986 Code is amended by striking
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 participant’s
spouse elects”.

(j) AMENDMENTS RELATED TO SECTION 1175 OF THE REFORM ACT.—

(1) Subclause (II) of section 401(a)28XB) of the 1986 Code
(relating to method of meeting requirements) is amended by
inserting “and within 90 days after the period during which the
election may be made, the plan invests the portion of the
participant’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-
ﬁedhaparhmpant in the 1st plan gear tblfgnln:.mgl in 1987
as having become a participant in the 1st plan year
beginning in 1988."”

(3) The last sentence of section 40%(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(&)(28)’ ' after “section 401(aX9)”.

(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
securities which is required under section 401(a)28).”

(5) Section 409(h) of the 1986 Code (relating to right to demand
em mmth‘g}hl? put option) is am;nded by adding at the
en ollowing new paragrap

*(7) EXCEPTION WHERE EMPLOYEE ELECTED DIVERSIFICATION.—
—~Paragraph (1XA) shall not apply with respect to the portion of
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the participant’s account which the employee elected to have
reinvested under section 401(a)}28)B).”

(6) Section 401(a)28XB) 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 whet.her—

“(I) a subsequent distribution is a lump-sum dis-
tribution under section 402(e}4)XA), or
‘““II) section 402(a)}5)XDXiii) applies to a subse-
quent distribution.”
(k) AMENDMENTS RELATED TO SECTION 1176 OF THE REFORM ACT.—

) Section 401(aX22) of the 1986 Code is amended by striking
out “is not publicl }y ublicly traded” each place it appears and inserting
in lieu thereof “is not readily tradable on an established
market”

2) Section 401(aX22) 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 ion 409(1X4) of the 1986 Code (relating to nonvoting
common stock may be acquired in certain cases), as added by
aectiﬁn(sgl’fﬁ(b) of the Reform Act, is redesignated as para-
grap !

(1) AMenDMENTS RELATED TO SECTION 1177 OF THE REFORM ACT.—

(1) Paragraph (2) of section 1177(b) of the Reform Act is 26 USC 38 note.
amended by stnkmg out “section 143(dX3XC)” and inserting in
lieu thereof “section 146(dX3XC)”.

(2) Subsection (b) of section 1177 of the Reform Act is amended
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) Newspapers.
of the Reform Act, as amended by this subsection, pays in cash a 26 USC 38 note.
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
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. Corporations.

(a) AMENDMENTS RELATED TO SECcTION 1201 OF THE REFORM ACT.—
(1XA) Subparagraph (C) of section 904(dX2) of the 1986 Code is
amended to read as follows:
‘4C) 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—

/D) described in clause (ii),
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“am Elasswe income (determined without regard
to subc (I) of subparagraph (A)iii)), or

“(IIl) export financing interest which (but for
subparagraph (BXii)) 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

“(TI0) of a kind which would be insurance income
as defined in section 953(a) determined without
regard to those provisions of paragraph (1XA) of
such section which limit insurance income to
income from countries other than the country in
which the corporation was created or organized.

“(iii) Exceprions.—The term ‘financial services
mcome does not include—

h withholding tax interest,

“(II) any dividend from a noncontrolled section
902 corporation, and

“(IID rt financing interest not described
in clause (; ex?o

(B) Clause (i) of section 864(dX5XA) of the 1986 Code is
“(C‘)a(ndﬁi]] hy striking out “(CXiii)” and inserting in lieu thereof
(2) Subparagmph (D) of section 904(&)(2) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “Such term does not include anrf dividend from a
noncontrolled section 902 corporatclon and does not include any
financial services income.’
(3) Paragraph (3) of section 904(d) of the 1986 Code is amended
by addmg at the end thereof the following new subparagraph:
‘“(H) EXCEPTION FOR CERTAIN HIGH WITHHOLDING TAX IN-
T:}:LJT—Tth paragraph shall not apply to any amount
which—

“(i) without regard to this paragraph, is high

mthholdmg tax interest (including any amount treated
high withholding tax interest under paragraph
(2)(B)lm)) 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
interest or equivalent income of the controlled fore
poration taken into account in determining financi serv—
ices income without regard to this subparagraph.”
(4) Subparagraph (E) of section 904(dX3) of the 1986 Code is
amend
(A) by striking out the first sentence and inserting in lieu
thereof the following: “If a controlled foreign co rat.lon
meets the requirements of section 954(b)}3XA) (re
de minimis rule) for any taxable year, for purposes of thm
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saragraph, none of its foreign base company income (as
efined 1n section 954(a) without regard to section 954(b)5))
and none of its gross insurance income (as defined in sec-
tion 954(b)X3XC)) 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.”,

(B) by stnlm? out “income (other than high withholdi
tax interest dividends from a noncontro hﬁed section 90

corporatwn) and inserting in lieu thereof ‘“passive

ph (2) of sectlon 1201(e) of the Reform Act is 26 USC 904 note.
amended the end thereof the following new

subpan%-a
o mmF OF umu-nt:_n thcl;:our rnmhc: ati]onsou—
DATED RETURN.—For purposes o paragrap mem-
bers of an affiliated group of corporations ﬁlmg a consoli-
dated return shall be treated as 1 corporation.”
(6) Suhparagraph (A) of section 904(d)2) of the 1986 Code is
amen
out “The term” in clause (ii) and m.sertmg
thsetll-.‘e%lfn‘ﬁ-}xcept as provided in clause (iii), the term”,
{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 nal holding company
income, the rules of section 85(] d)(6) shall apply nga.n
the case of income of a controlled forei ratmm
(7) Subparagraph (F) of section 904(d)3) of the 1986 Code is
amended to read as follows:
"(Fl‘l) SEPARATE CATEGORY.—For purposes of this para-
p —

“@) In Gmt.—Except as provided in clause (ii),
the term ‘separate category’ means of
income described in subparagraph (A), (g), ©), (D) or
(E) of paragraph (1).

“(ii) COORDINATION WITH HIGH-TAXED INCOME PROVI-
SIONS.—
“D In determining whether any income of a
controlled foreign corporation is in a se; te cat-
egory, subclause (III) of paragraph (2)AXiii) shall

not mpply.

“(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
provision of paragraph (2); except that the deter-
mination of whether any amount is high-taxed
income shall be made after the application of this
paragraph.”

(8) Clause (iii) of section 904(dX2XB) of the 1986 Code is
amended to read as follows:
“(iii) RecuLATIONS.—The Secretary may by regula-
tions provide that—

‘“(T) amounts (not otherwise high withholding tax

interest) shall be treated as high withholding tax
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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
imposed on a net basis.”

(9) Clause (i) of section 904(dX2)I) of the 1986 Code is
amended by striking out “except to the extent that” and all that
follows down through “and” at the end thereof and inserting in
lieu thereof the following:

“except that—

‘1) such taxes shall be treated as paid or accrued
with respect to shipping income to the extent the
taxpayer establishes to the satisfaction of the Sec-
retary that such taxes were paid or accrued with

pect to such income,

“II) in the case of a person described in subpara-
graph (CXi), such taxes shall be treated as paid or
accrued with respect to financial services income to
the extent the taxpayer establishes to the satisfac-
tion of the Secretary that such taxes were paid or
accrued with respect to such income, and

“(IID) such taxes shall be treated as paid or ac-
crued with to high mthholdmg 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 sectmn 904(d)X2)E) of the 1986 Code is
amended by striking out “during which it was a controlled
foreign 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) Sub ag‘raph (E) of section 904(dX1) of the 1986 Code is
amended ﬁ;r out ‘“dividends” and msertmg in lieu
thereof “in the case ofa ration, dividends"'.

(b) AMENDMENT RELATED TO SECTION 1202 oF THE REFORM ACT.—

(1) Paragraph (7) of section 902(c) of the 1986 Code is
amended—

(A) hy striking out “secton 960" and inserting in lieu

thereof “section 960", and
(B) by striking out “this section” tha second place it
appears and inserting in lieu thereof “this section and

section 960”.
(2) Paragraph (1) of section 902(c) of the 1986 Code is amended
out “sections 964 and 986" and inserting in lieu
thereof “gections 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(eX3XC) of the Reform Act s be taken into
account ratably over the 10-year period beginning with the
({glé%l)’l‘atlon s first taxable year beginning after December 31,

4 Paragraph (8) of section 404A(d) of the 1986 Code is
a.mended y striking out “the amount determined” and insert-
ing in lieu thereof “except as provided in regulations, the
amount determined”.
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(c) AMeNnDMENT 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) Disposrrions.—If any separate limitation loss for any
taxable fyear is allocated against any separate limitation
income for such taxable year, except to the extent provided
in regulations, rules similar to the rules of paragraph (3)
shall apply to mcxly disposition of property if gain from such

ition would be in the income category with respect to
Wh]Ch there was such te limitation loss.”
(d) AMENDMENTS RELATED TO N 1211 oF THE REFORM AcCT.—

(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 -
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 o an mta.nmble

(2) Subparagraph (A) of section 865(e)1) of the 1986 Code is
amended by str&mg out “(d), or (f)’ and inserting in lieu
thereof “(d](l)(B) or (3), or (f)".

(3XA) Clause (i) of secl;mn 865(3)(1)(A) of the 1986 Code is
amended by striking out ‘partnershi ofp

(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
applied at the partner level.”

(4) Subsection (f) of section 865 of the 1986 Code is amended to
read as follows:

““(f) SToCK OF AFFILIATES.—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
aﬂ'iliate is engaged in the active conduct of a trade or business,
a.n

“(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 1mmed1ately preceding the year in which the sale
occu was derived from the active conduct of a trade or
business in such foreign country

any gain from such sale be sourced outside the United States.
For purposes of paragar?}ahs (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
corporation.”

(5) Effective with respect to taxable years ing after
December 31, 1987, sub aph (B) of aectmn 8 5(eX2) of the
1986 Code is amended to as follows:

“(B) ExceprioN.—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
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or other fixed place of business of the taxpayer in a foreign
country materially participated in the sale.”

(6XA) Subsection (g) of section 865 of the 1986 Code is

ame:;lded by adding at the end thereof the following new para-

ph:

‘(3) SPECIAL RULE FOR CERTAIN STOCK SALES BY RESIDENTS OF
PUERTO RIcO.—Paragraph (2) shall not appl{)“to the sale by an
individual who was a bona fide resident of Puerto Rico during
the entire taxable year of stock in a ration if—

“(A) such corporation is e 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
taxable year immediatel go the year in which such
sale occurred was denveg m the active conduct of a trade
" or bumneasfltlilzuerto Rico. " :
or purposes o 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
corporation.”
b (El)'. Suhsectit:n“(i) of set(':tgzg 863 0? the 1986 %1)3 J’i; azended
y striking out “and” a end o p , by striking
out the Penod at the end of paragrapﬁ (2) and inserting in lieu
thereof “, and”, and by adding at the end thereof the following

“(3; cﬂ.ng that, subject to such conditions (which may
mclude provisions comparable to section 877) as may be p
vided in such regulations, subsections (eX1)XB) and (g)(Z) shall
not appl for purposes of sections 931, 933, and 936.” :

ph (B) of section 864(0)(4) of the 1986 Code is

amended ﬁ striking out “or” at the end of clause (i), by striking

out the Penod at the end of clause (ii) and msertm? in lieu

thereof “; or”, and by adding at the end thereof the following
new c]ause

“/(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 section

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

country icipated materially in such sale.”

8) Sectmn 65 of the 1986 Code is amended by redesignating
subsections (h), (i), and (j) as subsections (i), (j), and (k), respec-
tively, and by inserting after subsection (g) the follomng new
subsection:

“(h) TREATMENT OF GAINS FroM SALE oF CERTAIN STOCK OR INTAN-

GIBLES AND FROM CERTAIN LIQUIDATIONS.—

"(lli) IN GeNErAL.—In the case of gain to which this subsection
appues—
b‘l.l‘;.(A) such gain shall be sourced outside the United States,

“(B) subsections (a), (b), and (c) of section 904 and sections
902.h90'{, and 960 shall be applied separately with respect to
suc $

‘“2) GAIN TO WHICH SUBSECTION APPLIES.—This subsection
shall apply to—
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“(A) GAIN FROM SALE OF CERTAIN STOCK OR INTANGIBLES.—
Any gain—

“(1) which is from the sale of stock in a foreign
ration or an intangible (as defined in subsection
(d)( and which would otherwise be sourced in the

United States under this section,

“(ii) which, under a treaty oh tion of the United
States (appl:ed without is section), would be
aou{cejd m;t;:de &zt Uni msl?tﬁs and h "

“(iii) with res 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
liquidation 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 IYA immediately preceding the
taxable year in which the distribution is received is
from the active conduct of a trade or business in such
possession.”

(9) Subparagraph (A) of section 865(e)1) of the 1986 Code is
amended by striking out “outside the United States” the first
plaoe it appears and inserting in lieu thereof “in a foreign

(10]d el;b]:i:l.ragral:uh (B) of section 864(c)4) of the 1986 Code is
amen [—

(A) by striking out “(including any gain or loss realized on
the sale ;‘:J:xltl:ﬁange of such property)” in clause (i), and

(B) by striking out “, or gain or loss from the sale or
exchange of stock or notes, bonds, or other evidences of
indebtedness” in clause (ii).

(11) Clause (i) of section 865(gN1XA) of the 1986 Code is Aliens.
amended to read as follows—
“(1) individual who—
“(I) is a United States citizen or a resident alien
and does not have a tax home (as defined in
section 911(d)X3)) in a fore: alfn
‘YII) is a nonresident alien and 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 T0 SECTION 1212 OF THE REFORM ACT.—
(1XA) Paragraph (3) of section 883(c) of the 1986 Code is
amended to read as follows:
“(3) SPECIAL RULES FOR PUBLICLY TRADED CORPORATIONS.—

“(A) Exceprion.—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 caae may be) and the stock of which is primarily and

ly traded on an established securities market in

such foreign country, another foreign country meeting the
regun‘emants of suc 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
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requirements of subparagraph (A) shall be treated as owned
by individuals who are residents of the foreign country in
which the corporation meetmg the requirements of
subparagraph (A) is organized.”
B) Paragraph (1) of section 883(c) of the 1986 Code is
amended—

(i) by striking out phs (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
inserting in lieu thereof “such paragraph
(2)(A) Pnrag‘raﬁa (1) and (2) of section 883(a) of the 1986 Code
asrt: e&glllld by striking out “to citizens of the United
m il
(B) Paragmphs (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
g;etztdu}g in lieu thereof “to individual residents of the United
(3XA) 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(]:} of the 1986 Code
and paragraphs (1) and (2) of section 883(a) of the 1986 Code are
each amended by striking out “o peratlon" and inserting in lieu
thereof “international operation”.

(6) Paragraph (1) of section 887(b) of the 1986 Code is
e ) by striking de 863(c)” and

iking out “under section c)” and inserting in
lieu thereof “under section 863(cX2)”, 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-
1:ionl llf,ldet paragraph (1) or (2) of section 883(a) would not
apply.
() AMENDMENT RELATED TO SECTION 1213 oF THE REFORM ACT.—
Paragraph (2) of section 863(e) of the 1986 Code is amended by
out “foreign country” each place it appears and inserting in
lieu thereof “foreign country (or possession of the United States)”.
(g) AMENDMENTS RELATED 10 SECTION 1214 OF THE REFORM ACT.—
26 USC 861 note. (1XA) Paragraph (1) of section 1214(d) of the Reform Act is
amended to read as follows:
h‘;(l}) Iml Gmml.—Tge amendments mlade by tip:shesecnon
s apply to paymen made in a taxable year of the payor
after December 31, 1986.”

B)A taxpayer may elect not to have the amendment made by
subparagraph (A) apply and to have section 1214(dX1) of the
Reform Act apply as in effect before such amendment. Such
election shall ge made at such time and in such manner as the
Secretary of the Treasury or his delegate may p:
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(2) Subparagraph (B) of section 1214(d)2) of the Reform Act is
amended by striking out “section 904(dX2)G)” and inserting in
lieu thereof “section 904(d)}2)XH)".

(3) Subparagraph (B) of section 861(cX1) 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
corporation” in clause (ii), and

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

“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
amended by striking out “section 861(c), if any interest thereon
would be treated by reason of section 861(a)f1XA) as income
from sources without the United States” and inserting in lieu
thereof “section 871(iX8), if any interest thereon would not be
subject to tax by reason of section 871(iX1)".

(5) Paragraph (2) of section 864(c) of the 1986 Code is amended
by striking out the last sentence.

(6) Paragraph (3) of section 907(c) of the 1986 Code is amended:

(A) by striking out subparagragh (B) and redesignating
subparagraphs (C) and (D) as subparagraphs (B) and (C),
respectively, and

(B) by striking out “and dividends described in subpara-
graph (B)”.

(7) Subsection (a) of section 1442 of the 1986 Code is
amended—

(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
é}l,cnl(:)g 871(iX2) shall be treated as referring to section

(h) AMENDMENTS RELATED TO SECTION 1215 OF THE REFORM ACT.—

(1) Paragraph (4) of section 864(e) of the 1986 Code is amended
to read as follows:

“(4) BASIS OF STOCK IN NONAFFILIATED 10-PERCENT OWNED COR-
PORATIONS ADJUSTED FOR EARNINGS AND PROFITS CHANGES.—

_“(A) INn GeENERAL.—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—

“@) 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.
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“(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
classes of stock of such corporation entitled to vote.

“(C) EARNINGS AND PROFITS OF LOWER TIER CORPORATIONS
TAKEN INTO ACCOUNT.—

“(i) In ceNERAL.—If, by reason of holding stock in a
nonaffiliated 10-percent owned corporation, the tax-
payer is treated under clause (iii) as owning stock in
another corporation with respect to which the stock
ownership requirements of clause (ii) are met, the
adjustment under subparagraph (A) shall include an
adjustment for the amount of the earnings and profits
(or deficit therein) of such other corporation which are
attributable 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
respect 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
combined voting power of all classes of stock of such
corporation entitled to vote.

“(iii) STOCK OWNED THROUGH ENTITIES.—For purposes
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.”

(2XA) Paragraph (1) of section 864(e) of the 1986 Code is
gmendecl by striking out “from sources outside the United

taml!

(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:

‘“(T) SEcTION 864eX1) NoT To APPLY.—This subsection shall
be applied as if section 864(eX1) (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:
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“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 1. Source rules and other general rules relating to foreign income.”

(3) Paragraph (3) of section 864(e) of the 1986 Code is amended
by striking out the last sentence and inserting in lieu thereof
the following: “A similar rule shall apply in the case of the
portion of any dividend (other than a q dividend as
defined 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
ge eﬁs: e&i;aguctible and would not be qualifying dividends (as so
(4XA) Paragraph (5) of section 864(e) of the 1986 Code is
amended by adgmg at the end thereof the following new
subparagraph:
“(D) TREATMENT OF BANK HOLDING COMPANIES.—To the
extent provided in relgulatlons—
“(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 subsidi is predominantly engaged
(directly or indirectly) in the active conduct of a bank-
ing, financing, or similar business,
ahall be treated as a corporation described in subparagraph

(B) Subgﬂmgmph (B) of section 864(e)5) of the 1986 Code is
amended by adding at the end thereof the following new sen-
1:eu:mt;1 ("I‘hls subparagraph shall not apply for purposes of para-
grap

(5) Paragraph (6) of section 864(e) of the 1986 Code is amended
by striking out “dlrectly allocable and apportioned” and insert-
ing 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
lzlicéia,tednesa resulting in a disallowance under section
“(E) for appropriate adjustments in the application of
pe.r%m (Slmthecaseofanmmzmnoecompany,and
t this subsection shall not apply for purposes of
any provision of this subchapter to the extent the Secre
determines that the application of this subsection for suc

would not be appropriate.”
(B?gm:ion (e) of section 864 of the 1986 Code is amended
by striking out “(except as provided in regulations)” in the
material preceding paragraph (1).
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26 USC 864 note. (7) Paragraph (2) of section 1215(c) of the Reform Act is
amended to read as follows:
“(2) TRANSITIONAL RULES.—
“(A) GENERAL PHASE-IN.—

a7 of T Tastite Bt Aot Dectubes 9L
years e yer r r
1986, the amendments made by this section shall not
apply ‘tio interte;t experiaes paid 2;; accruedtgy 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.

“(il) GENERAL PHASE-IN AMOUNT.—Except as provided
in clause (iii), the general phase-in amount for purposes
of clause (i) is the applicable percentage (determined
under the following table) of the aggregate amount of
indebtedness of the taxpayer outstanding on Novem-

ber 16, 1985:
The applicable
“In the case of the: percentage is:
1st taxable year 5
2nd taxable year 50
3rd taxable year 25.

“(iii) LOWER LIMIT WHERE TAXPAYER REDUCES INDEBT-
EpNESS.—For purposes of appl this subparagraph
to interest expenses attributable to any month, the
feneral phase-in amount shall in no event exceed the
owest amount of indebtedness of the taxpayer
outstanding as of the close of any preceding month

after November 16, 1985 To the extent pro-
vided in regulations, the average amount of indebted-
ness outstanding 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

EREST.—
“@) IN GENERAL.—In the case of the 1lst 5 taxable
{é‘e?ns;of the taxpayer beginning after December 31,
“(I) subparagraph (A) shall not apply for pur-
poses of paragraph (1) of section 864(e) of the In-
ternal Revenue Code of 1986 (as added by this
section), but
“(ll) such paragraph (1) shall not apply to in-
terest expenses paid or accrued by the taxpayer
during the taxah]{m to an aggre-
gate amount of inde ass which does not exceed
the special phase-in amount.
“(ii) SPECIAL PHASE-IN AMOUNT.—The special phase-in
amount for urposes of clause (i) is the sum of—
general phase-in amount as determined
for purposes of subparagraph (A),
“(IT) the 5-year phase-in amount, and
Fi s 4—yealar 5 thxsms:-l!:n s h teres
Oor purposes ying paragraph to in t
expense attnbumgr; to any month, the special phase-in
amount shall in no event exceed the limitation deter-
mined under subparagraph (AXiii).
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“(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

“(ID the aj
under the following tab

licable rcentage (determined
Fe for purposes of this

subclause) of the 5-year debt amount reduced by

paydowns:
The q‘?:‘l?lrﬂe
“ percen or
In the case of the: g: of
subclause (I) is:
1st taxable year 8%
2nd taxable year 16%
3rd taxable year 25
4th taxable year 33%
5th taxable year 16%

The applicable

percentage f?r
purposes o
subclause (II) is:
10
25
50
100
100.

“iv) 4-yEAR PHASE-IN AMOUNT.—The 4-year phase-in
amount is the lesser of—
“(I) the applicable percentage (determined under

102 STAT. 3505

the following table for purposes of this subclause)
of the 4-year debt amount, or

“aIn the thcable rcentage (determined
under the fol table for purposes of this
subclause) of the 4-year debt amount reduced by
paydowns to the extent such paydowns exceed the
S-year debt amount:

The applicab fle The a]lg:igcatt_ule
“ reen or rcentage for
In the case of the: Pe iaseo peu of
sllgclauu (I) is: subclause (II) is:
1st taxable year 5 6%
2nd taxable year 10 16%
3rd taxable year 15 37%
4th taxable year 20 100
5th taxable year 0 0.

“(v) 5-YEAR DEBT AMOUNT.—The term ‘S-year debt
amount’ means the excess (if any) of—
‘“I) the amount of the outstanding indebtedness
of the taxpayer on May 29, 1985, over
“(IT) the amount of the outstanding indebtedness
gig‘ stgm taxpayer as of the close of December 31,
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 (vXII), over
“II) the amount of the outstanding indebtedness
cilfgstzhetaxpayeraaofthecloaeofneeemberéﬂ,
me&ymrdebtmountshallnotemedthe te
amount of indebtedness of the
November 16, 1985, reduced by the debt ammmt.
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“(vii) Paypowns.—For purposes of applying this
subparagraph to interest expenses attributable to any
n}onth, the term ‘paydowns’ means the excess (if any)
o —

“(D) the aggregate amount of indebtedness of the

taxpayer outstanding on November 16, 1985, over

‘“(ID 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

subpamaph (A)iii), the average amount of

indebtedness 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
taxpayer beginning after December 31, 1986, the
amendments 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 indebtedness which does not exceed the
applicable percentage (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
Tth 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).

Oklahoma. ““(iii) INDEBTEDNESS OUTSTANDING ON MAY 29, 1985.—
Indebtedness is described in this clause if it is indebted-
ness (which was outstanding on May 29, 1985) of a
corporation incorporated on June 13, 1917, which has
'ﬂ;s principal place of business in Bartlesville, Okla-

oma.

New York. “iv) INDEBTEDNESS OUTSTANDING ON MAY 29, 1985.—
Indebtedness is described in this clause if it is indebted-
ness (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
business 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)5XA) of the In-
ternal 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
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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
election.”
(i) AMENDMENTS RELATED TO SECTION 1221 OF THE REFORM ACT.—
(1XA) Subparagraph (C) of section 953(cX3) 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)X3XD) of the 1986 Code is
amended to read as follows:
‘(i) PERIOD DURING WHICH ELECTION IN EFFECT.—

“@O IN GeENERAL—Except as provided in
subclause (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 amended
by adding at the end thereof the following new subparagraph:
‘(E) DISQUALIFIED CORPORATION.—For pu of this
paragraph the term ‘disqualified corporation’ means, with
to any taxable year, any foreitgn 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))
atock, ,m such corporation at some time during such taxable

year.

(2XA) 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(aX1XAXi)
shall be determined under ph (5) of this subsection.”

(B) Sul_)sectipn (c) of section 953 of the 1986 Code is amended
by redes:gnnm ting pl?f:igrt]?plfl 1(15) as paragraph (6) aﬁ:ld by insert-
paragrap! e following new paragraph:
l.“?;{5] DETERMINATION OF PRO RATA SHARE.—

“(A) In cENERAL.—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—
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‘(D) 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 sharaiolders were taken into account under

subparagraph (B) of such paragraé:uh (2), or

“(ii) amount which would be determined under
paragraph (2) of section 951(a) if the entire earninfa
and profits of the foreign corporation for the taxable

ear were subpart F income.

) COORDINATION WITH OTHER PROVISIONS.—The Sec-
retary shall prescribe regulations providing for such modi-
fications to the provisions of this subpart as may be nec-
essary or appropriate by reason of subparaﬁraph (A).”

(3XA) Paragraph (2) of section 953(c) of the 1986 Code is
amended by stnﬂm‘ ing out “with respect to which the prima
insured is” and inserting in lieu thereof “with respect to whi
the person (directly or indirectly) insured is”.

(B) Subparagraph (A) of section 953(cX3) 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
inserting 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 amend-
ed by paragraph (2)) is amended by redesignating paragraph (6)
as paragraph (7) and by inserting after paragraph (5) the follow-
ing new paragraph: )

‘(6) RELATED PERSON.—For purposes of this subsection—

“(A) IN GENERAL.—Except as provided in subparagraph
(B), the term ‘related ;erson’ has the meaning given such
term by section 954(d)X3).

“(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(dX3))”.

(5) Paragraph (2) of section 953(c) of the 1986 Code is amended
by striking out “insurance income attributable” and inserting
in lieu thereof “insurance income (within the meaning of
su})aathion (urpoaesa}) attribt}tahle;’._ section 952(c)1XA) of the 1986

or o1 a jhil 10n [+] 0
Code, thepearnings angpgro ts of any corporation shall be
determined without regard to any increase in earnings and
profits under section 1023(e)(3)XC) of the Reform Act.

0,



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3509

(7) Subsection (b) of section 953 of the 1988 Code is amended—-
(A) by striking out paragraph (1) and redesignating
ga;l)hs (2) (3), and (4) as paragraphs (1), (2), and (3), respeo-
vely,
(B}y by striking out subparagraph (A) of paragraph (1) (as
ted) and inserting in lieu thereof the t‘oilomng'
“(A) %ﬁ: small life insurance company deduction.”, and
[((])ér stnkm% (&lil)l} “(other than thuae taken into aceot:g)t
un paragrap in paragra Ideslgna
8 Subparagraph (B) of section 9 c)(3) of the 1986 Code is

amended—

(A) by striking out “related n 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(cX3XCXi) of the 1986 Code is

amended—

(A) by striking out “all benefits” and inserting in lieu

ghégeof ‘:ia].l benefits (other than with respect to section
v an

(B) by striking out “under any income tax treat.y’ " and
inserting in lieu thereof “granted by the United States
under any treaty”.

(10) Paragraph (7) of section 861(a) of the 1986 Code is
amended 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 tﬂement whereby another
corporation receives a substan equal amount of pre-
miums or other consideration in mpect to issuing (or
reinsuring) any insurance or annuity contract in connection
with property in, liability arising out of activity in, or in
connection with the lives or health of residents of, the
United States.”

(11) Subparagraph (AJ of section 955(aX2) of the 1986 Code is
amended by striking ou before 1987” and inserting
in lieu thereof "begmnmg ore 1987 (to the extent such
amount exceeds the sum of the decreases in qualified invest-
ments determmad under this paragraph for prior taxable years
beginning after 1986)”.

(12) Paragmphs (6) and (7) of section 954(b) of the 1986 Code
are each amended by striking out “(determined without regard
to the exclusion under garugmph (2) of this subsection)”.

(13XA) Subparagraph (C) of section 1221(gX3) of the Reform
Act is amended— 26 USC 954 note.

. J{l) l)y9 'gtnkmg out “July 9” and inserting in lieu thereof
une

(ii) Btnlnng out 'March 381, 1982” and inserting in lieu
thereof “November 3, 1981"

(B) Subparagraph (D) of section 1221(gX3) of the Reform Act is
amended—
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(i) by striking out “as of August 16, 1986, under a reinsur-
ancebcyc;ntract 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
purposes 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
appears and inserting in lieu thereof “more than 50 percent”.

(B) Clause (ii) of section 861(cX2)(B) of the 1986 Code is amend-
ed 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 PROFITS.—
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
inserting 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)(3XA) (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
redesignating 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”.

(19XA) 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-
ho‘lﬂc;?r under section 953(c) with respect to a foreign corporation,
and”.
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(B) Subsection (b) of section 6046 of the 1986 Code is amended
by striking out “subsection (aX2)” and inserting in lieu thereof
paragrnp (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 res 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 corpora-

tion.”

(20) Subparagraph (B) of section 954(cX1) 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
conduct 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 subparagrzg &

(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 ration 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 meetmg' 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) REcuLATIONS.—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-
tiog through cross insurance arrangements or otherwise,
an

“(B) regulations which may provide that a person will not
be treated as a United States shareholder under paragraph
(1) with respect to any foreign corporation if neither such
person (nor any related person to such person) is (directly or
indirectly) insured under any policy of insurance or reinsur-
ance issued bﬁ'fuCh foreign corporation.”

(22) Subclause (III) of section 952(cX1XBXiii) of the 1986 Code is
amended by striking out “insurance income” and inserting in
lieu thereof “insurance income or foreign personal holdi

conzlga.n income,”.

(23) glause (iii) of section 952(cX1XB) of the 1986 Code is
amended by redesignating subclauses (III) and (IV) as
subclauses and respectively, and by inserting after
subclause (II) the following new subclauses:
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“(ITI) foreign base company sales income,

“(IV) foreign base company services income,”.

(24) Clause (ii) of section 952(c)1XB) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “In determining the deficit attributable to qualified
activities 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 (iiiXI), the rule of the
preceding sentence shall apply, except that ‘1982’ shall be sub-
stituted 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
subparagraph:

“(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 end.mig 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).

“(i1) 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 corﬂoratlon but only if—

“(D 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

&ﬁn 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.

“(ii1) CoorDINATION.—This sub; aph shall be ap-
plied after subparagraphs (A) and (B).”

(B) Sub aph (B) of section 954(cX3) of the 1986 Code is
amended y 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
another controlled foreign corporation”.

G Aumnm RELATED TO SECTION 1224 OoF THE REFORM AcCT.—

2) of section 901(g) of the 1986 Code and section

aragraph (
936(d)X3XB) of the 1986 Code are each amended by striking out

“section 957(c)” and inserting in lieu thereof "sectmn 957(c) (as in
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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 AcCT.—
Subsection (c) of section 1225 of the Reform Act is amended by 26 USC 535 note.
stri;:ga;g out “March 1, 1986” and inserting in lieu thereof “January
1, 1986".

(1) AMENDMENTS RELATED TO SECTION 1226 OF THE REFORM ACT.—

1) Subsect.lon (a) of section 246A of the 1986 Code is amended

out the last sentence.

(2XA) Paragraph (8) of section 245 of the 1986 Code is
amended to read as follows:

“48) 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 corporation 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:

“4(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 amended 26 USC 897 note.
by striking out “and” at the end of paragraph (3), and by
striking out paragraph (4) and inserting in lieu thereof the
following:

“(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
corporations specifically referred to in subsection (b) or by such
2 corporatmns and by 1 or both of their jointly owned direct
s“(5) t.bm20da after each transfi

wi ys T er, sale, exchange, or

other disposition, the person making such t:ransfer, 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
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26 USC 936 note.

26 USC 936 note.

“(6) the integrated plan is completed before the date 4 years
after the date of the enactment of the Technical and Miscellane-
ous Revenue Act of 1988.

In the case of any underpayment attributable to a failure to meet
any requirement of this su tion, 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 agplied by
substituting ‘August 16, 1986’ for ‘November 16, 1985,

(2) Subparagraph (B) of section 1231(5)(2) of the Reform Act is
amended by striking out ‘“was made” and inserting in lieu
thereof “, if any, was made”.

(8) Subsection (g) of section 1231 of the Reform Act is amended
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 (dX1))
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 (dX1), 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

ear) was derived from the active conduct of a trade or

usiness 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) 76 percent of the gross income of the corporation
for the 3-year period (or thereof) referred to in
section 936(a)2)A) of such e, 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

ion of the United States.

‘(C) SpecIAL RULE.—Any income attributable to the
investment of the amount not treated as qualified
sion source investment income under subparagraph (A)
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shall not be treated as i edPoaaeasionsourceinvest—
ment income for any mﬂﬂﬂar.

(4) Subparagraph (B) of section 1231(aX1) 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”.
(6XA) Clause (ii) of section 936(dX4XA) of the 1986 Code i8 Puerto Rico.
amended to read as follows:
“@{ii) in accordance with a ific authorization
granted by the Commissioner of Fi ial Institutions
ofPuertORicoPummnttoregulationsissuedbyauch
Commissioner.’

(B) Clauses (i) and (ii) of section 936(dX4XC) of the 1986 Code
are each amended by striking out “the of the Treas-
ury of Puerto Rico” and i ing in lieu the “the Commis-
sioner of Financial Institutions of Puerto Rico”.

(0) 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 ire the
disclosure of information which is subject to section 245A of the
Immigration and Nationaliisy Act (as in effect on the date of the
enactment 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 geEnErAL.—This section shall not apply with respect to
any distribution paid by a passive foreign investment company,
or any d.i.ﬂpoaition of stock in a ive foreign investment
company, 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 ive foreign investment company, and
“(B) which incl any portion of the taxpayer’s holding

(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
amended by striking out “and” at the end of h (D),
by striking out the period at the end of subparagrap (%)and
inserting in lieu thereof “, and”, and by adding at the end
thereof the following new subparagraph:

# per adjustment shall be made for amounts not
includible in gross income by reason of section 551(d),

and % u 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 “Disposrrions” in the paragraph head-
ing and inserting in lieu thereof “TRANSFERS”.

(5) Paragraph (1) of section 1296(b) of the 1986 Code is
amended to read as follows:

19-164 O0—91—Part 4——18-0L. 8
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“(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).”

(6XA) Subsection (f) of section 1291 of the 1986 Code is
amended to read as follows:

“(f) REcooNITION OF GAIN.—To the extent provided in regulations,
in the case of any transfer of stock in a passive foreign investment
company where (but for this subsection) there is not full recognition
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 notwithstanding any provision of law. Proper

adjustment shall be made to the basis of any such stock for gain
ized 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”.

(TXA) 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) CoorniNATION WiTH FOoREIGN TAX CREDIT RULES.—

“(1) IN GeNErRAL.—If there are creditable foreign taxes with
respect to any distribution in respect of stock in a passive
foreign 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 (aX1XB), 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
(subject to the principles of section 904(d) and not below
zeroi the increase in tax determined under subsection
(cX2) for such taxable year by reason of such distribu-
tion (but such taxes shall not be taken into account
under section 901).

“(2) DeFinrTiOoNs.—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 suc { taxes are creditable under section 901 (determined
without regard to paragraph (1XCXii)).

“(B) ExcEss DISTRIBUTION TAXES.—The term ‘excess dis-
tribution taxes’ means, with respect to any distribution, the
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portion of the creditable foreign taxes with res; to such

distribution which is attributable (on a pro rata basis) to the

portion of such distribution which is an excess distribution.

“(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
amended by striking out “not” the second place it appears.

(10XA) 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) Opmions.—To the extent provided in regulations, if any
person has an option to acquire stock, such stock shall be
considered 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
acquire such stock.”

) Paragraph (5) of section 1297(a) of the 1986 Code (as
redesignated by subgarag‘raph (A)) is amended by striking out
;‘zlga(réx)gralzl;y(ZJ or (3)” and inserting in lieu thereof “paragraph

, (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
subparagraph:

“(I) LOOK-THRU APPLIES TO PASSIVE FOREIGN INVESTMENT

COMPANY INCLUSION.—If—

“(i) a passive foreign investment company is a con-
trolled foreign corporation, and

“(i1) 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 cat-

egory.
(12) Clause (ii) of section 1291(a)}1XB) of the 1986 Code is
amended to(read) as follow:i = holding period
“(i1) any period in the taxpayer’s holding peri
before the 1st day of the 1st taxable year of the com-
pany which begins after December 31, 1986, and for
wh&gh it was a passive foreign investment company,
and”.

(13) Sub%amgmph (A) of section 1291(b)X2) of the 1986 Code is
amggded y adding at the end thereof the following new
sentence:

“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)1XB).”

(14) Subparagraph (A) of section 1291(a)3) of the 1986 Code is
amended by striking out “in the case of an excess distribution”
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and inserting in lieu thereof “for purposes of applying this
section to an excess distribution”.

(15) Subsection (b) of section 1293 of the 1986 Code is amended
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 inserting
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 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
?a)S_Sive foreign investment company by reason of subsection
a

‘(i) any disposition by the United States person or the
gerson owning such stock which results in the United
tates 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 investment
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
section 951(f)) in res of stock which the taxpayer is
treated as owning under subsection (a).”

(18) Subsection (e) of section 1293 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(3) DETERMINATION OF EARNINGS AND PROFITS.—The earnings
and profits of any qualified electing fund 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
Ehi:l:}’l’ was previously distributed by the qualified electing

nd.

(19) Subsection (d) of section 1248 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(T) AMOUNTS INCLUDED IN GROSS INCOME UNDER SECTION
1293.—Earnings and profits of the foreign corporation attrib-
utable 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
tihétsi’s?(;t” result in an exclusion of an amount under section

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”.
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(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 re-

the subsection relating to coordination with section
_as subsection (g), and b redea]gnatmg the subsection
to cross reference as

(22) uhpamgraph(A)ofsectlon 1297(b)(3)0fthe1986(‘.odels
amended to read as follows:

“(A) neither such corporation (nor any predecessor) was a
pasmve foreign investment company for any prior taxable

{25') Subsectlon (c) of section 1293 of the 1986 Code is amended
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 divi-
dend; except that such distribution shall immediately reduce

and profits”.
gubsectlon (b) of section 1297 of the 1986 Code is amended
by addmg 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 imposed
by section 5]?1 1 (or waives any benefit under any trea
whaich v:iould otherwise prevent the imposition of suc
tax), ani

“(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 com , any qualified stock held
by such domestic corporation betrea as an asset which
does not produce passive income (and is not held for the produc-
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 sub ph (A),
the term ‘qualified stock’ means any stock in a E corpora-
tion which is a domestic corporation and which is not a
regulz,l'bed investment company or real estate investment

(25) Section 1294 of the 1986 Code is amended by adding at the
end thereof the following new subsection:
“(f) TREATMENT OF LOANS TO Smmommm of this
section and section 1293, loan by a
dl.ract.lyormdlmctly)toaaharaholderof ﬁmdahallbetreated
as a distribution to such shareholder
i s TN ohthe 1ieg oo
amen out “or” a en paragraph (A), by
striking out the period at the end of sub ph (B) and
inserting in lieu thereof “, or”’, and by adding at the end thereof
the following:
“(C) which is interest, a dividend, or a rent or royalty,
which is received or accrued from a related person (within
s o s s B kb g
is properly un tions e
Secretary) to income of such related person which is not
passive income.
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For purposes of subparagraph (C), the term ‘velated person’ has
the meaning given such term by section 954(dX3) determined by
substituting ‘foreign corporation’ for ‘controlled foreign corpora-
tion’ each place it appears in section 954(dX3).”

(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 amended
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—

“() a passive foreign investment company be-
comes a qualified electing fund for a taxable year
which begins after December 31, 1986,

“(IT) the taxpayer holds stock in such company
on the first day of such taxable year, and

“(II1) such company is a controlled foreign cor-
poration (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
('.aomﬁg3 attributable (under regulations prescribed by
the tary) 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)(1XA) 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
passive 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
included in gross income under section 1248(a).

“(C) AngustMENTS.—In the case of any stock to which
subparagraph (A) or (B) applies—

“(1) the adjusted basis of such stock shall be increased
by the gain recognized under subparagraph (A) or the
amount treated as a dividend under subparagraph (B),
as the case may be, and
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“(ii) the taxpayer’s holding period in such stock shall
be treated as inning on the first day referred to in
such subparagraph.”

(29X A) Clause (ii) of section 904(dX2)A) of the 1986 Code is
amended by striking out “or section 1293” and inserting in lieu
thereof “or, except as provided in subparagraph (EXiii) or para-
graph (3X1), section 1293".

) Sub ph (E) of section 904(d)X2) of the 1986 Code is

amended g; mdmg 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 res to the taxpayer, any inclusion under

section 1293 with respect to such corporation shall be
treated as a dividend from such corporation.”

(80) 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 sub ph (B) shall be treated as
interest paid under section 66d1 on the due date for the current

ear.
% (82) 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 ea and net capital gain of
a qualified electing fund shaﬁynot include any item of income
received by such fund if—

“(A) such fund is a controlled foreign corporation (as
defined in section 957(a)) and such person is a United States
shareholder (as defined in section 951(b)) in such fund, and

“B) suctllllapersot n establishes to the satisfaction of the

“(1) 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
section 11, or

“(ii) such income is—

“(I) from sources within the United States,

“(II) effectively connected with the conduct by
the gualified electing fund of a trade or business in
the United States, and

“(II) 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
qualified 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
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end of subparagraph (F) and inserting in lieu thereof “, and”,
an];l by adgmg at the end thereof the following new
su
“wG) ‘l;. a charitable deduction was allowable under section
642(c) to a trust for any distribution of its income, proper
adjustments shall be made for the deduction so allowable 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
sentence shall not apply in the case of a transfer in a trans-
action 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 redesi
ing subsection (c) as subsection (d) and by inserting after su
t.lon (b) the following new subsection:

"(c) TreaTMENT OF STocK HELD BY PooLEp INcomE Funp.—If stock

ive foreign investment company is owned (or treated as
eﬁ under subsection (a)) by a pooled income fund (as defined in

section 642(cX5)) and no portion of any gain from a disposition of
such stock may be allocated to income under the terms of the
governing instrument of such fund—

26 USC 1295
note.

“(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(cX3),

‘:1(2) section 1293 shall not apply with respect to such stock,
an

“(3) in determining whether section -1291 applies to any dis-
tribution in resgect of such stock, subsection (d) of section 1291
shall not apply.

(36) Paragraph (1) of aectlon 1297(b) of the 1986 Code is
amended by striking out “passive foreign investment corpora-
tion” and inserting in lieu thereof “passive foreign investment
com

(37XA.) Paraﬁraph (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
because it reasonablg believed it was not a passive foreign
investment com

(B) The penonfﬁnyunng which an election under section 1295(b)
of the 1986 Code may be made shall in no event ire before
thedawﬁﬂdaysaﬂerthedateofenachnent th.laAct

q) AMENDMENTS RELATED TO SECTION 1241 OF THE ACT.—

(1XA) Subparagraph (B) of section 884(b)X2) of the 1986 Code is
amended to read as follows:
“(B) LIMITATION.—
“(i) IN ceNERAL.—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 nunmcs
AND proFITs.—For purposes of clause (i), the term
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‘accumulated effectively connected earnings and prof-
its’ means the excess of—

“I) the ate effectively connected earnings
and profits for preceding taxable years beginning
after December 31, 1986, over

‘“(TI) the te dividend equivalent amounts
determined %or 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 to any increase in earnings and profits under
sections 1023(e)}3XC) and 1021(e)2)C) of the Reform Act or
arising from section 823(b)4)XC) of the 1986 Code.

(2XA) 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
foreign 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 amended
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
(determined 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)2XB) is
received by a foreign corporation, and
“(ii) subparagraph (A) does not apply to such
dividend,
rules similar to the rules of sub aphs (A) and (B) of
subsection (fX3) shall apply to such dividend.”

(C) Subsection (f) of section of the 1986 Code is amended—

(i) by striking out the 2nd sentence of ph (1), and

(ii) by adding at the end thereof the following new
paragraph:

“(3) COORDINATION WITH TREATIES.—

“(A) PAYOR MUST BE QUALIFIED RESIDENT.—In the case of
any interest described in paragraph (1) which is paid or
accrued 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, ancr
“(i1) such foreign corporation is a ified resident of
such foreign country.

“(B) RECIPIENT MUST BE QUALIFIED RESIDENT.—In the case
of any interest described in paragraph (1) which is received
or accrued by any corporation, no benefit under any trea
between the United States and the foreign country of whi
such corporation is a resident shall apply unless—

“(i) such treaty is an income tax treaty, and

26 USC 884 note.
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“(i1) such foreign corporation is a qualified resident of
such foreign country.”

(3) Paragraph (1) of section 884(f) of the 1986 Code is
amended—

(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
sentence:
“To the extent provided in regulations, subparagraph (A) shall
not apply to interest in excess of the amounts reasonably ex-
pected to be deductible under section 882 in computing the
effectively connected taxable income of such foreign corpora-
tion.”

(4) Paragraph (4) of section 884(e) of the 1986 Code is
amended by redesignating subparagraph (C) as subparagraph
(D) and by inserting after subparagraph (B) the following new
subparagraph:

“(C) CORPORATIONS OWNED BY PUBLICLY TRADED DOMESTIC
CORPORATIONS.—A foreign corporation which is a resident of
a foreign country shall be treated as a qualified resident of
such foreign country if—

“(i) such corporation is wholly owned (directly or
indirectly) by a domestic corporation, and

“(ii) the stock of such domestic corporation is pri-
marily and regularly traded on an established securi-
ties 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 sec-
tion shall not apply to an international organization (as defined
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(dX2)".

(8) Paragraph (2) of section 26(b) of the 1986 Code 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 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) CrRosS 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 redesignated
as paragraph (7).
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(11) Subsection (c) of section 2104 of the 1986 Code is amended
by striking out “section 861(a)1XB), section 861(aX1XG), or sec-
tion 861(a)1)}H)" and inserting in lieu thereof “subparagraph
(A), (O), or (D) of section 861(aX1)”.

(12) Sub ph (A) of section 904(gX9) of the 1986 Code is
amended by stnkmg out “861(a)1XB)” and inserting in lieu
thereof “861(a)}1XA)”.

(13XA) 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 apﬁlication of section 882(a) pursuant to a treaty obligation

of(t]%eThnited Stadt:' I’i: made by sub ph (A) shall 1
e amendamen subparagra apply 26 USC 4373
with to premiums paid after the date 30 days after the note.

date of the enactment of this Act.

(14) Paragraph (1) of section 884(f) of the 1986 Code is
amended by inserting ‘“(or having gross income treated as effec-
tively connected with the conduct of a trade or business in the
United States)” after “United States” in the material preceding
subparagraph (A) thereof.

(15) Section 861(a)2XC) of the 1986 Code is amended by strik-
% o)u”t “gection 243(d)” and inserting in lieu thereof “section

el .
(r) AMENDMENTS RELATED TO SECTION 1242 OF THE REFORM ACT.—

(1) Paragraph (7) of section 864(c) of the 1986 Code is amended
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
connection 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
requirement 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 amended
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).”
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Regulations.

Petroleum and

petroleum
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(s) AMENDMENTS RELATED TO SECTION 1246 OF THE REFORM ACT.—
(1XA) Section 1446 of the 1986 Code is amended to read as
follows:

“SEC. 1446. WITHHOLDING TAX ON FOREIGN PARTNERS' SHARE OF
EFFECTIVELY 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 gceNERAL.—The amount of the withholding tax payable
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
partners 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
partners which are corporations.

“(c) EFFeECTIVELY CONNECTED TAXABLE INcOME.—For pu 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
adjustments:

“(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
defliuscﬁi;o; shall be determined without regard to sections 613
an "

“(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
partner’s share of the withholding tax paid by the nershi
under this section. Such credit shall be all for the partner’s
taxable year in which (or with which) the partnership taxable
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 partner
by such part.nershig on the last day of the partnership’s taxable
year (for which such tax was paid).
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“(e) ForeiGN PARTNER.—For purposes of this section, the term
‘foreign partner’ means any partner who is not a United States
person.

“(f) RecuraTioNs.—The Secretary shall prescribe such regulations
as may be necessary to carry out the purposes of this section,
including 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 amend-
ed 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
section 1446 and inserting in lieu thereof the following:

“Sec. 1446. Wlthholdmg of tax on foreign partners’ share of effectively con-

(D) The amendments made by this paragraph shall apply to 26 USC 1446
taxable years beginning after December 31, 1987. No amount note.
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)). .

(2XA) Subsection (a) of section 872 of the 1986 Code is
amended by striking out “the case of a nonresident alien
individual” and inserting in lieu thereof “the case of a non-
resident alien individual, except where the context clearly in-
dicates otherwise”.

(B) Subsection (b) of section 882 of the 1986 Code is amended
by striking out “the case of a foreign corporation” and
inserting 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 AcCT.—

(1) Subparagraph (A) of section 892(aX2) of the 1986 Code is
amended by striking out “or” at the end of clause (i), by striking
out the Perlod 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 dxspomtmn of any interest in a
controlled commercial entity.”

(2) Clause (ii) of section 892(a)}2XA) of the 1986 Code is
amended to read as follows: _

“(ii) received by a controlled commercial entity or
received (directly or indirectly) from a controlled
commercial 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-
pli;nga of any income tax treaty v:;l;ehgatmn of the Umttﬁd States if
8 government grants equ.l nt treatment to the Govern-
ment of the Umted Sta

(4) Section 893 of the IBSGCodemamendedbyaddmgatthe
end thereof the following new subsection:

ch) LimitaTioN oN ExcLusioN.—Subsection (a) shall not apply
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‘(1) any employee of a controlled commercial entity (as de-
fined in section SgZ(aXZ)(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 AcCT.—
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.

Regulations. “(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
subsection 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.—
(1XA) 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

“(i1) 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) ForelGN 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 ProFrTs 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
oor:poration’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.”

) 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).
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(C) The table of sections for subpart J of part III of subchapter
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 profits.”

(2)(A) Subsection (c) of section 988 of the 1986 Code is amended
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)BXiii), any gain or loss (determined as if the taxpayer sold
the contract, option, or instrument on the date on which he took
or made dehvery 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 26 USC 988 note.
apply in any case in which the taxpayer takes or makes delivery
before June 11, 1987.

(8XA) Subsection (b) of section 988 of the 1986 Code is
amendedhby adding at the end thereof the following new

ph:

“(3) SPECIAL RULE FOR CERTAIN CONTRACTS, ETC.—In the case of
any section 988 transaction described in subsection (c)(1)B)Xiii),
any gain or loss from such transaction shall be treated as
foreign currency gain or loss (as the case may be).”

(B) Subclause (%l)ut;f section 988(cX1XCXi) of the 1986 Code is
amended to read as follows:

“(II) any gain or loss from such transaction shall
be treated as forelg'n currency gain or loss (as the
case may be).”

(C) Paragraph (2) of section 988(c) of the 1986 Code is amended
msertmg ‘or” at the end of subparagraph (A), by striking out
, or’” at the end of subparagraph (B) and msemng in lieu

thereof a period, and by stnklngst:ut su
(D) Paragraph (8) of section 988(c) of the 19 e is amended

to read as follows:

“(3) PaymMENT 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 amended—

(A) by si:rl.lu.ug9 out "951(3)" in paragraph (3) and inserting

in lieu the 51(a)1X.
(B) by adding at the end thereof the following new
sentence:

“For purposes of the precedm%' sentence, any amount included in
income under section 951(a)(1XB) shall be treated as an actual

distribution made on the last day of the taxable year for which such
amount was so included.”
(6) Clause (iii) of section 988(cX1XB) of the 1986 Code is
amended to read as follows:
“(iii) Entering into or acquiring any forward con- Contracts,
tract, futures contract, option, or similar financial in-
strument unless such instrument would be marked to
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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:

“(iiil) SPECIAL RULE FOR PARTNERSHIPS.—To the extent
provided in regulations, in the case of a partnership, the
:liet:lrﬂaination of residence shall be made at the partner
evel.

(8) Clause (i) of section 988(a)3XB) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “If an individual does not have a tax home (as so defined),
the residence of such individual shall be the United States if
such individual is a United States citizen or a resident alien and
shall be a country other than the United States if such individ-
ual is not a United States citizen or a resident alien.”

(9) Section 903 of the 1986 Code is amended by stnkmg out

“this subpart” and inserting in lieu thereof “this part”.

(w) AMENDMENTS RELATED TO SECTION 1274 OF THE REFORM AcCT.—

(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 Federal
law referred to in section 934(a).”

26 USC 932 note.

(2) Paragraph (4) of section 932(c) of the 1986 Code is amended
to read as follows:

“(4) RESIDENTS OF THE VIRGIN ISLANDS.—In the case of an
individual—

‘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
Islands, 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
credits shall not be taken into account.”

(8) Paragraph (2) of section 932(c) of the 1986 Code is amended
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 amended
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 AcCT.—

Section 1444 of the 1986 Code is amended by striking out “(as
modified by section 934A)”.

Su'

) AMENDMENT RELATED TO SECTION 1276 OF THE REFORM AcCT.—
ion (a) of section 7654 of the 1986 Code is amended by
out “an individual to which” and inserting in lieu thereof

“an individual to whom".

26 USC 931 note.

(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:
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“(f) ExemprioN From WiTHHOLDING.—Notwithstanding subsection
(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(bX1) of this Act shall apply to taxable years beginning
after December 31, 1986.”

(2) Subsection (e) of section 1277 of the Reform Act is amended

by striking out “The preceding sentence” and inserting in lieu
tl_?;ereof‘ Notwithstanding subsection (b), the preceding
sentence”.
(aa) CoorpiNATION 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 ceneraL.—For purposes of determining the relation-
ship between a provision of a i:rem‘,{I 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
enacted 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(dX1) of the 1986 Code, as added by 26 USC 7852
subparagraph (A), shall apply to any taxable period with note.
respect 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- 26 USC 861 note.
T1ES.—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
ct.

(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 26 USC 861 note.
INCONSISTENT WITH TREATIES.—The following amendments made
b{ the Reform Act shall not apply to the extent the agglication
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 non-
resident from the sale or exchange of inventory prop-
erz 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.
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26 USC 861 note.

Law
enforcement and
crime.

(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(1XA)
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)X2)A) of the
Reform Act.

(G) The amendment made by section 1241(a) of the
Reform Act to the extent such amendment relates to sec-
tion 884(fX1XB) 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.

AC(B The amendment made by section 1247(a) of the Reform

(J) The amendments made by section 123 of the Reform

(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 POSITIONS.—

(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. TREATY-BASED RETURN POSITIONS.

“(a) In GENErRAL.—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
attached 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 Aumonm .—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 section:

“SEC. 6712. FAILURE TO DISCLOSE TREATY-BASED RETURN POSITIONS.

“(a) GENErRAL RuLe.—If a taxpayer fails to meet the requirements
of section 6114, there is hereby imposed a penalty equal to $1000
($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
taxpayer that there was reasonable cause for the failure and that
the taxpayer acted in good faith.
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“(c) PeNALTY IN ADDITION To OTHER PENALTIES.—The penalty
imposed by th:s section shall be in addition to any other penalty
imposed by

(C)(x) 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 heu thereof the following:

“Sec. 6114, Treaty-based return positions.

“Sec. 6115. Cross reference.”

(ii) The table of sections fg;J)art 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 26 USC 6114
taxable periods the due date for filing returns for which (with- note.
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 pa.rtnershxp or an estate or trust which is a
foreign estate or trust, or”, and

(ii) by striking out the last sentence and inserting in
hmf t?ee followmgl :hIn g;lcy ctgse to wlll;ch the
sen nceap ies, the retary may by regu-
lations growde es similar to the rules of section
1297(bX5) shall apply, and provide for such other
adjustments in the application of this subchapter as
may be necessary to carry out the purposes of this
subsection.”

(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
interest is attributable (determined under rules similar to the
rules of subparagraphs (C) and (D) of section 904(dX3)) to income
of the related person which would be foreign personal holding
company income.
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