AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

REPORT
104-280

104TH CONGRESS

1st Session } HOUSE OF REPRESENTATIVES {

SEVEN-YEAR BALANCED BUDGET
RECONCILIATION ACT OF 1995

REPORT

OF THE

COMMITTEE ON THE BUDGET
HOUSE OF REPRESENTATIVES

TO ACCOMPANY

H.R. 2491

A BILL TO PROVIDE FOR RECONCILIATION PURSUANT TO SEC-
TION 105 OF THE CONCURRENT RESOLUTION ON THE BUDGET
FOR FISCAL YEAR 1996

together with
MINORITY, ADDITIONAL, AND DISSENTING VIEWS

VorLuME Il
TiTLEs XIHH-XX

OcToBER 17, 1995.—Committed to the Committee of the Whole House
on the State of the Union and ordered to be printed




SEVEN-YEAR BALANCED BUDGET RECONCILIATION ACT OF 1995—VOLUME I



REPORT
104-280

1047H CONGRESS

1st Session } HOUSE OF REPRESENTATIVES {

SEVEN-YEAR BALANCED BUDGET
RECONCILIATION ACT OF 1995

REPORT

OF THE

COMMITTEE ON THE BUDGET
HOUSE OF REPRESENTATIVES

TO ACCOMPANY

H.R. 2491

A BILL TO PROVIDE FOR RECONCILIATION PURSUANT TO SEC-
TION 105 OF THE CONCURRENT RESOLUTION ON THE BUDGET
FOR FISCAL YEAR 1996

together with
MINORITY, ADDITIONAL, AND DISSENTING VIEWS

VorLuMmE I
TiTLEs XIHI-XX

OcToBER 17, 1995.—Committed to the Committee of the Whole House
on the State of the Union and ordered to be printed

U.S. GOVERNMENT PRINTING OFFICE
20-206 WASHINGTON ! 1995




20-206

COMMITTEE ON THE BUDGET
JOHN R. KASICH, Ohio, Chairman

DAVID L. HOBSON, Ohio

ROBERT S. WALKER, Pennsylvania,

Vice Chairman
JIM KOLBE, Arizona

CHRISTOPHER SHAYS, Connecticut

WALLY HERGER, California
JIM BUNNING, Kentucky
LAMAR S. SMITH, Texas
WAYNE ALLARD, Colorado
DAN MILLER, Florida

RICK LAZIO, New York

BOB FRANKS, New Jersey
NICK SMITH, Michigan

BOB INGLIS, South Carolina
MARTIN R. HOKE, Ohio
SUSAN MOLINARI, New York
JIM NUSSLE, lowa

PETER HOEKSTRA, Michigan
STEVE LARGENT, Oklahoma
SUE MYRICK, North Carolina
SAM BROWNBACK, Kansas
JOHN SHADEGG, Arizona

MARTIN OLAV SABO, Minnesota,
Ranking Minority Member

CHARLES W. STENHOLM, Texas

LOUISE McINTOSH SLAUGHTER,
New York

MIKE PARKER, Mississippi

WILLIAM J. COYNE, Pennsylvania

ALAN B. MOLLOHAN, West Virginia

JERRY F. COSTELLO, Illinois

HARRY JOHNSTON, Florida

PATSY T. MINK, Hawaii

BILL ORTON, Utah

EARL POMEROY, North Dakota

GLEN BROWDER, Alabama

LYNN C. WOOLSEY, California

JOHN W. OLVER, Massachusetts

LUCILLE ROYBAL-ALLARD, California

CARRIE P. MEEK, Florida

LYNN N. RIVERS, Michigan

LLOYD DOGGETT, Texas

GEORGE P. RADANOVICH, California
CHARLES F. BASS, New Hampshire

PROFESSIONAL STAFF

RICHARD E. MAY, Staff Director
EILEEN M. BAUMGARTNER, Minority Staff Director

(I



VOLUME Il CONTENTS

LEGISLATIVE LANGUAGE

Page

Title XI1I—Committee on Ways and Means—Revenue Reconciliation ............... 2
Title XIV—Committee on Ways and Means—Tax Simplification ......... . 65
Title XV—MEdICAre ......ccoviiriiiiiieiiiiiee ittt . 150
Title XVI—Transformation of the Medicaid Program . 150
Title XVII—Department of Commerce Abolition ........ . 193
Title XVIII—Welfare Reform ............... 233
Title XIX—Contract Tax Provisions .... . 233
Title XX—BUAGET PrOCESS .....couiiiiiiiiiiiiie ittt sttt 233

REPORT LANGUAGE
Titles X111 and XIV—Committee on Ways and Means ............cccoceevveriienicnneenns 235
Title XI1I—Revenue Reconciliation ............c.ccccoeeee. . 240
Title XIV—Tax Simplification ...... 377
Title XVI—Transformation of the Medicaid Program 603
Title XVII—Department of Commerce Abolition ........ . 743
Miscellaneous House Report ReqUIremMents .........occceeeiiiieiiiiie e 949
MINORITY, ADDITIONAL, AND DISSENTING VIEWS

Title II—Committee on Banking and Financial Services ...........ccccoceiiiiiiiieenne 957
Title IHI—Committee on COMMEICE .........ccoevivieiiieiiieiie e . 959
Title IV—Committee on Economic and Educational Opportunities ... . 975
Title VII—Committee on the Judiciary ..........cccccviiieiiiiienniiieniieees . 985
Title VIII—Committee on National Security 987
Title IX—Committee on ReSOUICES .........cccevveriveeneeninen. 988
Titles X111 and XIV—Committee on Ways and Means .. . 1000
Committee 0N the BUAQET ........ccciiiiiiiiiiiccii s 1018

an



104TH CONGRESS RePT. 104-280
1st Session HOUSE OF REPRESENTATIVES VOLUME |1

PROVIDING FOR RECONCILIATION PURSUANT TO SEC-
TION 105 OF THE CONCURRENT RESOLUTION ON THE
BUDGET FOR FISCAL YEAR 1996

OcToBER 17, 1995.—Committed to the Committee of the Whole House on the State
of the Union and ordered to be printed

Mr. KasicH, from the Committee on the Budget,

submitted the following

REPORT
together with

MINORITY, ADDITIONAL, AND DISSENTING VIEWS
[To accompany H.R. 2491]

[Including cost estimate of the Congressional Budget Office]

The Committee on the Budget, to whom reconciliation rec-
ommendations were submitted pursuant to section 105 of House
Concurrent Resolution 67, the concurrent resolution on the budget
for fiscal year 1996, having considered the same, report the bill
without recommendation.
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TITLE XITI—COMMITTEE ON WAYS AND
MEANS—REVENUE RECONCILIATION

SEC. 13001. SHORT TITLE; AMENDMENT OF 1986 CODE.

(@) SHorT TiTLE.—This title may be cited as the “Revenue Reconciliation Act
of 1995”.

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

(c) TaBLE oF CoNTENTS.—The table of contents for this title is as follows:

TITLE XI1I—COMMITTEE ON WAYS AND MEANS—REVENUE RECONCILIATION
Sec. 13001. Short title; amendment of 1986 Code.

Subtitle A—Extension of Expiring Provisions, Etc.

PART |—EXTENSIONS THROUGH DECEMBER 31, 1997

Sec. 13101. Work opportunity tax credit.

Sec. 13102. Employer-provided educational assistance programs.
Sec. 13103. Research credit.

Sec. 13104. Contributions of stock to private foundations.

Sec. 13105. Credit for clinical testing expenses.

PART II—PERMANENT EXTENSION OF FUTA EXEMPTION FOR ALIEN AGRICULTURAL WORKERS
Sec. 13106. FUTA exemption for alien agricultural workers.

PART I11—CoMMERCIAL AVIATION FUEL
Sec. 13111. Delay of scheduled increase in tax on fuel used in commercial aviation.

PART IV—EXTENSION OF AIRPORT AND AIRWAY TRUST FUND EXCISE TAXES

Sec. 13116. Extension of Airport and Airway Trust Fund excise taxes.

Subtitle B—Medical Savings Accounts
Sec. 13201. Medical savings accounts.

Subtitle C—Pickle-Johnson Taxpayer Bill of Rights 2

PART |—TAXPAYER ADVOCATE

Sec. 13301. Establishment of position of taxpayer advocate within Internal Revenue Service.
Sec. 13302. Expansion of authority to issue taxpayer assistance orders.

PART II—MODIFICATIONS TO INSTALLMENT AGREEMENT PROVISIONS

Sec. 13306. Notification of reasons for termination of installment agreements.
Sec. 13307. Administrative review of termination of installment agreement.

PART IIl—ABATEMENT OF INTEREST AND PENALTIES

Sec. 13311. Expansion of authority to abate interest.
Sec. 13312. Review of IRS failure to abate interest.
Sec. 13313. Extension of interest-free period for payment of tax after notice and demand.

PART IV—JOINT RETURNS

Sec. 13316. Studies of joint return-related issues.
Sec. 13317. Joint return may be made after separate returns without full payment of tax.
Sec. 13318. Disclosure of collection activities.

PART V—COLLECTION ACTIVITIES

Sec. 13321. Modifications to lien and levy provisions.
Sec. 13322. Offers-in-compromise.

PART VI—INFORMATION RETURNS

Sec. 13326. Civil damages for fraudulent filing of information returns.
Sec. 13327. Requirement to conduct reasonable investigations of information returns.

PART VII—AWARDING OF CosTs AND CERTAIN FEES

Sec. 13331. United States must establish that its position in proceeding was substantially justified.
Sec. 13332. Increased limit on attorney fees.

Sec. 13333. Failure to agree to extension not taken into account.

Sec. 13334. Award of litigation costs permitted in declaratory judgment proceedings.

Sec. 13335. Effective date.

PART VIII—MoDIFICATION TO RECOVERY OF CIVIL DAMAGES FOR UNAUTHORIZED COLLECTION ACTIONS

Sec. 13336. Increase in limit on recovery of civil damages for unauthorized collection actions.
Sec. 13337. Court discretion to reduce award for litigation costs for failure to exhaust administrative remedies.
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PART IX—MODIFICATIONS TO PENALTY FOR FAILURE TO COLLECT AND PAY OVER TAX

13341. Preliminary notice requirement.

13342. Disclosure of certain information where more than 1 person liable for penalty for failure to collect
and pay over tax.

13343. Right of contribution where more than 1 person liable for penalty for failure to collect and pay over

tax.
13344. Volunteer board members of tax-exempt organizations exempt from penalty for failure to collect and
pay over tax.

PART X—MODIFICATIONS OF RULES RELATING TO SUMMONSES

13346. Enrolled agents included as third-party recordkeepers.
13347. Safeguards relating to designated summonses.
13348. Annual report to Congress concerning designated summonses.

PART XI—RELIEF FROM RETROACTIVE APPLICATION OF TREASURY DEPARTMENT REGULATIONS

. 13351. Relief from retroactive application of Treasury Department regulations.

PART XII—MISCELLANEOUS PROVISIONS

13356. Report on pilot program for appeal of enforcement actions.

13357. Phone number of person providing payee Statements required to be shown on such Statement.
13358. Required notice of certain payments.

13359. Unauthorized enticement of information disclosure.

13360. Annual reminders to taxpayers with outstanding delinquent accounts.
13361. 5-year extension of authority for undercover operations.

13362. Disclosure of form 8300 information on cash transactions.

13363. Disclosure of returns and return information to designee of taxpayer.
13364. Study of netting of interest on overpayments and liabilities.

13365. Credit for expenses of certain TCMP audits.

13366. Expenses of detection of underpayments and fraud, etc.

Subtitle D—Additional Technical Corrections

13401. Reporting of real estate transactions.

13402. Clarification of denial of deduction for stock redemption expenses.
13403. Clarification of depreciation class for certain energy property.
13404. Clerical amendment to section 404.

13405. Treatment of certain veterans' reemployment rights.

Subtitle E—Tax Information Sharing

. 13501. Disclosure of return information for administration of certain veterans programs.

Subtitle F—Revenue Increases

PART |—PROVISIONS RELATING TO BUSINESSES

13601. Tax treatment of certain extraordinary dividends.

13602. Registration of confidential corporate tax shelters.

13603. Denial of deduction for interest on loans with respect to company-owned insurance.

13604. Termination of suspense accounts for family corporations required to use accrual method of ac-
counting.

13605. Termination of Puerto Rico and possession tax credit.

13606. Depreciation under income forecast method.

13607. Transfers of excess pension assets.

PART Il—LEGAL REFORMS

13611. Repeal of exclusion for punitive damages and for damages not attributable to physical injuries or
sickness.
13612. Reporting of certain payments made to attorneys.

PART III—TREATMENT OF INDIVIDUALS WHO LOSE UNITED STATES CITIZENSHIP

13616. Revision of income, estate, and gift taxes on individuals who lose United States citizenship.
13617. Information on individuals losing United States citizenship.
13618. Report on tax compliance by United States citizens and residents living abroad.

PART IV—REFORMS RELATING TO ENERGY PROVISIONS

13621. Termination of credit for electricity produced from certain renewable resources.
13622. Reduction of incentives for alcohol fuels.
13623. Exclusion for energy conservation subsidies limited to subsidies with respect to dwelling units.

PART V—REFORMS RELATING TO NONRECOGNITION PROVISIONS

13626. Basis adjustment to property held by corporation where stock in corporation is replacement prop-
erty under involuntary conversion rules.

13627. Expansion of requirement that involuntarily converted property be replaced with property acquired
from an unrelated person.

13628d yo rollover or exclusion of gain on sale of principal residence which is attributable to depreciation

eductions.

13629. Nonrecognition of gain on sale of principal residence by noncitizens limited to new residences lo-

cated in the United States.

PART VI—REFORMS RELATING TO GAMING ACTIVITIES

13631. Treatment of Indian gaming activities under unrelated business income tax.
13632. Repeal of targeted exemption from tax on unrelated trade or business income from gambling in cer-
tain States.

. 13633. Extension of withholding to certain gambling winnings.
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PART VII—OTHER REFORMS

Sunset of low-income housing credit.

Repeal of credit for contributions to community development corporations.

Repeal of diesel fuel tax rebate to purchasers of diesel-powered automobiles and light trucks.
Application of failure-to-pay penalty to substitute returns.

Repeal of special rule for rental use of vacation homes, etc., for less than 15 days.

Election to cease status as qualified scholarship funding corporation.

Certain amounts derived from foreign corporations treated as unrelated business taxable income.

PART VIII—ExcISE TAX ON AMOUNTS OF PRIVATE EXCESS BENEFITS

. Excise taxes for failure by certain charitable organizations to meet certain qualification require-

ments.

. 13701

13647.
13648.
13649.
13650.
13651.

Reporting of certain excise taxes and other information.

Exempt organizations required to provide copy of return.

Certain organizations required to disclose nonexempt status.

Inc&ease in penalties on exempt organizations for failure to file complete and timely annual returns.
Studies.

Subtitle G—Reform of the Earned Income Tax Credit
. Repeal of earned income credit for individuals without qualifying children; modifications to credit

phaseout.

13702
13703

13801

. 13901

. Modification of adjusted gross income used for phaseout.
. Earned income tax credit denied to individuals not authorized to be employed in the United States.

Subtitle H—Increase in Public Debt Limit
. Increase in public debt limit.
Subtitle I—Coal Industry Retiree Health Equity
. Repeal of reachback provisions of coal industry health benefit system.

Subtitle A—Extension of Expiring Provisions, Etc.

PART I—EXTENSIONS THROUGH DECEMBER 31, 1997

SEC. 13101. WORK OPPORTUNITY TAX CREDIT.

(@) AMouNT oF CREDIT.—Subsection (a) of section 51 is amended by striking “40
percent” and inserting “35 percent”.

(b) MEMBERS OF TARGETED GRouprs.—Subsection (d) of section 51 is amended
to read as follows:

“(d)

MEMBERS oF TARGETED GRoups.—For purposes of this subpart—
“(1) IN GENERAL.—AnN individual is a member of a targeted group if such

individual is—

“(A) a qualified AFDC recipient,

“(B) a qualified ex-felon,

“(C) a high-risk youth,

“(D) a vocational rehabilitation referral, or

“(E) a qualified summer youth employee.

“(2) QUALIFIED AFDC RECIPIENT.—

“(A) IN ceNERAL.—The term ‘qualified AFDC recipient’ means any indi-
vidual who is certified by the designated local agency as being a member
of a family receiving assistance under an AFDC program for at least a 9-
month period ending during the 9-month period ending on the hiring date.

“(B) AFDC prRoGRAM.—For purposes of this paragraph, the term ‘AFDC
program’ means any program providing aid under a State plan approved
under part A of title 1V of the Social Security Act (relating to aid to families
with dependent children) and any successor of such program.

“(C) SPECIAL RULES FOR VETERANS.—IN the case of a veteran, subpara-
graph (A) shall be applied by substituting ‘12-month’ for ‘9-month’ the sec-
ond place it appears.

“(D) VETERAN.—FoOr purposes of subparagraph (C), the term ‘veteran’
means any individual who is certified by the designated local agency as—

“()(1) having served on active duty (other than active duty for
training) in the Armed Forces of the United States for a period of more
than 180 days, or

“(11) having been discharged or released from active duty in the

Armed Forces of the United States for a service-connected disability,

and

“(ii) not having any day during the 60-day period ending on the
hiring date which was a day of extended active duty in the Armed

Forces of the United States.
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For purposes of clause (ii), the term ‘extended active duty’ means a period
of more than 90 days during which the individual was on active duty (other
than active duty for training).

“(3) QUALIFIED EX-FELON.—The term ‘qualified ex-felon’ means any individ-
who is certified by the designated local agency—

“(A) as having been convicted of a felony under any statute of the Unit-
ed States or any State,

“(B) as having a hiring date which is not more than 1 year after the
last date on which such individual was so convicted or was released from
prison, and

“(C) as being a member of a family which had an income during the
6 months immediately preceding the earlier of the month in which such in-
come determination occurs or the month in which the hiring date occurs,
which, on an annual basis, would be 70 percent or less of the Bureau of
Labor Statistics lower living standard.

Any determination under subparagraph (C) shall be valid for the 45-day period
beginning on the date such determination is made.

“(4) HIGH-RISK YOUTH.—

“(A) IN GENERAL.—The term ‘high-risk youth’ means any individual
who is certified by the designated local agency—

“(i) as having attained age 18 but not age 25 on the hiring date,
and

“(ii) as having his principal place of abode within an empowerment
zone or enterprise community.

“(B) YOUTH MUST CONTINUE TO RESIDE IN ZONE.—In the case of a high-
risk youth, the term ‘qualified wages’ shall not include wages paid or in-
curred for services performed while such youth’s principal place of abode is
outside an empowerment zone or enterprise community.

“(5) VOCATIONAL REHABILITATION REFERRAL.—The term ‘vocational rehabili-

tation referral’ means any individual who is certified by the designated local
agency as—

“(A) having a physical or mental disability which, for such individual,
constitutes or results in a substantial handicap to employment, and

“(B) having been referred to the employer upon completion of (or while
receiving) rehabilitative services pursuant to—

“(i) an individualized written rehabilitation plan under a State
plan for vocational rehabilitation services approved under the Rehabili-
tation Act of 1973, or

“(ii) a program of vocational rehabilitation carried out under chap-
ter 31 of title 38, United States Code.

“(6) QUALIFIED SUMMER YOUTH EMPLOYEE.—

“(A) IN GENERAL.—The term ‘qualified summer youth employee’ means
any individual—

“(i) who performs services for the employer between May 1 and
September 15,

“(ii) who is certified by the designated local agency as having at-
tained age 16 but not 18 on the hiring date (or if later, on May 1 of
the calendar year involved),

“(iii) who has not been an employee of the employer during any pe-
riod prior to the 90-day period described in subparagraph (B)(i), and

“(iv) who is certified by the designated local agency as having his
principal place of abode within an empowerment zone or enterprise
community.

“(B) SPECIAL RULES FOR DETERMINING AMOUNT OF CREDIT.—For pur-
poses of applying this subpart to wages paid or incurred to any qualified
summer youth employee—

“(i) subsection (b)(2) shall be applied by substituting ‘any 90-day
period between May 1 and September 15’ for ‘the 1-year period begin-
ning with the day the individual begins work for the employer’, and
s “(ii) subsection (b)(3) shall be applied by substituting ‘$3,000" for
‘$6,000'.

The preceding sentence shall not apply to an individual who, with respect
to the same employer, is certified as a member of another targeted group
after such individual has been a qualified summer youth employee.

“(C) YOUTH MUST CONTINUE TO RESIDE IN zONE.—Paragraph (4)(B) shall
apply for purposes of this paragraph.

“(7) HiIriING DATE.—The term ‘hiring date’ means the day the individual is

hired by the employer.
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“(8) DESIGNATED LOCAL AGENCY.—The term ‘designated local agency’ means
a State employment security agency established in accordance with the Act of
June 6, 1933, as amended (29 U.S.C. 49-49n).

“(9) SPECIAL RULES FOR CERTIFICATIONS.—

“(A) IN GeENERAL.—AN individual shall not be treated as a member of
a targeted group unless—

“(i) on or before the day on which such individual begins work for
the employer, the employer has received a certification from a des-
ignated local agency that such individual is a member of a targeted
group, or

“(ii)(1) on or before the day the individual is offered employment
with the employer, a pre-screening notice is completed with respect to
such individual, and

“(11) not later than the 14th day after the individual begins work
for the employer, the employer submits such notice to the designated
local agency as part of a written request for such a certification from
such agency.

For purposes of this paragraph, the term ‘pre-screening notice’ means a doc-

ument (in such form as the Secretary shall prescribe) which is signed by

the employer and the individual under penalties of perjury and which con-
tains information provided by the individual on the basis of which the em-
ployer believes that the individual is a member of a targeted group.

“(B) INCORRECT CERTIFICATIONS.—If—

“(i) an individual has been certified by a designated local agency
as a member of a targeted group, and

“(ii) such certification is incorrect because it was based on false in-
formation provided by such individual,

the certification shall be revoked and wages paid by the employer after the

date on which notice of revocation is received by the employer shall not be

treated as qualified wages.

“(C) EXPLANATION OF DENIAL OF REQUEST.—If a designated local agency
denies a request for certification of membership in a targeted group, such
agency shall provide to the person making such request a written expla-
nation of the reasons for such denial.”

(c) Minimum EmpPLOYMENT PeERiopD.—Paragraph (3) of section 51(i) is amended
to read as follows:

“(3) INDIVIDUALS NOT MEETING MINIMUM EMPLOYMENT PERIOD.—NO wages
shall be taken into account under subsection (a) with respect to any individual
unless such individual either—

“(A) is employed by the employer at least 180 days (20 days in the case
of a qualified summer youth employee), or

“(B) has completed at least 500 hours (120 hours in the case of a quali-
fied summer youth employee) of services performed for the employer.”

(d) DerFINITION OF WAGEs.—Subsection (c) of section 51 is amended by striking
paragraph (3).
(e) TERMINATION.—Paragraph (4) of section 51(c) is amended to read as follows:

“(3) TERMINATION.—The term ‘wages’ shall not include any amount paid or
incurred to an individual who begins work for the employer—

“(A) after December 31, 1994, and before January 1, 1996, or

“(B) after December 31, 1997.”

(f) REDESIGNATION OF CREDIT.—

(1) Sections 38(b)(2) and 51(a) are each amended by striking “targeted jobs
credit” and inserting “work opportunity credit”.

(2) The subpart heading for subpart F of part IV of subchapter A of chapter
1 is amended by striking “Targeted Jobs Credit” and inserting “Work Op-
portunity Credit”.

(3) The table of subparts for such part 1V is amended by striking “targeted
jobs credit” and inserting “work opportunity credit”.

(g) BusiNEss AWARENESS PROGRAM.—The Secretary of Labor shall implement
a program to encourage small businesses to use the services of local agencies to
identify individuals who qualify to be certified as members of targeted groups (as
defined in section 51 of the Internal Revenue Code of 1986, as amended by this sec-
tion). Such Secretary, and the heads of other Federal agencies, shall make every ef-
fort to encourage small businesses to benefit from the credit allowable under such
section by simplifying procedures to the extent possible.
(h) TECHNICAL AMENDMENTS.—
(1) Paragraph (1) of section 51(c) is amended by striking “, subsection

(d)@®)D),".
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(2) Paragraph (3) of section 51(i) is amended by striking “(d)(12)"” each place
it appears and inserting “(d)(6)".
(i) EFFecTIVE DATE.—The amendments made by this section shall apply to indi-
viduals who begin work for the employer after December 31, 1995.

SEC. 13102. EMPLOYER-PROVIDED EDUCATIONAL ASSISTANCE PROGRAMS.

(a) ExTENSION.—Subsection (d) of section 127 (relating to educational assistance
programs) is amended by striking “December 31, 1994” and inserting “December 31,
1997".

(b) LimiTATION TO EDUCATION BELOW GRADUATE LEVEL.—The last sentence of
section 127(c)(1) is amended by inserting before the period “or at the graduate
level”.

(c) EFFECTIVE DATES.—

(1) ExTENSION.—The amendment made by subsection (a) shall apply to tax-

able years beginning after December 31, 1994.

(2) LimitaTioN.—The amendment made by subsection (b) shall apply to tax-

able years beginning after December 31, 1995.

SEC. 13103. RESEARCH CREDIT.

(a) IN GENERAL.—Subsection (h) of section 41 (relating to credit for research ac-
tivities) is amended—

(1) by striking “June 30, 1995” each place it appears and inserting “Decem-
ber 31, 1997”, and
(2) by striking “July 1, 1995” each place it appears and inserting “January

1, 1998".

(b) BASE AMOUNT FOR START-UP CompPANIES.—Clause (i) of section 41(c)(3)(B)
(relating to start-up companies) is amended to read as follows:

“(1) TAXPAYERS TO WHICH SUBPARAGRAPH APPLIES.—The fixed-base
percentage shall be determined under this subparagraph if—

“(1) the first taxable year in which a taxpayer had both gross

receipts and qualified research expenses begins after December 31,

1983, or

“(11) there are fewer than 3 taxable years beginning after De-
cember 31, 1983, and before January 1, 1989, in which the tax-
payer had both gross receipts and qualified research expenses.”

(c) ELECTION OF ALTERNATIVE INCREMENTAL CREDIT.—Subsection (c) of section
41 is amended by redesignating paragraphs (4) and (5) as paragraphs (5) and (6),
respectively, and by inserting after paragraph (3) the following new paragraph:

“(4) ELECTION OF ALTERNATIVE INCREMENTAL CREDIT.—
“(A) IN GENERAL.—ALt the election of the taxpayer, the credit deter-
mined under subsection (a)(1) shall be equal to the sum of—

“(i) 1.65 percent of so much of the qualified research expenses for
the taxable year as exceeds 1 percent of the average described in sub-
section (c)(1)(B) but does not exceed 1.5 percent of such average,

“(ii) 2.2 percent of so much of such expenses as exceeds 1.5 percent
of such average but does not exceed 2 percent of such average, and

“(iii) 2.75 percent of so much of such expenses as exceeds 2 percent
of such average.

“(B) ELECTION.—AN election under this paragraph may be made only
for the first taxable year of the taxpayer beginning after June 30, 1995.
Such an election shall apply to the taxable year for which made and all suc-
ceeding taxable years unless revoked with the consent of the Secretary.”

(d) INCREASED CREDIT FOR CONTRACT RESEARCH EXPENSES WITH RESPECT TO
CERTAIN RESEARCH CoNsoRTIA.—Paragraph (3) of section 41(b) is amended by add-
ing at the end the following new subparagraph:

“(C) AMOUNTS PAID TO CERTAIN RESEARCH CONSORTIA.—

“(i) IN GENERAL.—Subparagraph (A) shall be applied by substitut-
ing ‘75 percent’ for ‘65 percent’ with respect to amounts paid or in-
curred by the taxpayer to a qualified research consortium for qualified
research.

“(il) QUALIFIED RESEARCH CONSORTIUM.—The term ‘qualified re-
search consortium’ means any organization described in subsection
(€)(6)(B) if— o

“(1) at least 15 unrelated taxpayers paid (during the calendar
year in which the taxable year of the taxpayer begins) amounts to
such organization for qualified research,

“(11) no 3 persons paid during such calendar year more than

50 percent of the total amounts paid during such calendar year for

qualified research, and
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“(111) no person contributed more than 20 percent of such total
amounts.
For purposes of subclause (1), all persons treated as a single employer
under subsection (a) or (b) of section 52 shall be treated as related tax-
payers.”
(e) ConFORMING AMENDMENT.—Subparagraph (D) of section 28(b)(1) is amended
by striking “June 30, 1995” and inserting “December 31, 1997".
(f) EFFECTIVE DATE.—
(1) IN GENERAL.—EXxcept as provided in paragraph (2), the amendments
made by this section shall apply to taxable years ending after June 30, 1995.
(2) SussecTIONS (c) AND (d).—The amendments made by subsections (c) and
(d) shall apply to taxable years beginning after June 30, 1995.

SEC. 13104. CONTRIBUTIONS OF STOCK TO PRIVATE FOUNDATIONS.

(a) IN GENERAL.—Subparagraph (D) of section 170(e)(5) is amended by striking
“December 31, 1994" and inserting “December 31, 1997".

(b) EFFeCTIVE DATE.—The amendment made by this section shall apply to con-
tributions made after December 31, 1994.

SEC. 13105. CREDIT FOR CLINICAL TESTING EXPENSES.

(a) IN GENERAL.—Subsection (e) of section 28 is amended by striking “December
31, 1994” and inserting “December 31, 1997".

(b) EFFECTIVE DATE.—The amendment made by this section shall apply to tax-
able years ending after December 31, 1994.

PART II—PERMANENT EXTENSION OF FUTA EXEMPTION
FOR ALIEN AGRICULTURAL WORKERS

SEC. 13106. FUTA EXEMPTION FOR ALIEN AGRICULTURAL WORKERS.

(a) IN GENERAL.—Subparagraph (B) of section 3306(c)(1) (defining employment)
is amended by striking “before January 1, 1995,”

(b) EFFeCTIVE DATE.—The amendment made by subsection (a) shall apply to
services performed after December 31, 1994.

PART I1I—COMMERCIAL AVIATION FUEL

SEC. 13111. DELAY OF SCHEDULED INCREASE IN TAX ON FUEL USED IN COMMERCIAL AVIA-
TION.
(a) 2-YEAR DELAY.—Sections 4092(b)(2), 6421(f)(2)(B), and 6427(1)(4)(B) are each
amended by striking “September 30, 1995” and inserting “September 30, 1997".
(b) CoNnFORMING AMENDMENT.—Section 13245 of the Omnibus Budget Reconcili-
ation Act of 1993 is hereby repealed.
(c) EFFECTIVE DATE.—
(1) IN GeENERAL.—The amendments made by this section shall take effect
on September 30, 1995.
(2) CROSS REFERENCE.—

For refund of tax paid on commercial aviation fuel before the date of the enactment of this
Act, see section 6427(l) of the Internal Revenue Code of 1986.

(d) FLooR STtocks TAX.—

(1) ImPosiITION OF TAX.—In the case of commercial aviation fuel which is
held by any person on October 1, 1997, there is hereby imposed a floor stocks
tax equal to 4.3 cents per gallon.

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

(A) LiaBiLITY FOR TAX.—A person holding aviation fuel on October 1,

1997, to which the tax imposed by paragraph (1) applies shall be liable for

such tax.

(B) MeTHOD OF PAYMENT.—The tax imposed by paragraph (1) shall be
paid in such manner as the Secretary shall prescribe.
(C) TiIME FOR PAYMENT.—The tax imposed by paragraph (1) shall be

paid on or before April 30, 1998.

(3) DEFINITIONS.—FOr purposes of this subsection—

(A) HELD BY A PERsON.—Aviation fuel shall be considered as “held by

a person” if title thereto has passed to such person (whether or not delivery

to the person has been made).

(B) COMMERCIAL AVIATION FUEL.—The term “commercial aviation fuel”
means aviation fuel (as defined in section 4093 of such Code) which is held
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on October 1, 1997, for sale or use in commercial aviation (as defined in

section 4092(b) of such Code).

(C) SECRETARY.—The term “Secretary” means the Secretary of the
Treasury or his delegate.

(4) EXCEPTION FOR EXEMPT USES.—The tax imposed by paragraph (1) shall
not apply to aviation fuel held by any person exclusively for any use for which
a credit or refund of the entire tax imposed by section 4091 of such Code (other
than the rate imposed by section 4091(b)(2) of such Code) is allowable for avia-
tion fuel so used.

(5) EXCEPTION FOR CERTAIN AMOUNTS OF FUEL.—

(A) IN GeNERAL.—No tax shall be imposed by paragraph (1) on aviation
fuel held on October 1, 1997, by any person if the aggregate amount of com-
mercial aviation fuel held by such person on such date does not exceed
2,000 gallons. The preceding sentence shall apply only if such person sub-
mits to the Secretary (at the time and in the manner required by the Sec-
retary) such information as the Secretary shall require for purposes of this
paragraph.

(B) EXEMPT FUEL.—For purposes of subparagraph (A), there shall not
be taken into account fuel held by any person which is exempt from the tax
imposed by paragraph (1) by reason of paragraph (4).

(C) CoNTROLLED GRouPs.—For purposes of this paragraph—

(i) CORPORATIONS.—

(1) IN GENERAL.—AIIl persons treated as a controlled group
shall be treated as 1 person.

(11) CoNTROLLED GROUP.—The term “controlled group” has the
meaning given to such term by subsection (a) of section 1563 of

such Code; except that for such purposes the phrase “more than 50

percent” shall be substituted for the phrase “at least 80 percent”

each place it appears in such subsection.

(ii) NONINCORPORATED PERSONS UNDER COMMON CONTROL.—Under
regulations prescribed by the Secretary, principles similar to the prin-
ciples of clause (i) shall apply to a group of persons under common con-
trol where 1 or more of such persons is not a corporation.

(6) OTHER LAWS APPLICABLE.—AII provisions of law, including penalties, ap-
plicable with respect to the taxes imposed by section 4091 of such Code shall,
insofar as applicable and not inconsistent with the provisions of this subsection,
apply with respect to the floor stock taxes imposed by paragraph (1) to the same
extent as if such taxes were imposed by such section 4091.

(f) STuDY.—The Secretary of the Treasury or his delegate shall, in consultation

with the Secretary of Transportation, conduct a study of the Federal excise tax bur-
dens on each of the various modes of transportation and the benefits provided to
each such mode from revenues derived from such excise taxes. The results of such
study shall be submitted not later than June 30, 1996, to the Committee on Ways
and Means of the House of Representatives and the Committee on Finance of the
Senate.

PART IV—EXTENSION OF AIRPORT AND AIRWAY TRUST

FUND EXCISE TAXES

SEC. 13116. EXTENSION OF AIRPORT AND AIRWAY TRUST FUND EXCISE TAXES.

(a) FUEL Tax.—

(1) Subparagraph (A) of section 4091(b)(3) is amended by striking “January
1, 1996” and inserting “October 1, 1996".

(2) Paragraph (2) of section 4081(d), as amended by section 14721 of this
Act, is amended by striking “January 1, 1996” and inserting “October 1, 1996".
(b) TickeT Taxes.—Sections 4261(g) and 4271(d) are each amended by striking

“January 1, 1996” and inserting “October 1, 1996".

(c) TRANSFER TO AIRPORT AND AIRWAY TRUST FUND.—

(1) Subsection (b) of section 9502 is amended by striking “January 1, 1996”
each place it appears and inserting “October 1, 1996".

(2) Paragraph (3) of section 9502(f) is amended by striking “December 31,
1995” and inserting “September 30, 1996".
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Subtitle B—Medical Savings Accounts

SEC. 13201. MEDICAL SAVINGS ACCOUNTS.

(a) IN GENERAL.—Part VII of subchapter B of chapter 1 (relating to additional
itemized deductions for individuals) is amended by redesignating section 220 as sec-
tion 221 and by inserting after section 219 the following new section:

“SEC. 220. MEDICAL SAVINGS ACCOUNTS.

“(a) DebucTIioN ALLoweD.—In the case of an individual who is an eligible indi-
vidual for any month during the taxable year, there shall be allowed as a deduction
for the taxable year an amount equal to the aggregate amount paid in cash during
sutl:h taxable year by such individual to a medical savings account of such individ-
ual.

“(b) LIMITATIONS.—

“(1) IN GENERAL.—Except as otherwise provided in this subsection, the
amount allowable as a deduction under subsection (a) to an individual for the
taxable year shall not exceed the lesser of—

“(A) $2,500, or

“(B) the deductible under the catastrophic health plan covering such in-
dividual.

If the catastrophic health plan covering such individual provides coverage for

any other eligible individual who is the spouse or any dependent (as defined in

section 152) of the taxpayer, subparagraph (A) shall be applied by substituting

‘$5,000’ for ‘$2,500". The preceding sentence shall not apply if the spouse or any

dependent (as so defined) of such individual is covered under any other cata-

strophic health plan.

“(2) SPECIAL RULE FOR MARRIED INDIVIDUALS.—

“(A) IN GENERAL.—This subsection shall be applied separately for each
married individual.

“(B) SpeciaL RUuLE.—If individuals who are married to each other are
covered under the same catastrophic health plan, then the amounts applica-
ble under subparagraphs (A) and (B) of paragraph (1) shall be divided
equally between them unless they agree on a different division.

“(3) COORDINATION WITH EXCLUSION FOR EMPLOYER CONTRIBUTIONS.—No de-
duction shall be allowed under this section for any amount paid for any taxable
year to a medical savings account of an individual if—

“(A) any amount is paid to any medical savings account of such individ-
ual which is excludable from gross income under section 106(b) for such
year, or

“(B) in a case described in paragraph (2), any amount is paid to any
medical savings account of either spouse which is so excludable for such
year.

“(4) PRORATION OF LIMITATION.—

“(A) IN GENERAL.—The limitation under paragraph (1) shall be the sum
of the monthly limitations for months during the taxable year that the indi-
vidual is an eligible individual if—

“(i) such individual is not an eligible individual for all months of
the taxable year,

“(if) the deductible under the catastrophic health plan covering
such individual is not the same throughout such taxable year, or

“(iii) such limitation is determined using the next to the last sen-
tence of paragraph (1) for some but not all months during such taxable
year.

“(B) MONTHLY LIMITATION.—The monthly limitation for any month
shall be an amount equal to Y12 of the limitation which would (but for this
paragraph and paragraph (3)) be determined under paragraph (1) if the
facts and circumstances as of the first day of such month that such individ-
ual is covered under a catastrophic health plan were true for the entire tax-
able year.

“(5) DENIAL oF DEDUCTION TO DEPENDENTS.—NoO deduction shall be allowed
under this section to any individual with respect to whom a deduction under
section 151 is allowable to another taxpayer for a taxable year beginning in the
calendar year in which such individual’'s taxable year begins.

“(c) DerFINITIONS.—For purposes of this section—

“(1) ELIGIBLE INDIVIDUAL.—

“(A) IN GENERAL.—The term ‘eligible individual’ means, with respect to
any month, any individual—
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“(i) who is covered under a catastrophic health plan at any time
during such month, and

“(ii) who is not, while covered under a catastrophic health plan,
covered under any health plan—

“(1) which is not a catastrophic health plan, and
“(I1) which provides coverage for any benefit which is covered
under the catastrophic health plan.

“(B) CERTAIN COVERAGE DISREGARDED.—Subparagraph (A)(ii) shall be
applied without regard to—

“(i) coverage for any benefit provided by permitted insurance, and

“(i1) coverage (whether through insurance or otherwise) for acci-
dents, dental care, vision care, or long-term care.

“(2) CATASTROPHIC HEALTH PLAN.—The term ‘catastrophic health plan’
means any health plan which provides no compensation for an individual's ex-
penses covered by the plan for any calendar year to the extent such expenses
for such calendar year do not exceed $1,500 ($3,000 if the catastrophic health
plan covering the taxpayer provides coverage for more than 1 individual) or
such higher amounts as may be specified by the plan.

“(3) PERMITTED INSURANCE.—The term ‘permitted insurance’ means—

“(A) Medicare supplemental insurance,

“(B) insurance if substantially all of the coverage provided under such
insurance relates to—

“(i) liabilities incurred under workers’ compensation laws,

“(in) tort liabilities,

“(ii1) liabilities relating to ownership or use of property,

“(iv) credit insurance, or

“(v) such other similar liabilities as the Secretary may specify by
regulations,

“(C) insurance for a specified disease or illness, and

“(D) insurance paying a fixed amount per day (or other period) of hos-
pitalization.

“(d) MeDIcAL SAVINGS AccouNT.—For purposes of this section—

“(1) MEDICAL SAVINGS ACCOUNT.—The term ‘medical savings account’ means
a trust created or organized in the United States exclusively for the purpose of
paying the qualified medical expenses of the account holder, but only if the
written governing instrument creating the trust meets the following require-
ments:

“(A) Except in the case of a rollover contribution described in subsection
(A(4), no contribution will be accepted unless it is in cash.

“(B) The trustee is a bank (as defined in section 408(n)), an insurance
company (as defined in section 816), or another person who demonstrates
to the satisfaction of the Secretary that the manner in which such person
will administer the trust will be consistent with the requirements of this
section.

“(C) No part of the trust assets will be invested in life insurance con-
tracts.

“(D) The assets of the trust will not be commingled with other property
except in a common trust fund or common investment fund.

“(E) The interest of an individual in the balance in his account is non-
forfeitable.

“(2) QUALIFIED MEDICAL EXPENSES.—

“(A) IN GENERAL.—The term ‘qualified medical expenses’ means, with
respect to an account holder, amounts paid by such holder—

“(i) for medical care (as defined in section 213(d)) for such individ-
ual, the spouse of such individual, and any dependent (as defined in
section 152) of such individual, but only to the extent such amounts are
not compensated for by insurance or otherwise, or

“(ii) for long-term care insurance for such individual, spouse, or de-
pendent.

“(B) HEALTH INSURANCE MAY NOT BE PURCHASED FROM ACCOUNT.—Sub-
paragraph (A)(i) shall not apply to any payment for insurance.

“(3) AccouNT HOLDER.—The term ‘account holder’ means the individual on
whose behalf the medical savings account was established.

“(4) CERTAIN RULES TO APPLY.—Rules similar to the following rules shall
apply for purposes of this section:

“(A) Section 219(d)(2) (relating to no deduction for rollovers).

“(B) Section 219(f)(3) (relating to time when contributions deemed
made).
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“(C) Except as provided in section 106(b), section 219(f)(5) (relating to
employer payments).

“(D) Section 408(g) (relating to community property laws).

“(E) Section 408(h) (relating to custodial accounts).

“(e) TAX TREATMENT OF ACCOUNTS.—

“(1) ACCOUNT TAXED AS GRANTOR TRUST.—

“(A) IN GENERAL.—EXcept as provided in subparagraph (B), the account
holder of a medical savings account shall be treated for purposes of this
title as the owner of such account and shall be subject to tax thereon in
accordance with subpart E of part | of subchapter J of this chapter (relating
to grantors and others treated as substantial owners).

“(B) TREATMENT OF CAPITAL LOSSES.—With respect to assets held in a
medical savings account, any capital loss for a taxable year from the sale
or exchange of such an asset shall be allowed only to the extent of capital
gains from such assets for such taxable year. Any capital loss which is dis-
allowed under the preceding sentence shall be treated as a capital loss from
the sale or exchange of such an asset in the next taxable year. For purposes
of this subparagraph, all medical savings accounts of the account holder
shall be treated as 1 account.

“(2) ACCOUNT ASSETS TREATED AS DISTRIBUTED IN THE CASE OF PROHIBITED
TRANSACTIONS OR ACCOUNT PLEDGED AS SECURITY FOR LOAN.—Rules similar to
the rules of paragraphs (2) and (4) of section 408(e) shall apply to medical sav-
ings accounts, and any amount treated as distributed under such rules shall be
treated as not used to pay qualified medical expenses.

“(3) TREATMENT OF ACCOUNT AFTER DEATH OF ACCOUNT HOLDER.—

“(A) IN GENERAL.—A trust shall not constitute a medical savings ac-
count unless the written governing instrument provides that, if the account
holder dies while there is a balance in the account, the entire balance of
the account holder will be distributed within 5 years after the death of the
account holder.

“(B) EXCEPTION WHERE SPOUSE BECOMES ACCOUNT HOLDER.—Subpara-
graph (A) shall not apply if the account is payable to (or for the benefit of)
the surviving spouse of the decedent.

“(f) TAx TREATMENT OF DISTRIBUTIONS.—

“(1) INCLUSION OF AMOUNTS NOT USED FOR QUALIFIED MEDICAL EXPENSES.—

“(A) IN GeNERAL.—No0 amount shall be included in the gross income of
the account holder by reason of a payment or distribution from a medical
savings account which is used exclusively to pay the qualified medical ex-
penses of the account holder. Any amount paid or distributed from a medi-
cal savings account which is not so used shall be included in the gross in-
come of such holder to the extent such amount does not exceed the excess
of—

“(i) the aggregate contributions to such account which were allowed
as a deduction under this section or which were excluded under section

106(b), over

“(ii) the aggregate prior payments or distributions from such ac-
count which were includible in gross income under this paragraph.

“(B) SPeciAL RULES.—For purposes of subparagraph (A)—

“(i) all medical savings accounts of the account holder shall be
treated as 1 account,

“(ii) all payments and distributions during any taxable year shall
be treated as 1 distribution, and

“(iii) any distribution of property shall be taken into account at its
fair market value on the date of the distribution.

“(2) PENALTY FOR DISTRIBUTIONS NOT USED FOR QUALIFIED MEDICAL EX-
PENSES.—

“(A) IN GENERAL.—The tax imposed by this chapter for any taxable
year in which there is a payment or distribution from a medical savings ac-
count which is not used exclusively to pay the qualified medical expenses
of the account holder shall be increased by 10 percent of the amount of such
payment or distribution which is includible in gross income under para-
graph (1).

“(B) ExcepTions.—Subparagraph (A) shall not apply if the payment or
distribution is made on or after the date the account holder—

“(i) attains age 59 V>,
“(i1) becomes disabled within the meaning of section 72(m)(7), or
“(iir) dies.
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“(3) WITHDRAWAL OF EXCESS CONTRIBUTIONS.—Paragraph (1) shall not
apply to the distribution of any contribution paid during a taxable year to a
medical savings account if—

“(A) such distribution is received on or before the day prescribed by law

(including extensions of time) for filing such individual’'s return for such

taxable year,

“(B) no deduction is allowed under this section with respect to such con-
tribution, and

“(C) such distribution is accompanied by the amount of net income at-
tributable to such contribution.

In the case of such a distribution, for purposes of section 61, any net income

described in subparagraph (C) shall be deemed to have been earned and receiv-

able in the taxable year in which such contribution is made.

“(4) RoLLoveRrs.—Paragraph (1) shall not apply to any amount paid or dis-
tributed out of a medical savings account to the account holder if the entire
amount received (including money and any other property) is paid into another
medical savings account for the benefit of such holder not later than the 60th
day after the day on which he received the payment or distribution.

“(5) COORDINATION WITH MEDICAL EXPENSE DEDUCTION.—For purposes of
section 213, any payment or distribution out of a medical savings account for
gualified medical expenses shall not be treated as an expense paid for medical
care to the extent of the amount of such payment or distribution which is ex-
cludable from gross income solely by reason of paragraph (1)(A).

“(g) CosT-OF-LIVING ADJUSTMENT.—

“(1) IN ceNERAL.—IN the case of any taxable year beginning in a calendar
year after 1996, each dollar amount in subsection (b)(1) or in subsection (c)(2)
shall be increased by an amount equal to—

“(A) such dollar amount, multiplied by
“(B) the medical care cost adjustment for such calendar year.

If any increase under the preceding sentence is not a multiple of $50, such in-

crease shall be rounded to the nearest multiple of $50.

“(2) MEDICAL CARE COST ADJUSTMENT.—For purposes of paragraph (1), the
medical care cost adjustment for any calendar year is the percentage (if any)
by which—

“(A) the medical care component of the Consumer Price Index (as de-
fined in section 1(f)(5)) for August of the preceding calendar year, exceeds
“(B) such component for August of 1995.

“(h) ReporTs.—The trustee of a medical savings account shall make such re-
ports regarding such account to the Secretary and to the account holder with respect
to contributions, distributions, and such other matters as the Secretary may require
under regulations. The reports required by this subsection shall be filed at such
time and in such manner and furnished to such individuals at such time and in
such manner as may be required by those regulations.”

(b) DEDUCTION ALLOWED WHETHER OR NOT INDIVIDUAL ITEMIZES OTHER DE-
DUCTIONS.—Subsection (a) of section 62 is amended by inserting after paragraph
(15) the following new paragraph:

“(16) MEDICAL SAVINGS ACCOUNTS.—The deduction allowed by section 220.”
() ExcrusioNs FOR EMPLOYER CONTRIBUTIONS TO MEDICAL SAVINGS Ac-

COUNTS.—

(1) ExcrLusioN FROM INCOME TAX.—The text of section 106 (relating to con-
tributions by employer to accident and health plans) is amended to read as fol-
lows:

“(a) GENERAL RuLE.—Gross income of an employee does not include employer-
provided coverage under an accident or health plan.

“(b) CONTRIBUTIONS TO MEDICAL SAVINGS ACCOUNTS.—

“(1) IN GeNERAL.—In the case of an employee who is an eligible individual,
gross income does not include amounts contributed by such employee’'s employer
to any medical savings account of such employee.

“(2) COORDINATION WITH DEDUCTION LIMITATION.—The amount excluded
from the gross income of an employee under this subsection for any taxable year
shall not exceed the limitation under section 220(b)(1) (determined without re-
gard to this subsection) which is applicable to such employee for such taxable
year.”

“(3) No consTRucTIVE RECEIPT.—No0 amount shall be included in the gross
income of any employee solely because the employee may choose between the
contributions referred to in paragraph (1) and employer contributions to another
health plan of the employer.
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“(4) SPECIAL RULE FOR DEDUCTION OF EMPLOYER CONTRIBUTIONS.—ANy em-
ployer contribution to a medical savings account, if otherwise allowable as a de-
duction under this chapter, shall be allowed only for the taxable year in which
paid.

“(5) DerINITIONS.—For purposes of this subsection, the terms ‘eligible indi-
vidual' and ‘medical savings account’ have the respective meanings given to
such terms by section 220.”

(2) EXCLUSION FROM EMPLOYMENT TAXES.—

(A) SOCIAL SECURITY TAXES.—

(i) Subsection (a) of section 3121 is amended by striking “or” at the
end of paragraph (20), by striking the period at the end of paragraph
(21) and inserting “; or”, and by inserting after paragraph (21) the fol-
lowing new paragraph:

“(22) any payment made to or for the benefit of an employee if at the time
of such payment it is reasonable to believe that the employee will be able to
exclude such payment from income under section 106(b).”

(ii) Subsection (a) of section 209 of the Social Security Act is
amended by striking “or” at the end of paragraph (17), by striking the
period at the end of paragraph (18) and inserting “; or”, and by insert-
ing after paragraph (18) the following new paragraph:

“(19) any payment made to or for the benefit of an employee if at the time
of such payment it is reasonable to believe that the employee will be able to
exclude such payment from income under section 106(b) of the Internal Revenue
Code of 1986.”

(B) RAILROAD RETIREMENT TAX.—Subsection (e) of section 3231 is
amended by adding at the end the following new paragraph:

“(10) MEDICAL SAVINGS ACCOUNT CONTRIBUTIONS.—The term ‘compensation’
shall not include any payment made to or for the benefit of an employee if at
the time of such payment it is reasonable to believe that the employee will be
able to exclude such payment from income under section 106(b).”

(C) UNEMPLOYMENT TAX.—Subsection (b) of section 3306 is amended by
striking “or” at the end of paragraph (15), by striking the period at the end

of paragraph (16) and inserting “; or”, and by inserting after paragraph (16)

the following new paragraph:

“(17) any payment made to or for the benefit of an employee if at the time
of such payment it is reasonable to believe that the employee will be able to
exclude such payment from income under section 106(b).”

(D) WiTHHOLDING TAX.—Subsection (a) of section 3401 is amended by
striking “or” at the end of paragraph (19), by striking the period at the end

of paragraph (20) and inserting “; or”, and by inserting after paragraph (20)

the following new paragraph:

“(21) any payment made to or for the benefit of an employee if at the time
of such payment it is reasonable to believe that the employee will be able to
exclude such payment from income under section 106(b).”

(d) MebpicAL SAVINGS AcCOUNT CONTRIBUTIONS NOT AvAILABLE UNDER CAFE-
TERIA PLaNs.—Subsection (f) of section 125 is amended by inserting “106(b),” before
“117".

(e) Tax oN PROHIBITED TRANSACTIONS.—Section 4975 (relating to tax on prohib-
ited transactions) is amended—

(1) by adding at the end of subsection (c) the following new paragraph:

“(4) SPECIAL RULE FOR MEDICAL SAVINGS ACCOUNTS.—AnN individual for
whose benefit a medical savings account (within the meaning of section 220(d))
is established shall be exempt from the tax imposed by this section with respect
to any transaction concerning such account (which would otherwise be taxable
under this section) if, with respect to such transaction, the account ceases to
be a medical savings account by reason of the application of section 220(e)(2)
to such account.”, and

(2) by inserting “or a medical savings account described in section 220(d)”
in subsection (e)(1) after “described in section 408(a)”.

(f) FAILURE To PROVIDE REPORTS ON MEDICAL SAVINGS ACCOUNTS.—Section
6693 (relating to failure to provide reports on individual retirement accounts or an-
nuities) is amended—

(1) by inserting “or on medical savings accounts” after “annuities” in the
heading of such section, and

(2) by adding at the end of subsection (a) the following: “The person re-
quired by section 220(h) to file a report regarding a medical savings account at
the time and in the manner required by such section shall pay a penalty of $50
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for each failure to so file unless it is shown that such failure is due to reason-
able cause.”
(g) CLERICAL AMENDMENTS.—

(1) The table of sections for part VII of subchapter B of chapter 1 is amend-
ed by striking the last item and inserting the following:

“Sec. 220. Medical savings accounts.
“Sec. 221. Cross reference.”

(2) The table of sections for subchapter B of chapter 68 is amended by in-
serting “or on medical savings accounts” after “annuities” in the item relating
to section 6693.
(h) EFFecTive DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 1995.

Subtitle C—Pickle-Johnson Taxpayer Bill of
Rights 2

PART I—_TAXPAYER ADVOCATE

SEC. 13301. ESTABLISHMENT OF POSITION OF TAXPAYER ADVOCATE WITHIN INTERNAL REV-
ENUE SERVICE.

(@) GENERAL RuLE.—Section 7802 (relating to Commissioner of Internal Reve-
nue; Assistant Commissioner (Employee Plans and Exempt Organizations)) is
amended by adding at the end the following new subsection:

“(d) OFFICE OF TAXPAYER ADVOCATE.—

“(1) IN GeNeErRAL.—There is established in the Internal Revenue Service an
office to be known as the ‘Office of the Taxpayer Advocate’. Such office shall be
under the supervision and direction of an official to be known as the ‘Taxpayer
Advocate’ who shall be appointed by and report directly to the Commissioner
of Internal Revenue. The Taxpayer Advocate shall be entitled to compensation
at the same rate as the highest level official reporting directly to the Deputy
Commissioner of the Internal Revenue Service.

“(2) FUNCTIONS OF OFFICE.—

“(A) IN GeNERAL.—It shall be the function of the Office of Taxpayer Ad-
vocate to—

“(i) assist taxpayers in resolving problems with the Internal Reve-
nue Service,

“(ii) identify areas in which taxpayers have problems in dealings
with the Internal Revenue Service,

“(iii) to the extent possible, propose changes in the administrative
practices of the Internal Revenue Service to mitigate problems identi-
fied under clause (ii), and

“(iv) identify potential legislative changes which may be appro-
priate to mitigate such problems.

“(B) ANNUAL REPORTS.—

“(i) OBaiecTives.—Not later than June 30 of each calendar year
after 1995, the Taxpayer Advocate shall report to the Committee on
Ways and Means of the House of Representatives and the Committee
on Finance of the Senate on the objectives of the Taxpayer Advocate
for the fiscal year beginning in such calendar year. Any such report
shall contain full and substantive analysis, in addition to statistical in-
formation.

“(if) AcTiviTies.—Not later than December 31 of each calendar year
after 1995, the Taxpayer Advocate shall report to the Committee on
Ways and Means of the House of Representatives and the Committee
on Finance of the Senate on the activities of the Taxpayer Advocate
during the fiscal year ending during such calendar year. Any such re-
port shall contain full and substantive analysis, in addition to statis-
tical information, and shall—

“(1) identify the initiatives the Taxpayer Advocate has taken on
improving taxpayer services and Internal Revenue Service respon-
siveness,

“(11) contain recommendations received from individuals with
the authority to issue Taxpayer Assistance Orders under section
7811,
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“(111) contain a summary of at least 20 of the most serious
problems encountered by taxpayers, including a description of the
nature of such problems,

“(IV) contain an inventory of the items described in subclauses
(1, (1), and (111) for which action has been taken and the result
of such action,

“(V) contain an inventory of the items described in subclauses
(1, (1), and (111) for which action remains to be completed and the
period during which each item has remained on such inventory,

“(VI) contain an inventory of the items described in subclauses
(1) and (111) for which no action has been taken, the period during
which each item has remained on such inventory, the reasons for
the inaction, and identify any Internal Revenue Service official who
is responsible for such inaction,

“(VIl) identify any Taxpayer Assistance Order which was not
honored by the Internal Revenue Service in a timely manner, as
specified under section 7811(b),

“(VIII) contain recommendations for such administrative and
legislative action as may be appropriate to resolve problems en-
countered by taxpayers,

“(1X) describe the extent to which regional problem resolution
officers participate in the selection and evaluation of local problem
resolution officers, and

“(X) include such other information as the Taxpayer Advocate
may deem advisable.

“(iif) REPORT TO BE SUBMITTED DIRECTLY.—Each report required
under this subparagraph shall be provided directly to the Committees
referred to in clauses (i) and (ii) without any prior review or comment
from the Commissioner, the Secretary of the Treasury, any other officer
or employee of the Department of the Treasury, or the Office of Man-
agement and Budget.

“(3) RESPONSIBILITIES OF COMMISSIONER.—The Commissioner of Internal
Revenue shall establish procedures requiring a formal response to all rec-
ommendations submitted to the Commissioner by the Taxpayer Advocate
within 3 months after submission to the Commissioner.”

(b) CONFORMING AMENDMENTS.—

(1) Section 7811 (relating to Taxpayer Assistance Orders) is amended—

(A) by striking “the Office of Ombudsman” in subsection (a) and insert-
ing “the Office of the Taxpayer Advocate”, and

(B) by striking “Ombudsman” each place it appears (including in the
headings of subsections (e) and (f)) and inserting “Taxpayer Advocate”.

(2) The heading for section 7802 is amended to read as follows:

“SEC. 7802. COMMISSIONER OF INTERNAL REVENUE; ASSISTANT COMMISSIONERS; TAXPAYER
ADVOCATE.”

(3) The table of sections for subchapter A of chapter 80 is amended by strik-

ing the item relating to section 7802 and inserting the following new item:
“Sec. 7802. Commissioner of Internal Revenue; Assistant Commissioners; Taxpayer Advo-
cate.”
(c) EFFecTiVE DATE.—The amendments made by this section shall take effect
on the date of the enactment of this Act.

SEC. 13302. EXPANSION OF AUTHORITY TO ISSUE TAXPAYER ASSISTANCE ORDERS.

(a) TErRMs oF OrRDERs.—Subsection (b) of section 7811 (relating to terms of Tax-
payer Assistance Orders) is amended—
(1) by inserting “within a specified time period” after “the Secretary”, and
(2) by inserting “take any action as permitted by law,” after “cease any ac-
tion,”.
(b) LimiITATION ON AUTHORITY To MoDIFY oR ReEsciNnD.—Section 7811(c) (relat-
ing to authority to modify or rescind) is amended to read as follows:
“(c) AuTHORITY To MobIFY OoR REscCIND.—Any Taxpayer Assistance Order is-
sued by the Taxpayer Advocate under this section may be modified or rescinded—
“(1) only by the Taxpayer Advocate, the Commissioner of Internal Revenue,
the Deputy Commissioner of Internal Revenue, or a regional problem resolution
officer, and
“(2) only if a written explanation of the reasons for the modification or re-
scission is provided to the Taxpayer Advocate.”
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(c) EFFecTiVE DATE.—The amendments made by this section shall take effect
on the date of the enactment of this Act.

PART II—MODIFICATIONS TO INSTALLMENT
AGREEMENT PROVISIONS

SEC. 13306. NOTIFICATION OF REASONS FOR TERMINATION OF INSTALLMENT AGREEMENTS.

(a) TERMINATIONS.—Subsection (b) of section 6159 (relating to extent to which
agreements remain in effect) is amended by adding at the end the following new
paragraph:

“(5) NoTICE REQUIREMENTS.—The Secretary may not take any action under
paragraph (2), (3), or (4) unless—

“(A) a notice of such action is provided to the taxpayer not later than
the day 30 days before the date of such action, and

“(B) such notice includes an explanation why the Secretary intends to
take such action.

The preceding sentence shall not apply in any case in which the Secretary be-

lieves that collection of any tax to which an agreement under this section re-

lates is in jeopardy.”

(b) CoNFORMING AMENDMENT.—Paragraph (3) of section 6159(b) is amended to
read as follows:

“(3) SUBSEQUENT CHANGE IN FINANCIAL CONDITIONS.—If the Secretary
makes a determination that the financial condition of a taxpayer with whom the
Secretary has entered into an agreement under subsection (a) has significantly
changed, the Secretary may alter, modify, or terminate such agreement.”

(c) EFFecTiVE DATE.—The amendments made by this section shall take effect
on the date 6 months after the date of the enactment of this Act.

SEC. 13307. ADMINISTRATIVE REVIEW OF TERMINATION OF INSTALLMENT AGREEMENT.

(a) GENERAL RuULE.—Section 6159 (relating to agreements for payment of tax li-
ability in installments) is amended by adding at the end the following new sub-
section:

“(c) ADMINISTRATIVE REVIEW.—The Secretary shall establish procedures for an
independent administrative review of terminations of installment agreements under
this section for taxpayers who request such a review.”

(b) EFFeCTIVE DATE.—The amendment made by subsection (a) shall take effect
on January 1, 1996.

PART III—ABATEMENT OF INTEREST AND PENALTIES

SEC. 13311. EXPANSION OF AUTHORITY TO ABATE INTEREST.

(a) GENERAL RuLE.—Paragraph (1) of section 6404(e) (relating to abatement of
interest in certain cases) is amended—
(1) by inserting “unreasonable” before “error” each place it appears in sub-
paragraphs (A) and (B), and
(2) by striking “in performing a ministerial act” each place it appears and
inserting “in performing a ministerial or managerial act”.
(b) CLERICAL AMENDMENT.—The subsection heading for subsection (e) of section
6404 is amended—
(1) by striking “AssessMENTS” and inserting “ABATEMENT”, and
(2) by inserting “UNREASONABLE” before “ERRORS".
(c) EFFecTIVE DATE.—The amendments made by this section shall apply to in-
terest accruing with respect to deficiencies or payments for taxable years beginning
after the date of the enactment of this Act.

SEC. 13312. REVIEW OF IRS FAILURE TO ABATE INTEREST.

(a) IN GENERAL.—Section 6404 is amended by adding at the end the following
new subsection:

“(g) REViEw oF DENIAL OF REQUEST FOR ABATEMENT OF INTEREST.—The Tax
Court shall have jurisdiction over any action brought by a taxpayer who meets the
requirements referred to in section 7430(c)(4)(A)(ii1) to determine whether the Sec-
retary’s failure to abate interest under this section was an abuse of discretion if
such action is brought within 6 months after the date of the Secretary’s final deter-
mination not to abate such interest.”

(b) EFFecTIVE DATE.—The amendment made by this section shall apply to re-
quests for abatement after the date of the enactment of this Act.
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SEC. 13313. EXTENSION OF INTEREST-FREE PERIOD FOR PAYMENT OF TAX AFTER NOTICE

AND DEMAND.

(@) GENERAL RuLE.—Paragraph (3) of section 6601(e) (relating to payments
made within 10 days after notice and demand) is amended to read as follows:

“(3) PAYMENTS MADE WITHIN SPECIFIED PERIOD AFTER NOTICE AND DE-
MAND.—If notice and demand is made for payment of any amount and if such
amount is paid within 21 calendar days (10 business days if the amount for
which such notice and demand is made equals or exceeds $100,000) after the
date of such notice and demand, interest under this section on the amount so
paid shall not be imposed for the period after the date of such notice and de-
mand.”

(b) CONFORMING AMENDMENTS.—

(1) Subparagraph (A) of section 6601(e)(2) is amended by striking “10 days
from the date of notice and demand therefor” and inserting “21 calendar days
from the date of notice and demand therefor (10 business days if the amount
for which such notice and demand is made equals or exceeds $100,000)".

(2) Paragraph (3) of section 6651(a) is amended by striking “10 days of the
date of the notice and demand therefor” and inserting “21 calendar days from
the date of notice and demand therefor (10 business days if the amount for
which such notice and demand is made equals or exceeds $100,000)".

(c) EFFecTivE DATE.—The amendments made by this section shall apply in the
case of any notice and demand given after June 30, 1996.

PART IV—JOINT RETURNS

SEC. 13316. STUDIES OF JOINT RETURN-RELATED ISSUES.

The Secretary of the Treasury or his delegate and the Comptroller General of
the United States shall each conduct separate studies of—

(1) the effects of changing the liability for tax on a joint return from being
joint and several to being proportionate to the tax attributable to each spouse,

(2) the effects of providing that, if a divorce decree allocates liability for tax
on a joint return filed before the divorce, the Secretary may collect such liability
only in accordance with the decree,

(3) whether those provisions of the Internal Revenue Code of 1986 intended
to provide relief to innocent spouses provide meaningful relief in all cases where
such relief is appropriate, and

(4) the effect of providing that community income (as defined in section
66(d) of such Code) which, in accordance with the rules contained in section
879(a) of such Code, would be treated as the income of one spouse is exempt
from a levy for failure to pay any tax imposed by subtitle A by the other spouse
for a taxable year ending before their marriage.

The reports of such studies shall be submitted to the Committee on Ways and
Means of the House of Representatives and the Committee on Finance of the Senate
within 6 months after the date of the enactment of this Act.

SEC. 13317. JOINT RETURN MAY BE MADE AFTER SEPARATE RETURNS WITHOUT FULL PAY-
MENT OF TAX.

(@) GENERAL RuLE.—Paragraph (2) of section 6013(b) (relating to limitations on
filing of joint return after filing separate returns) is amended by striking subpara-
graph (A) and redesignating the following subparagraphs accordingly.

(b) EFFecTive DATE.—The amendment made by subsection (a) shall apply to
taxable years beginning after the date of the enactment of this Act.

SEC. 13318. DISCLOSURE OF COLLECTION ACTIVITIES.

Subsection (e) of section 6103 (relating to disclosure to persons having material
interest) is amended by adding at the end the following new paragraph:

“(8) DISCLOSURE OF COLLECTION ACTIVITIES WITH RESPECT TO JOINT RE-
TURN.—If any deficiency of tax with respect to a joint return is assessed and
the individuals filing such return are no longer married or no longer reside in
the same household, upon request in writing by either of such individuals, the
Secretary shall disclose in writing to the individual making the request whether
the Secretary has attempted to collect such deficiency from such other individ-
ual, the general nature of such collection activities, and the amount collected.”
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PART V—COLLECTION ACTIVITIES

SEC. 13321. MODIFICATIONS TO LIEN AND LEVY PROVISIONS.

(a) WiTHDRAWAL OF CERTAIN NoTICEs.—Section 6323 (relating to validity and
priority against certain persons) is amended by adding at the end the following new
subsection:

“(i) WiTHDRAWAL OF NOTICE IN CERTAIN CIRCUMSTANCES.—

“(1) IN GENERAL.—The Secretary may withdraw a notice of a lien filed
under this section and this chapter shall be applied as if the withdrawn notice
had not been filed, if the Secretary determines that—

“(A) the filing of such notice was premature or otherwise not in accord-
ance with administrative procedures of the Secretary,

“(B) the taxpayer has entered into an agreement under section 6159 to
satisfy the tax liability for which the lien was imposed by means of install-
ment payments, unless such agreement provides otherwise,

“(C) the withdrawal of such notice will facilitate the collection of the
tax liability, or

“(D) with the consent of the taxpayer or the Taxpayer Advocate, the
withdrawal of such notice would be in the best interests of the taxpayer (as
determined by the Taxpayer Advocate) and the United States.

Any such withdrawal shall be made by filing notice at the same office as the

withdrawn notice. A copy of such notice of withdrawal shall be provided to the

taxpayer.

“(2) NoTICE TO CREDIT AGENCIES, ETC.—Upon written request by the tax-
payer with respect to whom a notice of a lien was withdrawn under paragraph
(1), the Secretary shall promptly make reasonable efforts to notify credit report-
ing agencies, and any financial institution or creditor whose name and address
is specified in such request, of the withdrawal of such notice. Any such request
shall be in such form as the Secretary may prescribe.”

(b) RETURN OF LEVIED PROPERTY IN CERTAIN CAses.—Section 6343 (relating to
authority to release levy and return property) is amended by adding at the end the
following new subsection:

“(d) RETURN OF PROPERTY IN CERTAIN CASES.—If—

“(1) any property has been levied upon, and

“(2) the Secretary determines that—

“(A) the levy on such property was premature or otherwise not in ac-
cordance with administrative procedures of the Secretary,

“(B) the taxpayer has entered into an agreement under section 6159 to
satisfy the tax liability for which the levy was imposed by means of install-
ment payments, unless such agreement provides otherwise,

“(C) the return of such property will facilitate the collection of the tax
liability, or

“(D) with the consent of the taxpayer or the Taxpayer Advocate, the re-
turn of such property would be in the best interests of the taxpayer (as de-
termined by the Taxpayer Advocate) and the United States,

the provisions of subsection (b) shall apply in the same manner as if such property
had been wrongly levied upon, except that no interest shall be allowed under sub-
section (c).”

(c) MopiFicaTIONS IN CERTAIN LEVY EXEMPTION AMOUNTS.—

(1) FUeEL, eTc.—Paragraph (2) of section 6334(a) (relating to fuel, provi-
sions, furniture, and personal effects exempt from levy) is amended—

(A) by striking “If the taxpayer is the head of a family, so” and insert-

ing “So”,
(B) by striking “his household” and inserting “the taxpayer’s house-
hold”, and

(C) by striking “$1,650 ($1,550 in the case of levies issued during

1989)" and inserting “$2,500".

(2) INFLATION ADJUSTMENT.—Section 6334 (relating to property exempt
from levy) is amended by adding at the end the following new subsection:

“(f) INFLATION ADJUSTMENT.—

“(1) IN GeNERAL.—IN the case of any calendar year beginning after 1996,
each dollar amount referred to in paragraphs (2) and (3) of subsection (a) shall
be increased by an amount equal to—

“(A) such dollar amount, multiplied by
“(B) the cost-of-living adjustment determined under section 1(f)(3) for
such calendar year, by substituting ‘calendar year 1995 for ‘calendar year

1992’ in subparagraph (B) thereof.
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“(2) RounNDING.—If any dollar amount after being increased under para-
graph (1) is not a multiple of $10, such dollar amount shall be rounded to the
nearest multiple of $10.”

(3) TecHNICcAL AMENDMENT.—Paragraph (3) of section 6334(a) is amended
by striking “($1,050 in the case of levies issued during 1989)".

(d) EFFeCTIVE DATES.—

(1) IN GENERAL.—EXxcept as provided in paragraph (2), the amendments
made by this section shall take effect on the date of the enactment of this Act.

(2) ExEMPT AMOUNTS.—The amendments made by subsection (c) shall take
effect with respect to levies issued after December 31, 1995.

SEC. 13322. OFFERS-IN-COMPROMISE.

(a) REViEw REQUIREMENTS.—Subsection (b) of section 7122 (relating to records)
is amended by striking “$500.” and inserting “$100,000. However, such compromise
shall be subject to continuing quality review by the Secretary.”

(b) EFFecTivE DATE.—The amendment made by this section shall take effect on
the date of the enactment of this Act.

PART VI—INFORMATION RETURNS

SEC. 13326. CIVIL DAMAGES FOR FRAUDULENT FILING OF INFORMATION RETURNS.

(a) GENERAL RuLE.—Subchapter B of chapter 76 (relating to proceedings by tax-
payers and third parties) is amended by redesignating section 7434 as section 7435
and by inserting after section 7433 the following new section:

“SEC. 7434. CIVIL DAMAGES FOR FRAUDULENT FILING OF INFORMATION RETURNS.

“(a) IN GENERAL.—If any person willfully files a fraudulent information return
with respect to payments purported to be made to any other person, such other per-
son may bring a civil action for damages against the person so filing such return.

“(b) DamaGges.—In any action brought under subsection (a), upon a finding of
liability on the part of the defendant, the defendant shall be liable to the plaintiff
in an amount equal to the greater of $5,000 or the sum of—

“(1) any actual damages sustained by the plaintiff as a proximate result of
the filing of the fraudulent information return (including any costs attributable
to resolving deficiencies asserted as a result of such filing),

“(2) the costs of the action, and

“(3) in the court’s discretion, reasonable attorneys fees.

“(c) PERIOD FOR BRINGING AcTlioN.—Notwithstanding any other provision of
law, an action to enforce the liability created under this section may be brought
without regard to the amount in controversy and may be brought only within the
later of—

“(1) 6 years after the date of the filing of the fraudulent information return,
or

“(2) 1 year after the date such fraudulent information return would have
been discovered by exercise of reasonable care.

“(d) Copy oF CompLAINT FILED WiTH IRS.—Any person bringing an action
under subsection (a) shall provide a copy of the complaint to the Internal Revenue
Service upon the filing of such complaint with the court.

“(e) FINDING OF CouRT To INCLUDE CORRECT AMOUNT OF PAYMENT.—The deci-
sion of the court awarding damages in an action brought under subsection (a) shall
include a finding of the correct amount which should have been reported in the in-
formation return.

“(f) INFORMATION RETURN.—For purposes of this section, the term ‘information
return’ means any statement described in section 6724(d)(1)(A).”

(b) CLericAL AMENDMENT.—The table of sections for subchapter B of chapter
76 is amended by striking the item relating to section 7434 and inserting the
following:

“Sec. 7434. Civil damages for fraudulent filing of information returns.
“Sec. 7435. Cross references.”

(c) EFFecTivE DATE.—The amendments made by this section shall apply to
fraudulent information returns filed after the date of the enactment of this Act.
SEC. 13327. REQUIREMENT TO CONDUCT REASONABLE INVESTIGATIONS OF INFORMATION
RETURNS.
(a) GENERAL RuULE.—Section 6201 (relating to assessment authority) is amended

by redesignating subsection (d) as subsection (e) and by inserting after subsection
(c) the following new subsection:



21

“(d) REQUIRED REASONABLE VERIFICATION OF INFORMATION RETURNS.—IN any
court proceeding, if a taxpayer asserts a reasonable dispute with respect to any item
of income reported on an information return filed with the Secretary under subpart
B or C of part Il of subchapter A of chapter 61 by a third party and the taxpayer
has fully cooperated with the Secretary (including providing, within a reasonable pe-
riod of time, access to and inspection of all witnesses, information, and documents
within the control of the taxpayer as reasonably requested by the Secretary), the
Secretary shall have the burden of producing reasonable and probative information
concerning such deficiency in addition to such information return.”

(b) EFFecTIVE DATE.—The amendment made by subsection (a) shall take effect
on the date of the enactment of this Act.

PART VII—AWARDING OF COSTS AND CERTAIN FEES

SEC. 13331. UNITED STATES MUST ESTABLISH THAT ITS POSITION IN PROCEEDING WAS SUB-
STANTIALLY JUSTIFIED.

(a) GENERAL RuULE.—Subparagraph (A) of section 7430(c)(4) (defining prevailing
party) is amended by striking clause (i) and by redesignating clauses (ii) and (iii)
as clauses (i) and (ii), respectively.

(b) BURDEN OF PROOF ON UNITED STATES.—Paragraph (4) of section 7430(c) is
amended by redesignating subparagraph (B) as subparagraph (C) and by inserting
after subparagraph (A) the following new subparagraph:

“(B) EXCEPTION IF UNITED STATES ESTABLISHES THAT ITS POSITION WAS
SUBSTANTIALLY JUSTIFIED.—

“(i) GENERAL RULE.—A party shall not be treated as the prevailing
party in a proceeding to which subsection (a) applies if the United
States establishes that the position of the United States in the proceed-
ing was substantially justified.

“(il) PRESUMPTION OF NO JUSTIFICATION IF INTERNAL REVENUE
SERVICE DIDN'T FOLLOW CERTAIN PUBLISHED GUIDANCE.—Fo0r purposes
of clause (i), the position of the United States shall be presumed not
to be substantially justified if the Internal Revenue Service did not fol-
low its applicable published guidance in the administrative proceeding.
Such presumption may be rebutted.

“(iii) APPLICABLE PUBLISHED GUIDANCE.—For purposes of clause (ii),
the term ‘applicable published guidance’ means—

“(1) regulations, revenue rulings, revenue procedures, informa-
tion releases, notices, and announcements, and

“(11) any of the following which are issued to the taxpayer: pri-
vate letter rulings, technical advice memoranda, and determination
letters.”

(c) CONFORMING AMENDMENTS.—

(1) Subparagraph (B) of section 7430(c)(2) is amended by striking “para-

graph (4)(B)” and inserting “paragraph (4)(C)".

(2) Subparagraph (C) of section 7430(c)(4), as redesignated by subsection

(b), is amended by striking “subparagraph (A)” and inserting “this paragraph”.

(3) Sections 6404(g) and 6656(c)(1), as amended by this title, are each
amended by striking “section 7430(c)(4)(A)(iii)” and inserting ‘“section
7430(c)(4)(A)(ii)".

SEC. 13332. INCREASED LIMIT ON ATTORNEY FEES.

Paragraph (1) of section 7430(c) (defining reasonable litigation costs) is amend-
ed—

(1) by striking “$75” in clause (iii) of subparagraph (B) and inserting
“$110",

(2) by striking “an increase in the cost of living or” in clause (iii) of subpara-
graph (B), and

(3) by adding after clause (iii) the following:
“In the case of any calendar year beginning after 1996, the dollar amount re-
ferred to in clause (iii) shall be increased by an amount equal to such dollar
amount multiplied by the cost-of-living adjustment determined under section
1(f)(3) for such calendar year, by substituting ‘calendar year 1995’ for ‘calendar
year 1992’ in subparagraph (B) thereof. If any dollar amount after being in-
creased under the preceding sentence is not a multiple of $10, such dollar
amount shall be rounded to the nearest multiple of $10.”
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SEC. 13333. FAILURE TO AGREE TO EXTENSION NOT TAKEN INTO ACCOUNT.

Paragraph (1) of section 7430(b) (relating to requirement that administrative
remedies be exhausted) is amended by adding at the end the following new sen-
tence: “Any failure to agree to an extension of the time for the assessment of any
tax shall not be taken into account for purposes of determining whether the prevail-
ing party meets the requirements of the preceding sentence.”

SEC. 13334. AWARD OF LITIGATION COSTS PERMITTED IN DECLARATORY JUDGMENT PRO-
CEEDINGS.
Subsection (b) of section 7430 is amended by striking paragraph (3) and by re-
designating paragraph (4) as paragraph (3).
SEC. 13335. EFFECTIVE DATE.

The amendments made by this part shall apply in the case of proceedings com-
menced after the date of the enactment of this Act.

PART VIII—MODIFICATION TO RECOVERY OF CIVIL
DAMAGES FOR UNAUTHORIZED COLLECTION ACTIONS

SEC. 13336. INCREASE IN LIMIT ON RECOVERY OF CIVIL DAMAGES FOR UNAUTHORIZED COL-
LECTION ACTIONS.
(@) GENERAL RuLE.—Subsection (b) of section 7433 (relating to damages) is
amended by striking “$100,000” and inserting “$1,000,000".
(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall apply to ac-
tions by officers or employees of the Internal Revenue Service after the date of the
enactment of this Act.

SEC. 13337. COURT DISCRETION TO REDUCE AWARD FOR LITIGATION COSTS FOR FAILURE TO
EXHAUST ADMINISTRATIVE REMEDIES.
(a) GENERAL RuLE.—Paragraph (1) of section 7433(d) (relating to civil damages
for certain unauthorized collection actions) is amended to read as follows:
“(1) AWARD FOR DAMAGES MAY BE REDUCED IF ADMINISTRATIVE REMEDIES
NOT EXHAUSTED.—The amount of damages awarded under subsection (b) may
be reduced if the court determines that the plaintiff has not exhausted the ad-
ministrative remedies available to such plaintiff within the Internal Revenue
Service.”
(b) EFFecTivE DATE.—The amendment made by this section shall apply in the
case of proceedings commenced after the date of the enactment of this Act.

PART IX—MODIFICATIONS TO PENALTY FOR FAILURE
TO COLLECT AND PAY OVER TAX

SEC. 13341. PRELIMINARY NOTICE REQUIREMENT.

(a) IN GENERAL.—Section 6672 (relating to failure to collect and pay over tax,
or attempt to evade or defeat tax) is amended by redesignating subsection (b) as
subsection (c) and by inserting after subsection (a) the following new subsection:

“(b) PRELIMINARY NOTICE REQUIREMENT.—

“(1) In ceNeErRAL.—No penalty shall be imposed under subsection (a) unless
the Secretary notifies the taxpayer in writing by mail to an address as deter-
mined under section 6212(b) that the taxpayer shall be subject to an assessment
of such penalty.

“(2) TIMING oF NoTICE.—The mailing of the notice described in paragraph
(1) shall precede any notice and demand of any penalty under subsection (a) by
at least 60 days.

“(3) STATUTE OF LIMITATIONS.—If a notice described in paragraph (1) with
respect to any penalty is mailed before the expiration of the period provided by
section 6501 for the assessment of such penalty (determined without regard to
this paragraph), the period provided by such section for the assessment of such
penalty shall not expire before the later of—

“(A) the date 90 days after the date on which such notice was mailed,
or
“(B) if there is a timely protest of the proposed assessment, the date

30 days after the Secretary makes a final administrative determination

with respect to such protest.

“(4) EXCEPTION FOR JEOPARDY.—This subsection shall not apply if the Sec-
retary finds that the collection of the penalty is in jeopardy.”
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(b) EFFecTIiVE DATE.—The amendment made by subsection (a) shall apply to
proposed assessments made after June 30, 1996.

SEC. 13342. DISCLOSURE OF CERTAIN INFORMATION WHERE MORE THAN 1 PERSON LIABLE
FOR PENALTY FOR FAILURE TO COLLECT AND PAY OVER TAX.

(@) IN GENERAL.—Subsection (e) of section 6103 (relating to disclosure to per-
sons having material interest), as amended by section 13318, is amended by adding
at the end the following new paragraph:

“(9) DISCLOSURE OF CERTAIN INFORMATION WHERE MORE THAN 1 PERSON
SUBJECT TO PENALTY UNDER SECTION 6672.—If the Secretary determines that a
person is liable for a penalty under section 6672(a) with respect to any failure,
upon request in writing of such person, the Secretary shall disclose in writing
to such person—

“(A) the name of any other person whom the Secretary has determined
to be liable for such penalty with respect to such failure, and

“(B) whether the Secretary has attempted to collect such penalty from
such other person, the general nature of such collection activities, and the
amount collected.”

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall take effect
on the date of the enactment of this Act.

SEC. 13343. RIGHT OF CONTRIBUTION WHERE MORE THAN 1 PERSON LIABLE FOR PENALTY
FOR FAILURE TO COLLECT AND PAY OVER TAX.

(@) IN GENERAL.—Section 6672 (relating to failure to collect and pay over tax,
or attempt to evade or defeat tax) is amended by adding at the end the following
new subsection:

“(d) RIGHT oF CONTRIBUTION WHERE MORE THAN 1 PERSON LIABLE FOR PEN-
ALTY.—If more than 1 person is liable for the penalty under subsection (a) with re-
spect to any tax, each person who paid such penalty shall be entitled to recover from
other persons who are liable for such penalty an amount equal to the excess of the
amount paid by such person over such person’s proportionate share of the penalty.
Any claim for such a recovery may be made only in a proceeding which is separate
from, and is not joined with—

“(1) an action for collection of such penalty brought by the United States,
or

“(2) a proceeding in which the United States files a counterclaim or third-
party complaint for the collection of such penalty.”

(b) EFFecTIivE DATE.—The amendment made by subsection (a) shall apply to
penalties assessed after the date of the enactment of this Act.

SEC. 13344. VOLUNTEER BOARD MEMBERS OF TAX-EXEMPT ORGANIZATIONS EXEMPT FROM
PENALTY FOR FAILURE TO COLLECT AND PAY OVER TAX.

(a) IN GENERAL.—Section 6672 is amended by adding at the end the following
new subsection:

“(e) EXCEPTION FOR VOLUNTARY BOARD MEMBERS OF TAX-EXEMPT ORGANIZA-
TiIoNs.—No penalty shall be imposed by subsection (a) on any unpaid, volunteer
member of any board of trustees or directors of an organization exempt from tax
under subtitle A if such member—

“(1) is solely serving in an honorary capacity,

“(2) does not participate in the day-to-day or financial operations of the or-
ganization, and

“(3) does not have actual knowledge of the failure on which such penalty
is imposed.

The preceding sentence shall not apply if it results in no person being liable for the
penalty imposed by subsection (a).”

(b) PuBLIC INFORMATION REQUIREMENTS.—

(1) IN GeNERAL.—The Secretary of the Treasury or the Secretary’s delegate
(hereafter in this subsection referred to as the “Secretary”) shall take such ac-
tions as may be appropriate to ensure that employees are aware of their respon-
sibilities under the Federal tax depository system, the circumstances under
which employees may be liable for the penalty imposed by section 6672 of the
Internal Revenue Code of 1986, and the responsibility to promptly report to the
Internal Revenue Service any failure referred to in subsection (a) of such section
6672. Such actions shall include—

(A) printing of a warning on deposit coupon booklets and the appro-

priate tax returns that certain employees may be liable for the penalty im-

posed by such section 6672, and

(B) the development of a special information packet.
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(2) DEVELOPMENT OF EXPLANATORY MATERIALS.—The Secretary shall de-
velop materials explaining the circumstances under which board members of
tax-exempt organizations (including voluntary and honorary members) may be
subject to penalty under section 6672 of such Code. Such materials shall be
made available to tax-exempt organizations.

(3) IRS INnsTRUCTIONS.—The Secretary shall clarify the instructions to Inter-
nal Revenue Service employees on the application of the penalty under section
6672 of such Code with regard to voluntary members of boards of trustees or
directors of tax- exempt organizations.

PART X—MODIFICATIONS OF RULES RELATING TO
SUMMONSES

SEC. 13346. ENROLLED AGENTS INCLUDED AS THIRD-PARTY RECORDKEEPERS.

(a) IN GENERAL.—Paragraph (3) of section 7609(a) (relating to third-party rec-
ordkeeper defined) is amended by striking “and” at the end of subparagraph (G),
by striking the period at the end of subparagraph (H) and inserting “; and”, and
by adding at the end the following the subparagraph:

“(I) any enrolled agent.”

(b) EFFecTIiVE DATE.—The amendment made by subsection (a) shall apply to

summonses issued after the date of the enactment of this Act.

SEC. 13347. SAFEGUARDS RELATING TO DESIGNATED SUMMONSES.

(a) STanDARD OF ReviEw.—Subparagraph (A) of section 6503(j)(2) (defining des-
ignated summons) is amended by redesignating clauses (i) and (ii) as clauses (ii) and
(iii), respectively, and by inserting before clause (ii) (as so redesignated) the follow-
ing new clause:

“(i) the issuance of such summons is preceded by a review of such
issuance by the regional counsel of the Office of Chief Counsel for the
region in which the examination of the corporation is being conducted,”.

(b) LimITATION ON PERSONS To WHOM DESIGNATED SUMMONS MAY BE Is-
sueb.—Paragraph (1) of section 6503(j) is amended by striking “with respect to any
return of tax by a corporation” and inserting “to a corporation (or to any other per-
son to whom the corporation has transferred records) with respect to any return of
tax by such corporation for a taxable year (or other period) for which such corpora-
tion is being examined under the coordinated examination program (or any succes-
sor program) of the Internal Revenue Service”.

(c) EFFecTive DaTe.—The amendments made by this section shall apply to
summonses issued after the date of the enactment of this Act.

SEC. 13348. ANNUAL REPORT TO CONGRESS CONCERNING DESIGNATED SUMMONSES.

Not later than December 31 of each calendar year after 1995, the Secretary of
the Treasury or his delegate shall report to the Committee on Ways and Means of
the House of Representatives and the Committee on Finance of the Senate on the
number of designated summonses (as defined in section 6503(j) of the Internal Reve-
nue Code of 1986) which were issued during the preceding 12 months.

PART XI—RELIEF FROM RETROACTIVE APPLICATION
OF TREASURY DEPARTMENT REGULATIONS

SEC. 13351. RELIEF FROM RETROACTIVE APPLICATION OF TREASURY DEPARTMENT REGULA-
TIONS.
(@) IN GENERAL.—Subsection (b) of section 7805 (relating to rules and regula-
tions) is amended to read as follows:
“(b) RETROACTIVITY OF REGULATIONS.—

“(1) IN GeENERAL.—EXxcept as otherwise provided in this subsection, no tem-
porary, proposed, or final regulation relating to the internal revenue laws shall
apply to any taxable period ending before the earliest of the following dates:

“(A) The date on which such regulation is filed with the Federal Reg-
ister.

“(B) In the case of any final regulation, the date on which any proposed
or temporary regulation to which such final regulation relates was filed
with the Federal Register.

“(C) The date on which any notice substantially describing the expected
contents of any temporary, proposed, or final regulation is issued to the
public.
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“(2) EXCEPTION FOR PROMPTLY ISSUED REGULATIONS.—Paragraph (1) shall
not apply to regulations filed or issued within 12 months of the date of the en-
actment of the statutory provision to which the regulation relates.

“(3) PREVENTION OF ABUSE.—The Secretary may provide that any regula-
tion may take effect or apply retroactively to prevent abuse.

“(4) CORRECTION OF PROCEDURAL DEFECTS.—The Secretary may provide
that any regulation may apply retroactively to correct a procedural defect in the
issuance of any prior regulation.

“(5) INTERNAL REGULATIONS.—The limitation of paragraph (1) shall not
apply to any regulation relating to internal Treasury Department policies, prac-
tices, or procedures.

“(6) CONGRESSIONAL AUTHORIZATION.—The limitation of paragraph (1) may
be superseded by a legislative grant from Congress authorizing the Secretary
to prescribe the effective date with respect to any regulation.

“(7) ELECTION TO APPLY RETROACTIVELY.—Paragraph (1) shall not apply to
any regulation which the taxpayer elects to apply before the dates specified in
paragraph (1) but only if such election applies to all regulations which were is-
sued with such regulation under the statutory provision to which such regula-
tion relates.

“(8) APPLICATION TO RULINGS.—The Secretary may prescribe the extent, if
any, to which any ruling (including any judicial decision or any administrative
determination other than by regulation) relating to the internal revenue laws
shall be applied without retroactive effect.”

(b) EFFeCTIVE DATE.—The amendment made by subsection (a) shall apply with
respect to regulations which relate to statutory provisions enacted on or after the
date of the enactment of this Act.

PART XII—MISCELLANEOUS PROVISIONS

SEC. 13356. REPORT ON PILOT PROGRAM FOR APPEAL OF ENFORCEMENT ACTIONS.

Not later than March 1, 1996, the Secretary of the Treasury or his delegate
shall submit to the Committee on Ways and Means of the House of Representatives
and the Committee on Finance of the Senate a report on the pilot program for ap-
peals of enforcement actions (including lien, levy, and seizure actions) to the Ap-
peals Division of the Internal Revenue Service, together with such recommenda-
tions as he may deem advisable.

SEC. 13357. PHONE NUMBER OF PERSON PROVIDING PAYEE STATEMENTS REQUIRED TO BE
SHOWN ON SUCH STATEMENT.

(a) GENERAL RuLe.—The following provisions are each amended by striking
“name and address” and inserting “name, address, and phone number of the infor-
mation contact”:

(1) Section 6041(d)(1).
(2) Section 6041A(e)(1).
(3) Section 6042(c)(1).
(4) Section 6044(e)(1).
(5) Section 6045(b)(1).
(6) Section 6049(c)(1)(A).
(7) Section 6050B(b)(1).
(8) Section 6050H(d)(1).
(9) Section 60501(e)(1).
(10) Section 6050J(e).
(11) Section 6050K(b)(1).
(12) Section 6050N(b)(1).

(b) EFFecTiVE DATE.—The amendments made by subsection (a) shall apply to
statements required to be furnished after December 31, 1996 (determined without
regard to any extension).

SEC. 13358. REQUIRED NOTICE OF CERTAIN PAYMENTS.

If any payment is received by the Secretary of the Treasury or his delegate from
any taxpayer and the Secretary cannot associate such payment with such taxpayer,
the Secretary shall make reasonable efforts to notify the taxpayer of such inability
within 60 days after the receipt of such payment.

SEC. 13359. UNAUTHORIZED ENTICEMENT OF INFORMATION DISCLOSURE.

(@) IN GENERAL.—Subchapter B of chapter 76 (relating to proceedings by tax-
payers and third parties), as amended by section 13316(a), is amended by redesig-
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nating section 7435 as section 7436 and by inserting after section 7434 the follow-
ing new section:

“SEC. 7435. CIVIL DAMAGES FOR UNAUTHORIZED ENTICEMENT OF INFORMATION DISCLO-
SURE.

“(a) IN GENERAL.—If any officer or employee of the United States intentionally
compromises the determination or collection of any tax due from an attorney, cer-
tified public accountant, or enrolled agent representing a taxpayer in exchange for
information conveyed by the taxpayer to the attorney, certified public accountant,
or enrolled agent for purposes of obtaining advice concerning the taxpayer's tax li-
ability, such taxpayer may bring a civil action for damages against the United
States in a district court of the United States. Such civil action shall be the exclu-
sive remedy for recovering damages resulting from such actions.

“(b) DamaGgEs.—In any action brought under subsection (a), upon a finding of
liability on the part of the defendant, the defendant shall be liable to the plaintiff
in an amount equal to the lesser of $500,000 or the sum of—

“(1) actual, direct economic damages sustained by the plaintiff as a proxi-
mate result of the information disclosure, and
“(2) the costs of the action.
Damages shall not include the taxpayer’s liability for any civil or criminal penalties,
or other losses attributable to incarceration or the imposition of other criminal sanc-
tions.

“(c) PAYMENT AuTHORITY.—Claims pursuant to this section shall be payable out
of funds appropriated under section 1304 of title 31, United States Code.

“(d) Periob FOR BRINGING AcTioN.—Notwithstanding any other provision of
law, an action to enforce liability created under this section may be brought without
regard to the amount in controversy and may be brought only within 2 years after
the date the actions creating such liability would have been discovered by exercise
of reasonable care.

“(e) MANDATORY STAY.—Upon a certification by the Commissioner or the Com-
missioner’s delegate that there is an ongoing investigation or prosecution of the tax-
payer, the district court before which an action under this section is pending, shall
stay all proceedings with respect to such action pending the conclusion of the in-
vestigation or prosecution.

“(f) CrRiME-FRAUD ExcepPTION.—Subsection (a) shall not apply to information
conveyed to an attorney, certified public accountant, or enrolled agent for the pur-
pose of perpetrating a fraud or crime.”

(b) CLericaAL AMENDMENT.—The table of sections for subchapter B of chapter
76, as amended by section 13316(b), is amended by striking the item relating to sec-
tion 7435 and by adding at the end the following new items:

“Sec. 7435. Civil damages for unauthorized enticement of information disclosure.
“Sec. 7436. Cross references.”

(c) EFFECTIVE DATE.—The amendments made by this section shall apply to ac-
tions after the date of the enactment of this Act.
SEC. 13360. ANNUAL REMINDERS TO TAXPAYERS WITH OUTSTANDING DELINQUENT AC-
COUNTS.

(a) IN GENERAL.—Chapter 77 (relating to miscellaneous provisions) is amended
by adding at the end the following new section:
“SEC. 7524. ANNUAL NOTICE OF TAX DELINQUENCY.

“Not less often than annually, the Secretary shall send a written notice to each
taxpayer who has a tax delinquent account of the amount of the tax delinquency
as of the date of the notice.”

(b) CLERICAL AMENDMENT.—The table of sections for chapter 77 is amended by
adding at the end the following new item:

“Sec. 7524. Annual notice of tax delinquency.”

(c) EFFecTive DATE.—The amendments made by this section shall apply to cal-
endar years after 1995.
SEC. 13361. 5-YEAR EXTENSION OF AUTHORITY FOR UNDERCOVER OPERATIONS.
(a) IN GENERAL.—Paragraph (3) of section 7601(c) of the Anti-Drug Abuse Act
of 1988 is amended by striking all that follows “this Act” and inserting a period.
(b) RESTORATION OF AUTHORITY FOR 5 YEARS.—Subsection (c) of section 7608 is
amended by adding at the end the following new paragraph:
“(6) APPLICATION OF SECTION.—The provisions of this subsection—
“(A) shall apply after November 17, 1988, and before January 1, 1990,
and
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“(B) shall apply after the date of the enactment of this paragraph and
before January 1, 2001.
All amounts expended pursuant to this subsection during the period described
in subparagraph (B) shall be recovered to the extent possible, and deposited in
the Treasury of the United States as miscellaneous receipts, before January 1,
2001.”
(c) ENHANCED OVERSIGHT.—

(1) ADDITIONAL INFORMATION REQUIRED IN REPORTS TO CONGRESS.—Sub-
paragraph (B) of section 7608(c)(4) is amended—

(A) by striking “preceding the period” in clause (ii),

(B) by striking “and” at the end of clause (ii), and

(C) by striking clause (iii) and inserting the following:

“(iii) the number, by programs, of undercover investigative oper-
ations closed in the 1-year period for which such report is submitted,
and

“(iv) the following information with respect to each undercover in-
vestigative operation pending as of the end of the 1-year period for
which such report is submitted or closed during such 1-year period—

“(1) the date the operation began and the date of the certifi-
cation referred to in the last sentence of paragraph (1),

“(I1) the total expenditures under the operation and the
amount and use of the proceeds from the operation,

“(111) a detailed description of the operation including the po-
tential violation being investigated and whether the operation is
being conducted under grand jury auspices, and

“(1V) the results of the operation including the results of crimi-
nal proceedings.”

(2) AUDITS REQUIRED WITHOUT REGARD TO AMOUNTS INVOLVED.—Subpara-
graph (C) of section 7608(c)(5) is amended to read as follows:

“(C) UNDERCOVER INVESTIGATIVE OPERATION.—The term ‘undercover in-
vestigative operation’ means any undercover investigative operation of the
Service; except that, for purposes of subparagraphs (A) and (C) of para-
graph (4), such term only includes an operation which is exempt from sec-
tion 3302 or 9102 of title 31, United States Code.”

(3) EFFeCTIVE DATE.—The amendments made by this subsection shall take
effect on the date of the enactment of this Act.

SEC. 13362. DISCLOSURE OF FORM 8300 INFORMATION ON CASH TRANSACTIONS.

(a) IN GENERAL.—Subsection (I) of section 6103 (relating to disclosure of returns
and return information for purposes other than tax administration) is amended by
adding at the end the following new paragraph:

“(15) DISCLOSURE OF RETURNS FILED UNDER SECTION 6050l.—The Secretary
may, upon written request, disclose to officers and employees of—
“(A) any Federal agency,
“(B) any agency of a State or local government, or
“(C) any agency of the government of a foreign country,

information contained on returns filed under section 60501. Any such disclosure

shall be made on the same basis, and subject to the same conditions, as apply

to disclosures of information on reports filed under section 5313 of title 31,

United States Code; except that no disclosure under this paragraph shall be

made for purposes of the administration of any tax law.”

(b) CONFORMING AMENDMENTS.—

(1) Subsection (i) of section 6103 is amended by striking paragraph (8).
(2) Subparagraph (A) of section 6103(p)(3) is amended—
(A) by striking “(7)(A)(ii), or (8)" and inserting “or (7)(A)(ii)”, and
(B) by striking “or (14)” and inserting “(14), or (15)".
(3) The material preceding subparagraph (A) of section 6103(p)(4) is amend-
ed—
(A) by striking “(5) or (8)" and |nsert|ng “or (5)",
(B) by striking * (|)(3)(B)(|) or (8)" and |nsertlng (|)(3)(B)(|), ,
(C) by striking “or (12)” and inserting “(12), or (15)".
(4) Clause (ii) of section 6103(p)(4)(F) is amended—
(A) by striking “(5), or (8)” and inserting “or (5)", and
(B) by striking “or (14)” and inserting “(14), or (15)".
(5) Paragraph (2) of section 7213(a) is amended by striking “or (12)” and

inserting “(12), or (15)".

(c) EFFecTivE DATE.—The amendments made by this section shall take effect
on the date of the enactment of this Act.
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SEC. 13363. DISCLOSURE OF RETURNS AND RETURN INFORMATION TO DESIGNEE OF TAX-
PAYER.
Subsection (c) of section 6103 (relating to disclosure of returns and return infor-
mation to designee of taxpayer) is amended by striking “written request for or con-
sent to such disclosure” and inserting “request for or consent to such disclosure”.

SEC. 13364. STUDY OF NETTING OF INTEREST ON OVERPAYMENTS AND LIABILITIES.

(a) IN GENERAL.—The Secretary of the Treasury or his delegate shall—

(1) conduct a study of the manner in which the Internal Revenue Service
has implemented the netting of interest on overpayments and underpayments
and of the policy and administrative implications of global netting, and

(2) before submitting the report of such study, hold a public hearing to re-
ceive comments on the matters included in such study.

(b) RerPorT.—The report of such study shall be submitted not later than 6
months after the date of the enactment of this Act to the Committee on Ways and
Means of the House of Representatives and the Committee on Finance of the Sen-
ate.

SEC. 13365. CREDIT FOR EXPENSES OF CERTAIN TCMP AUDITS.

(a) IN GENERAL.—Subchapter B of chapter 65 is amended by adding at the end
the following new section:

“SEC. 6428. CREDIT FOR EXPENSES OF 1994 TCMP AUDITS.

“(a) ALLowANCE oF CReDIT.—In the case of an individual, there shall be allowed
as a credit against the tax imposed by subtitle A an amount equal to the qualified
TCMP expenses paid or incurred by the taxpayer during the taxable year.

“(b) LimitaTiION.—The amount of the credit allowed by subsection (a) shall not
exceed $3,000 with respect to an audit.

“(c) QuALIFIED TCMP ExPENses.—For purposes of this section, the term ‘quali-
fied TCMP expenses’ means amounts which would (but for subsection (d)) be al-
lowed as a deduction under section 162 or 212(3) in connection with an audit under
the Taxpayer Compliance Measurement Program of the taxpayer’s return of tax im-
posed by chapter 1 for any taxable year beginning during 1994. Such term shall not
include any expense in connection with an audit of an estate, trust, partnership, or
S corporation.

“(d) DeNIAL oF DousLE BENEFIT.—No deduction shall be allowed under chapter
1 for any amount for which a credit is allowed under this section.

“(e) CrRepIT TREATED ASs SUBPART C CRrREDIT.—For purposes of this title, the
credit allowed under subsection (a) shall be treated as a credit allowed under sub-
part C of part IV of subchapter A of chapter 1.”

(b) TECHNICAL AMENDMENTS.—

(1) Paragraph (2) of section 1324(b) of title 31, United States Code, is
amended by inserting before the period “, or from section 6428 of such Code”.

(2) The table of sections for such subchapter B is amended by adding at the
end the following new item:

“Sec. 6428. Credit for expenses of 1994 TCMP audits.”

(d) EFFecTive DaTeE.—The amendments made by this section shall apply to
amounts paid or incurred after December 31, 1994, in taxable years ending after
such date.

SEC. 13366. EXPENSES OF DETECTION OF UNDERPAYMENTS AND FRAUD, ETC.

(@) IN GENERAL.—Section 7623 (relating to expenses of deduction and punish-
ment of frauds) is amended to read as follows:

“SEC. 7623. EXPENSES OF DETECTION OF UNDERPAYMENTS AND FRAUD, ETC.

“The Secretary, under regulations prescribed by the Secretary, is authorized to
pay such sums as he deem necessary for—
“(1) detecting underpayments of tax, and
“(2) detecting and bringing to trial and punishment persons guilty of violat-
ing the internal revenue laws or conniving at the same,
in cases where such expenses are not otherwise provided for by law. Any amount
payable under the preceding sentence shall be paid from the proceeds of amounts
(other than interest) collected by reason of the information provided, and any
amount so collected shall be available for such payments.”.
(b) CLErRICAL AMENDMENT.—The table of sections for subchapter B of chapter
78 is amended by striking the item relating to section 7623 and inserting the follow-
ing new item:
“Sec. 7623. Expenses of detection of underpayments and fraud, etc.”.
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(c) EFFecTiVE DATE.—The amendments made by this section shall take effect
on the date which is 6 months after the enactment of this Act.

(d) ReporT.—The Secretary of the Treasury or his delegate shall submit an an-
nual report to the Committee on Ways and Means of the House of Representatives
and the Committee on Finance of the Senate on the payments under section 7623
of the Internal Revenue Code of 1986 during the year and on the amounts collected
for which such payments were made.

Subtitle D—Additional Technical Corrections

SEC. 13401. REPORTING OF REAL ESTATE TRANSACTIONS.

(@) IN GENERAL.—Paragraph (3) of section 6045(e) (relating to prohibition of
separate charge for filing return) is amended by adding at the end the following new
sentence: “Nothing in this paragraph shall be construed to prohibit the real estate
reporting person from taking into account its cost of complying with such require-
ment in establishing its charge (other than a separate charge for complying with
such requirement) to any customer for performing services in the case of a real es-
tate transaction.”

(b) EFFeCTIVE DATE.—The amendment made by subsection (a) shall take effect
as iffincluded in section 1015(e)(2)(A) of the Technical and Miscellaneous Revenue
Act of 1988.

SEC. 13402. CLARIFICATION OF DENIAL OF DEDUCTION FOR STOCK REDEMPTION EXPENSES.

(@) IN GENERAL.—Paragraph (1) of section 162(k) is amended by striking “the
redemption of its stock” and inserting “the reacquisition of its stock or of the stock
of any related person (as defined in section 465(b)(3)(C))".

(b) CerTAIN DEDUCTIONS PERMITTED.—Subparagraph (A) of section 162(k)(2) is
amended by striking “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) deduction for amounts which are properly allocable to indebt-
edness and amortized over the term of such indebtedness, or”.

(c) CLErICAL AMENDMENT.—The subsection heading for subsection (k) of section
162 is amended by striking “REDEMPTION” and inserting “REACQUISITION".

(d) EFFECTIVE DATE.—

(1) IN GENERAL.—Except as provided in paragraph (2), the amendments
made by this section shall apply to amounts paid or incurred after September

13, 1995, in taxable years ending after such date.

(2) SussecTION (b).—The amendment made by subsection (b) shall take ef-
fect as if included in the amendment made by section 613 of the Tax Reform

Act of 1986.

SEC. 13403. CLARIFICATION OF DEPRECIATION CLASS FOR CERTAIN ENERGY PROPERTY.

(a) IN GENERAL.—Subparagraph (B) of section 168(e)(3) (relating to 5-year prop-
erty) is amended by adding at the end the following flush sentence:
“Nothing in any provision of law shall be construed to treat property as not
being described in clause (vi)(l) (or the corresponding provisions of prior
law) by reason of being public utility property (within the meaning of sec-
tion 48(a)(3)).”
(b) EFFeCTIVE DATE.—The amendment made by subsection (a) shall take effect
as if included in the amendments made by section 11813 of the Revenue Reconcili-
ation Act of 1990.

SEC. 13404. CLERICAL AMENDMENT TO SECTION 404.

(@) IN GENERAL.—Paragraph (1) of section 404(j) is amended by striking “(10)”
and inserting “(9)".

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall take effect
as if included in the amendments made by section 713(d)(4)(A) of the Deficit Reduc-
tion Act of 1984.

SEC. 13405. TREATMENT OF CERTAIN VETERANS' REEMPLOYMENT RIGHTS.

(@) IN GENERAL.—Section 414 is amended by adding at the end the following
new subsection:
“(u) SPECIAL RULES RELATING TO VETERANS' REEMPLOYMENT RIGHTS.—

“(1) TREATMENT OF CERTAIN CONTRIBUTIONS MADE PURSUANT TO VETERANS'
REEMPLOYMENT RIGHTS.—If any contribution is made by an employer or an em-
ployee under an individual account plan with respect to an employee, or by an
employee to a defined benefit pension plan that provides for employee contribu-
tions, and such contribution is required by reason of such employee's rights
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under chapter 43 of title 38, United States Code, resulting from qualified mili-
tary service, then—

“(A) such contribution shall not be subject to any otherwise applicable
limitation contained in section 402(g), 402(h), 403(b), 404(a), 404(h), 408,
415, or 457, and shall not be taken into account in applying such limita-
tions to other contributions or benefits under such plan or any other plan,
with respect to the year in which the contribution is made,

“(B) such contribution shall be subject to the limitations referred to in
subparagraph (A) with respect to the year to which the contribution relates
(in accordance with rules prescribed by the Secretary), and

“(C) such plan shall not be treated as failing to meet the requirements
of section 401(a)(4), 401(a)(26), 401(k)(3), 401(m), 403(b)(12), 408(k)(3).
408(k)(6), 410(b), or 416 by reason of the making of such contribution.

For purposes of the preceding sentence, any elective deferral or employee con-
tribution made under paragraph (2) shall be treated as required by reason of
the employee’s rights under such chapter.

“(2) REEMPLOYMENT RIGHTS WITH RESPECT TO ELECTIVE DEFERRALS.—

“(A) IN GENERAL.—For purposes of this subchapter and subchapter E,
if an employee is entitled to the benefits of chapter 43 of title 38, United
States Code, with respect to any plan which provides for elective deferrals,
the employer sponsoring the plan shall be treated as meeting the require-
ments of such chapter 43 with respect to such elective deferrals only if such
employer—

“(i) permits such employee to make additional elective deferrals
under such plan (in the amount determined under subparagraph (B) or
such lesser amount as is elected by the employee) during the period
which begins on the date of the reemployment of such employee with
such employer and has the same length as the lesser of—

“(1) the product of 3 and the period of qualified military service
which resulted in such rights, and
“(I1) 5 years, and

“(ii) makes a matching contribution with respect to any additional
elective deferral made pursuant to clause (i) which would have been re-
quired had such deferral actually been made during the period of such
qualified military service.

“(B) AMOUNT OF MAKEUP REQUIRED.—The amount determined under
this subparagraph with respect to any plan is the maximum amount of the
elective deferrals that the individual would have been permitted to make
under the plan in accordance with the limitations referred to in paragraph
(2)(A) during his period of qualified military service if he had continued to
be employed by the employer during such period and received compensation
as determined under paragraph (7). Proper adjustment shall be made to the
amount determined under the preceding sentence for any elective deferrals
actually made during the period of such qualified military service.

“(C) ELECTIVE DEFERRAL.—For purposes of this paragraph, the term
‘elective deferral’ has the meaning given such term by section 402(g)(3); ex-
cept that such term shall include any deferral of compensation under an eli-
gible deferred compensation plan (as defined in section 457(b)).

“(D) AFTER-TAX EMPLOYEE CONTRIBUTIONS.—References in subpara-
graphs (A) and (B) to elective deferrals shall be treated as including ref-
erences to other employee contributions.

“(3) CERTAIN RETROACTIVE ADJUSTMENTS NOT REQUIRED.—For purposes of
this subchapter and subchapter E, no provision of chapter 43 of title 38, United
States Code, shall be construed as requiring—

“(A) any crediting of earnings to an employee with respect to any con-
tribution before such contribution is actually made, or

“(B) any allocation of any forfeiture with respect to the period of quali-
fied military service.

“(4) LOAN REPAYMENT SUSPENSIONS PERMITTED.—If any plan suspends the
obligation to repay any loan made to an employee from such plan for any part
of any period during which such employee is performing qualified military serv-
ice, such suspension shall not be taken into account for purposes of section
72(p), 401(a), or 4975(d)(1).

“(5) QUALIFIED MILITARY SERVICE.—For purposes of this subsection, the
term ‘qualified military service’ means any service in the uniformed services (as
defined in chapter 43 of title 38, United States Code) by any individual if such
individual is entitled to reemployment rights under such chapter with respect
to such service.
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“(6) INDIVIDUAL ACCOUNT PLAN.—For purposes of this subsection, the term
‘individual account plan’ means any defined contribution plan, any tax-sheltered
annuity plan under section 403(b), and any eligible deferred compensation plan
(as defined in section 457(b)).

“(7) ComPENSATION.—For purposes of section 415(c)(3), an employee who is
in qualified military service shall be treated as receiving compensation from the
employer during such period of qualified military service equal to—

“(A) the compensation the employee would have received during such
period if the employee were not in qualified military service, determined
based on the rate of pay the employee would have received from the em-
ployer but for absence during the period of qualified military service, or

“(B) if the compensation of the employee was not based on a fixed rate,
the employee’s average compensation from the employer during the 12-
month period immediately preceding the qualified military service (or, if
shorter, the period of employment immediately preceding the qualified mili-
tary service).

“(8) REQUIREMENTS FOR QUALIFIED RETIREMENT PLAN.—For purposes of this
subchapter and subchapter E, an employer sponsoring a plan shall be treated
as meeting the requirements of chapter 43 of title 38, United States Code, only
if each of the following requirements is met:

“(A) An individual reemployed under such chapter is treated with re-
spect to such plan as not having incurred a break in service with the em-
ployer maintaining the plan by reason of such individual’'s period of quali-
fied military service.

“(B) Each period of qualified military service served by an individual
is, upon reemployment under such chapter, deemed with respect to such
plan to constitute service with the employer maintaining the plan for the
purpose of determining the nonforfeitability of the individual’'s accrued ben-
efits under such plan and for the purpose of determining the accrual of ben-
efits under such plan.

“(C) An individual reemployed under such chapter is entitled to accrued
benefits that are contingent on the making of, or derived from, employee
contributions or elective deferrals only to the extent the individual makes
payment to the plan with respect to such contributions or deferrals. No
such payment may exceed the amount the individual would have been per-
mitted or required to contribute had the individual remained continuously
employed by the employer throughout the period of qualified military serv-
ice. Any payment to such plan shall be made during the period beginning
with the date of reemployment and whose duration is 3 times the period
of the qualified military service (but not greater than 5 years).

“(9) REFERENCES.—For purposes of this section, any reference to chapter 43
of title 38, United States Code, shall be treated as a reference to such chapter
as in effect on December 12, 1994 (without regard to any subsequent amend-
ment).”

(b) EFFecTIVE DATE.—The amendments made by this section shall be effective
as of December 12, 1994.

Subtitle E—Tax Information Sharing

SEC. 13501. DISCLOSURE OF RETURN INFORMATION FOR ADMINISTRATION OF CERTAIN VET-
ERANS PROGRAMS.

(@) GENERAL RuLE.—Subparagraph (D) of section 6103(l)(7) (relating to disclo-
sure of return information to Federal, State, and local agencies administering cer-
tain programs) is amended by striking “Clause (viii) shall not apply after September
30, 1998.”

(b) EFFeCTIVE DATE.—The amendment made by subsection (a) shall take effect
on the date of the enactment of this Act.
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Subtitle F—Revenue Increases
PART I—PROVISIONS RELATING TO BUSINESSES

SEC. 13601. TAX TREATMENT OF CERTAIN EXTRAORDINARY DIVIDENDS.

(a) TREATMENT OF EXTRAORDINARY DIVIDENDS IN EXCcEss oF Basis.—Paragraph
(2) of section 1059(a) (relating to corporate shareholder’s basis in stock reduced by
nontaxed portion of extraordinary dividends) is amended to read as follows:

“(2) AMOUNTs IN EXCEss oF BAsis.—If the nontaxed portion of such divi-
dends exceeds such basis, such excess shall be treated as gain from the sale or
exchange of such stock for the taxable year in which the extraordinary dividend
is received.”

(b) TREATMENT OF REDEMPTIONS WHERE OPTIONS INvOLVED.—Paragraph (1) of
section 1059(e) (relating to treatment of partial liquidations and non-pro rata re-
demptions) is amended to read as follows:

“(1) TREATMENT OF PARTIAL LIQUIDATIONS AND CERTAIN REDEMPTIONS.—EX-
cept as otherwise provided in regulations—

“(A) REDEMPTIONS.—In the case of any redemption of stock—

“(i) which is part of a partial liquidation (within the meaning of
section 302(e)) of the redeeming corporation,

“(ii) which is not pro rata as to all shareholders, or

“(ii1) which would not have been treated (in whole or in part) as
a dividend if any options had not been taken into account under section
318(a)(4),

any amount treated as a dividend with respect to such redemption shall be

treated as an extraordinary dividend to which paragraphs (1) and (2) of

subsection (a) apply without regard to the period the taxpayer held such
stock. In the case of a redemption described in clause (iii), only the basis

in the stock redeemed shall be taken into account under subsection (a).

“(B) REORGANIZATIONS, ETC.—An exchange described in section

356(a)(1) which is treated as a dividend under section 356(a)(2) shall be

treated as a redemption of stock for purposes of applying subparagraph

(c) EFFECTIVE DATES.—

(1) IN GeNERAL.—The amendments made by this section shall apply to dis-
tributions after May 3, 1995.

(2) TransITION RULE.—The amendments made by this section shall not
apply to any distribution made pursuant to the terms of—

(A) a written binding contract in effect on May 3, 1995, and at all times
thereafter before such distribution, or
(B) a tender offer outstanding on May 3, 1995.

(3) CERTAIN DIVIDENDS NOT PURSUANT TO CERTAIN REDEMPTIONS.—In deter-
mining whether the amendment made by subsection (a) applies to any extraor-
dinary dividend other than a dividend treated as an extraordinary dividend
under section 1059(e)(1) of the Internal Revenue Code of 1986 (as amended by
this Act), paragraphs (1) and (2) shall be applied by substituting “September 13,
1995" for “May 3, 1995".

SEC. 13602. REGISTRATION OF CONFIDENTIAL CORPORATE TAX SHELTERS.

(@) IN GENERAL.—Section 6111 (relating to registration of tax shelters) is
amended by redesignating subsections (d) and (e) as subsections (e) and (f), respec-
tively, and by inserting after subsection (c) the following new subsection:

"(d) CERTAIN CONFIDENTIAL ARRANGEMENTS TREATED AS TAX SHELTERS.—

“(1) In GENERAL.—FoOr purposes of this section, the term ‘tax shelter’ in-
cludes any entity, plan, arrangement, or transaction—
“(A) a significant purpose of which is the avoidance or evasion of Fed-
eral income tax for a participant which is a corporation,
“(B) which is offered to any potential participant under conditions of
confidentiality, and
“(C) for which the tax shelter organizers may receive fees in excess of
$100,000 in the aggregate.
“(2) CONDITIONS OF CONFIDENTIALITY.—For purposes of paragraph (1)(C), an
offer is under conditions of confidentiality if—
“(A) the potential participant to whom the offer is made (or any other
person acting on behalf of such participant) has an understanding or agree-
ment with or for the benefit of any promoter of the tax shelter that such
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participant (or other person) will limit disclosure of the tax shelter or any

significant tax features of the tax shelter, or

“(B) any promoter of the tax shelter—

“(i) claims, knows, or has reason to know,

“(i1) knows or has reason to know that any other person (other than
the potential participant) claims, or

“(iii) causes another person to claim,

that the tax shelter (or any aspect thereof) is proprietary to any person

other than the potential participant or is otherwise protected from disclo-

sure to or use by others.

For purposes of this subsection, the term ‘promoter’ means any person who par-

ticipates in the organization, management, or sale of the tax shelter.

“(3) PERSONS OTHER THAN ORGANIZER REQUIRED TO REGISTER IN CERTAIN
CASES.—

“(A) IN GENERAL.—If—

“(i) the requirements of subsection (a) are not met with respect to
any tax shelter (as defined in paragraph (1)) by any tax shelter orga-
nizer, and

“(ii) no tax shelter organizer is a United States person,

then each United States person who discussed participation in such shelter

shall register such shelter under subsection (a).

“(B) ExcepTioN.—Subparagraph (A) shall not apply to a United States
person who discussed participation in a tax shelter if—

“(i) such person notified the promoter in writing (not later than the
close of the day on which such discussions began) that such person
would not participate in such shelter, and

“(ii) such person does not participate in such shelter.

“(4) OFFER TO PARTICIPATE TREATED AS OFFER FOR SALE.—For purposes of
subsections (a) and (b), an offer to participate in a tax shelter (as defined in
paragraph (1)) shall be treated as an offer for sale.”

(b) PENALTY.—Subsection (a) of section 6707 (relating to failure to furnish infor-
mation regarding tax shelters) is amended by adding at the end the following new
paragraph:

“(3) CONFIDENTIAL ARRANGEMENTS.—

“(A) IN GENERAL.—IN the case of a tax shelter (as defined in section
6111(d)), the penalty imposed under paragraph (1) shall be an amount
equal to the greater of—

“(i) 50 percent of the fees paid to any promoter of the tax shelter
with respect to offerings made before the date such shelter is registered
under section 6111, or

“(ii) $10,000.

Clause (i) shall be applied by substituting ‘75 percent’ for ‘50 percent’ in the

case of an intentional failure or act described in paragraph (1).

“(B) SPECIAL RULE FOR PARTICIPANTS REQUIRED TO REGISTER SHEL-
TER.—IN the case of a person required to register such a tax shelter by rea-
son of section 6111(d)(3)—

“(i) such person shall be required to pay the penalty under para-
graph (1) only if such person actually participated in such shelter,

“(it) the amount of such penalty shall be determined by taking into
account under subparagraph (A)(i) only the fees paid by such person,
and

“(iii) such penalty shall be in addition to the penalty imposed on
any other person for failing to register such shelter.”

(c) CONFORMING AMENDMENTS.—

(1) Paragraph (2) of section 6707(a) is amended by striking “The penalty”
and inserting “Except as provided in paragraph (3), the penalty”.

(2) Subparagraph (A) of section 6707(a)(1) is amended by striking “para-
graph (2)” and inserting “paragraph (2) or (3), as the case may be”.

(d) EFFECTIVE DATE.—

(1) IN GeNErRAL.—The amendments made by this section shall apply to any
tax shelter (as defined in section 6111(d) of the Internal Revenue Code of 1986,
as amended by this section) interests in which are offered to potential partici-
pants after the date of the enactment of this Act.

(2) DUE DATE FOR REGISTRATION.—The due date for registering any tax
shelter required to be registered by reason of the amendments made by this sec-
tion shall be not earlier than the close of a reasonable period after the Secretary
of the Treasury prescribes guidance with respect to meeting such requirements.
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SEC. 13603. DENIAL OF DEDUCTION FOR INTEREST ON LOANS WITH RESPECT TO COMPANY-
OWNED INSURANCE.
(a) IN GENERAL.—Paragraph (4) of section 264(a) is amended—

(1) by inserting “or endowment or annuity contract” after “life insurance
policies”, and

(2) by striking all that follows “carried on by the taxpayer” and inserting
a period.

(b) PHASEIN OF DisAaLLOWANCE.—Section 264 is amended by adding at the end
the following new subsection:

“(d) PHASEIN OF DiSALLOWANCE UNDER SUBSECTION (a)(4).—In the case of cal-
endar years after 1995 and before 2000—

“(1) IN GeNERAL.—The amount of interest paid or accrued during any period
in any such calendar year with respect to qualified indebtedness which is dis-
allowed by reason of the amendment made by section 13603(a) of the Revenue
Reconciliation Act of 1995 (determined without regard to this subsection) shall
not exceed the applicable percentage of such interest which is so disallowed.

“(2) QUALIFIED INDEBTEDNESS.—For purposes of paragraph (1), the term
‘qualified indebtedness’ means indebtedness incurred before September 18,
1995, with respect to a life insurance policy covering only the life of the individ-
ual who was insured under such policy on such date. Any increase on or after
such date in the amount of such indebtedness shall be treated as indebtedness
incurred after such date.

“(3) APPLICABLE PERCENTAGE.—For purposes of paragraph (1), the applica-
ble percentage shall be determined in accordance with the following table:

“In the case of periods The applicable
in calendar year: percentage is:
... 20 percent
.. 40 percent

60 percent
80 percent.”

(c) EFFecTIVE DATE.—

(1) IN GENERAL.—The amendments made by this section shall apply to in-
terest paid or accrued after December 31, 1995.

(2) ExcepTioN.—The amendments made by this section shall not apply to
contracts purchased on or before June 20, 1986.

(d) 4-YEAR SPREAD OF INCOME INCLUSION ON SURRENDER, ETc. oF CON-
TRACTS.—

(1) IN GENERAL.—InN the case of indebtedness with respect to any life insur-
ance policy described in paragraph (4) of section 264(a) of the Internal Revenue
Code of 1986, if—

(A) the interest paid or accrued after December 31, 1995, on such in-
debtedness is not allowed as a deduction under chapter 1 of such Code by
reason of such paragraph (4) (as amended by this section), and

(B) the entire amount of interest paid or accrued on or before such date
on such indebtedness was allowed as a deduction under such chapter 1,

then (in lieu of any other inclusion in gross income) the qualified amount with
respect to such policy shall be includible in gross income ratably over the 4 tax-
able years beginning with the taxable year such amount would (but for this
paragraph) be includible.

(2) QUALIFIED AMOUNT.—For purposes of paragraph (1), the term “qualified
amount” means, with respect to any policy, the amount received under such pol-

icy—
(A) on the complete surrender, redemption, or maturity of such policy
during 1996, or
(B) in full discharge during 1996 of the obligation under the policy
which is in the nature of a refund of the consideration paid for the policy,
but only to the extent such amount is includible in gross income for the taxable
year in which the event described in subparagraph (A) or (B) occurs.

(3) SPeEcIAL RULE.—A contract shall not be treated as failing to meet the
requirement of section 264(c)(1) of the Internal Revenue Code of 1986 solely by
reason of an occurrence described in subparagraph (A) or (B) of paragraph (2)
of this subsection.

SEC. 13604. TERMINATION OF SUSPENSE ACCOUNTS FOR FAMILY CORPORATIONS REQUIRED
TO USE ACCRUAL METHOD OF ACCOUNTING.

(a) IN GENERAL.—Subsection (i) of section 447 (relating to method of accounting
for corporations engaged in farming) is amended by adding at the end the following
new paragraph:

“(7) TERMINATION.—
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“(A) IN GENERAL.—NO suspense account may be established under this
subsection by any corporation required by this section to change its method
of accounting for any taxable year ending after September 13, 1995.

“(B) 20-YEAR PHASEOUT OF EXISTING SUSPENSE ACCOUNTS.—Each sus-
pense account under this subsection shall be reduced (but not below zero)
for each of the first 20 taxable years beginning after September 13, 1995,
by an amount equal to the applicable portion of such account. Any reduc-
tion in a suspense account under this paragraph shall be included in gross
income for the taxable year of the reduction. The amount of the reduction
required under this paragraph for any taxable year shall be reduced (but
not below zero) by the amount of any reduction required for such taxable
year under any other provision of this subsection.

“(C) APPLICABLE PORTION.—For purposes of subparagraph (B), the term
‘applicable portion’ means, for any taxable year, the amount which would
ratably reduce the amount in the account (after taking into account prior
reductions) to zero over the period consisting of such taxable year and the
remaining taxable years in such first 20 taxable years.”

(b) EFFeCTIVE DATE.—The amendment made by this section shall apply to tax-
able years ending after September 13, 1995.

SEC. 13605. TERMINATION OF PUERTO RICO AND POSSESSION TAX CREDIT.

(@) IN GENERAL.—Section 936 is amended by adding at the end the following
new subsection:
“(j) TERMINATION.—
“(1) IN GENERAL.—This section shall not apply to any taxable year begin-
ning after December 31, 1995.
“(2) EXCEPTION FOR EXISTING CLAIMANTS.—

“(A) IN GeNERAL.—Paragraph (1) shall be applied by substituting ‘2005’
for ‘1995’ in the case of an existing credit claimant.

“(B) EXCEPTION TERMINATES IF NEW LINE OF BUSINESS ADDED.—If, after
September 13, 1995, a corporation which would (but for this subparagraph)
be an existing credit claimant adds a substantial new line of business, such
corporation shall cease to be treated as an existing credit claimant as of the
close of the taxable year ending before the date of such addition.

“(C) EXISTING CREDIT CLAIMANT.—For purposes of this subsection, the
term ‘existing credit claimant’ means any corporation which satisfied the
conditions of both subparagraph (A) and subparagraph (B) of subsection
(a)(2) for at least 1 base period year for which such corporation elected the
application of this section.

“(3) LIMIT ON CREDIT OF EXISTING CLAIMANTS.—

“(A) IN ceNERAL.—InN the case of an existing credit claimant, the aggre-
gate amount of income taken into account under subsection (a)(1) for any
taxable year beginning after December 31, 1995 (hereinafter in this sub-
section referred to as the ‘current year’), shall not exceed the adjusted base
period income of such claimant.

“(B) COORDINATION WITH SUBSECTION (A)(4).—The amount of income de-
scribed in subsection (a)(1)(A) which is taken into account in applying sub-
section (a)(4) shall be such income as reduced under this paragraph. In de-
termining such reduction, any reduction under subparagraph (A) in the
amount which would otherwise be taken into account under subsection
(a)(1) shall be allocated between the income described in subparagraph (A)
thereof and the income described in subparagraph (B) thereof in proportion
to the respective amounts of such incomes.

“(4) ADJUSTED BASE PERIOD INCOME.—For purposes of paragraph (3)—

“(A) IN GENERAL.—The term ‘adjusted base period income’ means the
average of the inflation-adjusted possession incomes of the corporation for
each base period year.

“(B) INFLATION-ADJUSTED POSSESSION INCOME.—For purposes of sub-
paragraph (A), the inflation-adjusted possession income of any corporation
for any base period year shall be an amount equal to the possession income
of such corporation for such base period year multiplied by the inflation ad-
justment percentage for such base period year.

“(C) INFLATION ADJUSTMENT PERCENTAGE.—For purposes of subpara-
graph (B), the inflation adjustment percentage for any base period year
means, with respect to the current year, the percentage (if any) by which—

“(i) the CPI for last calendar year ending before the beginning of
the current year, exceeds
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“(ii) the CPI for last calendar year ending before the beginning of
the base period year.

For purposes of the preceding sentence, the CPI for any calendar year is

the CPI (as defined in section 1(f)(5)) for such year under section 1(f)(4).

“(D) INCREASE IN INFLATION ADJUSTMENT PERCENTAGE FOR GROWTH
DURING BASE YEARS.—The inflation adjustment percentage (determined
under subparagraph (C) without regard to this subparagraph) for each of
the 5 taxable years referred to in paragraph (5)(A) shall be increased by—

“(i) 5 percentage points in the case of a taxable year ending during
the 1-year period ending on September 12, 1995;

“(ii) 10.25 percentage points in the case of a taxable year ending
during the 1-year period ending on September 12, 1994;

“(iii) 15.76 percentage points in the case of a taxable year ending
during the 1-year period ending on September 12, 1993;

“(iv) 21.55 percentage points in the case of a taxable year ending
during the 1-year period ending on September 12, 1992; and

“(v) 27.63 percentage points in the case of a taxable year ending
during the 1-year period ending on September 12, 1991.

“(5) BAse PERIOD YEAR.—For purposes of this subsection—

“(A) IN GENERAL.—The term ‘base period year’ means each of 3 taxable
years which are among the 5 most recent taxable years of the corporation
ending before September 13, 1995, determined by disregarding—

“(i) one taxable year for which the corporation had the largest in-
flation-adjusted possession income, and

“(ii) one taxable year for which the corporation had the smallest in-
flation-adjusted possession income.

“(B) CORPORATIONS NOT HAVING SIGNIFICANT POSSESSION INCOME
THROUGHOUT 5-YEAR PERIOD.—

“(i) IN GeNERAL.—If a corporation does not have significant posses-
sion income for each of the most recent 5 taxable years ending before
September 13, 1995, then, in lieu of applying subparagraph (A), the
term ‘base period year' means only those taxable years (of such 5 tax-
able years) for which the corporation has significant possession income;
except that, if such corporation has significant possession income for 4
of such 5 taxable years, the rule of subparagraph (A)(ii) shall apply.

“(ii) SpeciAL RULE.—If there is no year (of such 5 taxable years) for
which a corporation has significant possession income—

“(1) the term ‘base period year' means the first taxable year
ending on or after September 13, 1995, but

“(11) the amount of possession income for such year which is
taken into account under paragraph (4) shall be the amount which
would be determined if such year were a short taxable year ending

on August 31, 1995.

“(iif) SIGNIFICANT POSSESSION INCOME.—For purposes of this sub-
paragraph, the term ‘significant possession income’ means possession
income which exceeds 2 percent of the possession income of the tax-
payer for the taxable year (of the period of 6 taxable years ending with
the first taxable year ending on or after September 13, 1995) having
the greatest possession income.

“(C) ELECTION TO USE ONE BASE PERIOD YEAR.—

“(i) IN GENERAL.—ALt the election of the taxpayer, the term ‘base
period year’ means only the last taxable year of the corporation ending
in calendar year 1992.

“(ii) ELECTION.—AN election under this subparagraph by any pos-
session corporation may be made only for the corporation’s first taxable
year beginning after December 31, 1995, for which it is a possession
corporation. The rules of subclauses (1) and (I11) of subsection
(a)(4)(B)(iii) shall apply to the election under this subparagraph.

“(D) AcQUISITIONS AND DIsPOsITIONS.—Rules similar to the rules of
subparagraphs (A) and (B) of section 41(f)(3) shall apply for purposes of this
subsection.

“(6) PossessioN INcOME.—For purposes of this subsection, the term ‘posses-
sion income’ means the sum of the income referred to in subsection (a)(1)(A) and
the income referred to in subsection (a)(1)(B). In no event shall possession in-
come be treated as being less than zero.

“(7) SHORT YEARs.—If the current year or a base period year is a short tax-
able year, the application of this subsection shall be made with such
annualizations as the Secretary shall prescribe.”
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(b) EFFECTIVE DATE.—The amendment made by this section shall apply to tax-
able years beginning after December 31, 1995.

SEC. 13606. DEPRECIATION UNDER INCOME FORECAST METHOD.

(a) GENERAL RuULE.—Section 167 (relating to depreciation) is amended by redes-
ignating subsection (g) as subsection (h) and by inserting after subsection (f) the fol-
lowing new subsection:

“(g) DEPRECIATION UNDER INCOME FORECAST METHOD.—

“(1) INn ceNeErRAL.—If the depreciation deduction allowable under this section
to any taxpayer with respect to any property is determined under the income
forecast method or any similar method—

“(A) in determining the amount of the depreciation deduction under
such method, the estimated income from the property shall include all esti-
mated income from use of the property,

“(B) the adjusted basis of the property shall only include amounts with
respect to which the requirements of section 461(h) are satisfied,

“(C) the depreciation deduction under such method for the 10th taxable
year beginning after the taxable year in which the property was placed in
service shall be equal to the adjusted basis of such property as of the begin-
ning of such 10th taxable year, and

“(D) such taxpayer shall pay (or be entitled to receive) interest com-
puted under the look-back method of paragraph (2) for any recomputation
year.

“(2) Look-BACK METHOD.—The interest computed under the look-back
method of this paragraph for any recomputation year shall be determined by—

“(A) first determining the depreciation deductions under this section
with respect to such property which would have been allowable for prior
taxable years if the determination of the amounts so allowable had been
made on the basis of the sum of the following (instead of the estimated in-
come with respect to such property)—

“(i) the actual income from such property for periods before the
close of the recomputation year, and

“(ii) an estimate of the future income with respect to such property
for periods after the recomputation year,

“(B) second, determining (solely for purposes of computing such inter-
est) the overpayment or underpayment of tax for each such prior taxable
year which would result solely from the application of subparagraph (A),
and

“(C) then using the adjusted overpayment rate (as defined in section
460(b)(7)), compounded daily, on the overpayment or underpayment deter-
mined under subparagraph (B).

For purposes of the preceding sentence, any cost incurred after the property is

placed in service (which is not treated as a separate property under paragraph

(5)) shall be taken into account by discounting (using the Federal mid-term rate

determined under section 1274(d) as of the time such cost is incurred) such cost

to its value as of the date the property is placed in service. The taxpayer may
elect with respect to any property to have the preceding sentence not apply to
such property.

“(3) EXCEPTION FROM LOOK-BACK METHOD.—Paragraph (1)(D) shall not
apply with respect to any property which, when placed in service by the tax-
payer, had a basis of $100,000 or less.

“(4) RECOMPUTATION YEAR.—For purposes of this subsection, except as pro-
vided in regulations, the term ‘recomputation year’ means, with respect to any
property, the third and the 10th taxable years beginning after the taxable year
in which the property was placed in service, unless the actual income from the
property for such third or 10th taxable year (as the case may be) and each prior
taxable year is within 10 percent of the estimated income from the property for
each such year which was taken into account under paragraph (1)(A).

“(5) SPECIAL RULES.—

“(A) CERTAIN COSTS TREATED AS SEPARATE PROPERTY.—For purposes of
this section, the following costs shall be treated as separate properties:

“(i) Any costs incurred with respect to any property after the 10th
taxable year beginning after the taxable year in which the property
was placed in service.

“(if) Any costs incurred after the property is placed in service and
before the close of such 10th taxable year if such costs are significant
and give rise to a significant increase in the income from the property
which was not included in the estimated income from the property.
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“(B) SYNDICATION INCOME FROM TELEVISION SERIES.—In the case of
property which is an episode in a television series, estimated income from
syndicating such series shall not be required to be taken into account under
this subsection before the earlier of—

“(i) the 4th taxable year beginning after the date the first episode
in such series is placed in service, or

“(ii) the earliest taxable year in which the taxpayer had a reason-
able expectation that there would be a future syndication of such se-
ries.

“(C) COLLECTION OF INTEREST.—For purposes of subtitle F (other than
sections 6654 and 6655), any interest required to be paid by the taxpayer
under paragraph (1) for any recomputation year shall be treated as an in-
crease in the tax imposed by this chapter for such year.

“(D) DETERMINATIONS.—For purposes of this subsection, determinations
of the amount of income from any property shall be determined in the same
manner as for purposes of applying the income forecast method; except that
any income from the disposition of such property shall be taken into ac-
count.

“(E) TREATMENT OF PASS-THRU ENTITIES.—Rules similar to the rules of
section 460(b)(4) shall apply for purposes of this subsection.”

(b) EFFECTIVE DATE.—

(1) IN GeNERAL.—The amendment made by subsection (a) shall apply to
property placed in service after September 13, 1995.

(2) BINDING cONTRACTS.—The amendment made by subsection (a) shall not
apply to any property produced or acquired by the taxpayer pursuant to a writ-
ten contract which was binding on September 13, 1995, and at all times there-
after before such production or acquisition.

SEC. 13607. TRANSFERS OF EXCESS PENSION ASSETS.

(@) IN GENERAL.—Section 420 (relating to transfers of excess pension assets to
retiree health accounts) is amended by adding at the end the following new sub-
section:

“(f) SIMILAR RULES To APPLY TO OTHER TRANSFERS OF EXCESs PLAN ASSETS.—

“(1) IN ceNerAL.—If there is a qualified unrestricted transfer of any excess
pension assets of a defined benefit plan (other than a multiemployer plan) to
an employer—

“(A) a trust which is part of such plan shall not be treated as failing
to meet the requirements of section 401(a) or any other provision of law
solely by reason of such transfer (or any other action authorized under this
section), and

“(B) such transfer shall not be treated as a prohibited transaction for
purposes of section 4975.

The gross income of the employer shall include the amount of any qualified

transfer made during the taxable year.

“(2) QUALIFIED UNRESTRICTED TRANSFER.—For purposes of this section—

“(A) IN GENERAL.—The term ‘qualified unrestricted transfer’ means a
transfer—

“(i) of excess pension assets of a defined benefit plan to the em-
ployer, and

“(if) with respect to which the requirements of subsection (c)(2)(A)
are met (determined by treating such transfer as a qualified transfer).

“(B) COORDINATION WITH TRANSFERS TO RETIREE HEALTH ACCOUNTS.—
Such term shall not include any qualified transfer (as defined in subsection

(b)).

“(C) ExpPirAaTION.—NoO transfer in any taxable year beginning after De-
cember 31, 2000, shall be treated as a qualified unrestricted transfer.
“(3) DEFINITION AND SPECIAL RULE.—For purposes of this subsection—

“(A) EXCESs PENSION ASSETS.—The term ‘excess pension assets’ has the
meaning given such term by subsection (e)(2); except that the amount
thereof shall be the lesser of—

“(i) the amount determined as of the most recent valuation date of
the plan preceding the transfer, or
“(ii) the amount determined as of January 1, 1995 (or, if January

1, 1995, is not a valuation date, the most recent prior valuation date).

“(B) COORDINATION WITH SECTION 412.—In the case of a qualified unre-
stricted transfer—

“(i) any assets transferred in a plan year on or before the valuation
date for such year (and any income allocable thereto) shall, for pur-
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poses of section 412, be treated as assets in the plan as of the valuation
date for such year, and
“(ii) the plan shall be treated as having a net experience loss under
section 412(b)(2)(B)(iv) in an amount equal to the amount of such trans-
fer and for which amortization charges begin for the first plan year
after the plan year in which such transfer occurs, except that such sec-
tion shall be applied to such amount by substituting ‘10 plan years’ for
‘5 plan years'.
“(C) TREATMENT OF TRANSFERS.—EXxcept for purposes of this section, a
qualified unrestricted transfer shall be treated as a qualified transfer to a
health benefits account.”
(b) REVERsION Tax.—Section 4980 (relating to tax on reversion of qualified plan
assets to employers) is amended by adding at the end the following new subsection:
“(e) SPecIAL RULES FOR QUALIFIED UNRESTRICTED TRANSFERS UNDER SECTION
420.—In the case of a qualified unrestricted transfer to which section 420(f) ap-
plies—
“(1) no tax shall be imposed by subsection (a) if such transfer occurs before
July 1, 1996,
“(2) subsection (a) shall be applied by substituting ‘6.5 percent’ for ‘20 per-
cent’ If such transfer occurs after June 30, 1996, and
“(3) subsection (d) shall not apply.”
(c) EFFecTivE DATE.—The amendments made by this section shall take effect
on January 1, 1995.

PART II—LEGAL REFORMS

SEC. 13611. REPEAL OF EXCLUSION FOR PUNITIVE DAMAGES AND FOR DAMAGES NOT AT-
TRIBUTABLE TO PHYSICAL INJURIES OR SICKNESS.

(@) IN GENERAL.—Paragraph (2) of section 104(a) (relating to compensation for
injuries or sickness) is amended to read as follows:

“(2) the amount of any damages (other than punitive damages) received
(whether by suit or agreement and whether as lump sums or as periodic pay-
ments) on account of personal physical injuries or physical sickness;".

(b) EmoTIONAL DisTRESS As SucH TREATED AS NOT PHYSICAL INJURY OR PHYs-
ICAL SICKNESS.—Section 104(a) is amended by striking the last sentence and insert-
ing the following new sentence: “For purposes of paragraph (2), emotional distress
shall not be treated as a physical injury or physical sickness. The preceding sen-
tence shall not apply to an amount of damages not in excess of the amount paid
for medical care (described in subparagraph (A) or (B) of section 213(d)(1)) attrib-
utable to emotional distress.”

(c) EFFeCTIVE DATE.—

(1) IN GENERAL.—EXxcept as provided in paragraph (2), the amendments
made by this section shall apply to amounts received after December 31, 1995,
in taxable years ending after such date.

(2) ExcepTioN.—The amendments made by this section shall not apply to
any amount received under a written binding agreement, court decree, or medi-
ation award in effect on (or issued on or before) September 13, 1995.

SEC. 13612. REPORTING OF CERTAIN PAYMENTS MADE TO ATTORNEYS.

(@) IN GENERAL.—Section 6045 (relating to returns of brokers) is amended by
adding at the end the following new subsection:

“(f) RETURN REQUIRED IN THE CASE OF PAYMENTS TO ATTORNEYS.—

“(1) IN GENERAL.—ANY person engaged in a trade or business and making
a payment (in the course of such trade or business) to which this subsection ap-
plies shall file a return under subsection (a) and a statement under subsection
(b) with respect to such payment.

“(2) APPLICATION OF SUBSECTION.—

“(A) IN GENERAL.—This subsection shall apply to any payment to an at-
torney in connection with legal services (whether or not such services are
performed for the payor).

“(B) ExcepTioN.—This subsection shall not apply to the portion of any
payment which is required to be reported under section 6041(a) (or would
be so required but for the dollar limitation contained therein) or section
6051.”

(b) REPORTING OF ATTORNEYS FEES PAYABLE TOo CORPORATIONS.—The regula-
tions providing an exception under section 6041 of the Internal Revenue Code of
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1986 for payments made to corporations shall not apply to payments of attorneys
fees.

(c) EFFecTIVE DATE.—The amendment made by subsection (a), and subsection

(b), shall apply to payments made after December 31, 1995.

PART IHI—TREATMENT OF INDIVIDUALS WHO LOSE
UNITED STATES CITIZENSHIP

SEC. 13616. REVISION OF INCOME, ESTATE, AND GIFT TAXES ON INDIVIDUALS WHO LOSE

UNITED STATES CITIZENSHIP.

(@) IN GENERAL.—Subsection (a) of section 877 is amended to read as follows:
“(a) TREATMENT OF EXPATRIATES.—

“(1) IN GENERAL.—Every nonresident alien individual who, within the 10-
year period immediately preceding the close of the taxable year, lost United
States citizenship, unless such loss did not have for 1 of its principal purposes
the avoidance of taxes under this subtitle or subtitle B, shall be taxable for such
taxable year in the manner provided in subsection (b) if the tax imposed pursu-
ant to such subsection exceeds the tax which, without regard to this section, is
imposed pursuant to section 871.

“(2) CERTAIN INDIVIDUALS TREATED AS HAVING TAX AVOIDANCE PURPOSE.—
For purposes of paragraph (1), an individual shall be treated as having a prin-
cipal purpose to avoid such taxes if—

“(A) the average annual net income tax (as defined in section 38(c)(1))
of such individual for the period of 5 taxable years ending before the date
of the loss of United States citizenship is greater than $100,000, or

“(B) the net worth of the individual as of such date is $500,000 or more.

In the case of the loss of United States citizenship in any calendar year after
1996, such $100,000 and $500,000 amounts shall be increased by an amount
equal to such dollar amount multiplied by the cost-of-living adjustment deter-
mined under section 1(f)(3) for such calendar year by substituting ‘1994’ for
1992 in subparagraph (B) thereof. Any increase under the preceding sentence
shall be rounded to the nearest multiple of $1,000.”

(b) EXCEPTIONS.—

(1) IN GENERAL.—Section 877 is amended by striking subsection (d), by re-
designating subsection (c) as subsection (d), and by inserting after subsection
(b) the following new subsection:

“(c) TAx AvoiDANCE NOT PRESUMED IN CERTAIN CASES.—

“(1) IN GENERAL.—Subsection (a)(2) shall not apply to an individual if—

“(A) such individual is described in a subparagraph of paragraph (2) of
this subsection, and

“(B) within the 1-year period beginning on the date of the loss of Unit-
ed States citizenship, such individual submits a ruling request for the Sec-
retary’s determination as to whether such loss has for 1 of its principal pur-
poses the avoidance of taxes under this subtitle or subtitle B.

“(2) INDIVIDUALS DESCRIBED.—

“(A) DuUAL cITizENSHIP, ETC.—AnN individual is described in this sub-
paragraph if—

“(i) the individual became at birth a citizen of the United States
and a citizen of another country and continues to be a citizen of such
other country, or

“(ii) the individual becomes (not later than the close of a reasonable
period after loss of United States citizenship) a citizen of the country
in which—

“(1) such individual was born,

“(11) if such individual is married, such individual’s spouse was
born, or

“(111) either of such individual’s parents were born.

“(B) LONG-TERM FOREIGN RESIDENTS.—An individual is described in this
subparagraph if, for each year in the 10-year period ending on the date of
loss of United States citizenship, the individual was present in the United
States for 30 days or less. The rule of section 7701(b)(3)(D)(ii) shall apply
for purposes of this subparagraph.

“(C) RENUNCIATION UPON REACHING AGE OF MAJORITY.—AnN individual
is described in this subparagraph if the individual’s loss of United States
citizenship occurs before such individual attains age 18%>.
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“(D) INDIVIDUALS SPECIFIED IN REGULATIONS.—AN individual is de-
scribed in this subparagraph if the individual is described in a category of
individuals prescribed by regulation by the Secretary.”

(2) TecHNicAL AMENDMENT.—Paragraph (1) of section 877(b) of such Code
is amended by striking “subsection (c)” and inserting “subsection (d)".

(¢) TREATMENT OF PROPERTY DISPOSED OF IN NONRECOGNITION TRANSACTIONS;
TREATMENT OF DISTRIBUTIONS FROM CERTAIN CONTROLLED FOREIGN CORPORA-
TIoNSs.—Subsection (d) of section 877, as redesignated by subsection (b), is amended
to read as follows:

“(d) SPECIAL RULES FOR SOURCE, ETC.—For purposes of subsection (b)—

“(1) Source RuLEs.—The following items of gross income shall be treated
as income from sources within the United States:

“(A) SALE oF PROPERTY.—Gains on the sale or exchange of property
(other than stock or debt obligations) located in the United States.

“(B) STock OR DEBT OBLIGATIONS.—Gains on the sale or exchange of
stock issued by a domestic corporation or debt obligations of United States
persons or of the United States, a State or political subdivision thereof, or
the District of Columbia.

“(C) INCOME OR GAIN DERIVED FROM CONTROLLED FOREIGN CORPORA-
TION.—Any income or gain derived from stock in a foreign corporation but
only—

“(i) if the individual losing United States citizenship owned (within
the meaning of section 958(a)), or is considered as owning (by applying
the ownership rules of section 958(b)), at any time during the 2-year
period ending on the date of the loss of United States citizenship, more
than 50 percent of—

“(1) the total combined voting power of all classes of stock enti-
tled to vote of such corporation, or
“(11) the total value of the stock of such corporation, and

“(ii) to the extent such income or gain does not exceed the earnings
and profits attributable to such stock which were earned or accumu-
lated before the loss of citizenship and during periods that the owner-
ship requirements of clause (i) are met.

“(2) GAIN RECOGNITION ON CERTAIN EXCHANGES.—

“(A) IN GeNERAL.—InN the case of any exchange of property to which this
paragraph applies, notwithstanding any other provision of this title, such
property shall be treated as sold for its fair market value on the date of
such exchange, and any gain shall be recognized for the taxable year which
includes such date.

“(B) EXCHANGES TO WHICH PARAGRAPH APPLIES.—This paragraph shall
{:}pply to any exchange during the 10-year period described in subsection (a)
I —

“(i) gain would not (but for this paragraph) be recognized on such
exchange in whole or in part for purposes of this subtitle,

“(ii) income derived from such property was from sources within
the United States (or, if no income was so derived, would have been
from such sources), and

“(iii) income derived from the property acquired in the exchange
would be from sources outside the United States.

“(C) ExcepTioN.—Subparagraph (A) shall not apply if the individual
enters into an agreement with the Secretary which specifies that any in-
come or gain derived from the property acquired in the exchange (or any
other property which has a basis determined in whole or part by reference
to such property) during such 10-year period shall be treated as from
sources within the United States. If the property transferred in the ex-
change is disposed of by the person acquiring such property, such agree-
ment shall terminate and any gain which was not recognized by reason of
such agreement shall be recognized as of the date of such disposition.

“(D) SECRETARY MAY EXTEND PERIOD.—TO0 the extent provided in regu-
lations prescribed by the Secretary, subparagraph (B) shall be applied by
substituting the 15-year period beginning 5 years before the loss of United
States citizenship for the 10-year period referred to therein.

“(E) SECRETARY MAY REQUIRE RECOGNITION OF GAIN IN CERTAIN
cAses.—To the extent provided in regulations prescribed by the Secretary—

“(i) the removal of appreciated tangible personal property from the
United States, and

“(ii) any other occurrence which (without recognition of gain) re-
sults in a change in the source of the income or gain from property
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from sources within the United States to sources outside the United
States,

shall be treated as an exchange to which this paragraph applies.

“(3) SUBSTANTIAL DIMINISHING OF RISKS OF OWNERSHIP.—For purposes of
determining whether this section applies to any gain on the sale or exchange
of any property, the running of the 10-year period described in subsection (a)
shall be suspended for any period during which the individual’s risk of loss with
respect to the property is substantially diminished by—

“(A) the holding of a put with respect to such property (or similar prop-
erty),
“(B) the holding by another person of a right to acquire the property,
or
“(C) a short sale or any other transaction.”
(d) CREDIT FOR FOREIGN TAXES IMPOSED ON UNITED STATES SOURCE INCOME.—

(1) Subsection (b) of section 877 is amended by adding at the end the follow-
ing new sentence: “The tax imposed solely by reason of this section shall be re-
duced (but not below zero) by the amount of any income, war profits, and excess
profits taxes (within the meaning of section 903) paid to any foreign country or
possession of the United States on any income of the taxpayer on which tax is
imposed solely by reason of this section.”

(2) Subsection (a) of section 877, as amended by subsection (a), is amended
by inserting “(after any reduction in such tax under the last sentence of such
subsection)” after “such subsection”.

(e) CoMPARABLE ESTATE AND GIFT TAX TREATMENT.—

(1) ESTATE TAX.—

ol (A) IN GENERAL.—Subsection (a) of section 2107 is amended to read as

ollows:

“(a) TREATMENT OF EXPATRIATES.—

“(1) RATE oF Tax.—A tax computed in accordance with the table contained
in section 2001 is hereby imposed on the transfer of the taxable estate, deter-
mined as provided in section 2106, of every decedent nonresident not a citizen
of the United States if, within the 10-year period ending with the date of death,
such decedent lost United States citizenship, unless such loss did not have for
1 of its principal purposes the avoidance of taxes under this subtitle or subtitle
A.

“(2) CERTAIN INDIVIDUALS TREATED AS HAVING TAX AVOIDANCE PURPOSE.—

“(A) IN GENERAL.—For purposes of paragraph (1), an individual shall
be treated as having a principal purpose to avoid such taxes if such individ-
ual is so treated under section 877(a)(2).

“(B) ExcepTioN.—Subparagraph (A) shall not apply to a decedent meet-
ing the requirements of section 877(c)(1).”

(B) CREDIT FOR FOREIGN DEATH TAXES.—Subsection (c) of section 2107
is amended by redesignating paragraph (2) as paragraph (3) and by insert-
ing after paragraph (1) the following new paragraph:

“(2) CREDIT FOR FOREIGN DEATH TAXES.—

“(A) IN GENERAL.—The tax imposed by subsection (a) shall be credited
with the amount of any estate, inheritance, legacy, or succession taxes actu-
ally paid to any foreign country in respect of any property which is included
in the gross estate solely by reason of subsection (b).

“(B) LimitaTioN OoN crReDIT.—The credit allowed by subparagraph (A)
for such taxes paid to a foreign country shall not exceed the lesser of—

“(i) the amount which bears the same ratio to the amount of such
taxes actually paid to such foreign country in respect of property in-
cluded in the gross estate as the value of the property included in the
gross estate solely by reason of subsection (b) bears to the value of all
property subjected to such taxes by such foreign country, or

“(ii) such property’s proportionate share of the excess of—

“(1) the tax imposed by subsection (a), over
“(11) the tax which would be imposed by section 2101 but for
this section.

“(C) PROPORTIONATE SHARE.—For purposes of subparagraph (B), a prop-
erty’s proportionate share is the percentage which the value of the property
which is included in the gross estate solely by reason of subsection (b) bears
to the total value of the gross estate.”

(C) EXPANSION OF INCLUSION IN GROSS ESTATE OF STOCK OF FOREIGN
CORPORATIONS.—Paragraph (2) of section 2107(b) is amended by striking
“more than 50 percent of” and all that follows and inserting “more than 50
percent of—
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“(A) the total combined voting power of all classes of stock entitled to
vote of such corporation, or

“(B) the total value of the stock of such corporation,”.

(2) GIFT TAX.—

(A) IN GeENERAL.—Paragraph (3) of section 2501(a) is amended to read
as follows:

“(3) EXCEPTION.—

“(A) CERTAIN INDIVIDUALS.—Paragraph (2) shall not apply in the case
of a donor who, within the 10-year period ending with the date of transfer,
lost United States citizenship, unless such loss did not have for 1 of its
principal purposes the avoidance of taxes under this subtitle or subtitle A.

“(B) CERTAIN INDIVIDUALS TREATED AS HAVING TAX AVOIDANCE PUR-
pose.—For purposes of subparagraph (A), an individual shall be treated as
having a principal purpose to avoid such taxes if such individual is so treat-
ed under section 877(a)(2).

“(C) EXCEPTION FOR CERTAIN INDIVIDUALS.—Subparagraph (B) shall not
apply to a decedent meeting the requirements of section 877(c)(1).

“(D) CREDIT FOR FOREIGN GIFT TAXES.—The tax imposed by this section
solely by reason of this paragraph shall be credited with the amount of any
gift tax actually paid to any foreign country in respect of any gift which is
taxable under this section solely by reason of this paragraph.”

(f) CoMPARABLE TREATMENT OF LAWFUL PERMANENT RESIDENTS WHO CEASE ToO
BE TAXED AS RESIDENTS.—

(1) INn GENERAL.—Section 877 is amended by redesignating subsection (e) as
subsection (f) and by inserting after subsection (d) the following new subsection:
“(e) CoMPARABLE TREATMENT OF LAWFUL PERMANENT RESIDENTS WHO CEASE

To BE TAXED AS RESIDENTS.—

“(1) INn GeNERAL.—ANY long-term resident of the United States who—

“(A) ceases to be a lawful permanent resident of the United States
(within the meaning of section 7701(b)(6)), or

“(B) commences to be treated as a resident of a foreign country under
the provisions of a tax treaty between the United States and the foreign
country and who does not waive the benefits of such treaty applicable to
residents of the foreign country,

shall be treated for purposes of this section and sections 2107, 2501, and 6039F
in the same manner as if such resident were a citizen of the United States who
lost United States citizenship on the date of such cessation or commencement.

“(2) LONG-TERM RESIDENT.—For purposes of this subsection, the term ‘long-
term resident’ means any individual (other than a citizen of the United States)
who is a lawful permanent resident of the United States in at least 8 taxable
years during the period of 15 taxable years ending with the taxable year during
which the event described in subparagraph (A) or (B) of paragraph (1) occurs.
For purposes of the preceding sentence, an individual shall not be treated as
a lawful permanent resident for any taxable year if such individual is treated
as a resident of a foreign country for the taxable year under the provisions of
a tax treaty between the United States and the foreign country and does not
waive the benefits of such treaty applicable to residents of the foreign country.

“(3) SPECIAL RULES.—

“(A) EXCEPTIONS NOT TO APPLY.—Subsection (c) shall not apply to an
individual who is treated as provided in paragraph (1).

“(B) STEP-UP IN BASsIS.—Solely for purposes of determining any tax im-
posed by reason of this subsection, property which was held by the long-
term resident on the date the individual first became a resident of the Unit-
ed States shall be treated as having a basis on such date of not less than
the fair market value of such property on such date. The preceding sentence
shall not apply if the individual elects not to have such sentence apply.
Such an election, once made, shall be irrevocable.

“(4) AUTHORITY TO EXEMPT INDIVIDUALS.—T his subsection shall not apply to
an individual who is described in a category of individuals prescribed by regula-
tion by the Secretary.

“(5) REcuLATIONS.—The Secretary shall prescribe such regulations as may
be appropriate to carry out this subsection, including regulations providing for
the application of this subsection in cases where an alien individual becomes
a resident of the United States during the 10-year period after being treated
as provided in paragraph (1).”

(2) CONFORMING AMENDMENTS.—
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(A) Section 2107 is amended by striking subsection (d), by redesignat-
ing subsection (e) as subsection (d), and by inserting after subsection (d) (as
so redesignated) the following new subsection:

“(e) CRoss REFERENCE.—

“For comparable treatment of long-term lawful permanent residents who ceased to be
taxed as residents, see section 877(e).”

(B) Paragraph (3) of section 2501(a) (as amended by subsection (e)) is
amended by adding at the end the following new subparagraph:
“(E) CROSS REFERENCE.—

“For comparable treatment of long-term lawful permanent residents who ceased to be
taxed as residents, see section 877(e).”

(9) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by this section shall apply to—

(A) individuals losing United States citizenship (within the meaning of
section 877 of the Internal Revenue Code of 1986) on or after February 6,
1995, and

(B) long-term residents of the United States with respect to whom an
event described in subparagraph (A) or (B) of section 877(e)(1) of such Code
occurs on or after June 13, 1995.

(2) SPECIAL RULE.—

(A) IN GENERAL.—InN the case of an individual who performed an act of
expatriation specified in paragraph (1), (2), (3), or (4) of section 349(a) of
the Immigration and Nationality Act (8 U.S.C. 1481(a)(1)—(4)) before Feb-
ruary 6, 1995, but who did not, on or before such date, furnish to the Unit-
ed States Department of State a signed statement of voluntary relinquish-
ment of United States nationality confirming the performance of such act,
ttr:e amendments made by this section shall apply to such individual except
that—

(i) the 10-year period described in section 877(a) of such Code shall
not expire before the end of the 10-year period beginning on the date
such statement is so furnished, and

(ii) the 1-year period referred to in section 877(c) of such Code, as
amended by this section, shall not expire before the date which is 1
year after the date of the enactment of this Act.

(B) ExcepTioN.—Subparagraph (A) shall not apply if the individual es-
tablishes to the satisfaction of the Secretary of the Treasury that such loss
of United States citizenship occurred before February 6, 1994.

SEC. 13617. INFORMATION ON INDIVIDUALS LOSING UNITED STATES CITIZENSHIP.

(a) IN GENERAL.—Subpart A of part 111 of subchapter A of chapter 61 is amend-
ed by Inserting after section 6039E the following new section:

“SEC. 6039F. INFORMATION ON INDIVIDUALS LOSING UNITED STATES CITIZENSHIP.

“(a) IN GENERAL.—Notwithstanding any other provision of law, any individual
who loses United States citizenship (within the meaning of section 877(a)) shall pro-
vide a statement which includes the information described in subsection (b). Such
statement shall be—

“(1) provided not later than the earliest date of any act referred to in sub-
section (c), and

“(2) provided to the person or court referred to in subsection (c) with respect
to such act.

“(b) INFORMATION To BE ProviDED.—Information required under subsection (a)
shall include—

“(1) the taxpayer's TIN,

“(2) the mailing address of such individual’'s principal foreign residence,

“(3) the foreign country in which such individual is residing,

“(4) the foreign country of which such individual is a citizen,

“(5) in the case of an individual having a net worth of at least the dollar
amount applicable under section 877(a)(2)(B), information detailing the assets
and liabilities of such individual, and

“(6) such other information as the Secretary may prescribe.

“(c) Acts DescrIBED.—For purposes of this section, the acts referred to in this
subsection are—

“(1) the individual's renunciation of his United States nationality before a
diplomatic or consular officer of the United States pursuant to paragraph (5) of
section 349(a) of the Immigration and Nationality Act (8 U.S.C. 1481(a)(5)),

“(2) the individual's furnishing to the United States Department of State
a signed statement of voluntary relinquishment of United States nationality
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confirming the performance of an act of expatriation specified in paragraph (1),

(2), (3), or (4) of section 349(a) of the Immigration and Nationality Act (8 U.S.C.

1481(a)(1)-(4)),

“(3) the issuance by the United States Department of State of a certificate
of loss of nationality to the individual, or

“(4) the cancellation by a court of the United States of a naturalized citi-
zen's certificate of naturalization.

“(d) PENALTY.—AnNy individual failing to provide a statement required under
subsection (a) shall be subject to a penalty for each year (of the 10-year period be-
ginning on the date of loss of United States citizenship) during any portion of which
such failure continues in an amount equal to the greater of—

“(1) 5 percent of the tax required to be paid under section 877 for the tax-
able year ending during such year, or

“(2) $1,000,

unltlass it is shown that such failure is due to reasonable cause and not to willful
neglect.

“(e) INFORMATION To BE PrRovIDED To SECRETARY.—Notwithstanding any other
provision of law—

“(1) any Federal agency or court which collects (or is required to collect) the
statement under subsection (a) shall provide to the Secretary—

“(A) a copy of any such statement, and
“(B) the name (and any other identifying information) of any individual

refusing to comply with the provisions of subsection (a),

“(2) the Secretary of State shall provide to the Secretary a copy of each cer-
tificate as to the loss of American nationality under section 358 of the Immigra-
tion and Nationality Act which is approved by the Secretary of State, and

“(3) the Federal agency primarily responsible for administering the immi-
gration laws shall provide to the Secretary the name of each lawful permanent
resident of the United States (within the meaning of section 7701(b)(6)) whose
status as such has been revoked or has been administratively or judicially de-
termined to have been abandoned.

Notwithstanding any other provision of law, not later than 30 days after the close
of each calendar quarter, the Secretary shall publish in the Federal Register the
name of each individual losing United States citizenship (within the meaning of sec-
tion 877(a)) with respect to whom the Secretary receives information under the pre-
ceding sentence during such quarter.

“(f) REPORTING BY LONG-TERM LAWFUL PERMANENT RESIDENTS WHO CEASE ToO
BE TAXED As ResSIDENTS.—In lieu of applying the last sentence of subsection (a), any
individual who is required to provide a statement under this section by reason of
section 877(e)(1) shall provide such statement with the return of tax imposed by
chapter 1 for the taxable year during which the event described in such section oc-
curs.

“(g) ExEmPTION.—The Secretary may by regulations exempt any class of individ-
uals from the requirements of this section if he determines that applying this sec-
tion to such individuals is not necessary to carry out the purposes of this section.”

(b) CLERICAL AMENDMENT.—The table of sections for such subpart A is amended
by inserting after the item relating to section 6039E the following new item:

“Sec. 6039F. Information on individuals losing United States citizenship.”

(c) EFFecTivE DATE.—The amendments made by this section shall apply to—
(1) individuals losing United States citizenship (within the meaning of sec-
tion 877 of the Internal Revenue Code of 1986) after the date of the enactment
of this Act, and
(2) long-term residents of the United States with respect to whom an event
described in subparagraph (A) or (B) of section 877(e)(1) of such Code occurs
after such date.

SEC. 13618. REPORT ON TAX COMPLIANCE BY UNITED STATES CITIZENS AND RESIDENTS LIV-
ING ABROAD.

Not later than 90 days after the date of the enactment of this Act, the Secretary
of the Treasury shall prepare and submit to the Committee on Ways and Means of
the House of Representatives and the Committee on Finance of the Senate a re-
port—

(1) describing the compliance with subtitle A of the Internal Revenue Code
of 1986 by citizens and lawful permanent residents of the United States (within
the meaning of section 7701(b)(6) of such Code) residing outside the United
States, and

(2) recommending measures to improve such compliance (including im-
proved coordination between executive branch agencies).
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PART IV—REFORMS RELATING TO ENERGY PROVISIONS

SEC. 13621. TERMINATION OF CREDIT FOR ELECTRICITY PRODUCED FROM CERTAIN RENEW-
ABLE RESOURCES.

(@) FAcILITIES MusT BE PLACED IN SERVICE BEFORE SEPTEMBER 14, 1995.—
Paragraph (3) of section 45(c) (defining qualified facility) is amended by striking
“July 1, 1999” and inserting “September 14, 1995".

(b) EFFECTIVE DATE.—

(1) IN GENERAL.—The amendment made by this section shall apply to tax-

able years ending after September 13, 1995.

(2) BINDING cONTRACTS.—The amendment made by this section shall not
apply to any facility—

(A) which is constructed or acquired by the taxpayer pursuant to a
written contract which was binding on September 13, 1995, and at all times
thereafter before such construction or acquisition, and

(B) which is placed in service before September 14, 1996.

SEC. 13622. REDUCTION OF INCENTIVES FOR ALCOHOL FUELS.

(a) DENIAL OF CREDIT FOR ALcoHoL Useb To Probuce ETHER.—Subsection (b)
of section 40 is amended by adding at the end the following new paragraph:

“(6) DENIAL OF CREDIT FOR ALCOHOL USED TO PRODUCE ETHER.—NO credit
shall be allowed under this section for alcohol used to produce any ether.”

(b) LimiTATION ON ALcoHOL ELIGIBLE FOR CREDIT FOR ALCOHOL USED As
FUEL—

(1) IN GENERAL.—Subparagraph (A) of section 40(d)(1) (defining alcohol) is
amended by striking “or” at the end of clause (i), by striking the period at the
end of clause (ii) and inserting “, or”, and by adding at the end the following
new clause:

“(iii) alcohol produced by a still (or other distilling apparatus)

placed in service after September 13, 1995.”

(2) FUTURE CREDIT LIMITED TO AVERAGE HISTORICAL PRODUCTION.—Section
40 is amended by adding at the end the following new subsection:

“(i) EXPANDED PRODUCTION INELIGIBLE FOR CREDIT.—

“(1) INn GeNERAL.—Subsection (a) shall apply to alcohol produced after De-
cember 31, 1995, only if the alcohol is designated under this subsection by a
producer who is registered under section 4101.

“(2) DESIGNATION BASED ON HISTORICAL PRODUCTION.—The amount of alco-
hol produced by a producer during any calendar year which may be designated
under this subsection by any producer other than an eligible small ethanol pro-
ducer is the amount equal to the average annual amount of alcohol (as defined
in subsection (d)(1)(A) without regard to clause (iii))—

“(A) which was produced by such producer (other than casual off-farm
production) during the 3-year period ending on August 31, 1995, and

“(B) which was sold or used by such producer for any purpose described
in clause (i) of subsection (b)(4)(B).

For purposes of the preceding sentence, a rule similar to the rule of subsection
(b)(4)(D) shall apply.

“(3) PRODUCTION FOR LESS THAN ENTIRE BASE PERIOD.—

“(A) IN ceNErRAL.—If alcohol is produced by a producer for less than the
entire 3-year period referred to in paragraph (2)(A), the average referred to
in paragraph (2) shall be treated as being equal to 50 percent of the annual
productive capacity of such producer as of September 13, 1995.

“(B) PRODUCER MAY ESTABLISH HIGHER AVERAGE PRODUCTION.—In the
case of a producer who produced alcohol during at least the last 3 months
of such 3-year period, subparagraph (A) shall be applied by substituting for
‘60 percent’ the percentage established by such producer to the satisfaction
of the Secretary as the percentage which such producer’s normal alcohol
production is of its productive capacity.

“(4) AcQuISITIONS AND DIsPosITIONS.—Rules similar to the rules of subpara-
graphs (A) and (B) of section 41(f)(3) shall apply for purposes of this subsection.”

(3) ConFORMING AMENDMENT.—Paragraph (1) of section 40(g) is amended
by striking “clauses (i) and (ii)” and inserting “clauses (i), (ii), and (iii)".

(c) REDUCTION OF CREDIT FOR ETHANOL BY REASON OF CARBON DiOXIDE By-
PRODUCT BENEFIT.—Subsection (h) of section 40 is amended—

(1) by striking “54 cents” each place it appears and inserting “51 cents”, and

(2) by striking “40 cents” each place it appears and inserting “38.25 cents”.
(d) CoNFORMING REDUCTIONS OF OTHER INCENTIVES FOR ETHANOL FUEL.—
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(1) REPEAL OF REDUCED RATE ON ETHANOL FUEL PRODUCED OTHER THAN
FROM PETROLEUM OR NATURAL GAS.—Subsection (b) of section 4041 is amended
to read as follows:

“(b) EXEMPTION FOR OFF-HIGHWAY BuUsINESs UsE.—

“(1) In ceNErRaL.—No tax shall be imposed by subsection (a) or (d)(1) on lig-
uids sold for use or used in an off-highway business use.

“(2) Tax wHERE OTHER USE.—If a liquid on which no tax was imposed by
reason of paragraph (1) is used otherwise than in an off-highway business use,
a tax shall be imposed by paragraph (1)(B), (2)(B), or (3)(A)(ii) of subsection (a)
(whichever is appropriate) and by the corresponding provision of subsection
(d)(1) (if any). _ _

“(3) OFF-HIGHWAY BUSINESS USE DEFINED.—For purposes of this subsection,
the term ‘off-highway business use’ has the meaning given to such term by sec-
tion 6421(e)(2); except that such term shall not, for purposes of subsection (a)(1),
include use in a diesel-powered train.”

(2) REPEAL OF REDUCED RATE ON ETHANOL FUEL PRODUCED FROM NATURAL
GAs.—Subsection (m) of section 4041 is amended—

(A) by striking “or ethanol” each place it appears (including the heading
of paragraph (2)), and

(B) by striking *“, ethanol, or other alcohol” in paragraph (2) and insert-
ing “or other alcohol (other than ethanol)”.

(e) CONFORMING AMENDMENTS TO EXCISE TAXES; FUEL ALCOHOL TAXED IN
SAME MANNER AS OTHER MOTOR FUELS.—

(1) IN ceENERAL.—Paragraph (1) of section 4083(a) (defining taxable fuel) is
amended by striking “and” at the end of subparagraph (A), by striking the pe-
riod at the end of subparagraph (B) and inserting “, and”, and by adding at the
end the following:

“(C) fuel alcohol.”

(2) FUEL ALcoHoL.—Subsection (a) of section 4083 is amended by adding
at the end the following new paragraph:

“(4) FUEL ALcoHoL.—The term ‘fuel alcohol’ means any alcohol (including
ethanol and methanol)—

“(A) which is produced other than from petroleum, natural gas, or coal
(including peat), and

“(B) which is withdrawn from the distillery where produced free of tax
under chapter 51 by reason of section 5181 or so much of section 5214(a)(1)
as relates to fuel use.

Such term shall not include alcohol designated under section 40(i).”

(3) RATE oF Tax.—Clause (i) of section 4081(a)(2)(A) is amended by insert-
ing “or fuel alcohol” after “gasoline”.

(4) SPECIAL RULES FOR IMPOSITION OF TAX.—

(A) Paragraph (1) of section 4081(a) is amended by adding at the end
the following new subparagraph:

“(C) SPECIAL RULES FOR FUEL ALcoHoL.—In the case of fuel alcohol—

“(i) the distillery where produced shall be treated as a refinery, and

“(i1) subparagraph (B) shall be applied by including transfers by
truck or rail in excess of such minimum quantities as the Secretary
shall prescribe.”

(B) Paragraph (1) of section 4081(b) is amended by inserting “(other
than fuel alcohol designated under section 40(i))" after “taxable fuel”.

(5) REPEAL OF REDUCED RATES ON ALCOHOL FUELS.—

(A) Section 4041 is amended by striking subsection (k).

(B) Section 4081 is amended by striking subsection (c).

(C) Section 4091 is amended by striking subsection (c).

(6) CONFORMING AMENDMENTS.—

(A) Subsection (c) of section 40 is amended by striking all that follows
“application of” and inserting “the last sentence of section 4083(a)(4)".

(B) Paragraph (4) of section 40(d) is amended to read as follows:

“(4) VoLuMmE oF ALcoHoL.—For purposes of determining under subsection
(a) the number of gallons of alcohol with respect to which a credit is allowable
under subsection (a), the volume of alcohol shall include the volume of any de-
naturant (including gasoline) which is added under any formulas approved by
the Secretary to the extent that such denaturants do not exceed 5 percent of
the volume of such alcohol (including denaturants).”

(C) Paragraph (2) of section 4041(a) is amended by adding at the end
the following: “No tax shall be imposed by this paragraph on the sale or
use of any liquid if tax was imposed on such liquid under section 4081 and
the tax thereon was not credited or refunded.”
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(D) Section 6427 is amended by striking subsection (f).

(E) Subsection (i) of section 6427 is amended by striking paragraph (3).

(F) Paragraph (2) of section 6427(k) is amended by striking “(3)".

(G)(i) Paragraph (1) of section 6427(l) is amended by striking “or” at the
end of subparagraph (A), by redesignating subparagraph (B) as subpara-
graph (C), and by inserting after subparagraph (A) the following new sub-
paragraph:

“(B) any fuel alcohol (as defined in section 4083) on which tax has been
imposed by section 4081, or”.

(ii) Paragraph (2) of section 6427(1) is amended by striking “and” at the
end of subparagraph (A), by redesignating subparagraph (B) as subpara-
graph (C), and by inserting after subparagraph (A) the following new sub-
paragraph:

“(B) in the case of fuel alcohol (as so defined), any use which is exempt
from the tax imposed by section 4041(a)(2) other than by reason of a prior
imposition of tax, and”.

(iii) The heading of subsection (I) of section 6427 is amended by insert-
ing “, FUEL ALcoHoL,” after “DieseL FUEL".

(H) Sections 9503(b)(1)(E) and 9508(b)(2) are each amended by striking
“and kerosene” and inserting “kerosene, and fuel alcohol”.

(1) Section 9502 is amended by striking subsection (e) and by redesig-
nating subsection (f) as subsection (e).

(J) Subsection (e) of section 9502 (as redesignated by subparagraph (1))
is amended by striking paragraph (2) and by redesignating paragraph (3)
as paragraph (2).

(K) Subsection (b) of section 9503 is amended by striking paragraph (5).

(L) Paragraph (3) of section 9503(f) is amended to read as follows:

“(3) PARTIALLY EXEMPT METHANOL OR ETHANOL FUEL.—In the case of a rate
of tax determined under section 4041(m), the Highway Trust Fund financing
rate is the excess (if any) of the rate so determined over—

“(A) 5.55 cents per gallon after September 30, 1993, and before October
1, 1995, and

“(B) 4.3 cents per gallon after September 30, 1995.”

f) INCREASE IN SMALL ETHANOL PRODUCER CREDIT.—Subparagraph (A) of sec-
tion 40(b)(4) is amended by striking “10 cents” and inserting “13 cents”.
(9) EFFECTIVE DATE.—

(1) AMENDMENTS RELATING TO CREDIT.—The amendments made by sub-
sections (a), (b), (c), and (f) shall apply to alcohol produced after December 31,
1995, in taxable years ending after such date.

(2) AMENDMENTS RELATING TO EXCISE TAXES.—The amendments made by
subsections (d) and (e) shall take effect on January 1, 1996.

(3) STILLS PLACED IN SERVICE PURSUANT TO BINDING CONTRACTS.—For pur-
poses of subsections (d)(1)(A)(iii) and (i)(3)(A) of section 40 of the Internal Reve-
nue Code of 1986, as amended by this section, a still (or other distilling appara-
tus) shall be treated as placed in service before September 14, 1995, if such still
(or other apparatus)—

(A) is constructed or acquired by the taxpayer pursuant to a written
contract which was binding on September 13, 1995, and at all times there-
after before such construction or acquisition, and

(B) is placed in service before September 14, 1996.

(h) FLoOR SToCK TAXES.—

(1) ImPosiTION OF TAX.—In the case of fuel alcohol which is held on January
1, 1996, by any person, there is hereby imposed a floor stocks tax of 18.4 cents
per gallon.

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

(A) LiaBILITY FOR TAX.—A person holding fuel alcohol on January 1,
1996, to which the tax imposed by paragraph (1) applies shall be liable for
such tax.

(B) MeTHOD OF PAYMENT.—The tax imposed by paragraph (1) shall be
paid in such manner as the Secretary shall prescribe.

(C) TiIME FOrR PAYMENT.—The tax imposed by paragraph (1) shall be
paid on or before June 30, 1996.

(3) DeFINITIONS.—FoOr purposes of this subsection—

(A) FUEL ALcoHoL.—The term “fuel alcohol” has the meaning given
such term by section 4083 of the Internal Revenue Code of 1986, as amend-
ed by this section.
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(B) HELD BY A PERsoN.—Fuel alcohol shall be considered as “held by
a person” if title thereto has passed to such person (whether or not delivery
to the person has been made).

(C) SECRETARY.—The term “Secretary” means the Secretary of the
Treasury or his delegate.

(4) ExCEPTION FOR EXEMPT USES.—The tax imposed by paragraph (1) shall
not apply to fuel alcohol held by any person exclusively for any use to the extent
a credit or refund of the tax imposed by section 4081 of the Internal Revenue
Code of 1986 is allowable for such use.

(5) EXCEPTION FOR FUEL HELD IN VEHICLE TANK.—No tax shall be imposed
by paragraph (1) on fuel alcohol held in the tank of a motor vehicle or motor-
boat.

(6) EXCEPTION FOR CERTAIN AMOUNTS OF FUEL.—

(A) IN ceNERAL.—NO tax shall be imposed by paragraph (1) on fuel al-
cohol held on January 1, 1996, by any person if the aggregate amount of
fuel alcohol held by such person on such date does not exceed 2,000 gallons.
The preceding sentence shall apply only if such person submits to the Sec-
retary (at the time and in the manner required by the Secretary) such in-
formation as the Secretary shall require for purposes of this paragraph.

(B) ExempT FUEL.—For purposes of subparagraph (A), there shall not
be taken into account fuel held by any person which is exempt from the tax
imposed by paragraph (1) by reason of paragraph (4) or (5).

(C) CoNTROLLED GRoupPs.—For purposes of this paragraph—

(i) CORPORATIONS.—

(1) IN GENERAL.—AIIl persons treated as a controlled group
shall be treated as 1 person.

(1) ConTROLLED GROUP.—The term “controlled group” has the
meaning given to such term by subsection (a) of section 1563 of

such Code; except that for such purposes the phrase “more than 50

percent” shall be substituted for the phrase “at least 80 percent”

each place it appears in such subsection.

(if) NONINCORPORATED PERSONS UNDER COMMON CONTROL.—Under
regulations prescribed by the Secretary, principles similar to the prin-
ciples of clause (i) shall apply to a group of persons under common con-
trol where 1 or more of such persons is not a corporation.

(7) OTHER LAws appPLICABLE.—AIl provisions of law, including penalties, ap-
plicable with respect to the taxes imposed by section 4081 of such Code shall,
insofar as applicable and not inconsistent with the provisions of this subsection,
apply with respect to the floor stock taxes imposed by paragraph (1) to the same
extent as if such taxes were imposed by such section 4081.

SEC. 13623. EXCLUSION FOR ENERGY CONSERVATION SUBSIDIES LIMITED TO SUBSIDIES
WITH RESPECT TO DWELLING UNITS.

(a) IN GENERAL.—Paragraph (1) of section 136(c) (defining energy conservation
measure) is amended by striking “energy demand—" and all that follows and insert-
ing “energy demand with respect to a dwelling unit.”

(b) CONFORMING AMENDMENTS.—

(1) Subsection (a) of section 136 is amended to read as follows:

“(a) ExcrLusioN.—Gross income shall not include the value of any subsidy pro-
vided (directly or indirectly) by a public utility to a customer for the purchase or
installation of any energy conservation measure.”

(2) Paragraph (2) of section 136(c) is amended—

(A) by striking subparagraph (A) and by redesignating subparagraphs
(B) and (C) as subparagraphs (A) and (B), respectively, and

(B) by striking “AND sPECIAL RULES” in the paragraph heading.

(c) EFFecTive DATE.—The amendments made by this section shall apply to
amounts received after September 13, 1995, unless received pursuant to a written
binding contract in effect on September 13, 1995, and at all times thereafter.

PART V—REFORMS RELATING TO NONRECOGNITION
PROVISIONS

SEC. 13626. BASIS ADJUSTMENT TO PROPERTY HELD BY CORPORATION WHERE STOCK IN
CORPORATION 1S REPLACEMENT PROPERTY UNDER INVOLUNTARY CONVERSION
RULES.
(@) IN GENERAL.—Subsection (b) of section 1033 is amended to read as follows:
“(b) BAsis oF PROPERTY ACQUIRED THROUGH INVOLUNTARY CONVERSION.—
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“(1) CONVERSIONS DESCRIBED IN SUBSECTION (a)(1).—If the property was ac-
quired as the result of a compulsory or involuntary conversion described in sub-
section (a)(1), the basis shall be the same as in the case of the property so con-
verted—

“(A) decreased in the amount of any money received by the taxpayer
which was not expended in accordance with the provisions of law (applica-
ble to the year in which such conversion was made) determining the taxable
status of the gain or loss upon such conversion, and

“(B) increased in the amount of gain or decreased in the amount of loss
to the taxpayer recognized upon such conversion under the law applicable
to the year in which such conversion was made.

“(2) CONVERSIONS DESCRIBED IN SUBSECTION (@)(2).—In the case of property
purchased by the taxpayer in a transaction described in subsection (a)(2) which
resulted in the nonrecognition of any part of the gain realized as the result of
a compulsory or involuntary conversion, the basis shall be the cost of such prop-
erty decreased in the amount of the gain not so recognized; and if the property
purchased consists of more than 1 piece of property, the basis determined under
this sentence shall be allocated to the purchased properties in proportion to
their respective costs.

“(3) PROPERTY HELD BY CORPORATION THE STOCK OF WHICH IS REPLACEMENT
PROPERTY.—

“(A) IN GENERAL.—If the basis of stock in a corporation is decreased
under paragraph (2), an amount equal to such decrease shall also be ap-
plied to reduce the basis of property held by the corporation at the time the
taxpayer acquired control (as defined in subsection (a)(2)(E)) of such cor-
poration.

“(B) LimitaTioN.—Subparagraph (A) shall not apply to the extent that
it would (but for this subparagraph) require a reduction in the aggregate
adjusted bases of the property of the corporation below the taxpayer’s ad-
justed basis of the stock in the corporation (determined immediately after
such basis is decreased under paragraph (2)).

“(C) ALLOCATION OF BASIS REDUCTION.—The decrease required under
subparagraph (A) shall be allocated—

“(i) first to property which is similar or related in service or use
to the converted property,

“(if) second to depreciable property (as defined in section
1017(b)(3)(B)) not described in clause (i), and

“(i1i) then to other property.

“(D) SPECIAL RULES.—

“(i) REDUCTION NOT TO EXCEED ADJUSTED BASIS OF PROPERTY.—NO
reduction in the basis of any property under this paragraph shall ex-
ceed the adjusted basis of such property (determined without regard to
such reduction).

“(ii) ALLOCATION OF REDUCTION AMONG PROPERTIES.—If more than
1 property is described in a clause of subparagraph (C), the reduction
under this paragraph shall be allocated among such property in propor-
tion to the adjusted bases of such property (determined without regard
to such reduction).”

(b) EFFecTIVE DATE.—The amendment made by this section shall apply to in-
voluntary conversions occurring after September 13, 1995.

SEC. 13627. EXPANSION OF REQUIREMENT THAT INVOLUNTARILY CONVERTED PROPERTY BE
REPLACED WITH PROPERTY ACQUIRED FROM AN UNRELATED PERSON.
(a) IN GENERAL.—Subsection (i) of section 1033 is amended to read as follows:
“(1) REPLACEMENT PROPERTY MusT BE ACQUIRED FROM UNRELATED PERSON IN
CERTAIN CASES.—

“(1) IN GeNERAL.—If the property which is involuntarily converted is held
by a taxpayer to which this subsection applies, subsection (a) shall not apply
if the replacement property or stock is acquired from a related person. The pre-
ceding sentence shall not apply to the extent that the related person acquired
the replacement property or stock from an unrelated person during the period
applicable under subsection (a)(2)(B).

“(2) TAXPAYERS TO WHICH SUBSECTION APPLIES.—This subsection shall apply
to—

“(A) a C corporation,
“(B) a partnership in which 1 or more C corporations own, directly or

indirectly (determined in accordance with section 707(b)(3)), more than 50
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percent of the capital interest, or profits interest, in such partnership at the
time of the involuntary conversion, and
“(C) any other taxpayer if, with respect to property which is involuntar-
ily converted during the taxable year, the aggregate of the amount of real-
ized gain on such property on which there is realized gain exceeds
$100,000.
In the case of a partnership, subparagraph (C) shall apply with respect to the
partnership and with respect to each partner. A similar rule shall apply in the
case of an S corporation and its shareholders.

“(3) RELATED PERSON.—For purposes of this subsection, a person is related
to another person if the person bears a relationship to the other person de-
scribed in section 267(b) or 707(b)(1).”

(b) EFFecTIVE DATE.—The amendment made by this section shall apply to in-
voluntary conversions occurring after September 13, 1995.

SEC. 13628. NO ROLLOVER OR EXCLUSION OF GAIN ON SALE OF PRINCIPAL RESIDENCE
WHICH 1S ATTRIBUTABLE TO DEPRECIATION DEDUCTIONS.

(&) IN GENERAL.—Subsection (d) of section 1034 (relating to limitations) is
amended by adding at the end the following new paragraph:

“(3) RECOGNITION OF GAIN ATTRIBUTABLE TO DEPRECIATION.—Subsection (a)
shall not apply to so much of the gain from the sale of any residence as does
not exceed the portion of the depreciation adjustments (as defined in section
1250(b)(3)) attributable to periods after December 31, 1995, in respect of such
residence.”

(b) CoMmPARABLE TREATMENT UNDER 1-TIME EXcLUSION OF GAIN ON SALE OF
PRrRINCIPAL RESIDENCE.—Subsection (d) of section 121 is amended by adding at the
end the following new paragraph:

“(10) RECOGNITION OF GAIN ATTRIBUTABLE TO DEPRECIATION.—

“(A) IN GENERAL.—Subsection (a) shall not apply to so much of the gain
from the sale of any property as does not exceed the portion of the deprecia-
tion adjustments (as defined in section 1250(b)(3)) attributable to periods
after December 31, 1995, in respect of such property.

“(B) COORDINATION WITH PARAGRAPH (5).—If this section does not apply
to gain attributable to a portion of a residence by reason of paragraph (5),
subparagraph (A) shall not apply to depreciation adjustments attributable
to such portion.”

(c) EFFecTIivE DATE.—The amendments made by this section shall apply to tax-
able years ending after December 31, 1995.

SEC. 13629. NONRECOGNITION OF GAIN ON SALE OF PRINCIPAL RESIDENCE BY NONCITIZENS
LIMITED TO NEW RESIDENCES LOCATED IN THE UNITED STATES.

(@) IN GENERAL.—Subsection (d) of section 1034 (relating to limitations) (as
amended by section 13628) is amended by adding at the end the following new para-
graph:

“(4) NEw RESIDENCE MUST BE LOCATED IN UNITED STATES IN CERTAIN

CASES.—

“(A) IN GENERAL.—IN the case of a sale of an old residence by a tax-
payer—
“(i) who is not a citizen of the United States at the time of sale,
and
“(it) who is not a citizen or resident of the United States on the
date which is 2 years after the date of the sale of such old residence,
subsection (a) shall apply only if the new residence is located in the United
States or a possession of the United States.
“(B) PROPERTY HELD JOINTLY BY HUSBAND AND WIFE.—Subparagraph
(A) shall not apply if—
“(i) the old residence is held by a husband and wife as joint ten-
ants, tenants by the entirety, or community property,
“(if) such husband and wife make a joint return for the taxable
year of the sale or exchange, and
“(iii) one spouse is a citizen of the United States at the time of
sale.”

(b) EFFECTIVE DATE.—

(1) IN GENERAL.—The amendment made by this section shall apply to sales

of old residences after December 31, 1995.

(2) TREATMENT OF PURCHASES OF NEW RESIDENCES.—The amendment made
by this section shall not apply to new residences—
(A) purchased before September 13, 1995, or
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(B) purchased on or after such date pursuant to a binding contract in
effect on such date and at all times thereafter before such purchase.
(3) CERTAIN RULES TO APPLY.—For purposes of this subsection, the rules of
paragraphs (1), (2), and (3) of section 1034(c) of the Internal Revenue Code of
1986 shall apply.

PART VI—REFORMS RELATING TO GAMING ACTIVITIES

SEC. 13631. TREATMENT OF INDIAN GAMING ACTIVITIES UNDER UNRELATED BUSINESS IN-
COME TAX.

(a) IN GENERAL.—Paragraph (2) of section 511(a) (relating to imposition of tax
on unrelated business income of charitable, etc., organizations) is amended by add-
ing at the end the following new subparagraph:

“(C) GAMING ACTIVITIES OF INDIAN TRIBES.—

“(i) IN GENERAL.—The tax imposed by paragraph (1) shall apply to
any Indian tribal organization; except that, notwithstanding any other
provision of this part, in the case of such an organization, the term ‘un-
related trade or business’ means only a trade or business of conducting
any class Il or class 111 gaming activity (as defined in section 4 of the
Indian Gaming Regulatory Act (25 U.S.C. 2701 et seq.), as in effect on
the date of the enactment of this subparagraph), including a gaming ac-
tivity described in section 513(a)(1).

“(ii) INDIAN TRIBAL ORGANIZATION.—For purposes of clause (i), the
term ‘Indian tribal organization’ means any Indian tribe and any orga-
nization which is immune or exempt from tax under this subtitle solely
by reason of being owned or controlled by an Indian tribe.”

(b) TREATMENT OF AMOUNTS PAID FOR CHARITABLE PURPOSES, ETc., By REASON
OF STATE OR FEDERAL LAw.—Subsection (b) of section 512 is amended by adding
at the end the following new paragraph:

“(17) In the case of an Indian tribal organization (as defined in section
511(a)(3)), if, by reason of State or Federal law or of a contract with the United
States or with any State or political subdivision thereof, such organization is
required to use any portion of the net proceeds of any gaming activity for speci-
fied purposes, the deduction for so using such proceeds shall be treated as al-
lowed under section 170 for purposes of applying paragraph (10). The preceding
sentence shall not apply to such proceeds which are paid as general revenues
to the United States or to any State or political subdivision thereof.”

(c) EFFecTivE DATE.—The amendments made by this section shall take effect
on January 1, 1996.

(d) STuDY OF GAMBLING CONDUCTED BY TAX-EXEMPT ORGANIZATIONS.—The Sec-
retary of the Treasury or his delegate shall conduct a study on the nature and ex-
tent of gaming activities conducted by organizations exempt from tax under section
501(a) of the Internal Revenue Code of 1986, including an examination of—

(1) the types of gaming activities (including bingo, pull tabs, and casino
nights) engaged in by charities and other nonprofit organizations and the fre-
guency of such activities;

(2) the dollar volume of such gaming activities;

(3) the nature and extent of the involvement of for-profit entities and pri-
vate parties in the management or operation of gaming activities of such organi-
zations;

(4) competition between taxable gaming activities and gaming activities
that are exempt from Federal income tax; and

(5) an analysis of the present law tax treatment of gaming activities of tax-
exempt organizations.

The study may include any recommendations for change, including examination of

the South End decision and the special exception for bingo games. The Secretary

shall submit the results of the study to the Committee on Ways and Means of the

House of Representatives and the Committee on Finance of the Senate not later

than July 1, 1996.

SEC. 13632. REPEAL OF TARGETED EXEMPTION FROM TAX ON UNRELATED TRADE OR BUSI-
NESS INCOME FROM GAMBLING IN CERTAIN STATES.

(a) IN GENERAL.—Section 311 of the Tax Reform Act of 1984 is hereby repealed.

(b) EFFecTIVE DATE.—The amendment made by subsection (a) shall apply to
games of chance conducted after December 31, 1995, in taxable years ending after
such date.
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SEC. 13633. EXTENSION OF WITHHOLDING TO CERTAIN GAMBLING WINNINGS.

(@) REPEAL OF ExXEMPTION FOR BINGO AND KENo.—Paragraph (5) of section
3402(q) is amended to read as follows:
“(5) EXEMPTION FOR SLOT MACHINES.—The tax imposed under paragraph (1)
shall not apply to winnings from a slot machine.”
(b) THRESHOLD AMouNT.—Paragraph (3) of section 3402(q) is amended—
(1) by striking “(B) and (C)” in subparagraph (A) and inserting “(B), (C),
and (D)”, and
(2) by adding at the end the following new subparagraph:
“(D) BINGO AND KENO.—Proceeds of more than $5,000 from a wager
placed in a bingo or keno game.”
(c) EFFecTivE DATE.—The amendments made by this section shall take effect
on January 1, 1996.

PART VII—-OTHER REFORMS

SEC. 13636. SUNSET OF LOW-INCOME HOUSING CREDIT.

(a) REPEAL OF REALLOCATION OF UNUSED CREDITS AMONG STATES.—Subpara-
graph (D) of section 42(h)(3) is amended by adding at the end the following new
clause:

“(v) TERMINATION.—NO amount may be allocated under this para-

graph for any calendar year after 1995.”

(b) TERMINATION.—Section 42 is amended by adding at the end the following
new subsection:

“(0) TERMINATION.—

“(1) INn GeENERAL.—EXxcept as provided in paragraph (2)—

“(A) clause (i) of subsection (h)(3)(C) shall not apply to any amount allo-
cated after December 31, 1997, and

“(B) subsection (h)(4) shall not apply to any building placed in service
after such date.

“(2) EXCEPTION FOR BOND-FINANCED BUILDINGS IN PROGRESS.—FOr purposes
of paragraph (1)(B), a building shall be treated as placed in service before Janu-
ary 1, 1998, if—

“(A) the bonds with respect to such building are issued before such
date,

“(B) the taxpayer’s basis in the project (of which the building is a part)
as of December 31, 1997, is more than 10 percent of the taxpayer’s reason-
ably expected basis in such project as of December 31, 1999, and

“(C) such building is placed in service before January 1, 2000.”

SEC. 13637. REPEAL OF CREDIT FOR CONTRIBUTIONS TO COMMUNITY DEVELOPMENT COR-
PORATIONS.

(@) IN GENERAL.—Section 13311 of the Revenue Reconciliation Act of 1993 (re-
lating to credit for contributions to certain community development corporations) is
hereby repealed.

(b) EFFecTive DATE.—The amendment made by subsection (a) shall apply to
contributions made after the date of the enactment of this Act (other than contribu-
tions made pursuant to a legally enforceable agreement which is effect on the date
of the enactment of this Act).

SEC. 13638. REPEAL OF DIESEL FUEL TAX REBATE TO PURCHASERS OF DIESEL-POWERED
AUTOMOBILES AND LIGHT TRUCKS.
(a) IN GENERAL.—Section 6427 is amended by striking subsection (g).
(b) CONFORMING AMENDMENTS.—

(1) Paragraph (3) of section 34(a) is amended to read as follows:

“(3) under section 6427 with respect to fuels used for nontaxable purposes
or resold during the taxable year (determined without regard to section
6427(k)).”

(2) Paragraphs (1) and (2)(A) of section 6427(i) are each amended—

(A) by striking “(g),”, and
(B) by striking “(or a qualified diesel powered highway vehicle pur-
chased)” each place it appears.
(c) EFFecTiVE DATE.—The amendments made by this section shall apply to ve-
hicles purchased after December 31, 1995.

SEC. 13639. APPLICATION OF FAILURE-TO-PAY PENALTY TO SUBSTITUTE RETURNS.

(a) GENERAL RuLE.—Section 6651 (relating to failure to file tax return or to pay
tax) is amended by adding at the end the following new subsection:
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“(g) TREATMENT OF RETURNS PREPARED BY SECRETARY UNDER SECTION
6020(b).—In the case of any return made by the Secretary under section 6020(b)—
“(1) such return shall be disregarded for purposes of determining the

amount of the addition under paragraph (1) of subsection (a), but
“(2) such return shall be treated as the return filed by the taxpayer for pur-

poses of determining the amount of the addition under paragraphs (2) and (3)

of subsection (a).”

(b) EFFecTivEe DATE.—The amendment made by subsection (a) shall apply in
the case of any return the due date for which (determined without regard to exten-
sions) is after the date of the enactment of this Act.

SEC. 13640. REPEAL OF SPECIAL RULE FOR RENTAL USE OF VACATION HOMES, ETC., FOR
LESS THAN 15 DAYS.

(a) IN GENERAL.—Section 280A (relating to disallowance of certain expenses in
connection with business use of home, rental of vacation homes, etc.) is amended
by striking subsection (g).

(b) No Basis RebucTiON UNLEsSs DEPRECIATION CLAIMED.—Section 1016 is
amended by redesignating subsection (e) as subsection (f) and by inserting after sub-
section (d) the following new subsection:

“(e) SPeciAL RULE WHERE RENTAL Use ofF VAcATION HoMmE, ETc., FOR LESs
THAN 15 DAys.—If a dwelling unit is used during the taxable year by the taxpayer
as a residence and such dwelling unit is actually rented for less than 15 days during
the taxable year, the reduction under subsection (a)(2) by reason of such rental use
in any taxable year beginning after December 31, 1995, shall not exceed the depre-
ciation deduction allowed for such rental use.”

(c) EFFecTivE DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 1995.

SEC. 13641. ELECTION TO CEASE STATUS AS QUALIFIED SCHOLARSHIP FUNDING CORPORA-
TION.

(a) IN GENERAL.—Subsection (d) of section 150 (relating to definitions and spe-
cial rules) is amended by adding at the end thereof the following new paragraph:
“(3) ELECTION TO CEASE STATUS AS QUALIFIED SCHOLARSHIP FUNDING COR-

PORATION.—

“(A) IN GENERAL.—ANY qualified scholarship funding bond, and quali-
fied student loan bond, outstanding on the date of the issuer's election
under this paragraph (and any bond (or series of bonds) issued to refund
such a bond) shall not fail to be a tax-exempt bond solely because the issuer
ceases to be described in subparagraphs (A) and (B) of paragraph (2) if the
issuer:’ meets the requirements of subparagraphs (B) and (C) of this para-
graph.

“(B) ASSETS AND LIABILITIES OF ISSUER TRANSFERRED TO TAXABLE SUB-
SIDIARY.—The requirements of this subparagraph are met by an issuer if—

“(i) all of the student loan notes of the issuer and other assets
pledged to secure the repayment of qualified scholarship funding bond
indebtedness of the issuer are transferred to another corporation within
a reasonable period after the election is made under this paragraph;

“(ii) such transferee corporation assumes or otherwise provides for
the payment of all of the qualified scholarship funding bond indebted-
ness of the issuer within a reasonable period after the election is made
under this paragraph;

“(iii) to the extent permitted by law, such transferee corporation as-
sumes all of the responsibilities, and succeeds to all of the rights, of the
issuer under the issuer’s agreements with the Secretary of Education
in respect of student loans;

“(iv) immediately after such transfer, the issuer, together with any
other issuer which has made an election under this paragraph in re-
spect of such transferee, hold all of the senior stock in such transferee
corporation; and

“(v) such transferee corporation is not exempt from tax under this
chapter.

“(C) ISSUER TO OPERATE AS INDEPENDENT ORGANIZATION DESCRIBED IN
secTION 501(c)(3).—The requirements of this subparagraph are met by an
issuer if, within a reasonable period after the transfer referred to in sub-
paragraph (B)—

“(i) the issuer is described in section 501(c)(3) and exempt from tax
under section 501(a);

“(ii) the issuer no longer is described in subparagraphs (A) and (B)
of paragraph (2); and
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“(iii) at least 80 percent of the members of the board of directors
of the issuer are independent members.

“(D) SENIOR sTOCK.—For purposes of this paragraph, the term ‘senior
stock’ means stock—

“(i) which participates pro rata and fully in the equity value of the
corporation with all other common stock of the corporation but which
has the right to payment of liquidation proceeds prior to payment of
liquidation proceeds in respect of other common stock of the corpora-
tion;

“(i1) which has a fixed right upon liquidation and upon redemption
to an amount equal to the greater of—

“(1) the fair market value of such stock on the date of liquida-
tion or redemption (whichever is applicable); or

“(11) the fair market value of all assets transferred in exchange
for such stock and reduced by the amount of all liabilities of the
corporation which has made an election under this paragraph as-
sumed by the transferee corporation in such transfer;

“(iii) the holder of which has the right to require the transferee cor-
poration to redeem on a date that is not later than 10 years after the
date on which an election under this paragraph was made and pursu-
ant to such election such stock was issued; and

“(iv) in respect of which, during the time such stock is outstanding,
there is not outstanding any equity interest in the corporation having
any liquidation, redemption or dividend rights in the corporation which
are superior to those of such stock.

“(E) INDEPENDENT MEMBER.—The term ‘independent member’ means a
member of the board of directors of the issuer who (except for services as
a member of such board) receives no compensation directly or indirectly—

“(i) for services performed in connection with such transferee cor-
poration, or

“(ii) for services as a member of the board of directors or as an offi-
cer of such transferee corporation.

For purposes of clause (ii), the term ‘officer’ includes any individual having
powers or responsibilities similar to those of officers.

“(F) COORDINATION WITH CERTAIN PRIVATE FOUNDATION TAXES.—For
purposes of sections 4942 (relating to the excise tax on a failure to distrib-
ute income) and 4943 (relating to the excise tax on excess business hold-
ings), the transferee corporation referred to in subparagraph (B) shall be
treated as a functionally related business (within the meaning of section
4942(j)(4)) with respect to the issuer during the period commencing with
the date on which an election is made under this paragraph and ending on
the date that is the earlier of—

“(i) the last day of the last taxable year for which more than 50
percent of the gross income of such transferee corporation is derived
from, or more than 50 percent of the assets (by value) of such trans-
feree corporation consists of, student loan notes incurred under the
Higher Education Act of 1965; or

“(ii) the last day of the taxable year of the issuer during which oc-
curs the date which is 10 years after the date on which the election
under this paragraph is made.

“(G) ELecTION.—AnN election under this paragraph may be revoked only
with the consent of the Secretary.”

(b) EFFecTIVE DATE.—The amendment made by this section shall take effect on
the date of the enactment of this Act.
SEC. 13642. CERTAIN AMOUNTS DERIVED FROM FOREIGN CORPORATIONS TREATED AS UNRE-

LATED BUSINESS TAXABLE INCOME.

(a) GENERAL RuLE.—Subsection (b) of section 512 (relating to modifications) is

amended by adding at the end thereof the following new paragraph:
“(18) TREATMENT OF CERTAIN AMOUNTS DERIVED FROM FOREIGN CORPORA-

TIONS.—

“(A) IN GeENERAL.—Notwithstanding paragraph (1), any amount in-
cluded in gross income under section 951(a)(1)(A) shall be included as an
item of gross income derived from an unrelated trade or business to the ex-
tent the amount so included is attributable to insurance income (as defined
in section 953) which, if derived directly by the organization, would be
treated as gross income from an unrelated trade or business. There shall
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be allowed all deductions directly connected with amounts included in gross
income under the preceding sentence.

“(B) ExcepTioN.—Subparagraph (A) shall not apply to income attrib-
utable to a policy of insurance or reinsurance with respect to which the per-
son (directly or indirectly) insured is—

“(i) such organization,

“(if) an affiliate of such organization which is exempt from tax
under section 501(a), or

“(iii) a director, officer, or employee of such organization or affiliate
but only if the insurance covers solely risks associated with the per-
formance of services for the benefit of such organization or affiliate.

“(C) RecuLATIONS.—The Secretary shall prescribe such regulations as
may be necessary or appropriate to carry out the purposes of this para-
graph, including regulations for the application of this paragraph in the
case of income paid through 1 or more entities or between 2 or more chains
of entities.”

(b) EFFecTivE DATE.—The amendment made by this section shall apply to
amounts included in gross income in any taxable year beginning after December 31,
1995.

PART VIHHI—EXCISE TAX ON AMOUNTS OF PRIVATE
EXCESS BENEFITS

SEC. 13646. EXCISE TAXES FOR FAILURE BY CERTAIN CHARITABLE ORGANIZATIONS TO MEET
CERTAIN QUALIFICATION REQUIREMENTS.
(@) IN GENERAL.—Chapter 42 (relating to private foundations and certain other
tax-exempt organizations) is amended by redesignating subchapter D as subchapter
E and by inserting after subchapter C the following new subchapter:

“Subchapter D—Failure By Certain Charitable Or-
ganizations To Meet Certain Qualification Re-
quirements

“Sec. 4958. Taxes on excess benefit transactions.

“SEC. 4958. TAXES ON EXCESS BENEFIT TRANSACTIONS.

“(a) INITIAL TAXES.—

“(1) ON THE DISQUALIFIED PERSON.—There is hereby imposed on each excess
benefit transaction a tax equal to 25 percent of the excess benefit. The tax im-
posed by this paragraph shall be paid by any disqualified person referred to in
subsection (f)(1) with respect to such transaction.

“(2) ON THE MANAGEMENT.—InN any case in which a tax is imposed by para-
graph (1), there is hereby imposed on the participation of any organization man-
ager in the excess benefit transaction, knowing that it is such a transaction, a
tax equal to 10 percent of the excess benefit, unless such participation is not
willful and is due to reasonable cause. The tax imposed by this paragraph shall
be paid by any organization manager who participated in the excess benefit
transaction.

“(b) ADDITIONAL TAX ON THE DISQUALIFIED PERSON.—IN any case in which an
initial tax is imposed by subsection (a)(1) on an excess benefit transaction and the
excess benefit involved in such transaction is not corrected within the taxable pe-
riod, there is hereby imposed a tax equal to 200 percent of the excess benefit in-
volved. The tax imposed by this subsection shall be paid by any disqualified person
referred to in subsection (f)(1) with respect to such transaction.

“(c) Excess BENEFIT TRANSACTION; Excess BENEFIT.—For purposes of this sec-
tion—

“(1) EXCESS BENEFIT TRANSACTION.—

“(A) IN GENERAL.—The term ‘excess benefit transaction’ means any
transaction in which an economic benefit is provided by an applicable tax-
exempt organization directly or indirectly to or for the use of any disquali-
fied person if the value of the economic benefit provided exceeds the value
of the consideration (including the performance of services) received for pro-
viding such benefit. For purposes of the preceding sentence, an economic
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benefit shall not be treated as consideration for the performance of services

unless such organization clearly indicated its intent to so treat such benefit.

“(B) Excess BENEFIT.—The term ‘excess benefit’ means the excess re-
ferred to in subparagraph (A).

“(2) AUTHORITY TO INCLUDE CERTAIN OTHER PRIVATE INUREMENT.—TO0 the
extent provided in regulations prescribed by the Secretary, the term ‘excess ben-
efit transaction’ includes any transaction in which the amount of any economic
benefit provided to or for the use of a disqualified person is determined in whole
or in part by the revenues of 1 or more activities of the organization but only
if such transaction results in inurement not permitted under paragraph (3) or
(4) of section 501(c), as the case may be. In the case of any such transaction,
the excess benefit shall be the amount of the inurement not so permitted.

“(d) SpeciAL RuLEs.—For purposes of this section—

“(1) JoINT AND SEVERAL LIABILITY.—If more than 1 person is liable for any
tax imposed by subsection (a) or subsection (b), all such persons shall be jointly
and severally liable for such tax.

“(2) LiMmIT FOR MANAGEMENT.—With respect to any 1 excess benefit trans-
action, the maximum amount of the tax imposed by subsection (a)(2) shall not
exceed $10,000.

“(e) AppPLICABLE TAX-EXEMPT ORGANIZATION.—FoOr purposes of this subchapter,
the term ‘applicable tax-exempt organization’ means any organization which (with-
out regard to any excess benefit) would be described in paragraph (3) or (4) of sec-
tion 501(c) and exempt from tax under section 501(a). Such term shall not include
a private foundation (as defined in section 509(a)).

“(f) OTHER DEFINITIONS.—Fo0r purposes of this section—

“(1) DisQuUALIFIED PERSON.—The term ‘disqualified person’ means, with re-
spect to any transaction—

“(A) any person who was, at any time during the 5-year period ending
on the date of such transaction—

“(i) an organization manager, or

“(i1) an individual (other than an organization manager) in a posi-
tion to exercise substantial influence over the affairs of the organiza-
tion,

“(B) a member of the family of an individual described in subparagraph
(A), and

“(C) a 35-percent controlled entity.

“(2) ORGANIZATION MANAGER.—The term ‘organization manager’ means,
with respect to any applicable tax-exempt organization, any officer, director, or
trustee of such organization (or any individual having powers or responsibilities
similar to those of officers, directors, or trustees of the organization).

“(3) 35-PERCENT CONTROLLED ENTITY.—

“(A) IN GENERAL.—The term ‘35-percent controlled entity’ means—

“(i) a corporation in which persons described in subparagraph (A)
or (B) of paragraph (1) own more than 35 percent of the total combined
voting power,

“(i1) a partnership in which such persons own more than 35 percent
of the profits interest, and

“(iii) a trust or estate in which such persons own more than 35 per-
cent of the beneficial interest.

“(B) CONSTRUCTIVE OWNERSHIP RULES.—Rules similar to the rules of
paragraphs (3) and (4) of section 4946(a) shall apply for purposes of this
paragraph.

“(4) FAMILY MEMBERS.—The members of an individual’'s family shall be de-
termined under section 4946(d); except that such members also shall include
the brothers and sisters (whether by the whole or half blood) of the individual
and their spouses.

“(5) TaxAaBLE PERIOD.—The term ‘taxable period’ means, with respect to any
excess benefit transaction, the period beginning with the date on which the
transaction occurs and ending on the earliest of—

“(A) the date of mailing a notice of deficiency under section 6212 with
respect to the tax imposed by subsection (a)(1), or

“(B) the date on which the tax imposed by subsection (a)(1) is assessed.
“(6) CorrRECTION.—The terms ‘correction’ and ‘correct’ mean, with respect to

any excess benefit transaction, undoing the excess benefit to the extent possible,

and where fully undoing the excess benefit is not possible, such additional cor-
rective action as is prescribed by the Secretary by regulations.

“(g) TREATMENT OF PREVIOUSLY EXEMPT ORGANIZATIONS.—
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“(1) IN GENERAL.—For purposes of this section, the status of any organiza-
tion as an applicable tax-exempt organization shall be terminated only if—

“(A)(1) such organization notifies the Secretary (at such time and in
such manner as the Secretary may by regulations prescribe) of its intent
to accomplish such termination, or

“(ii) there is a final determination by the Secretary that such status
has terminated, and

“(B)(i) such organization pays the tax imposed by paragraph (2) (or any
portion not abated pursuant to paragraph (3)), or

“(ii) the entire amount of such tax is abated pursuant to paragraph (3).
“(2) ImPosITION OF TAX.—There is hereby imposed on each organization re-

ferred to in paragraph (1) a tax equal to the lesser of—

“(A) the amount which the organization substantiates by adequate
records or other corroborating evidence as the aggregate tax benefit result-
ing from its exemption from tax under section 501(a), or

“(B) the value of the net assets of such organization.

“(3) ABATEMENT OF TAX.—The Secretary may abate the unpaid portion of
the assessment of any tax imposed by paragraph (2), or any liability in respect
thereof, if the applicable tax-exempt organization distributes all of its net assets
to 1 or more organizations each of which has been in existence, and described
in section 501(c)(3), for a continuous period of at least 60 calendar months. If
the distributing organization is described in section 501(c)(4), the preceding sen-
tence shall be applied by treating the reference to section 501(c)(3) as including
a reference to section 501(c)(4).

“(4) CERTAIN RULES MADE APPLICABLE.—Rules similar to the rules of sub-
sections (d), (e), and (f) of section 507 shall apply for purposes of this sub-
section.”

(b) APPLICATION OF PRIVATE INUREMENT RULE TO TAX-EXEMPT ORGANIZATIONS
DEscRIBED IN SECTION 501(c)(4).—Paragraph (4) of section 501(c) is amended by in-
serting “(A)” after “(4)” and by adding at the end the following:

“(B) Subparagraph (A) shall not apply to an entity unless no part of the net
earnings of such entity inures to the benefit of any private shareholder or indi-
vidual.”

(c) TECHNICAL AND CONFORMING AMENDMENTS.—

(1) Subsection (e) of section 4955 is amended—

(A) by striking “SEcTION 4945” in the heading and inserting “SECTIONS
4945 and 4958”, and

(B) by inserting before the period “or an excess benefit for purposes of
section 4958".

(2) Subsections (a), (b), and (c) of section 4963 are each amended by insert-
ing “4958,” after “4955,".

(3) Subsection (e) of section 6213 is amended by inserting “4958 (relating
to private excess benefit),” before “4971".

(4) Paragraphs (2) and (3) of section 7422(g) are each amended by inserting
“4958,” after “4955,".

(5) Subsection (b) of section 7454 is amended by inserting “or whether an
organization manager (as defined in section 4958(f)(2)) has ‘knowingly’ partici-
pated in an excess benefit transaction (as defined in section 4958(c)),” after “sec-
tion 4912(b),”.

(6) The table of subchapters for chapter 42 is amended by striking the last
item and inserting the following:

“Subchapter D. Failure by certain charitable organizations to meet certain qualification re-

quirements.
“Subchapter E. Abatement of first and second tier taxes in certain cases.”

(d) EFFecTIVE DATES.—

(1) IN GENERAL.—The amendments made by this section (other than sub-
section (b)) shall apply to excess benefit transactions occurring on or after Sep-
tember 14, 1995.

(2) BINDING CONTRACTS FOR PERSONAL SERVICES.—The amendments re-
ferred to in paragraph (1) shall not apply to any transaction pursuant to any
written contract for the performance of personal services which was binding on
September 13, 1995, and at all times thereafter before such transaction oc-
curred.

(3) APPLICATION OF PRIVATE INUREMENT RULE TO TAX-EXEMPT ORGANIZA-
TIONS DESCRIBED IN SECTION 501(C)(4).—

(A) IN GeNERAL.—The amendment made by subsection (b) shall apply

to inurement occurring on or after September 14, 1995.
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(B) BINDING CONTRACTS.—The amendment made by subsection (b) shall
not apply to any inurement occurring before January 1, 1997, pursuant to
a written contract which was binding on September 13, 1995, and at all
times thereafter before such inurement occurred.

SEC. 13647. REPORTING OF CERTAIN EXCISE TAXES AND OTHER INFORMATION.

(@) REPORTING BY ORGANIZATIONS DESCRIBED IN SECTION 501(c)(3).—Subsection
(b) of section 6033 (relating to certain organizations described in section 501(c)(3))
is amended by striking “and” at the end of paragraph (9), by redesignating para-
graph (10) as paragraph (14), and by inserting after paragraph (9) the following new
paragraphs:

“(10) the respective amounts (if any) of the taxes paid by the organization
during the taxable year under the following provisions:

“(A) section 4911 (relating to tax on excess expenditures to influence
legislation),

“(B) section 4912 (relating to tax on disqualifying lobbying expenditures
of certain organizations), and

“(C) section 4955 (relating to taxes on political expenditures of section

501(c)(3) organizations),

“(11) the respective amounts (if any) of the taxes paid by the organization
or any disqualified person during the taxable year under section 4958 (relating
to taxes on private excess benefit from certain charitable organizations),

“(12) such information as the Secretary may require with respect to any ex-
cess benefit transaction (as defined in section 4958),

“(13) the name of each disqualified person who receives an economic benefit
from an applicable tax-exempt organization (as defined in section 4958(e)) and
such other information as the Secretary may prescribe with respect to such ben-
efit, and”.

(b) OrRGANIZATIONS DESCRIBED IN SECTION 501(c)(4).—Section 6033 is amended
by redesignating subsection (f) as subsection (g) and by inserting after subsection
(e) the following new subsection:

“(f) CERTAIN ORGANIZATIONS DESCRIBED IN SECTION 501(c)(4).—Every organiza-
tion described in section 501(c)(4) which is subject to the requirements of subsection
(a) shall include on the return required under subsection (a) the information re-
ferred to in paragraphs (10), (11), (12) and (13) of subsection (b) with respect to such
organization.”

(c) EFFECTIVE DATE.—The amendments made by this section shall apply to re-
turns for taxable years beginning after the date of the enactment of this Act.

SEC. 13648. EXEMPT ORGANIZATIONS REQUIRED TO PROVIDE COPY OF RETURN.

(a) GENERAL RULE.—

(1) Subparagraph (A) of section 6104(e)(1) (relating to public inspection of
annual returns) is amended to read as follows:

“(A) IN GENERAL.—During the 3-year period beginning on the filing
date—

“(i) a copy of the annual return filed under section 6033 (relating
to returns by exempt organizations) by any organization to which this
paragraph applies shall be made available by such organization for in-
spection during regular business hours by any individual at the prin-
cipal office of such organization and, if such organization regularly
maintains 1 or more regional or district offices having 3 or more em-
ployees, at each such regional or district office, and

“(if) upon request of an individual made at such principal office or
such a regional or district office, a copy of such annual return shall be
provided to such individual without charge other than a reasonable fee
for any reproduction and mailing costs.

If the request under clause (ii) is made in person, such copy shall be pro-

vided immediately and, if made other than in person, shall be provided

within 30 days.”

(2) Clause (ii) of section 6104(e)(2)(A) is amended by inserting before the
period at the end thereof the following: “(and, upon request of an individual
made at such principal office or such a regional or district office, a copy of the
material required to be available for inspection under this subparagraph shall
be provided (in accordance with the last sentence of paragraph (1)(A)) to such
individual without charge other than a reasonable fee for any reproduction and
mailing costs)”.

(3) Subsection (e) of section 6104 is amended by adding at the end the fol-
lowing new paragraph:
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“(3) LimiTtaTioN.—Paragraph (1)(A)(ii) (and the corresponding provision of
paragraph (2)) shall not apply to any request if the Secretary determines, upon
application by an organization, that such request is part of a harassment cam-
paign and that compliance with such request is not in the public interest.”

(b) ADVERTISEMENTS ETC., REQUIRED TO DISCLOSE AVAILABILITY OF ANNUAL RE-
TURN.—

(1) Paragraph (1) of section 6104(e) is amended by adding at the end there-
of the following new subparagraph:

“(E) ADVERTISEMENTS ETC., REQUIRED TO DISCLOSE AVAILABILITY OF AN-

NUAL RETURN.—In the case of an organization required by subparagraph

(A) to provide a copy of its annual return under section 6033 upon request

to individuals, each written advertisement or solicitation by (or on behalf

of) such organization shall contain an express statement (in a conspicuous
and easily recognizable format) that such return shall be provided to indi-
viduals upon request.”

(2) Section 6716, as added by section 13649 of this title, is amended—

(A) by striking “section 6116" each place it appears and inserting “sec-
tion 6116 or section 6104(e)(1)(E)",

(B) by striking “$1,000” in subsection (a) and inserting “$1,000 ($100
in the case of a failure to meet the requirements of 6104(e)(1)(E))”, and

(C) by inserting before the period at the end of the section heading *
failure of certain exempt organizations to disclose availability of annual return”

(3) Subparagraph (C) of section 6652(c)(1) is amended by striking “(e)(1)”
and inserting “(e)(1) (other than subparagraph (E))”, by striking “$10” and in-
serting “$20”, and by striking “$5,000” and inserting “$10,000".

(4) Subparagraph (D) of section 6652(c)(1) is amended by striking “$10” and
inserting “$20".

(5) The item relating to section 6716 in the table of sections for part | of
subchapter B of chapter 68 is amended by inserting before the period “; failure
of certain exempt organizations to disclose availability of annual return”.

(c) INCREASE IN PENALTY FOR WILLFUL FAILURE To ALLow PuBLIC INSPECTION
oF CERTAIN RETURNS, ETc.—Section 6685 is amended by striking “$1,000” and in-
serting “$5,000".

(d) Cories oF RETURNS OF EXEMPT ORGANIZATIONS AVAILABLE FROM SEC-
RETARY IN CERTAIN CAses.—Subsection (b) of section 6104 is amended to read as
follows:

“(b) INSPECTION OF ANNUAL INFORMATION RETURNS.—

“(1) IN GeENERAL.—The information required to be furnished by sections
6033, 6034, and 6058, together with the names and addresses of such organiza-
tions and trusts, shall be made available to the public at such times and in such
places as the Secretary may prescribe. Nothing in this subsection shall author-
ize the Secretary to disclose the name or address of any contributor to any orga-
nization or trust (other than a private foundation, as defined in section 509(a))
which is required to furnish such information.

“(2) CoPIES PROVIDED OF RETURNS FILED UNDER SECTION 6033 AND APPLICA-
TIONS FILED UNDER SECTION 508 IN CERTAIN CASES.—The Secretary shall provide
copies of returns filed under section 6033 and applications for exemption filed
under section 508 by any organization to which subsection (d) or (e)(1) applies
to any person who agrees (subject to such conditions as the Secretary shall pre-
scribe)—

“(A) to accept broad categories of such returns and applications, and
“(B) to provide electronic access to the provided returns and applica-
tions on an electronic network available to the general public.

Such copies shall be provided without charge if such person agrees to provide

such access without charge. Otherwise, the Secretary may impose a reasonable

fee for any reproduction and mailing costs.

“(3) RETURNS AND APPLICATIONS FILED BEFORE 1996.—Paragraph (2) shall
apply to returns and applications filed before January 1, 1996, only to the ex-
tent provided by the Secretary.”

(e) EFFecTivE DATE.—The amendments made by this section shall take effect
on January 1, 1996 (or, if later, the 90th day after the date of the enactment of this
Act).

SEC. 13649. CERTAIN ORGANIZATIONS REQUIRED TO DISCLOSE NONEXEMPT STATUS.

(a) GENERAL RuLE.—Subchapter B of chapter 61 (relating to miscellaneous pro-
visions) is amended by redesignating section 6116 as section 6117 and by inserting
after section 6115 the following new section:
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“SEC. 6116. CERTAIN ORGANIZATIONS REQUIRED TO DISCLOSE NONEXEMPT STATUS.

“(a) IN GENERAL.—If—
“(1) in an advertisement or solicitation by (or on behalf of) an organization,
such organization is referred to as being nonprofit, and
“(2) such organization is not exempt from tax under subtitle A,
such advertisement or solicitation shall contain an express statement (in a conspicu-
ous and easily recognizable format) that such organization is not exempt from Fed-
eral income taxes.
“(b) CrRoss REFERENCE.—

“For penalties for violation of subsection (a), see section 6716.”

(b) PENALTY.—Part | of subchapter B of chapter 68 is amended by adding at
the end thereof the following new section:

“SEC. 6716. FAILURE TO DISCLOSE NONEXEMPT STATUS.

“(a) ImPosITION oF PENALTY.—If there is a failure to meet the requirements of
section 6116 with respect to any advertisement or solicitation by (or on behalf of)
an organization, such organization shall pay a penalty of $1,000 for each day on
which such a failure occurred. The maximum penalty imposed under this subsection
on failures by any organization during any calendar year shall not exceed $10,000.

“(b) REAsoNABLE CAuse ExempTioN.—No penalty shall be imposed under this
section with respect to any failure if it is shown that such failure is due to reason-
able cause.

“(c) $10,000 LimiTATION NoT To ApPLY WHERE INTENTIONAL DISREGARD.—If
any failure to which subsection (a) applies is due to intentional disregard of the re-
quirements of section 6116—

“(1) the penalty under subsection (a) for the day on which failure occurred
shall be the greater of—
“(A) $1,000, or
“(B) 50 percent of the aggregate cost of the advertisements and solicita-
tions which occurred on such day and with respect to which there was such
failure,
“(2) the $10,000 limitation of subsection (a) shall not apply to any penalty
under subsection (a) for the day on which such failure occurred, and
“(3) such penalty shall not be taken into account in applying such limitation

to other penalties under subsection (a).

“(d) DAY oN WHIcH FAILURE Occurs.—For purposes of this section, rules simi-
lar to the rules of section 6710(d) shall apply in determining the day on which any
failure occurs.”

(c) CLERICAL AMENDMENTS.—

(1) The table of sections for subchapter B of chapter 61 is amended by strik-
ing the item relating to section 6116 and inserting the following:

“Sec. 6116. Certain organizations required to disclose nonexempt status.
“Sec. 6117. Cross reference.”

(2) The table of sections of part | of subchapter B of chapter 68 is amended
by adding at the end thereof the following new item:

“Sec. 6716. Failure to disclose nonexempt status.”

(d) EFFecTiVE DATE.—The amendments made by this section shall take effect
on January 1, 1996 (or, if later, the 90th day after the date of the enactment of this
Act).

SEC. 13650. INCREASE IN PENALTIES ON EXEMPT ORGANIZATIONS FOR FAILURE TO FILE
COMPLETE AND TIMELY ANNUAL RETURNS.

(a) IN GENERAL.—Subparagraph (A) of section 6652(c)(1) (relating to annual re-
turns under section 6033) is amended by striking “$10” and inserting “$20” and by
striking “$5,000” and inserting “$10,000".

(b) LARGER PENALTY ON ORGANIZATIONS HAVING GROSS RECEIPTS IN EXCESS OF
$1,000,000.—Subparagraph (A) of section 6652(c)(1) is amended by adding at the
end the following new sentence: “In the case of an organization having gross re-
ceipts exceeding $1,000,000 for any year, with respect to the return required under
section 6033 for such year, the first sentence of this subparagraph shall be applied
by substituting ‘$100' for ‘$20’ and, in lieu of applying the second sentence of this
subparagraph, the maximum penalty under this subparagraph shall not exceed
$50,000.”

(c) EFFeCTIVE DATE.—The amendments made by this section shall apply to re-
turns for taxable years ending on or after December 31, 1995.
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SEC. 13651. STUDIES.
(@) IN GENERAL.—The Secretary of the Treasury or his delegate shall conduct
a study of—

(1) whether the statutory prohibition on private inurement, and the provi-
sions of section 4958 of the Internal Revenue Code of 1986 (as added by this
part), should apply to other tax-exempt organizations,

(2) whether State officials responsible for overseeing charitable organiza-
tions should be provided with Federal tax information in addition to the infor-
mation available under section 6103 of such Code for purposes of such over-
sight, and

(3) whether the return required to be filed by section 6033 of such Code
should be modified to assure the return’s utility to such Secretary and to the
public and to reduce any unnecessary reporting burdens.

(b) ReEPorT.—Not later than January 1, 1997, the report of such study shall be
submitted to the Committee on Ways and Means of the House of Representatives
and the Committee on Finance of the Senate.

Subtitle G—Reform of the Earned Income Tax
Credit

SEC. 13701. REPEAL OF EARNED INCOME CREDIT FOR INDIVIDUALS WITHOUT QUALIFYING
CHILDREN; MODIFICATIONS TO CREDIT PHASEOUT.
(a) REPEAL OF CREDIT FOR INDIVIDUALS WITHOUT CHILDREN.—Subparagraph (A)
of section 32(c)(1) (defining eligible individual) is amended to read as follows:
“(A) IN GeNERAL.—The term ‘eligible individual’ means any individual
who has a qualifying child for the taxable year.”
(b) MODIFICATIONS TO PHASEOUT.—
(1) Subsection (b) of section 32 is amended to read as follows:
“(b) PERCENTAGES.—
“(1) IN ceNerAL.—The credit percentage and the phaseout percentage shall
be determined as follows:

“In the case of an eligible indi-  The credit percentage = The phaseout percentage
vidual with: is: is:
1 qualifying child ..........cccocviiiennnne 18

2 or more qualifying children 23

“(2) AMouNTs.—The earned income amount and the phaseout amount shall
be determined as follows:

“In the case of an eligible indi- The earned income .
vidual with: amount is: The phaseout amount is:

1 qualifying child ........c.ccccoevveiieenns $6,340 oo $11,630

2 or more qualifying children .......... $8,910 ..ooviiiiie e $11,630.”

(2) Subsection (j) of section 32 is amended—

(A) by striking “subsection (b)(2)(A)” and inserting “subsection (b)(2)",

(B) by striking “1994” and inserting “1996”, and

(C) by striking “1993" and inserting “1995".

(c) EFFecTIivE DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 1995.

SEC. 13702. MODIFICATION OF ADJUSTED GROSS INCOME USED FOR PHASEOUT.

(a) IN GENERAL.—Subsections (a)(2)(B), (c)(1)(C), and (f)(2)(B) of section 32 are
each amended by striking “adjusted gross income” each place it appears and insert-
ing “modified adjusted gross income”.

(b) MobpIFIED ADJUSTED GRoss INcoME.—Subsection (c) of section 32 is amend-
ed by adding at the end the following new paragraph:

“(5) MODIFIED ADJUSTED GROSS INCOME.—For purposes of this section, the
term ‘modified adjusted gross income’ means adjusted gross income increased
by—

“(A) any amount received as a pension or annuity, and any distribution
or payment received from an individual retirement plan, by the taxpayer
during the taxable year to the extent not otherwise included in gross in-
come, and
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“(B) the social security benefits (as defined in section 86(d)) received by
the taxpayer during the taxable year to the extent not included in gross in-
come.

Any amount which is not includible in gross income by reason of paragraph (3),

(4), or (5) of section 408(d) or section 402(c), 403(a)(4), 403(b)(8), or 457(e)(10)

shall be treated as not described in subparagraph (A).”

(c) EFFecTIVE DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 1995.

SEC. 13703. EARNED INCOME TAX CREDIT DENIED TO INDIVIDUALS NOT AUTHORIZED TO BE
EMPLOYED IN THE UNITED STATES.

(a) IN GENERAL.—Section 32(c)(1) (relating to individuals eligible to claim the
earned income tax credit) is amended by adding at the end the following new sub-
paragraph:

“(F) IDENTIFICATION NUMBER REQUIREMENT.—The term ‘eligible individ-
ual’ does not include any individual who does not include on the return of
tax for the taxable year—

“(i) such individual's taxpayer identification number, and
“(i) if the individual is married (within the meaning of section

7703), the taxpayer identification number of such individual's spouse.”

(b) SpeciaL IDENTIFICATION NUMBER.—Section 32 is amended by adding at the
end the following new subsection:

“(I) IbENTIFICATION NumBERS.—Solely for purposes of subsections (c)(1)(F) and
(©)(3)(D), a taxpayer identification number means a social security number issued
to an individual by the Social Security Administration (other than a social security
number issued pursuant to clause (I1) (or that portion of clause (l1l) that relates
to clause (11)) of section 205(c)(2)(B)(i) of the Social Security Act).”

(c) EXTENSION OF PROCEDURES APPLICABLE TO MATHEMATICAL OR CLERICAL ER-
RORs.—Section 6213(g)(2) (relating to the definition of mathematical or clerical er-
rors) is amended by striking “and’ at the end of subparagraph (D), by striking the
period at the end of subparagraph (E) and inserting a comma, and by inserting after
subparagraph (E) the following new subparagraphs:

“(F) an omission of a correct taxpayer identification number required
under section 32 (relating to the earned income tax credit) to be included
on a return, and

“(G) an entry on a return claiming the credit under section 32 with re-
spect to net earnings from self-employment described in section 32(c)(2)(A)
to the extent the tax imposed by section 1401 (relating to self-employment
tax) on such net earnings has not been paid.”

(d) EFFecTivE DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 1995.

Subtitle H—Increase in Public Debt Limit

SEC. 13801. INCREASE IN PUBLIC DEBT LIMIT.

Subsection (b) of section 3101 of title 31, United States Code, is amended by
striking the dollar amount contained therein and inserting “$5,500,000,000,000".

Subtitle I—Coal Industry Retiree Health Equity

SEC. 13901. REPEAL OF REACHBACK PROVISIONS OF COAL INDUSTRY HEALTH BENEFIT SYS-
TEM.
(&) AMENDMENTS RELATED TO DEFINITIONS.—
(1) AGREEMENTS.—

(A) IN GENERAL.—Paragraph (1) of section 9701(b) (relating to agree-
ments) is amended to read as follows:
“(1) COAL WAGE AGREEMENTS.—

“(A) 1988 AGREEMENT.—The term ‘1988 agreement’ means the collective
bargaining agreement between the settlors which became effective on Feb-
ruary 1, 1988.

“(B) CoAL WAGE AGREEMENT.—The term ‘coal wage agreement’ means
any predecessor to the 1988 agreement.”

(B) CONFORMING AMENDMENT.—Section 9701(b) is amended by striking
paragraph (3).

(2) OPERATORS.—
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(A) SIGNATORY OPERATOR.—Paragraph (1) of section 9701(c) (relating to
operators) is amended to read as follows:

“(1) SIGNATORY OPERATOR.—The term ‘signatory operator’ means a 1988
agreement operator.”

(B) 1988 AGREEMENT OPERATOR.—Paragraph (3) of section 9701(c) is
amended to read as follows:

“(3) 1988 AGREEMENT OPERATOR.—The term ‘1988 agreement operator’
means—

“(A) an operator which was a signatory to the 1988 agreement, or

“(B) a person in business which, during the term of the 1988 agree-
ment, was a signatory to an agreement (other than the National Coal Mine
Construction Agreement and the Coal Haulers’ Agreement) containing pen-
sion and health care contribution and benefit provisions which are the same
as those contained in the 1988 agreement.

Such term shall not include any operator who was assessed, and did pay the
full amount of, contractual withdrawal liability to the 1950 UMWA Benefit
Plan, the 1974 UMWA Benefit Plan, or the Combined Fund.”
(C) LAST SIGNATORY OPERATOR.—Section 9701(c)(4) is amended by in-
serting “bituminous” before “coal” each place it appears.
(b) ComBINED BENEFIT FUND.—Section 9702(b)(1) is amended to read as follows:
“(b) BOARD OF TRUSTEES.—

“(1) IN GENERAL.—For purposes of subsection (a), the board of trustees for
the Combined Fund shall be appointed as follows:

“(A) two individuals who represent employers in the coal mining indus-
try shall be designated by the BCOA;

“(B) two individuals designated by the United Mine Workers of Amer-
ica; and

“(C) three persons selected by the persons appointed under subpara-
graphs (A) and (B).”

(c) AsSIGNMENT oF ELIGIBLE BENEFICIARIES.—Subsection (a) of section 9706 is
amended by adding at the end the following new flush sentence:
“For purposes of assessing premiums on or after October 1, 1995, under this chap-
ter, the Commissioner of Social Security shall, effective October 1, 1995, revoke all
assignments previously made (and shall make no further assignments and shall ter-
minate all unpaid liabilities for any pending assignments) to all persons other than
signatory operators and shall deem each affected coal industry retiree who is an eli-
gible beneficiary to be an unassigned beneficiary under section 9706. The preceding
sentence shall not be construed to prevent any transfer, or any treatment of a suc-
cessor as an assigned operator, under subsection (b)(2).”
(d) 1992 UMWA BENEFIT PLAN.—Section 9712(d) is amended—
(1) by striking paragraph (3) and by redesignating paragraphs (4), (5), and
(6) as paragraphs (3), (4), and (5), respectively, and
(2) by striking “or last signatory operator described in paragraph (3),” in
paragraph (3) (as redesignated under paragraph (1)).
(e) INFORMATION REQUIREMENTS.—
(1) IN GENERAL.—Subsection (h) of section 9704 is amended by adding at
the end the following new paragraph:
“(2) INFORMATION TO CONTRIBUTORS.—

“(A) IN GENERAL.—The trustees of the Combined Fund shall, within 30
days of a written request, make available to any person required to make
contributions to the Combined Fund, or their agent—

“(i) all documents which reflect its financial and operational status,
including documents under which it is operated, and

“(ii) all documents prepared at the request of the trustees or staff
of the Combined Fund which form the basis for any of its actions or
reports, including the eligibility of participants in predecessor plans.

“(B) FEES.—The trustees may charge reasonable fees (not in excess of
actual expenses) for providing documents under this paragraph.”

(2) CoNFORMING AMENDMENT.—Subsection (h) of section 9704 is amended
by striking “(h) INFORMATION.—The" and inserting the following:
“(h) INFORMATION.—
“(1) INFORMATION TO SECRETARY.—The".
(f) EFFecTIVE DATE.—The amendments made by this section shall apply to plan
years beginning after September 30, 1995.
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TITLE XIV—COMMITTEE ON WAYS AND
MEANS—TAX SIMPLIFICATION

SEC. 14001. SHORT TITLE; AMENDMENT TO 1986 CODE.

199

(@) SHorRT TiITLE.—This title may be cited as the “Tax Simplification Act of
5",

(b) AMENDMENT OF 1986 Cope.—EXxcept as otherwise expressly provided, when-

ever in this title an amendment or repeal is expressed in terms of an amendment
to, or repeal of, a section or other provision, the reference shall be considered to be
made to a section or other provision of the Internal Revenue Code of 1986.
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14563. Repeal of debt service-based limitation on investment in certain nonpurpose investments.

14564. Repeal of expired provisions.

14565. Effective dates.

PART VI—INSURANCE PROVISIONS

14571. Treatment of certain insurance contracts on retired lives.
14572. Treatment of modified guaranteed contracts.
14573. Minimum tax treatment of certain property and casualty insurance companies.

PART VII—OTHER PROVISIONS

14581. Closing of partnership taxable year with respect to deceased partner, etc.
14582. Credit for Social Security taxes paid with respect to employee cash tips.
14583. Due date for first quarter estimated tax payments by private foundations.
14584. Treatment of dues paid to agricultural or horticultural organizations.

Subtitle F—Estates and Trusts
PART I—INCOME TAX PROVISIONS

14601. Certain revocable trusts treated as part of estate.

14602. Distributions during first 65 days of taxable year of estate.

14603. Separate share rules available to estates.

14604. Executor of estate and beneficiaries treated as related persons for disallowance of losses, etc.
14605. Limitation on taxable year of estates.

14606. Repeal of certain throwback rules applicable to domestic trusts.

14607. Treatment of funeral trusts.

PART II—ESTATE AND GIFT TAX PROVISIONS

14611. Clarification of waiver of certain rights of recovery.

14612. Adjustments for gifts within 3 years of decedent’s death.

14613. Clarification of qualified terminable interest rules.

14614. Transitional rule under section 2056A.

14615. Opportunity to correct certain failures under section 2032A.

14616. Unified credit of decedent increased by unified credit of spouse used on split gift included in dece-
dent’s gross estate.

14617. Reformation of defective bequests, etc. to spouse of decedent.

14618. Gifts may not be revalued for estate tax purposes after expiration of statute of limitations.

14619. Clarifications relating to disclaimers.

14620. Clarification of treatment of survivor annuities under qualified terminable interest rules.

14621. Treatment under qualified domestic trust rules of forms of ownership which are not trusts.

14622. Authority to waive requirement of United States trustee for qualified domestic trusts.

PART I1l—GENERATION-SKIPPING TAX PROVISIONS

14631. Severing of trusts holding property having an inclusion ratio of greater than zero.

14632. Clarification of who is transferor where subsequent gift by reason of power of appointment.

14633. Taxable termination not to include direct skips.

14634. Expansion of exception from generation-skipping transfer tax for transfers to individuals with de-
ceased parents.

Subtitle G—Excise Tax Simplification
PART |—PRoVISIONS RELATED TO DISTILLED SPIRITS, WINES, AND BEER

14701. Credit or refund for imported bottled distilled spirits returned to distilled spirits plant.

14702. Authority to cancel or credit export bonds without submission of records.

14703. Repeal of required maintenance of records on premises of distilled spirits plant.

14704. Fermented material from any brewery may be received at a distilled spirits plant.

14705. Repeal of requirement for wholesale dealers in liquors to post sign.

14706. Refund of tax on wine returned to bond not limited to unmerchantable wine.

14707. Use of additional ameliorating material in certain wines.

14708. Domestically produced beer may be withdrawn free of tax for use of foreign embassies, legations,
etc.

14709. Beer may be withdrawn free of tax for destruction.

14710. Authority to allow drawback on exported beer without submission of records.

14711. Transfer to brewery of beer imported in bulk without payment of tax.

PART II—CONSOLIDATION OF TAXES ON AVIATION GASOLINE
14721. Consolidation of taxes on aviation gasoline.
PART I11—OTHER ExcISe TAX PROVISIONS

14731. Authority to grant exemptions from registration requirements.

14732. Certain combinations not treated as manufacture under retail sales tax on heavy trucks.
14733. Exemption from diesel fuel dyeing requirements with respect to certain States.

14734. Repeal of expired provisions.

Subtitle H—Administrative Provisions
PART |—GENERAL PROVISIONS
14801. Repeal of authority to disclose whether prospective juror has been audited.
14802. Clarification of statute of limitations.
14803. Certain notices disregarded under provision increasing interest rate on large corporate underpay-
ments.
14804. Clarification of authority to withhold Puerto Rico income taxes from salaries of Federal employees.

PART II—TAx COURT PROCEDURES

. 14811. Overpayment determinations of tax court.



68

Sec. 14812. Awarding of administrative costs.
Sec. 14813. Redetermination of interest pursuant to motion. o
Sec. 14814. Application of net worth requirement for awards of litigation costs.

PART III—AUTHORITY FOR CERTAIN COOPERATIVE AGREEMENTS
Sec. 14821. Cooperative agreements with State tax authorities.

Subtitle A—Provisions Relating to Individuals

PART I—PROVISIONS RELATING TO ROLLOVER OF GAIN
ON SALE OF PRINCIPAL RESIDENCE

SEC. 14101. MULTIPLE SALES WITHIN ROLLOVER PERIOD.

(a) GENERAL RULE.—

(1) Section 1034 (relating to rollover of gain on sale of principal residence)
is amended by striking subsection (d).

(2) Paragraph (4) of section 1034(c) is amended to read as follows:

“(4) If the taxpayer, during the period described in subsection (a), purchases
more than 1 residence which is used by him as his principal residence at some
time within 2 years after the date of the sale of the old residence, only the first
of such residences so used by him after the date of such sale shall constitute
the new residence.”

(3) Subsections (h)(1) and (k) of section 1034 are each amended by striking
“(other than the 2 years referred to in subsection (c)(4))".

(b) EFFecTive DATE.—The amendments made by this section shall apply to
sales of old residences (within the meaning of section 1034 of the Internal Revenue
Code of 1986) after the date of the enactment of this Act.

SEC. 14102. SPECIAL RULES IN CASE OF DIVORCE.

(@) IN GENERAL.—Subsection (c) of section 1034 is amended by adding at the
end the f(}ll;)wfing new paragraph:
“(5) If—
“(A) a residence is sold by an individual pursuant to a divorce or mari-
tal separation, and
“(B) the taxpayer used such residence as his principal residence at any
time during the 2-year period ending on the date of such sale,
for purposes of this section, such residence shall be treated as the taxpayer’s
principal residence at the time of such sale.”
(b) EFFecTive DATE.—The amendment made by subsection (a) shall apply to
sales of old residences (within the meaning of section 1034 of the Internal Revenue
Code of 1986) after the date of the enactment of this Act.

SEC. 14103. ONE-TIME EXCLUSION OF GAIN FROM SALE OF PRINCIPAL RESIDENCE FOR CER-
TAIN SPOUSES.

(a) IN GENERAL.—Paragraph (2) of section 121(b) (relating to one-time exclusion
of gain from sale of principal residence by individual who has attained age 55) is
amended by adding at the end the following new sentence: “For purposes of apply-
ing the preceding sentence to individuals who are married to each other, an election
by one individual with respect to a sale or exchange occurring before the marriage
shall be disregarded for purposes of permitting an election with respect to property
owned and used by the other individual as his principal residence throughout the
3-year period ending on the date of the marriage.”

(b) EFFecTIVE DATE.—The amendment made by subsection (a) shall apply for
purposes of determining whether an election may be made under section 121 of the
Internal Revenue Code of 1986 with respect to a sale or exchange occurring after
September 13, 1995.

PART II—OTHER PROVISIONS

SEC. 14111. PAYMENT OF TAX BY COMMERCIALLY ACCEPTABLE MEANS.
(a) GENERAL RuLE.—Section 6311 is amended to read as follows:
“SEC. 6311. PAYMENT OF TAX BY COMMERCIALLY ACCEPTABLE MEANS.

“(a) AuTHORITY To ReceIVE.—It shall be lawful for the Secretary to receive for
internal revenue taxes (or in payment for internal revenue stamps) any commer-
cially acceptable means that the Secretary deems appropriate to the extent and
under the conditions provided in regulations prescribed by the Secretary.
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“(b) ULTIMATE LiaBiLITY.—If a check, money order, or other method of payment,
including payment by credit card, debit card, or charge card so received is not duly
paid, or is paid and subsequently charged back to the Secretary, the person by
whom such check, or money order, or other method of payment has been tendered
shall remain liable for the payment of the tax or for the stamps, and for all legal
penalties and additions, to the same extent as if such check, money order, or other
method of payment had not been tendered.

“(c) LiaBILITY OF BANKS AND OTHERS.—If any certified, treasurer’'s, or cashier’s
check (or other guaranteed draft), or any money order, or any other means of pay-
ment that has been guaranteed by a financial institution (such as a credit card,
debit card, or charge card transaction which has been guaranteed expressly by a fi-
nancial institution) so received is not duly paid, the United States shall, in addition
to its right to exact payment from the party originally indebted therefor, have a lien
for—

“(1) the amount of such check (or draft) upon all assets of the financial in-
stitution on which drawn,

“(2) the amount of such money order upon all the assets of the issuer there-
of, or

“(3) the guaranteed amount of any other transaction upon all the assets of
the institution making such guarantee,

and such amount shall be paid out of such assets in preference to any other claims
whatsoever against such financial institution, issuer, or guaranteeing institution,
except the necessary costs and expenses of administration and the reimbursement
of the United States for the amount expended in the redemption of the circulating
notes of such financial institution.

“(d) PAYMENT BY OTHER MEANS.—

“(1) AUTHORITY TO PRESCRIBE REGULATIONS.—The Secretary shall prescribe
such regulations as the Secretary deems necessary to receive payment by com-
mercially acceptable means, including regulations that—

“(A) specify which methods of payment by commercially acceptable
means will be acceptable,

“(B) specify when payment by such means will be considered received,

“(C) identify types of nontax matters related to payment by such means
that are to be resolved by persons ultimately liable for payment and finan-
cial intermediaries, without the involvement of the Secretary, and

“(D) ensure that tax matters will be resolved by the Secretary, without
the involvement of financial intermediaries.

“(2) AUTHORITY TO ENTER INTO CONTRACTS.—Notwithstanding section
3718(f) of title 31, United States Code, the Secretary is authorized to enter into
contracts to obtain services related to receiving payment by other means where
cost beneficial to the Government. The Secretary may not pay any fee or provide
any other consideration under such contracts.

“(3) SPECIAL PROVISIONS FOR USE OF CREDIT CARDS.—If use of credit cards
is accepted as a method of payment of taxes pursuant to subsection (a)—

“(A) a payment of internal revenue taxes (or a payment for internal
revenue stamps) by a person by use of a credit card shall not be subject
to section 161 of the Truth-in-Lending Act (15 U.S.C. 1666), or to any simi-
lar provisions of State law, if the error alleged by the person is an error
relating to the underlying tax liability, rather than an error relating to the
credit card account such as a computational error or numerical transposi-
tion in the credit card transaction or an issue as to whether the person au-
thorized payment by use of the credit card,

“(B) a payment of internal revenue taxes (or a payment for internal
revenue stamps) shall not be subject to section 170 of the Truth-in-Lending
Act (15 U.S.C. 1666i), or to any similar provisions of State law,

“(C) a payment of internal revenue taxes (or a payment for internal
revenue stamps) by a person by use of a debit card shall not be subject to
section 908 of the Electronic Fund Transfer Act (15 U.S.C. 1693f), or to any
similar provisions of State law, if the error alleged by the person is an error
relating to the underlying tax liability, rather than an error relating to the
debit card account such as a computational error or numerical transposition
in the debit card transaction or an issue as to whether the person author-
ized payment by use of the debit card,

“(D) the term ‘creditor’ under section 103(f) of the Truth-in-Lending Act
(15 U.S.C. 1602(f)) shall not include the Secretary with respect to credit
card transactions in payment of internal revenue taxes (or payment for in-
ternal revenue stamps), and
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“(E) notwithstanding any other provision of law to the contrary, in the
case of payment made by credit card or debit card transaction of an amount
owed to a person as the result of the correction of an error under section
161 of the Truth-in-Lending Act (15 U.S.C. 1666) or section 908 of the Elec-
tronic Fund Transfer Act (15 U.S.C. 1693f), the Secretary is authorized to
provide such amount to such person as a credit to that person’s credit card
or debit card account through the applicable credit card or debit card sys-
tem.

“(e) CONFIDENTIALITY OF INFORMATION.—

“(1) IN GENERAL.—EXxcept as otherwise authorized by this subsection, no
person may use or disclose any information relating to credit or debit card
transactions obtained pursuant to section 6103(k)(8) other than for purposes di-
rectly related to the processing of such transactions, or the billing or collection
of amounts charged or debited pursuant thereto.

“(2) EXCEPTIONS.—

“(A) Debit or credit card issuers or others acting on behalf of such issu-
ers may also use and disclose such information for purposes directly related
to servicing an issuer’s accounts.

“(B) Debit or credit card issuers or others directly involved in the proc-
essing of credit or debit card transactions or the billing or collection of
amounts charged or debited thereto may also use and disclose such infor-
mation for purposes directly related to—

“(i) statistical risk and profitability assessment;

“(i1) transferring receivables, accounts, or interest therein;

“(ii1) auditing the account information;

“(iv) complying with Federal, State, or local law; and

“(v) properly authorized civil, criminal, or regulatory investigation
by Federal, State, or local authorities.

“(3) PrRocebures.—Use and disclosure of information under this paragraph
shall be made only to the extent authorized by written procedures promulgated
by the Secretary.

“(4) CROSS REFERENCE.—

“For provision providing for civil damages for violation of paragraph (1), see section 7431.”

(b) CLERICAL AMENDMENT.—The table of sections for subchapter B of chapter
64 is amended by striking the item relating to section 6311 and inserting the follow-
ing:
“Sec. 6311. Payment of tax by commercially acceptable means.”

() AMENDMENTS TO SECTIONS 6103 AND 7431 WITH RESPECT TO DISCLOSURE
AUTHORIZATION.—

(1) Subsection (k) of section 6103 (relating to confidentiality and disclosure
of returns and return information) is amended by adding at the end the follow-
ing new paragraph:

“(8) DISCLOSURE OF INFORMATION TO ADMINISTER SECTION 6311.—The Sec-
retary may disclose returns or return information to financial institutions and
others to the extent the Secretary deems necessary for the administration of
section 6311. Disclosures of information for purposes other than to accept pay-
ments by checks or money orders shall be made only to the extent authorized
by written procedures promulgated by the Secretary.”

(2) Section 7431 (relating to civil damages for unauthorized disclosure of re-
turns and return information) is amended by adding at the end the following
new subsection:

“(g) SPECIAL RULE FOR INFORMATION OBTAINED UNDER SECTION 6103(k)(8).—
For purposes of this section, any reference to section 6103 shall be treated as includ-
ing a reference to section 6311(e).”

(3) Section 6103(p)(3)(A) is amended by striking “or (6)” and inserting “(6),
or (8)".

(d) EFFecTiVE DATE.—The amendments made by this section shall take effect
on the day 9 months after the date of the enactment of this Act.

SEC. 14112. SIMPLIFIED FOREIGN TAX CREDIT LIMITATION FOR INDIVIDUALS.

(a) GENERAL RuLE.—Section 904 (relating to limitations on foreign tax credit)
is amended by redesignating subsection (j) as subsection (k) and by inserting after
subsection (i) the following new subsection:

“(i) SIMPLIFIED LIMITATION FOR CERTAIN INDIVIDUALS.—

“(1) IN GeENERAL.—InN the case of an individual to whom this subsection ap-
plies for any taxable year, the limitation of subsection (a) shall be the lesser
of—
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“(A) 25 percent of such individual's gross income for the taxable year
from sources without the United States, or
“(B) the amount of the creditable foreign taxes paid or accrued by the
individual during the taxable year (determined without regard to subsection
(c)).
No taxes paid or accrued by the individual during such taxable year may be
deemed paid or accrued in any other taxable year under subsection (c).

“(2) INDIVIDUALS TO WHOM SUBSECTION APPLIES.—This subsection shall
apply to an individual for any taxable year if—

“(A) the entire amount of such individual’s gross income for the taxable
year from sources without the United States consists of qualified passive
income,

“(B) the amount of the creditable foreign taxes paid or accrued by the
individual during the taxable year does not exceed $200 ($400 in the case
of a joint return), and

“(C) such individual elects to have this subsection apply for the taxable
year.

“(3) DEFINITIONS.—For purposes of this subsection—

“(A) QUALIFIED PASSIVE INCOME.—The term ‘qualified passive income’
means any item of gross income if—

“(i) such item of income is passive income (as defined in subsection

(d)(2)(A) without regard to clause (iii) thereof), and

“(ii) such item of income is shown on a payee statement furnished
to the individual.

“(B) CREDITABLE FOREIGN TAXES.—The term ‘creditable foreign taxes’
means any taxes for which a credit is allowable under section 901; except
that such term shall not include any tax unless such tax is shown on a
payee statement furnished to such individual.

“(C) PAYEE STATEMENT.—The term ‘payee statement’ has the meaning
given to such term by section 6724(d)(2).

“(D) ESTATES AND TRUSTS NOT ELIGIBLE.—This subsection shall not
apply to any estate or trust.”

(b) EFFecTIVE DATE.—The amendment made by subsection (a) shall apply to
taxable years beginning after December 31, 1995.

SEC. 14113, TREATMENT OF PERSONAL TRANSACTIONS BY INDIVIDUALS UNDER FOREIGN
CURRENCY RULES.
(a) GENERAL RuLE.—Subsection (e) of section 988 (relating to application to in-
dividuals) is amended to read as follows:
“(e) APPLICATION TO INDIVIDUALS.—

“(1) IN ceNErRAL.—The preceding provisions of this section shall not apply
to any section 988 transaction entered into by an individual which is a personal
transaction.

“(2) EXCLUSION FOR CERTAIN PERSONAL TRANSACTIONS.—If—

“(A) nonfunctional currency is disposed of by an individual in any
transaction, and
“(B) such transaction is a personal transaction,
no gain shall be recognized for purposes of this subtitle by reason of changes
in exchange rates after such currency was acquired by such individual and be-
fore such disposition. The preceding sentence shall not apply if the gain which
would otherwise be recognized exceeds $200.

“(3) PERSONAL TRANSACTIONS.—For purposes of this subsection, the term
‘personal transaction’ means any transaction entered into by an individual, ex-
cept that such term shall not include any transaction to the extent that ex-
penses properly allocable to such transaction meet the requirements of section
162 or 212 (other than that part of section 212 dealing with expenses incurred
in connection with taxes).”

(b) EFFECTIVE DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 1995.

SEC. 14114. TREATMENT OF CERTAIN REIMBURSED EXPENSES OF RURAL MAIL CARRIERS.

(a) IN GENERAL.—Section 162 (relating to trade or business expenses) is amend-
ed by redesignating subsection (0) as subsection (p) and by inserting after subsection
(n) the following new subsection:

“(0) TREATMENT OF CERTAIN REIMBURSED EXPENSES OF RURAL MaIL CAR-
RIERS.—

“(1) GENERAL RULE.—In the case of any employee of the United States Post-
al Service who performs services involving the collection and delivery of mail
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on a rural route and who receives qualified reimbursements for the expenses
incurred by such employee for the use of a vehicle in performing such services—
“(A) the amount allowable as a deduction under this chapter for the use
of a vehicle in performing such services shall be equal to the amount of
such qualified reimbursements; and
“(B) such qualified reimbursements shall be treated as paid under a re-
imbursement or other expense allowance arrangement for purposes of sec-
tion 62(a)(2)(A) (and section 62(c) shall not apply to such qualified reim-
bursements).

“(2) DEFINITION OF QUALIFIED REIMBURSEMENTS.—For purposes of this sub-
section, the term ‘qualified reimbursements’ means the amounts paid by the
United States Postal Service to employees as an equipment maintenance allow-
ance under the 1991 collective bargaining agreement between the United States
Postal Service and the National Rural Letter Carriers’ Association. Amounts
paid as an equipment maintenance allowance by such Postal Service under
later collective bargaining agreements that supersede the 1991 agreement shall
be considered qualified reimbursements if such amounts do not exceed the
amounts that would have been paid under the 1991 agreement, adjusted for
changes in the Consumer Price Index (as defined in section 1(f)(5)) since 1991.”
(b) TECHNICAL AMENDMENT.—Section 6008 of the Technical and Miscellaneous

Revenue Act of 1988 is hereby repealed.

(c) EFFecTIVE DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 1995.

SEC. 14115. EXCLUSION OF COMBAT PAY FROM WITHHOLDING LIMITED TO AMOUNT EXCLUD-
ABLE FROM GROSS INCOME.

(a) IN GENERAL.—Paragraph (1) of section 3401(a) (defining wages) is amended
by inserting before the semicolon the following: “to the extent remuneration for such
service is excludable from gross income under such section”.

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall apply to re-
muneration paid after December 31, 1995.

SEC. 14116. TREATMENT OF TRAVELING EXPENSES OF CERTAIN FEDERAL EMPLOYEES EN-
GAGED IN CRIMINAL INVESTIGATIONS.

(a) IN GENERAL.—Subsection (a) of section 162 is amended by adding at the end
the following new sentence: “The preceding sentence shall not apply to any Federal
employee during any period for which such employee is certified by the Attorney
General (or the designee thereof) as traveling on behalf of the United States in tem-
porary duty status to investigate, or provide support services for the investigation
of, a Federal crime.”

(b) EFFecTiVE DATE.—The amendment made by subsection (a) shall apply to
taxable years ending after the date of the enactment of this Act.

Subtitle B—Pension Simplification
PART I—SIMPLIFIED DISTRIBUTION RULES

SEC. 14201. REPEAL OF 5-YEAR INCOME AVERAGING FOR LUMP-SUM DISTRIBUTIONS.
(@) IN GENERAL.—Subsection (d) of section 402 (relating to taxability of bene-
ficiary of employees’ trust) is amended by adding at the end the following new para-
graph:
“(8) TERMINATION.—
“(A) IN GENERAL.—Except as provided in subparagraph (B), this sub-
section shall not apply to any taxable year beginning after December 31,
1995.
“(B) RETENTION OF CERTAIN TRANSITION RULES.—Subparagraph (A)
shall not apply to any distribution for which the taxpayer elects the benefits
of section 1122 (h)(3) or (h)(5) of the Tax Reform Act of 1986.”

SEC. 14202. REPEAL OF $5,000 EXCLUSION OF EMPLOYEES’' DEATH BENEFITS.

(a) IN GENERAL.—Subsection (b) of section 101 is hereby repealed.
(b) CONFORMING AMENDMENTS.—

(1) Subsection (c) of section 101 is amended by striking “subsection (a) or
(b)” and inserting “subsection (a)".

(2) Sections 406(e) and 407(e) are each amended by striking paragraph (2)
and by redesignating paragraph (3) as paragraph (2).
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(3) Section 7701(a)(20) is amended by striking “, for the purposes of apply-

ing the provisions of section 101(b) with respect to employees’ death benefits”.

(c) EFFecTivE DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 1995.

SEC. 14203. SIMPLIFIED METHOD FOR TAXING ANNUITY DISTRIBUTIONS UNDER CERTAIN EM-
PLOYER PLANS.
(a) GENERAL RuLE.—Subsection (d) of section 72 (relating to annuities; certain
proceeds of endowment and life insurance contracts) is amended to read as follows:
“(d) SPeCIAL RULES FOR QUALIFIED EMPLOYER RETIREMENT PLANS.—
“(1) SIMPLIFIED METHOD OF TAXING ANNUITY PAYMENTS.—
“(A) IN GENERAL.—IN the case of any amount received as an annuity
under a qualified employer retirement plan—

“(i) subsection (b) shall not apply, and

“(ii) the investment in the contract shall be recovered as provided
in this paragraph.

“(B) METHOD OF RECOVERING INVESTMENT IN CONTRACT.—

“(i) IN GENERAL.—Gross income shall not include so much of any
monthly annuity payment under a qualified employer retirement plan
as does not exceed the amount obtained by dividing—

“(1) the investment in the contract (as of the annuity starting
date), by

“(11) the number of anticipated payments determined under the
table contained in clause (iii) (or, in the case of a contract to which
subsection (c)(3)(B) applies, the number of monthly annuity pay-
ments under such contract).

“(ii) CERTAIN RULES MADE APPLICABLE.—Rules similar to the rules
of paragraphs (2) and (3) of subsection (b) shall apply for purposes of
this paragraph.

“(iii) NUMBER OF ANTICIPATED PAYMENTS.—

“If the age of the

primary annuitant on The number
the annuity starting of anticipated
date is: payments is:

NOE MOre than 55 ......oiiiiiiiiiiic e

More than 55 but not more than 60 ... 260
More than 60 but not more than 65 ... 240
More than 65 but not more than 70 170
MOre than 70 ......cccoiiiiiiiiiiie s 120

“(C) ADJUSTMENT FOR REFUND FEATURE NOT APPLICABLE.—Fo0r purposes
of this paragraph, investment in the contract shall be determined under
subsection (c)(1) without regard to subsection (c)(2).

“(D) SPECIAL RULE WHERE LUMP SUM PAID IN CONNECTION WITH COM-
MENCEMENT OF ANNUITY PAYMENTS.—If, in connection with the commence-
ment of annuity payments under any qualified employer retirement plan,
the taxpayer receives a lump sum payment—

“(i) such payment shall be taxable under subsection (e) as if re-
ceived before the annuity starting date, and

“(ii) the investment in the contract for purposes of this paragraph
shall be determined as if such payment had been so received.

“(E) ExcepTioN.—This paragraph shall not apply in any case where the
primary annuitant has attained age 75 on the annuity starting date unless
there are fewer than 5 years of guaranteed payments under the annuity.

“(F) ADJUSTMENT WHERE ANNUITY PAYMENTS NOT ON MONTHLY BASIS.—
In any case where the annuity payments are not made on a monthly basis,
appropriate adjustments in the application of this paragraph shall be made
to take into account the period on the basis of which such payments are
made.

“(G) QUALIFIED EMPLOYER RETIREMENT PLAN.—For purposes of this
paragraph, the term ‘qualified employer retirement plan’ means any plan
or contract described in paragraph (1), (2), or (3) of section 4974(c).

“(2) TREATMENT OF EMPLOYEE CONTRIBUTIONS UNDER DEFINED CONTRIBU-
TION PLANS.—For purposes of this section, employee contributions (and any in-
come allocable thereto) under a defined contribution plan may be treated as a
separate contract.”

(b) EFFecTive DATE.—The amendment made by subsection (a) shall apply in
cases where the annuity starting date is after December 31, 1995.
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SEC. 14204. REQUIRED DISTRIBUTIONS.
(@) IN GENERAL.—Section 401(a)(9)(C) (defining required beginning date) is
amended to read as follows:
“(C) REQUIRED BEGINNING DATE.—For purposes of this paragraph—

“(i) IN GENERAL.—The term ‘required beginning date’ means April
1 of the calendar year following the later of—

“(1) the calendar year in which the employee attains age 70%2,
or

“(I1) the calendar year in which the employee retires.

“(i1) ExcepTioN.—Subclause (11) of clause (i) shall not apply—

“(1) except as provided in section 409(d), in the case of an em-
ployee who is a 5-percent owner (as defined in section 416) with
respect to the plan year ending in the calendar year in which the
employee attains age 70Y2, or

“(I1) for purposes of section 408 (a)(6) or (b)(3).

“(iii) ACTUARIAL ADJUSTMENT.—In the case of an employee to whom
clause (i)(I1) applies who retires in a calendar year after the calendar
year in which the employee attains age 70%2, the employee’'s accrued
benefit shall be actuarially increased to take into account the period
after age 70%2 in which the employee was not receiving any benefits
under the plan.

“(iv) EXCEPTION FOR GOVERNMENTAL AND CHURCH PLANS.—Clauses
(i) and (iii) shall not apply in the case of a governmental plan or
church plan. For purposes of this clause, the term ‘church plan’ means
a plan maintained by a church for church employees, and the term
‘church’ means any church (as defined in section 3121(w)(3)(A)) or
qualified church-controlled organization (as defined in section
3121(w)(3)(B)).”

(b) EFFecTive DATE.—The amendment made by subsection (a) shall apply to
years beginning after December 31, 1995.

PART II—INCREASED ACCESS TO PENSION PLANS

SEC. 14211. MODIFICATIONS OF SIMPLIFIED EMPLOYEE PENSIONS.

(@) INCREASE IN NUMBER OF ALLOWABLE PARTICIPANTS FOR SALARY REDUCTION
ARRANGEMENTS.—Section 408(k)(6)(B) is amended by striking “25” each place it ap-
pears in the text and heading thereof and inserting “100".

(b) REPEAL OF PARTICIPATION REQUIREMENT.—

(1) INn GENERAL.—Section 408(k)(6)(A) is amended by striking clause (ii) and
by redesignating clauses (iii) and (iv) as clauses (ii) and (iii), respectively.

(2) CoNFORMING AMENDMENTS.—Clause (ii) of section 408(k)(6)(C) and
clause (ii) of section 408(k)(6)(F) are each amended by striking “subparagraph
(A)(iii)” and inserting “subparagraph (A)(ii)".

(c) ALTERNATIVE TeEsST.—Clause (ii) of section 408(k)(6)(A), as redesignated by
subsection (b)(1), is amended by adding at the end the following new flush sentence:

“The requirements of the preceding sentence are met if the employer
makes contributions to the simplified employee pension meeting the re-
quirements of sections 401(k)(11) (B) or (C), 401(k)(11)(D), and
401(m)(10)(B).”

(d) YEAR FOR COMPUTING NONHIGHLY COMPENSATED EMPLOYEE PERCENTAGE.—
Clause (ii) of section 408(k)(6)(A), as redesignated by subsection (b)(1), is amended—

(1) by striking “such year” in subclause (I) and inserting “the preceding
year”, and

(2) by adding at the end the following new flush sentence:

“In the case of the first plan year for which an employer makes con-
tributions to a simplified employee pension, rules similar to the rules
of section 401(K)(3)(E) shall apply.”

(e) EFFecTIiVE DATE.—The amendments made by this section shall apply to
years beginning after December 31, 1995.

SEC. 14212. STATE AND LOCAL GOVERNMENTS AND TAX-EXEMPT ORGANIZATIONS ELIGIBLE
UNDER SECTION 401(K).
(@) IN GENERAL.—Subparagraph (B) of section 401(k)(4) is amended to read as
follows:
“(B) ELIGIBILITY OF STATE AND LOCAL GOVERNMENTS AND TAX-EXEMPT
ORGANIZATIONS.—ANy—



75

“(i) State or local government or political subdivision thereof, or
any agency or instrumentality thereof, and
“(ii) any organization exempt from tax under this subtitle,
may include a qualified cash or deferred arrangement as part of a plan
maintained by it unless the entity maintains an eligible deferred compensa-
tion plan (as defined in section 457(b)). This subparagraph shall not apply
to a rural cooperative plan.”

(b) EFFecTiVE DATE.—The amendment made by this section shall apply to plan
years beginning after December 31, 1996, but shall not apply to any cash or de-
ferred arrangement to which clause (i) or (ii) of section 1116(f)(2)(B) of the Tax Re-
form Act of 1986 applies.

PART IHI—NONDISCRIMINATION PROVISIONS

SEC. 14221. DEFINITION OF HIGHLY COMPENSATED EMPLOYEES.

(a) IN GENERAL.—Paragraph (1) of section 414(q) (defining highly compensated
employee) is amended to read as follows:

“(1) INn ceNERAL.—The term ‘highly compensated employee’ means any em-
ployee who—

“(A) was a 5-percent owner at any time during the year or the preced-
ing year, or

“(B) had compensation for the preceding year from the employer in ex-
cess of $80,000.

The Secretary shall adjust the $80,000 amount under subparagraph (B) at the
same time and in the same manner as under section 415(d), except that the
base period in applying such section for purposes of this paragraph shall be the
calendar quarter ending September 30, 1995.”

(b) CONFORMING AMENDMENTS.—

(1)(A) Subsection (qg) of section 414 is amended by striking paragraphs (2),
4), (5), (8), and (12) and by redesignating paragraphs (3), (6), (7), (9), (10), and
(11) as paragraphs (2) through (7), respectively.

(B) Section 129(d)(8)(B), 401(a)(5)(D)(ii), 408(k)(2)(C), and 416(i)(1)(D) are
each amended by striking “section 414(q)(7)" and inserting “section 414(q)(4)".

(C) Sections 401(a)(17) and 404(l) are each amended by striking “section
414(g)(6)” and inserting “section 414(q)(3)".

(D) Section 416(i)(1)(A) is amended by striking “section 414(q)(8)" and in-
serting “section 414(r)(9)".

(2)(A) Section 414(r) is amended by adding at the end the following new
paragraph:

“(9) ExcLUDED EMPLOYEES.—For purposes of paragraph (2)(A), the following
employees shall be excluded:

“(A) Employees who have not completed 6 months of service.

“(B) Employees who normally work less than 17%2 hours per week.

“(C) Employees who normally work not more than 6 months during any
year.

“(D) Employees who have not attained the age of 21.

“(E) Except to the extent provided in regulations, employees who are
included in a unit of employees covered by an agreement which the Sec-
retary of Labor finds to be a collective bargaining agreement between em-
ployee representatives and the employer.

Except as provided by the Secretary, the employer may elect to apply subpara-
graph (A), (B), (C), or (D) by substituting a shorter period of service, smaller
number of hours or months, or lower age for the period of service, number of
hours or months, or age (as the case may be) specified in such subparagraph.”

(B) Subparagraph (A) of section 414(r)(2) is amended by striking “sub-
section (g)(8)” and inserting “paragraph (9)".

(3) Section 1114(c)(4) of the Tax Reform Act of 1986 is amended by adding
at the end the following new sentence: “Any reference in this paragraph to sec-
tion 414(q) shall be treated as a reference to such section as in effect before the
Tax Simplification Act of 1995".

(c) EFFecTive DATE.—The amendments made by this section shall apply to
years beginning after December 31, 1995.

SEC. 14222. REPEAL OF FAMILY AGGREGATION RULES.

(a) IN GENERAL.—Paragraph (6) of section 414(q) is hereby repealed.
(b) ComPENSATION LimiT.—Subparagraph (A) of section 401(a)(17) is amended
by striking the last sentence.
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(c) DebucTioN.—Subsection (I) of section 404 is amended by striking the last
sentence.

(d) EFFecTive DATE.—The amendments made by this section shall apply to
years beginning after December 31, 1995.

SEC. 14223. MODIFICATION OF ADDITIONAL PARTICIPATION REQUIREMENTS.

(@) GENERAL RuLE.—Section 401(a)(26)(A) (relating to additional participation
requirements) is amended to read as follows:

“(A) IN GENERAL.—IN the case of a trust which is a part of a defined
benefit plan, such trust shall not constitute a qualified trust under this sub-
Isection funless on each day of the plan year such trust benefits at least the
esser of—

“(i) 50 employees of the employer, or
“(i1) the greater of—

“(1) 40 percent of all employees of the employer, or

“(11) 2 employees (or if there is only 1 employee, such em-
ployee).”

(b) SEPARATE LINE OF BusiINEss TEsT.—Section 401(a)(26)(G) (relating to sepa-
rate line of business) is amended by striking “paragraph (7)” and inserting “para-
graph (2)(A) or (7).

(c) EFFecTIVE DATE.—The amendment made by this section shall apply to years
beginning after December 31, 1995.

SEC. 14224. NONDISCRIMINATION RULES FOR QUALIFIED CASH OR DEFERRED ARRANGE-
MENTS AND MATCHING CONTRIBUTIONS.

(@) ALTERNATIVE METHODS OF SATISFYING SECTION 401(k) NONDISCRIMINATION
TesTs.—Section 401(k) (relating to cash or deferred arrangements) is amended by
adding at the end the following new paragraph:

“(11) ALTERNATIVE METHODS OF MEETING NONDISCRIMINATION REQUIRE-

MENTS.—

“(A) IN GENERAL.—A cash or deferred arrangement shall be treated as
meeting the requirements of paragraph (3)(A)(ii) if such arrangement—

© “(i)cI meets the contribution requirements of subparagraph (B) or

C), an

“(ii) meets the notice requirements of subparagraph (D).

“(B) MATCHING CONTRIBUTIONS.—

“(i) IN GENERAL.—The requirements of this subparagraph are met
if, under the arrangement, the employer makes matching contributions
on behalf of each employee who is not a highly compensated employee
in an amount equal to—

“(1) 100 percent of the elective contributions of the employee to
the extent such elective contributions do not exceed 3 percent of
the employee’s compensation, and

“(11) 50 percent of the elective contributions of the employee to
the extent that such elective contributions exceed 3 percent but do
not exceed 5 percent of the employee’s compensation.

“(ii) RATE FOR HIGHLY COMPENSATED EMPLOYEES.—The require-
ments of this subparagraph are not met if, under the arrangement, the
matching contribution with respect to any elective contribution of a
highly compensated employee at any level of compensation is greater
than that with respect to an employee who is not a highly compensated
employee.

“(1if) ALTERNATIVE PLAN DESIGNS.—If the matching contribution
with respect to any elective contribution at any specific level of com-
pensation is not equal to the percentage required under clause (i), an
arrangement shall not be treated as failing to meet the requirements
of clause (i) if—

“(1) the level of an employer’'s matching contribution does not
increase as an employee’s elective contributions increase, and

“(11) the aggregate amount of matching contributions with re-
spect to elective contributions not in excess of such level of com-
pensation is at least equal to the amount of matching contributions
which would be made if matching contributions were made on the
basis of the percentages described in clause (i).

“(C) NONELECTIVE CONTRIBUTIONS.—The requirements of this subpara-
graph are met if, under the arrangement, the employer is required, without
regard to whether the employee makes an elective contribution or employee
contribution, to make a contribution to a defined contribution plan on be-
half of each employee who is not a highly compensated employee and who
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is eligible to participate in the arrangement in an amount equal to at least
3 percent of the employee’s compensation.

“(D) NOTICE REQUIREMENT.—AN arrangement meets the requirements
of this paragraph if, under the arrangement, each employee eligible to par-
ticipate is, within a reasonable period before any year, given written notice
of the employee’s rights and obligations under the arrangement which—

“(i) is sufficiently accurate and comprehensive to apprise the em-
ployee of such rights and obligations, and

“(ii) is written in a manner calculated to be understood by the aver-
age employee eligible to participate.

“(E) OTHER REQUIREMENTS.—

“(i) WITHDRAWAL AND VESTING RESTRICTIONS.—AN arrangement

shall not be treated as meeting the requirements of subparagraph (B)

or (C) unless the requirements of subparagraphs (B) and (C) of para-

graph (2) are met with respect to all employer contributions (including
matching contributions).

“(ii) SOCIAL SECURITY AND SIMILAR CONTRIBUTIONS NOT TAKEN INTO
ACCOUNT.—AN arrangement shall not be treated as meeting the re-
quirements of subparagraph (B) or (C) unless such requirements are
met without regard to subsection (I), and, for purposes of subsection (1),
employer contributions under subparagraph (B) or (C) shall not be
taken into account.

“(F) OTHER PLANS.—AN arrangement shall be treated as meeting the
requirements under subparagraph (A)(i) if any other plan maintained by
the employer meets such requirements with respect to employees eligible
under the arrangement.”

(b) ALTERNATIVE METHODS OF SATISFYING SECTION 401(m) NONDISCRIMINATION
TesTs.—Section 401(m) (relating to nondiscrimination test for matching contribu-
tions and employee contributions) is amended by redesignating paragraph (10) as
paragraph (11) and by adding after paragraph (9) the following new paragraph:

“(10) ALTERNATIVE METHOD OF SATISFYING TESTS.—

“(A) IN GENERAL.—A defined contribution plan shall be treated as meet-
ing the requirements of paragraph (2) with respect to matching contribu-
tions if the plan—

“(i) meets the contribution requirements of subparagraph (B) or (C)
of subsection (k)(11),

“(ii) meets the notice requirements of subsection (k)(11)(D), and

“(iil) meets the requirements of subparagraph (B).

“(B) LIMITATION ON MATCHING CONTRIBUTIONS.—The requirements of
this subparagraph are met if—

“(i) matching contributions on behalf of any employee may not be
made with respect to an employee’s contributions or elective deferrals
in excess of 6 percent of the employee’s compensation,

“(ii) the level of an employer’'s matching contribution does not in-
crease as an employee’s contributions or elective deferrals increase, and

“(iiif) the matching contribution with respect to any highly com-
pensated employee at a specific level of compensation is not greater
than that with respect to an employee who is not a highly compensated
employee.”

(c) YEAR FOR COMPUTING NONHIGHLY COMPENSATED EMPLOYEE PERCENTAGE.—

(1) CasH OR DEFERRED ARRANGEMENTS.—Clause (ii) of section 401(k)(3)(A)
is amended—

(A) by striking “such year” and inserting “the plan year”, and

(B) by striking “for such plan year” and inserting “the preceding plan
year”.

(2) MATCHING AND EMPLOYEE CONTRIBUTIONS.—Section 401(m)(2)(A) is
amended—
(A) by inserting “for such plan year” after “highly compensated employ-
ees”, and

(B) by inserting “for the preceding plan year” after “eligible employees”
each place it appears in clause (i) and clause (ii).
(d) SPeciAL RULE FOR DETERMINING AVERAGE DEFERRAL PERCENTAGE FOR
FIRST PLAN YEAR, ETC.—
(1) Paragraph (3) of section 401(k) is amended by adding at the end the fol-
lowing new subparagraph:
“(E) For purposes of this paragraph, in the case of the first plan year
of any plan, the amount taken into account as the actual deferral percent-
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gge of nonhighly compensated employees for the preceding plan year shall
e_
“(i) 3 percent, or
“(i1) if the employer makes an election under this subclause, the ac-
tual deferral percentage of nonhighly compensated employees deter-
mined for such first plan year.”

(2) Paragraph (3) of section 401(m) is amended by adding at the end the
following: “Rules similar to the rules of subsection (k)(3)(E) shall apply for pur-
poses of this subsection.”

(e) DISTRIBUTION OF ExCESS CONTRIBUTIONS.—

(1) Subparagraph (C) of section 401(k)(8) (relating to arrangement not dis-
qualified if excess contributions distributed) is amended by striking “on the
basis of the respective portions of the excess contributions attributable to each
of such employees” and inserting “on the basis of the amount of contributions
by, or on behalf of, each of such employees”.

(2) Subparagraph (C) of section 401(m)(6) (relating to method of distribut-
ing excess aggregate contributions) is amended by striking “on the basis of the
respective portions of such amounts attributable to each of such employees” and
inserting “on the basis of the amount of contributions on behalf of, or by, each
such employee”.

(f) EFFecTive DaTe.—The amendments made by this section shall apply to
years beginning after December 31, 1995.

PART IV—MISCELLANEOUS SIMPLIFICATION

SEC. 14231. TREATMENT OF LEASED EMPLOYEES.

(a) GENERAL RuULE.—Subparagraph (C) of section 414(n)(2) (defining leased em-
ployee) is amended to read as follows:

“(C) such services are performed under significant direction or control
by the recipient.”

(b) EFFecTIVE DATE.—The amendment made by subsection (a) shall apply to
years beginning after December 31, 1995, but shall not apply to any relationship
determined under an Internal Revenue Service ruling issued before the date of the
enactment of this Act pursuant to section 414(n)(2)(C) of the Internal Revenue Code
of 1986 (as in effect on the day before such date) not to involve a leased employee.

SEC. 14232. PLANS COVERING SELF-EMPLOYED INDIVIDUALS.

(@) AGGREGATION RuLEs.—Section 401(d) (relating to additional requirements
forfqﬁalification of trusts and plans benefiting owner-employees) is amended to read
as follows:

“(d) CoNTRIBUTION LIMIT oN OwNER-EMPLOYEES.—A trust forming part of a
pension or profit-sharing plan which provides contributions or benefits for employ-
ees some or all of whom are owner-employees shall constitute a qualified trust
under this section only if, in addition to meeting the requirements of subsection (a),
the plan provides that contributions on behalf of any owner-employee may be made
only with respect to the earned income of such owner-employee which is derived
from the trade or business with respect to which such plan is established.”

(b) EFFecTive DATE.—The amendments made by this section shall apply to
years beginning after December 31, 1995.

SEC. 14233. ELIMINATION OF SPECIAL VESTING RULE FOR MULTIEMPLOYER PLANS.

(a) IN GENERAL.—Paragraph (2) of section 411(a) (relating to minimum vesting
standards) is amended—

(1) by striking “subparagraph (A), (B), or (C)” and inserting “subparagraph

(A) or (B)"; and

(2) by striking subparagraph (C).
(b) EFFeCTIVE DATE.—The amendments made by this section shall apply to plan
years beginning on or after the earlier of—
(1) the later of—
(A) January 1, 1996, or
(B) the date on which the last of the collective bargaining agreements
pursuant to which the plan is maintained terminates (determined without
regard to any extension thereof after the date of the enactment of this Act),
or
(2) January 1, 1998.
Such amendments shall not apply to any individual who does not have more than
1 hour of service under the plan on or after the 1st day of the 1st plan year to which
such amendments apply.
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SEC. 14234. DISTRIBUTIONS UNDER RURAL COOPERATIVE PLANS.

(a) DisTRIBUTIONS AFTER CERTAIN AcE.—Section 401(k)(7) is amended by add-
ing at the end the following new subparagraph:

“(C) SPECIAL RULE FOR CERTAIN DISTRIBUTIONS.—A rural cooperative
plan which includes a qualified cash or deferred arrangement shall not be
treated as violating the requirements of section 401(a) merely by reason of
a distribution to a participant after attainment of age 59%2.”

(b) EFFeCTIVE DATE.—The amendment made by this section shall apply to dis-
tributions after December 31, 1995.

SEC. 14235. TREATMENT OF GOVERNMENTAL PLANS UNDER SECTION 415.

(a) DEFINITION OF CoMPENSATION.—Subsection (k) of section 415 (regarding lim-
itations on benefits and contributions under qualified plans) is amended by adding
immediately after paragraph (2) the following new paragraph:

“(3) DEFINITION OF COMPENSATION FOR GOVERNMENTAL PLANS.—FoOr pur-
poses of this section, in the case of a governmental plan (as defined in section
414(d)), the term ‘compensation’ includes, in addition to the amounts described
in subsection (c)(3)—

“(A) any elective deferral (as defined in section 402(g)(3)), and

“(B) any amount which is contributed by the employer at the election
of the employee and which is not includible in the gross income of an em-
ployee under section 125 or 457.”

(b) CompPENSsATION LimiT.—Subsection (b) of section 415 is amended by adding
immediately after paragraph (10) the following new paragraph:

“(11) SPECIAL LIMITATION RULE FOR GOVERNMENTAL PLANS.—In the case of
a governmental plan (as defined in section 414(d)), subparagraph (B) of para-
graph (1) shall not apply.”

(c) TREATMENT OF CERTAIN EXCESs BENEFIT PLANS.—

(1) In GENERAL.—Section 415 is amended by adding at the end the follow-
ing new subsection:

“(m) TREATMENT OF QUALIFIED GOVERNMENTAL EXCESS BENEFIT ARRANGE-
MENTS.—

“(1) GOVERNMENTAL PLAN NOT AFFECTED.—In determining whether a gov-
ernmental plan (as defined in section 414(d)) meets the requirements of this
section, benefits provided under a qualified governmental excess benefit ar-
rangement shall not be taken into account. Income accruing to a governmental
plan (or to a trust that is maintained solely for the purpose of providing benefits
under a qualified governmental excess benefit arrangement) in respect of a
qualified governmental excess benefit arrangement shall constitute income de-
rived from the exercise of an essential governmental function upon which such
governmental plan (or trust) shall be exempt from tax under section 115.

“(2) TAXATION OF PARTICIPANT.—For purposes of this chapter—

“(A) the taxable year or years for which amounts in respect of a quali-
fied governmental excess benefit arrangement are includible in gross in-
come by a participant, and

“(B) the treatment of such amounts when so includible by the partici-

pant,
shall be determined as if such qualified governmental excess benefit arrange-
ment were treated as a plan for the deferral of compensation which is main-
tained by a corporation not exempt from tax under this chapter and which does
not meet the requirements for qualification under section 401.

“(3) QUALIFIED GOVERNMENTAL EXCESS BENEFIT ARRANGEMENT.—FoOr pur-
poses of this subsection, the term ‘qualified governmental excess benefit ar-
rangement’ means a portion of a governmental plan if—

“(A) such portion is maintained solely for the purpose of providing to
participants in the plan that part of the participant’s annual benefit other-
wise payable under the terms of the plan that exceeds the limitations on
benefits imposed by this section,

“(B) under such portion no election is provided at any time to the par-
ticipant (directly or indirectly) to defer compensation, and

“(C) benefits described in subparagraph (A) are not paid from a trust
forming a part of such governmental plan unless such trust is maintained
solely for the purpose of providing such benefits.”

(2) COORDINATION WITH SECTION 457.—Subsection (e) of section 457 is
amended by adding at the end the following new paragraph:

“(15) TREATMENT OF QUALIFIED GOVERNMENTAL EXCESS BENEFIT ARRANGE-
MENTS.—Subsections (b)(2) and (c)(1) shall not apply to any qualified govern-
mental excess benefit arrangement (as defined in section 415(m)(3)), and bene-
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fits provided under such an arrangement shall not be taken into account in de-
termining whether any other plan is an eligible deferred compensation plan.”

(3) CoNnFORMING AMENDMENT.—Paragraph (2) of section 457(f) is amended
by striking “and” at the end of subparagraph (C), by striking the period at the
end of subparagraph (D) and inserting “, and”, and by inserting immediately
thereafter the following new subparagraph:

“(E) a qualified governmental excess benefit arrangement described in

section 415(m).”

(d) EXEMPTION FOR SURVIVOR AND DisABILITY BENEFITS.—Paragraph (2) of sec-
tion 415(b) is amended by adding at the end the following new subparagraph:
“(I) EXEMPTION FOR SURVIVOR AND DISABILITY BENEFITS PROVIDED

UNDER GOVERNMENTAL PLANS.—Subparagraph (B) of paragraph (1), sub-

paragraph (C) of this paragraph, and paragraph (5) shall not apply to—

“(i) income received from a governmental plan (as defined in sec-
tion 414(d)) as a pension, annuity, or similar allowance as the result
of the recipient becoming disabled by reason of personal injuries or
sickness, or

“(if) amounts received from a governmental plan by the bene-
ficiaries, survivors, or the estate of an employee as the result of the
death of the employee.”

(e) REVOCATION OF GRANDFATHER ELECTION.—

(1) IN GENERAL.—Subparagraph (C) of section 415(b)(10) is amended by
adding at the end the following new clause:

“(if) REvocATION OF ELECTION.—ARN election under clause (i) may
be revoked not later than the last day of the third plan year beginning
after the date of the enactment of this clause. The revocation shall
apply to all plan years to which the election applied and to all subse-
quent plan years. Any amount paid by a plan in a taxable year ending
after the revocation shall be includible in income in such taxable year
under the rules of this chapter in effect for such taxable year, except
that, for purposes of applying the limitations imposed by this section,
any portion of such amount which is attributable to any taxable year
during which the election was in effect shall be treated as received in
such taxable year.”

(2) ConFORMING AMENDMENT.—Subparagraph (C) of section 415(b)(10) is
amended by striking “This” and inserting:

“(i) IN GENERAL.—This".

(f) EFFECTIVE DATE.—

(1) INn GENERAL.—The amendments made by subsections (a), (b), (c), and (d)
shall apply to taxable years beginning on or after the date of the enactment of
this Act. The amendment made by subsection (e) shall apply with respect to
election revocations adopted after the date of the enactment of this Act.

(2) TREATMENT FOR YEARS BEGINNING BEFORE DATE OF ENACTMENT.—In the
case of a governmental plan (as defined in section 414(d) of the Internal Reve-
nue Code of 1986), such plan shall be treated as satisfying the requirements of
section 415 of such Code for all taxable years beginning before the date of the
enactment of this Act.

SEC. 14236. UNIFORM RETIREMENT AGE.

(a) DiscrIMINATION TESTING.—Paragraph (5) of section 401(a) (relating to spe-
cial rules relating to nondiscrimination requirements) is amended by adding at the
end the following new subparagraph:

“(F) SoCIAL SECURITY RETIREMENT AGE.—For purposes of testing for
discrimination under paragraph (4)—

“(i) the social security retirement age (as defined in section
415(b)(8)) shall be treated as a uniform retirement age, and

“(i1) subsidized early retirement benefits and joint and survivor an-
nuities shall not be treated as being unavailable to employees on the
same terms merely because such benefits or annuities are based in
whole or in part on an employee’s social security retirement age (as so
defined).”

(b) EFFeCcTIVE DATE.—The amendment made by this section shall apply to years
beginning after December 31, 1995.

SEC. 14237. UNIFORM PENALTY PROVISIONS TO APPLY TO CERTAIN PENSION REPORTING RE-
QUIREMENTS.

(a) PENALTIES.—

(1) StaTEMENTS.—Paragraph (1) of section 6724(d) is amended by striking

“and” at the end of subparagraph (A), by striking the period at the end of sub-
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paragraph (B) and inserting “, and”, and by inserting after subparagraph (B)
the following new subparagraph:

“(C) any statement of the amount of payments to another person re-
quired to be made to the Secretary under—

“(i) section 408(i) (relating to reports with respect to individual re-
tirement accounts or annuities), or

“(ii) section 6047(d) (relating to reports by employers, plan admin-
istrators, etc.).”

(2) ReporTs.—Paragraph (2) of section 6724(d) is amended by striking “or”
at the end of subparagraph (S), by striking the period at the end of subpara-
graph (T) and inserting a comma, and by inserting after subparagraph (T) the
following new subparagraphs:

“(U) section 408(i) (relating to reports with respect to individual retire-
ment plans) to any person other than the Secretary with respect to the
amount of payments made to such person, or

“(V) section 6047(d) (relating to reports by plan administrators) to any
person other than the Secretary with respect to the amount of payments
made to such person.”

(b) MODIFICATION OF REPORTABLE DESIGNATED DISTRIBUTIONS.—

(1) SecTION 408.—Subsection (i) of section 408 (relating to individual retire-
ment account reports) is amended by inserting “aggregating $10 or more in any
calendar year” after “distributions”.

(2) SecTION 6047.—Paragraph (1) of section 6047(d) (relating to reports by
employers, plan administrators, etc.) is amended by adding at the end the fol-
lowing new sentence: “No return or report may be required under the preceding
sentence with respect to distributions to any person during any year unless
such distributions aggregate $10 or more.”

(c) QUALIFYING RoLLOVER DISTRIBUTIONS.—Section 6652(i) is amended—

(1) by striking “the $10” and inserting “$100", and

(2) by striking “$5,000” and inserting “$50,000".

(d) CONFORMING AMENDMENTS.—
(1) Paragraph (1) of section 6047(f) is amended to read as follows:

“(1) For provisions relating to penalties for failures to file returns and reports required
under this section, see sections 6652(e), 6721, and 6722.”

(2) Subsection (e) of section 6652 is amended by adding at the end the fol-
lowing new sentence: “This subsection shall not apply to any return or state-
ment which is an information return described in section 6724(d)(1)(C)(ii) or a
payee statement described in section 6724(d)(2)(U).”

(3) Subsection (a) of section 6693 is amended by adding at the end the fol-
lowing new sentence: “This subsection shall not apply to any report which is
an information return described in section 6724(d)(1)(C)(i) or a payee statement
described in section 6724(d)(2)(T).”

(e) EFFecTivE DATE.—The amendments made by this section shall apply to re-
turns, reports, and other statements the due date for which (determined without re-
gard to extensions) is after December 31, 1995.

SEC. 14238. CONTRIBUTIONS ON BEHALF OF DISABLED EMPLOYEES.

(@ ALL DisaBLED PARTICIPANTS RECEIVING CONTRIBUTIONS.—Section
415(c)(3)(C) is amended by adding at the end the following: “If a defined contribu-
tion plan provides for the continuation of contributions on behalf of all participants
described in clause (i) for a fixed or determinable period, this subparagraph shall
be applied without regard to clauses (ii) and (iii).”

(b) EFFecTIVE DATE.—The amendment made by this section shall apply to years
beginning after December 31, 1995.

SEC. 14239. TREATMENT OF DEFERRED COMPENSATION PLANS OF STATE AND LOCAL GOV-
ERNMENTS AND TAX-EXEMPT ORGANIZATIONS.

(a) SPeciAL RuLEs FoOR PLAN DisTriBUTIONS.—Paragraph (9) of section 457(e)
(relating to other definitions and special rules) is amended to read as follows:

“(9) BENEFITS NOT TREATED AS MADE AVAILABLE BY REASON OF CERTAIN

ELECTIONS, ETC.—

“(A) TOTAL AMOUNT PAYABLE IS $3,500 OR LESs.—The total amount pay-
able to a participant under the plan shall not be treated as made available
merely because the participant may elect to receive such amount (or the
plan may distribute such amount without the participant’s consent) if—

“(i) such amount does not exceed $3,500, and
“(i1) such amount may be distributed only if—
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“(1) no amount has been deferred under the plan with respect
to such participant during the 2-year period ending on the date of
the distribution, and

“(11) there has been no prior distribution under the plan to
such participant to which this subparagraph applied.

A plan shall not be treated as failing to meet the distribution requirements
of subsection (d) by reason of a distribution to which this subparagraph ap-
plies.

“(B) ELECTION TO DEFER COMMENCEMENT OF DISTRIBUTIONS.—The total
amount payable to a participant under the plan shall not be treated as
made available merely because the participant may elect to defer com-
mencement of distributions under the plan if—

“(i) such election is made after amounts may be available under the
plan in accordance with subsection (d)(1)(A) and before commencement
of such distributions, and

“(ii) the participant may make only 1 such election.”

(b) CosT-oF-LIVING ADJUSTMENT OF MaximMmum DEFERRAL AMOUNT.—Subsection
(e) of section 457 is amended by adding at the end the following new paragraph:
“(14) COST-OF-LIVING ADJUSTMENT OF MAXIMUM DEFERRAL AMOUNT.—The
Secretary shall adjust the $7,500 amount specified in subsections (b)(2) and
(c)(1) at the same time and in the same manner as under section 415(d) (deter-
mined without regard to paragraph (4)), except that the base period in applying
such section for purposes of this paragraph shall be the calendar quarter ending
September 30, 1994.”
(c) EFFecTIVE DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 1995.

SEC. 14240. TRUST REQUIREMENT FOR DEFERRED COMPENSATION PLANS OF STATE AND
LOCAL GOVERNMENTS.
(@) IN GENERAL.—Section 457 is amended by adding at the end the following
new subsection:
“(g) GOVERNMENTAL PLANS MusT MAINTAIN SET ASIDES FOR EXxcLuUsIVE BENE-
FIT OF PARTICIPANTS.—

“(1) IN GENERAL.—A plan maintained by an eligible employer described in
subsection (e)(1)(A) shall not be treated as an eligible deferred compensation
plan unless all assets and income of the plan described in subsection (b)(6) are
held in trust for the exclusive benefit of participants and their beneficiaries.

“(2) TAXABILITY OF TRUSTS AND PARTICIPANTS.—For purposes of this title—

“(A) a trust described in paragraph (1) shall be treated as an organiza-
tion exempt from taxation under section 501(a), and

“(B) notwithstanding any other provision of this title, amounts in the
trust shall be includible in the gross income of participants and bene-
ficiaries only to the extent, and at the time, provided in this section.

“(3) CUSTODIAL ACCOUNTS AND CONTRACTS.—For purposes of this sub-
section, custodial accounts and contracts described in section 401(f) shall be
treated as trusts under rules similar to the rules under section 401(f).”

(b) CoNnFORMING AMENDMENT.—Paragraph (6) of section 457(b) is amended by
inserting “except as provided in subsection (g),” before “which provides that”.
(c) EFFeCTIVE DATES.—

(1) IN GENERAL.—Except as provided in paragraph (2), the amendments
made by this section shall apply to assets and income described in section
457(b)(6) of the Internal Revenue Code of 1986 held by a plan on and after the
date of the enactment of this Act.

(2) TrRAaNSITION RULE.—IN the case of assets and income described in para-
graph (1) held by a plan before the 90th day after the date of the enactment
of this Act, a trust need not be established by reason of the amendments made
by this section before such 90th day.

SEC. 14241. TRANSITION RULE FOR COMPUTING MAXIMUM BENEFITS UNDER SECTION 415
LIMITATIONS.
(a) IN GENERAL.—Subparagraph (A) of section 767(d)(3) of the Uruguay Round
Agreements Act is amended to read as follows:

“(A) ExcepTioN.—A plan that was adopted and in effect before Decem-
ber 8, 1994, shall not be required to apply the amendments made by sub-
section (b) with respect to benefits accrued before the earlier of—

“(i) the later of the date a plan amendment applying such amend-
ment is adopted or made effective, or

“(ii) the first day of the first limitation year beginning after Decem-
ber 31, 1999.
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Determinations under section 415(b)(2)(E) of the Internal Revenue Code of
1986 shall be made with respect to such benefits on the basis of such sec-
tion as in effect on December 7, 1994, and the provisions of the plan as in
effect on December 7, 1994, but only if such provisions of the plan meet the
requirements of such section (as so in effect).”
(b) EFFecTIVE DATE.—The amendment made by this section shall take effect as
if included in the provisions of section 767 of the Uruguay Round Agreements Act.
(c) TRANSITIONAL RULE.—In the case of a plan that was adopted and in effect
before December 8, 1994, if—
(1) a plan amendment was adopted or made effective on or before the date
of the enactment of this Act applying the amendments made by section 767(b)
of the Uruguay Round Agreements Act, and
(2) within 1 year after the date of the enactment of this Act, a plan amend-
ment is adopted which repeals the amendment referred to in paragraph (1),
the amendment referred to in paragraph (1) shall not be taken into account in ap-
plying section 767(d)(3)(A) of the Uruguay Round Agreements Act, as amended by
subsection (a).

SEC. 14242. MULTIPLE SALARY REDUCTION AGREEMENTS PERMITTED UNDER SECTION
403(b).

(@) GENERAL RuLE.—For purposes of section 403(b) of the Internal Revenue
Code of 1986, the frequency that an employee is permitted to enter into a salary
reduction agreement, the salary to which such an agreement may apply, and the
ability to revoke such an agreement shall be determined under the rules applicable
to cash or deferred elections under section 401(k) of such Code.

(b) EFFecTive DATE.—Subsection (a) shall apply to taxable years beginning
after December 31, 1995.

SEC. 14243. WAIVER OF MINIMUM PERIOD FOR JOINT AND SURVIVOR ANNUITY EXPLANATION
BEFORE ANNUITY STARTING DATE.

(@) GENERAL RuLE.—For purposes of section 417(a)(3)(A) of the Internal Reve-
nue Code of 1986 (relating to plan to provide written explanations), the minimum
period prescribed by the Secretary of the Treasury between the date that the expla-
nation referred to in such section is provided and the annuity starting date shall
not apply if waived by the participant and, if applicable, the participant's spouse.

(b) EFFecTIVE DATE.—Subsection (a) shall apply to plan years beginning after
December 31, 1995.

SEC. 14244. REPEAL OF LIMITATION IN CASE OF DEFINED BENEFIT PLAN AND DEFINED CON-
TRIBUTION PLAN FOR SAME EMPLOYEE.
(a) IN GENERAL.—Section 415(e) is repealed.
(b) CONFORMING AMENDMENTS.—
(1) Subparagraph (B) of section 415(b)(5) is amended by striking “and sub-
section (e)".
(2) Paragraph (1) of section 415(f) is amended by striking “subsections (b),
(c), and (e)” and inserting “subsections (b) and (c)".
(3) Subsection (g) of section 415 is amended by striking “subsections (e) and
(f)” in the last sentence and inserting “subsection (f)".
(4) Clause (i) of section 415(k)(2)(A) is amended to read as follows:

“(i) any contribution made directly by an employee under such an
arrangement shall not be treated as an annual addition for purposes
of subsection (c), and”.

(5) Clause (ii) of section 415(k)(2)(A) is amended by striking “subsections (c)
and (e)” and inserting “subsection (c)".
(6) Section 416 is amended by striking subsection (h).
(c) EFFeCcTIVE DATE.—The amendments made by this section shall apply to limi-
tation years beginning after December 31, 1996.

SEC. 14245. DATE FOR ADOPTION OF PLAN AMENDMENTS.

If any amendment made by this title requires an amendment to any plan, such
plan amendment shall not be required to be made before the first day of the first
plan year beginning on or after January 1, 1997, if—

(1) during the period after such amendment takes effect and before such
first plan year, the plan is operated in accordance with the requirements of such
amendment, and

(2) such plan amendment applies retroactively to such period.
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Subtitle C—Treatment of Large Partnerships
PART I—GENERAL PROVISIONS

SEC. 14301. SIMPLIFIED FLOW-THROUGH FOR LARGE PARTNERSHIPS.

(@) GENERAL RuLE.—Subchapter K (relating to partners and partnerships) is
amended by adding at the end the following new part:

“PART IV—SPECIAL RULES FOR LARGE PARTNERSHIPS

“Sec. 771. Application of subchapter to large partnerships.

“Sec. 772. Simplified flow-through.

“Sec. 773. Computations at partnership level.

“Sec. 774. Other modifications.

“Sec. 775. Large partnership defined.

“Sec. 776. Special rules for partnerships holding oil and gas properties.
“Sec. 777. Regulations.

“SEC. 771. APPLICATION OF SUBCHAPTER TO LARGE PARTNERSHIPS.

“The preceding provisions of this subchapter to the extent inconsistent with the
provisions of this part shall not apply to a large partnership and its partners.

“SEC. 772. SIMPLIFIED FLOW-THROUGH.

“(a) GENERAL RuLE.—In determining the income tax of a partner of a large
partnership, such partner shall take into account separately such partner’s distribu-
tive share of the partnership’s—

“(1) taxable income or loss from passive loss limitation activities,

“(2) taxable income or loss from other activities,

“(3) net capital gain (or net capital loss)—

“(A) to the extent allocable to passive loss limitation activities, and

“(B) to the extent allocable to other activities,

“(4) tax-exempt interest,

“(5) applicable net AMT adjustment separately computed for—

“(A) passive loss limitation activities, and

“(B) other activities,

“(6) general credits,

“(7) low-income housing credit determined under section 42,

“(8) rehabilitation credit determined under section 47,

“(9) foreign income taxes,

“(10) the credit allowable under section 29, and

“(11) other items to the extent that the Secretary determines that the sepa-
rate treatment of such items is appropriate.

“(b) SEPARATE ComPUTATIONS.—In determining the amounts required under
subsection (a) to be separately taken into account by any partner, this section and
section 773 shall be applied separately with respect to such partner by taking into
account such partner’'s distributive share of the items of income, gain, loss, deduc-
tion, or credit of the partnership.

“(c) TREATMENT AT PARTNER LEVEL.—

“(1) INn GENERAL.—Except as provided in this subsection, rules similar to
the rules of section 702(b) shall apply to any partner’s distributive share of the
amounts referred to in subsection (a).

“(2) INCOME OR LOSS FROM PASSIVE LOSS LIMITATION ACTIVITIES.—For pur-
poses of this chapter, any partner’s distributive share of any income or loss de-
scribed in subsection (a)(1) shall be treated as an item of income or loss (as the
case may be) from the conduct of a trade or business which is a single passive
activity (as defined in section 469). A similar rule shall apply to a partner’s dis-
tributive share of amounts referred to in paragraphs (3)(A) and (5)(A) of sub-
section (a).

“(3) INCOME OR LOSS FROM OTHER ACTIVITIES.—

“(A) IN GENERAL.—For purposes of this chapter, any partner’s distribu-
tive share of any income or loss described in subsection (a)(2) shall be treat-
ed as an item of income or expense (as the case may be) with respect to
property held for investment.

“(B) DEDUCTIONS FOR LOSS NOT SUBJECT TO SECTION 67.—The deduction
under section 212 for any loss described in subparagraph (A) shall not be
treated as a miscellaneous itemized deduction for purposes of section 67.
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“(4) TREATMENT OF NET CAPITAL GAIN OR LOss.—For purposes of this chap-
ter, any partner’s distributive share of any gain or loss described in subsection
(a)(3) shall be treated as a long-term capital gain or loss, as the case may be.

“(5) MINIMUM TAX TREATMENT.—In determining the alternative minimum
taxable income of any partner, such partner’s distributive share of any applica-
ble net AMT adjustment shall be taken into account in lieu of making the sepa-
rate adjustments provided in sections 56, 57, and 58 with respect to the items
of the partnership. Except as provided in regulations, the applicable net AMT
adjustment shall be treated, for purposes of section 53, as an adjustment or
item of tax preference not specified in section 53(d)(1)(B)(ii).

“(6) GENERAL CREDITS.—A partner’s distributive share of the amount re-
ferred to in paragraph (6) of subsection (a) shall be taken into account as a cur-
rent year business credit.

“(d) OPERATING RuLEs.—For purposes of this section—

“(1) PASSIVE LOSS LIMITATION ACTIVITY.—The term ‘passive loss limitation
activity’ means—

“(A) any activity which involves the conduct of a trade or business, and

“(B) any rental activity.

For purposes of the preceding sentence, the term ‘trade or business’ includes

any activity treated as a trade or business under paragraph (5) or (6) of section

469(c).

“(2) TAX-EXEMPT INTEREST.—The term ‘tax-exempt interest’ means interest
excludable from gross income under section 103.

“(3) APPLICABLE NET AMT ADJUSTMENT.—

“(A) IN GENERAL.—The applicable net AMT adjustment is—

“(i) with respect to taxpayers other than corporations, the net ad-
jusltmen(t:.j determined by using the adjustments applicable to individ-
uals, an

“(if) with respect to corporations, the net adjustment determined by
using the adjustments applicable to corporations.

“(B) NET ADJUSTMENT.—The term ‘net adjustment’ means the net ad-
justment in the items attributable to passive loss activities or other activi-
ties (as the case may be) which would result if such items were determined
with the adjustments of sections 56, 57, and 58.

“(4) TREATMENT OF CERTAIN SEPARATELY STATED ITEMS.—

“(A) EXCLUSION FOR CERTAIN PURPOSES.—In determining the amounts
referred to in paragraphs (1) and (2) of subsection (a), any net capital gain
or net capital loss (as the case may be), and any item referred to in sub-
section (a)(11), shall be excluded.

“(B) ALLocATION RULES.—The net capital gain shall be treated—

“(i) as allocable to passive loss limitation activities to the extent
the net capital gain does not exceed the net capital gain determined by
only taking into account gains and losses from sales and exchanges of
property used in connection with such activities, and

“(ii) as allocable to other activities to the extent such gain exceeds
the amount allocated under clause (i).

A similar rule shall apply for purposes of allocating any net capital loss.

“(C) NET cAPITAL Loss.—The term ‘net capital loss’ means the excess
of the losses from sales or exchanges of capital assets over the gains from
sales or exchange of capital assets.

“(5) GENERAL CREDITS.—The term ‘general credits’ means any credit other
than the low-income housing credit, the rehabilitation credit, the foreign tax
credit, and the credit allowable under section 29.

“(6) FOREIGN INCOME TAXES.—The term ‘foreign income taxes’' means taxes
described in section 901 which are paid or accrued to foreign countries and to
possessions of the United States.

“(e) SPECIAL RULE FOR UNRELATED BusiNEss TAx.—In the case of a partner
which is an organization subject to tax under section 511, such partner’s distributive
share of any items shall be taken into account separately to the extent necessary
to comply with the provisions of section 512(c)(1).

“(f) SPECIAL RULES FOR APPLYING PASSIVE Loss LiMITATIONS.—If any person
holds an interest in a large partnership other than as a limited partner—

“(1) paragraph (2) of subsection (c) shall not apply to such partner, and

“(2) such partner’s distributive share of the partnership items allocable to
passive loss limitation activities shall be taken into account separately to the
extent necessary to comply with the provisions of section 469.

The preceding sentence shall not apply to any items allocable to an interest held
as a limited partner.
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“SEC. 773. COMPUTATIONS AT PARTNERSHIP LEVEL.

“(a) GENERAL RULE.—

“(1) TAxABLE INCOME.—The taxable income of a large partnership shall be

computed in the same manner as in the case of an individual except that—
d“(A) the items described in section 772(a) shall be separately stated,
an

“(B) the modifications of subsection (b) shall apply.

“(2) ELecTions.—All elections affecting the computation of the taxable in-
come of a large partnership or the computation of any credit of a large partner-
ship shall be made by the partnership; except that the election under section
901, and any election under section 108, shall be made by each partner sepa-
rately.

“(3) LIMITATIONS, ETC.—

“(A) IN GENERAL.—EXxcept as provided in subparagraph (B), all limita-
tions and other provisions affecting the computation of the taxable income
of a large partnership or the computation of any credit of a large partner-
ship shall be applied at the partnership level (and not at the partner level).

“(B) CERTAIN LIMITATIONS APPLIED AT PARTNER LEVEL.—The following
|Iorov|i)sions shall be applied at the partner level (and not at the partnership
evel):

“(i) Section 68 (relating to overall limitation on itemized deduc-
tions).

“(ii) Sections 49 and 465 (relating to at risk limitations).

“(ii1) Section 469 (relating to limitation on passive activity losses
and credits).

“(iv) Any other provision specified in regulations.

“(4) COORDINATION WITH OTHER PROVISIONS.—Paragraphs (2) and (3) shall
apply notwithstanding any other provision of this chapter other than this part.
“(b) MobpIFICATIONS TO DETERMINATION OF TAXABLE INCOME.—In determining

the taxable income of a large partnership—

“(1) CeERTAIN DEDUCTIONS NOT ALLoweD.—The following deductions shall
not be allowed:

“(A) The deduction for personal exemptions provided in section 151.

“(B) The net operating loss deduction provided in section 172.

“(C) The additional itemized deductions for individuals provided in part
VI1 of subchapter B (other than section 212 thereof).

“(2) CHARITABLE DEDUCTIONS.—In determining the amount allowable under
section 170, the limitation of section 170(b)(2) shall apply.

“(3) COORDINATION WITH SECTION 67.—In lieu of applying section 67, 70 per-
cent of the amount of the miscellaneous itemized deductions shall be disallowed.
“(c) SPeECIAL RULES FOR INCOME FROM DISCHARGE OF INDEBTEDNESs.—If a large

partnership has income from the discharge of any indebtedness—

“(1) such income shall be excluded in determining the amounts referred to
in section 772(a), and

“(2) in determining the income tax of any partner of such partnership—

“(A) such income shall be treated as an item required to be separately
taken into account under section 772(a), and

“(B) the provisions of section 108 shall be applied without regard to this
part.

“SEC. 774. OTHER MODIFICATIONS.

“(a) TREATMENT OF CERTAIN OPTIONAL ADJUSTMENTS, ETc.—In the case of a
large partnership—
“(1) computations under section 773 shall be made without regard to any
adjustment under section 743(b) or 108(b), but
“(2) a partner's distributive share of any amount referred to in section
772(a) shall be appropriately adjusted to take into account any adjustment
under section 743(b) or 108(b) with respect to such partner.
“(b) CREDIT RECAPTURE DETERMINED AT PARTNERSHIP LEVEL.—
“(1) IN GeNERAL.—InN the case of a large partnership—
“(A) any credit recapture shall be taken into account by the partner-
ship, and
“(B) the amount of such recapture shall be determined as if the credit
with respect to which the recapture is made had been fully utilized to re-
duce tax.
“(2) METHOD OF TAKING RECAPTURE INTO ACCOUNT.—A large partnership
shall take into account a credit recapture by reducing the amount of the appro-
priate current year credit to the extent thereof, and if such recapture exceeds
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the amount of such current year credit, the partnership shall be liable to pay

such excess.

“(3) DISPOSITIONS NOT TO TRIGGER RECAPTURE.—NOo credit recapture shall
be required by reason of any transfer of an interest in a large partnership.

“(4) CrReDIT RECAPTURE.—For purposes of this subsection, the term ‘credit
recapture’ means any increase in tax under section 42(j) or 50(a).

“(c) PARTNERSHIP NOT TERMINATED BY REASON OF CHANGE IN OWNERSHIP.—
Subparagraph (B) of section 708(b)(1) shall not apply to a large partnership.

“(d) PARTNERSHIP ENTITLED TO CERTAIN CREDITS.—The following shall be al-
lowed to a large partnership and shall not be taken into account by the partners
of such partnership:

“(1) The credit provided by section 34.

“(2) Any credit or refund under section 852(b)(3)(D).

“(e) TREATMENT oF REMIC REesipuaLs.—For purposes of applying section
860E(e)(6) to any large partnership—

“(1) all interests in such partnership shall be treated as held by disqualified
organizations,

“(2) in lieu of applying subparagraph (C) of section 860E(e)(6), the amount
subject to tax under section 860E(e)(6) shall be excluded from the gross income
of such partnership, and

“(3) subparagraph (D) of section 860E(e)(6) shall not apply.

“(f) SPECIAL RULES FOR APPLYING CERTAIN INSTALLMENT SALE RuULEs.—In the
case of a large partnership—

“(1) the provisions of sections 453(l)(3) and 453A shall be applied at the
partnership level, and

“(2) in determining the amount of interest payable under such sections,
such partnership shall be treated as subject to tax under this chapter at the
highest rate of tax in effect under section 1 or 11.

“SEC. 775. LARGE PARTNERSHIP DEFINED.

“(a) GENERAL RuLE.—For purposes of this part—

“(1) INn GeNERAL.—EXcept as otherwise provided in this section or section
776, the term ‘large partnership’ means, with respect to any partnership taxable
year, any partnership if the number of persons who were partners in such part-
nership in any preceding partnership taxable year beginning after December 31,
1995, equaled or exceeded 250. To the extent provided in regulations, a partner-
ship shall cease to be treated as a large partnership for any partnership taxable
yearhi_f in such taxable year fewer than 100 persons were partners in such part-
nership.

“(2) ELECTION FOR PARTNERSHIPS WITH AT LEAST 100 PARTNERS.—If a part-
nership makes an election under this paragraph, paragraph (1) shall be applied
by substituting ‘100" for ‘250’. Such an election shall apply to the taxable year
for which made and all subsequent taxable years unless revoked with the con-
sent of the Secretary.

“(b) SPECIAL RULES FOR CERTAIN SERVICE PARTNERSHIPS.—

“(1) CERTAIN PARTNERS NOT COUNTED.—For purposes of this section, the
term ‘partner’ does not include any individual performing substantial services
in connection with the activities of the partnership and holding an interest in
such partnership, or an individual who formerly performed substantial services
in connection with such activities and who held an interest in such partnership
at the time the individual performed such services.

“(2) ExcrusioN.—For purposes of this part, the term ‘large partnership’
doeshrjot include any partnership if substantially all the partners of such part-
nership—

“(A) are individuals performing substantial services in connection with
the activities of such partnership or are personal service corporations (as
defined in section 269A(b)) the owner-employees (as defined in section
269A(b)) of which perform such substantial services,

“(B) are retired partners who had performed such substantial services,
or

“(C) are spouses of partners who are performing (or had previously per-
formed) such substantial services.

“(3) SPECIAL RULE FOR LOWER TIER PARTNERSHIPS.—For purposes of this
subsection, the activities of a partnership shall include the activities of any
other partnership in which the partnership owns directly an interest in the cap-
ital and profits of at least 80 percent.

“(c) ExcrusioN oF CommoDITY PooLs.—For purposes of this part, the term
‘large partnership’ does not include any partnership the principal activity of which
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is the buying and selling of commodities (not described in section 1221(1)), or op-
tions, futures, or forwards with respect to such commodities.

“(d) SECRETARY MAY RELY ON TREATMENT ON RETURN.—If, on the partnership
return of any partnership, such partnership is treated as a large partnership, such
treatment shall be binding on such partnership and all partners of such partnership
but not on the Secretary.

“SEC. 776. SPECIAL RULES FOR PARTNERSHIPS HOLDING OIL AND GAS PROPERTIES.

“(a) EXCEPTION FOR PARTNERSHIPS HOLDING SIGNIFICANT OIL AND GAS PROP-
ERTIES.—

“(1) IN GeNERAL.—For purposes of this part, the term ‘large partnership’
shall not include any partnership if the average percentage of assets (by value)
held by such partnership during the taxable year which are oil or gas properties
is at least 25 percent. For purposes of the preceding sentence, any interest held
by a partnership in another partnership shall be disregarded, except that the
partnership shall be treated as holding its proportionate share of the assets of
such other partnership.

“(2) ELECTION TO WAIVE EXCEPTION.—ANYy partnership may elect to have
paragraph (1) not apply. Such an election shall apply to the partnership taxable
year for which made and all subsequent partnership taxable years unless re-
voked with the consent of the Secretary.

“(b) SPECIAL RULES WHERE PART APPLIES.—

“(1) COMPUTATION OF PERCENTAGE DEPLETION.—In the case of a large part-
nership, except as provided in paragraph (2)—

“(A) the allowance for depletion under section 611 with respect to any
partnership oil or gas property shall be computed at the partnership level
without regard to any provision of section 613A requiring such allowance
to be computed separately by each partner,

“(B) such allowance shall be determined without regard to the provi-
sions of section 613A(c) limiting the amount of production for which per-
centage depletion is allowable and without regard to paragraph (1) of sec-
tion 613A(d), and

“(C) paragraph (3) of section 705(a) shall not apply.

“(2) TREATMENT OF CERTAIN PARTNERS.—

“(A) IN GENERAL.—IN the case of a disqualified person, the treatment
under this chapter of such person’s distributive share of any item of income,
gain, loss, deduction, or credit attributable to any partnership oil or gas
property shall be determined without regard to this part. Such person’s dis-
tributive share of any such items shall be excluded for purposes of making
determinations under sections 772 and 773.

“(B) DisQUALIFIED PERSON.—For purposes of subparagraph (A), the
term ‘disqualified person’ means, with respect to any partnership taxable
year—

“(i) any person referred to in paragraph (2) or (4) of section 613A(d)
for such person’s taxable year in which such partnership taxable year
ends, and

“(ii) any other person if such person’'s average daily production of
domestic crude oil and natural gas for such person’s taxable year in
which such partnership taxable year ends exceeds 500 barrels.

“(C) AVERAGE DAILY PRODUCTION.—For purposes of subparagraph (B),
a person’s average daily production of domestic crude oil and natural gas
for any taxable year shall be computed as provided in section 613A(c)(2)—

“(i) by taking into account all production of domestic crude oil and
natural gas (including such person’s proportionate share of any produc-
tion of a partnership),

“(ii) by treating 6,000 cubic feet of natural gas as a barrel of crude
oil, and

“(iii) by treating as 1 person all persons treated as 1 taxpayer
under section 613A(c)(8) or among whom allocations are required under
such section.

“SEC. 777. REGULATIONS.

“The Secretary shall prescribe such regulations as may be appropriate to carry
out the purposes of this part.”

(b) CLERICAL AMENDMENT.—The table of parts for subchapter K of chapter 1 is
amended by adding at the end the following new item:

“Part IV. Special rules for large partnerships.”
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SEC. 14302. SIMPLIFIED AUDIT PROCEDURES FOR LARGE PARTNERSHIPS.

(a) GENERAL RuLE.—Chapter 63 is amended by adding at the end the following
new subchapter:

“Subchapter D—Treatment of Large Partnerships

“Part |. Treatment of partnership items and adjustments.
“Part 1. Partnership level adjustments.
“Part I11. Definitions and special rules.

“PART I—_TREATMENT OF PARTNERSHIP ITEMS AND
ADJUSTMENTS

“Sec. 6240. Application of subchapter.
“Sec. 6241. Partner’s return must be consistent with partnership return.
“Sec. 6242. Procedures for taking partnership adjustments into account.

“SEC. 6240. APPLICATION OF SUBCHAPTER.

“(a) GENERAL RuLE.—This subchapter shall only apply to large partnerships
and partners in such partnerships.
“(b) CoorbINATION WITH OTHER PARTNERSHIP AUDIT PROCEDURES.—

“(1) INn ceNeERAL.—Subchapter C of this chapter shall not apply to any large
partnership other than in its capacity as a partner in another partnership
which is not a large partnership.

“(2) TREATMENT WHERE PARTNER IN OTHER PARTNERSHIP.—If a large part-
nership is a partner in another partnership which is not a large partnership—

“(A) subchapter C of this chapter shall apply to items of such large
partnership which are partnership items with respect to such other part-
nership, but

“(B) any adjustment under such subchapter C shall be taken into ac-
count in the manner provided by section 6242.

“SEC. 6241. PARTNER’'S RETURN MUST BE CONSISTENT WITH PARTNERSHIP RETURN.

“(a) GENERAL RULE.—A partner of any large partnership shall, on the partner’s
return, treat each partnership item attributable to such partnership in a manner
which is consistent with the treatment of such partnership item on the partnership
return.

“(b) UNDERPAYMENT DUE TO INCONSISTENT TREATMENT ASSESSED AS MATH
ErRROR.—ANY underpayment of tax by a partner by reason of failing to comply with
the requirements of subsection (a) shall be assessed and collected in the same man-
ner as if such underpayment were on account of a mathematical or clerical error
appearing on the partner’'s return. Paragraph (2) of section 6213(b) shall not apply
to any assessment of an underpayment referred to in the preceding sentence.

“(c) ADJUSTMENTS NOT To AFFECT PRIOR YEAR OF PARTNERS.—

“(1) IN GENERAL.—Except as provided in paragraph (2), subsections (a) and

(b) shall apply without regard to any adjustment to the partnership item under

part 1.

“(2) CERTAIN CHANGES IN DISTRIBUTIVE SHARE TAKEN INTO ACCOUNT BY

PARTNER.—

“(A) IN GENERAL.—To0 the extent that any adjustment under part Il in-
volves a change under section 704 in a partner’s distributive share of the
amount of any partnership item shown on the partnership return, such ad-
justment shall be taken into account in applying this title to such partner
for the partner’s taxable year for which such item was required to be taken
into account.

“(B) COORDINATION WITH DEFICIENCY PROCEDURES.—

“(i) INn ceNERAL.—Subchapter B shall not apply to the assessment
or collection of any underpayment of tax attributable to an adjustment
referred to in subparagraph (A).

“(if) ADJusTMENT NOT PRECLUDED.—Notwithstanding any other law
or rule of law, nothing in subchapter B (or in any proceeding under
subchapter B) shall preclude the assessment or collection of any
underpayment of tax (or the allowance of any credit or refund of any
overpayment of tax) attributable to an adjustment referred to in sub-
paragraph (A) and such assessment or collection or allowance (or any
notice thereof) shall not preclude any notice, proceeding, or determina-
tion under subchapter B.

“(C) PerIOD OF LIMITATIONS.—The period for—

“(i) assessing any underpayment of tax, or
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“(ii) filing a claim for credit or refund of any overpayment of tax,
attributable to an adjustment referred to in subparagraph (A) shall not ex-
pire before the close of the period prescribed by section 6248 for making ad-
Justments with respect to the partnership taxable year involved.

“(D) TierReD sTRUCTURES.—If the partner referred to in subparagraph
(A) is another partnership or an S corporation, the rules of this paragraph
shall also apply to persons holding interests in such partnership or S cor-
poration (as the case may be); except that, if such partner is a large part-
nership, the adjustment referred to in subparagraph (A) shall be taken into
account in the manner provided by section 6242.
“(d) AbDITION TO TAX FOR FAILURE To CompPLY WITH SECTION.—

“For addition to tax in case of partner’s disregard of requirements of this section, see part
11 of subchapter A of chapter 68.

“SEC. 6242. PROCEDURES FOR TAKING PARTNERSHIP ADJUSTMENTS INTO ACCOUNT.

“(@) ADJUSTMENTS FLow THROUGH TO PARTNERS FOR YEAR IN WHICH ADJUST-
MENT TAKES EFFECT.—

“(1) IN GENERAL.—If any partnership adjustment with respect to any part-
nership item takes effect (within the meaning of subsection (d)(2)) during any
partnership taxable year and if an election under paragraph (2) does not apply
to such adjustment, such adjustment shall be taken into account in determining
the amount of such item for the partnership taxable year in which such adjust-
ment takes effect. In applying this title to any person who is (directly or indi-
rectly) a partner in such partnership during such partnership taxable year, such
adjustment shall be treated as an item actually arising during such taxable
year.

“(2) PARTNERSHIP LIABLE IN CERTAIN CASES.—If—

“(A) a partnership elects under this paragraph to not take an adjust-
ment into account under paragraph (1),

“(B) a partnership does not make such an election but in filing its re-
turn for any partnership taxable year fails to take fully into account any
partnership adjustment as required under paragraph (1), or

“(C) any partnership adjustment involves a reduction in a credit which
exceeds the amount of such credit determined for the partnership taxable
year in which the adjustment takes effect,

the partnership shall pay to the Secretary an amount determined by applying
the rules of subsection (b)(4) to the adjustments not so taken into account and
any excess referred to in subparagraph (C). A partnership may make an election
under subparagraph (A) only if such partnership meets such requirements as
the Secretary may prescribe to assure payment of such amount.

“(3) OFFSETTING ADJUSTMENTS TAKEN INTO ACCOUNT.—If a partnership ad-
justment requires another adjustment in a taxable year after the adjusted year
and before the partnership taxable year in which such partnership adjustment
takes effect, such other adjustment shall be taken into account under this sub-
section for the partnership taxable year in which such partnership adjustment
takes effect.

“(4) COORDINATION WITH PART Il.—Amounts taken into account under this
subsection for any partnership taxable year shall continue to be treated as ad-
justments for the adjusted year for purposes of determining whether such
amounts may be readjusted under part 11.

“(b) PARTNERSHIP LIABLE FOR INTEREST AND PENALTIES.—

“(1) INn ceNeErRAL.—If a partnership adjustment takes effect during any part-
nership taxable year and such adjustment results in an imputed underpayment
for the adjusted year, the partnership—

“(A) shall pay to the Secretary interest computed under paragraph (2),
and

“(B) shall be liable for any penalty, addition to tax, or additional
amount as provided in paragraph (3).

“(2) DETERMINATION OF AMOUNT OF INTEREST.—The interest computed
under this paragraph with respect to any partnership adjustment is the interest
which would be determined under chapter 67—

“(A) on the imputed underpayment determined under paragraph (4)
with respect to such adjustment,

“(B) for the period beginning on the day after the return due date for
the adjusted year and ending on the return due date for the partnership
taxable year in which such adjustment takes effect (or, if earlier, in the
case of any adjustment to which subsection (a)(2) applies, the date on which
the payment under subsection (a)(2) is made).
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Proper adjustments in the amount determined under the preceding sentence
shall be made for adjustments required for partnership taxable years after the
adjusted year and before the year in which the partnership adjustment takes
effect by reason of such partnership adjustment.

“(3) PENALTIES.—A partnership shall be liable for any penalty, addition to
tax, or additional amount for which it would have been liable if such partner-
ship had been an individual subject to tax under chapter 1 for the adjusted year
and the imputed underpayment determined under paragraph (4) were an actual
underpayment (or understatement) for such year.

“(4) IMPUTED UNDERPAYMENT.—For purposes of this subsection, the imputed
underpayment determined under this paragraph with respect to any partner-
ship adjustment is the underpayment (if any) which would result—

“(A) by netting all adjustments to items of income, gain, loss, or deduc-
tion and by treating any net increase in income as an underpayment equal
to the amount of such net increase multiplied by the highest rate of tax in
effect under section 1 or 11 for the adjusted year, and

“(B) by taking adjustments to credits into account as increases or de-
creases (whichever is appropriate) in the amount of tax.

For purposes of the preceding sentence, any net decrease in a loss shall be
treated as an increase in income and a similar rule shall apply to a net increase
in a loss.

“(c) ADMINISTRATIVE PROVISIONS.—

“(1) IN GENERAL.—ANY payment required by subsection (a)(2) or (b)(1)(A)—

“(A) shall be assessed and collected in the same manner as if it were
a tax imposed by subtitle C, and

“(B) shall be paid on or before the return due date for the partnership
taxable year in which the partnership adjustment takes effect.

“(2) INTEREST.—For purposes of determining interest, any payment re-
quired by subsection (a)(2) or (b)(1)(A) shall be treated as an underpayment
of tax.

“(3) PENALTIES.—

“(A) IN GENERAL.—InN the case of any failure by any partnership to pay
on the date prescribed therefor any amount required by subsection (a)(2) or
(b)(1)(A), there is hereby imposed on such partnership a penalty of 10 per-
cent of the underpayment. For purposes of the preceding sentence, the term
‘underpayment’ means the excess of any payment required under this sec-
tion over the amount (if any) paid on or before the date prescribed therefor.

“(B) ACCURACY-RELATED AND FRAUD PENALTIES MADE APPLICABLE.—For
purposes of part Il of subchapter A of chapter 68, any payment required
by subsection (a)(2) shall be treated as an underpayment of tax.

“(d) DEFINITIONS AND SPECIAL RULES.—For purposes of this section—

“(1) PARTNERSHIP ADJUSTMENT.—The term ‘partnership adjustment’ means
any adjustment in the amount of any partnership item of a large partnership.

“(2) WHEN ADJUSTMENT TAKES EFFECT.—A partnership adjustment takes ef-
fect—

“(A) in the case of an adjustment pursuant to the decision of a court
in a proceeding brought under part Il, when such decision becomes final,

“(B) in the case of an adjustment pursuant to any administrative ad-
justment request under section 6251, when such adjustment is allowed by
the Secretary, or

“(C) in any other case, when such adjustment is made.

“(3) ADJUSTED YEAR.—The term ‘adjusted year’ means the partnership tax-
able year to which the item being adjusted relates.

“(4) RETURN DUE DATE.—The term ‘return due date’ means, with respect to
any taxable year, the date prescribed for filing the partnership return for such
taxable year (determined without regard to extensions).

“(5) ADJUSTMENTS INVOLVING CHANGES IN CHARACTER.—Under regulations,
appropriate adjustments in the application of this section shall be made for pur-
poses of taking into account partnership adjustments which involve a change
in the character of any item of income, gain, loss, or deduction.

“(e) PAYMENTS NonDEDUCTIBLE.—No0 deduction shall be allowed under subtitle
A for any payment required to be made by a large partnership under this section.

“PART II—PARTNERSHIP LEVEL ADJUSTMENTS

“Subpart A. Adjustments by Secretary.
“Subpart B. Claims for adjustments by partnership.
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“Subpart A—Adjustments by Secretary

“Sec. 6245. Secretarial authority.

“Sec. 6246. Restrictions on partnership adjustments.
“Sec. 6247. Judicial review of partnership adjustment.
“Sec. 6248. Period of limitations for making adjustments.

“SEC. 6245. SECRETARIAL AUTHORITY.

“(a) GENERAL RuLE.—The Secretary is authorized and directed to make adjust-
ments at the partnership level in any partnership item to the extent necessary to
have such item be treated in the manner required.

“(b) NoTICE OF PARTNERSHIP ADJUSTMENT.—

“(1) IN GENERAL.—If the Secretary determines that a partnership adjust-
ment is required, the Secretary is authorized to send notice of such adjustment
to the partnership by certified mail or registered mail. Such notice shall be suf-
ficient if mailed to the partnership at its last known address even if the part-
nership has terminated its existence.

“(2) FURTHER NOTICES RESTRICTED.—If the Secretary mails a notice of a
partnership adjustment to any partnership for any partnership taxable year
and the partnership files a petition under section 6247 with respect to such no-
tice, in the absence of a showing of fraud, malfeasance, or misrepresentation of
a material fact, the Secretary shall not mail another such notice to such part-
nership with respect to such taxable year.

“(3) AUTHORITY TO RESCIND NOTICE WITH PARTNERSHIP CONSENT.—The Sec-
retary may, with the consent of the partnership, rescind any notice of a partner-
ship adjustment mailed to such partnership. Any notice so rescinded shall not
be treated as a notice of a partnership adjustment, for purposes of this section,
section 6246, and section 6247, and the taxpayer shall have no right to bring
a proceeding under section 6247 with respect to such notice. Nothing in this
subsection shall affect any suspension of the running of any period of limita-
tions during any period during which the rescinded notice was outstanding.

“SEC. 6246. RESTRICTIONS ON PARTNERSHIP ADJUSTMENTS.

“(a) GENERAL RULE.—Except as otherwise provided in this chapter, no adjust-
ment to any partnership item may be made (and no levy or proceeding in any court
for the collection of any amount resulting from such adjustment may be made,
begun or prosecuted) before—

“(1) the close of the 90th day after the day on which a notice of a partner-
ship adjustment was mailed to the partnership, and

“(2) if a petition is filed under section 6247 with respect to such notice, the
decision of the court has become final.

“(b) PREMATURE AcTION MAY BE ENJoINED.—Notwithstanding section 7421(a),
any action which violates subsection (a) may be enjoined in the proper court, includ-
ing the Tax Court. The Tax Court shall have no jurisdiction to enjoin any action
under this subsection unless a timely petition has been filed under section 6247 and
then only in respect of the adjustments that are the subject of such petition.

“(c) EXCEPTIONS TO RESTRICTIONS ON ADJUSTMENTS.—

“(1) ADJUSTMENTS ARISING OUT OF MATH OR CLERICAL ERRORS.—

“(A) IN GENERAL.—If the partnership is notified that, on account of a
mathematical or clerical error appearing on the partnership return, an ad-
justment to a partnership item is required, rules similar to the rules of
paragraphs (1) and (2) of section 6213(b) shall apply to such adjustment.

“(B) SpeciaL RULE.—If a large partnership is a partner in another large
partnership, any adjustment on account of such partnership’s failure to
comply with the requirements of section 6241(a) with respect to its interest
in such other partnership shall be treated as an adjustment referred to in
subparagraph (A), except that paragraph (2) of section 6213(b) shall not
apply to such adjustment.

“(2) PARTNERSHIP MAY WAIVE RESTRICTIONS.—The partnership shall at any
time (whether or not a notice of partnership adjustment has been issued) have
the right, by a signed notice in writing filed with the Secretary, to waive the
restrictions provided in subsection (a) on the making of any partnership adjust-
ment.

“(d) Limit WHERE No PRoCEEDING BEGUN.—If no proceeding under section 6247
is begun with respect to any notice of a partnership adjustment during the 90-day
period described in subsection (a), the amount for which the partnership is liable
under section 6242 (and any increase in any partner’s liability for tax under chapter
1 by reason of any adjustment under section 6242(a)) shall not exceed the amount
determined in accordance with such notice.
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“SEC. 6247. JUDICIAL REVIEW OF PARTNERSHIP ADJUSTMENT.

“(a) GENERAL RULE.—Within 90 days after the date on which a notice of a part-
nership adjustment is mailed to the partnership with respect to any partnership
taxable year, the partnership may file a petition for a readjustment of the partner-
ship items for such taxable year with—

“(1) the Tax Court,

“(2) the district court of the United States for the district in which the part-
nership’s principal place of business is located, or

“(3) the Claims Court.

“(b) JURISDICTIONAL REQUIREMENT FOR BRINGING ACTION IN DiSTRICT COURT OR
CrLAaiMs COURT.—

“(1) IN GENERAL.—A readjustment petition under this section may be filed
in a district court of the United States or the Claims Court only if the partner-
ship filing the petition deposits with the Secretary, on or before the date the
petition is filed, the amount for which the partnership would be liable under
section 6242(b) (as of the date of the filing of the petition) if the partnership
items were adjusted as provided by the notice of partnership adjustment. The
court may by order provide that the jurisdictional requirements of this para-
graph are satisfied where there has been a good faith attempt to satisfy such
requirement and any shortfall of the amount required to be deposited is timely
corrected.

“(2) INTEREST PAYABLE.—AnNy amount deposited under paragraph (1), while
deposited, shall not be treated as a payment of tax for purposes of this title
(other than chapter 67).

“(c) Scope oF JubiciAaL ReviEw.—A court with which a petition is filed in ac-
cordance with this section shall have jurisdiction to determine all partnership items
of the partnership for the partnership taxable year to which the notice of partner-
ship adjustment relates and the proper allocation of such items among the partners
(and the applicability of any penalty, addition to tax, or additional amount for which
the partnership may be liable under section 6242(b)).

“(d) DETERMINATION OF COURT REVIEWABLE.—AnNy determination by a court
under this section shall have the force and effect of a decision of the Tax Court or
a final judgment or decree of the district court or the Claims Court, as the case may
be, and shall be reviewable as such. The date of any such determination shall be
treated as being the date of the court’s order entering the decision.

“(e) EFFeCT oF DEecIsION DismissING AcTioN.—If an action brought under this
section is dismissed other than by reason of a rescission under section 6245(b)(3),
the decision of the court dismissing the action shall be considered as its decision
that the notice of partnership adjustment is correct, and an appropriate order shall
be entered in the records of the court.

“SEC. 6248. PERIOD OF LIMITATIONS FOR MAKING ADJUSTMENTS.

“(a) GENERAL RuLE.—Except as otherwise provided in this section, no adjust-
ment under this subpart to any partnership item for any partnership taxable year
may be made after the date which is 3 years after the later of—

“(1) the date on which the partnership return for such taxable year was
filed, or

“(2) the last day for filing such return for such year (determined without
regard to extensions).

“(b) ExTENSION BY AGREEMENT.—The period described in subsection (a) (includ-
ing an extension period under this subsection) may be extended by an agreement
entered into by the Secretary and the partnership before the expiration of such pe-
riod.

“(c) SPECIAL RULE IN CASE oF FRAUD, ETC.—

“(1) FaLse RETURN.—InN the case of a false or fraudulent partnership return
with intent to evade tax, the adjustment may be made at any time.

“(2) SUBSTANTIAL OMISSION OF INCOME.—If any partnership omits from
gross income an amount properly includible therein which is in excess of 25 per-
cent of the amount of gross income stated in its return, subsection (a) shall be
applied by substituting ‘6 years’ for ‘3 years'.

“(3) No ReTURN.—In the case of a failure by a partnership to file a return
for any taxable year, the adjustment may be made at any time.

“(4) RETURN FILED BY SECRETARY.—For purposes of this section, a return
executed by the Secretary under subsection (b) of section 6020 on behalf of the
partnership shall not be treated as a return of the partnership.

“(d) SusPENSION WHEN SECRETARY MaAILS NOTICE oF ADJUSTMENT.—If notice of
a partnership adjustment with respect to any taxable year is mailed to the partner-
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ship, the running of the period specified in subsection (a) (as modified by the other
provisions of this section) shall be suspended—
“(1) for the period during which an action may be brought under section
6247 (and, if a petition is filed under section 6247 with respect to such notice,
until the decision of the court becomes final), and
“(2) for 1 year thereafter.

“Subpart B—Claims for Adjustments by Partnership

“Sec. 6251. Administrative adjustment requests.
“Sec. 6252. Judicial review where administrative adjustment request is not allowed in full.

“SEC. 6251. ADMINISTRATIVE ADJUSTMENT REQUESTS.

“(a) GENERAL RULE.—A partnership may file a request for an administrative ad-
justment of partnership items for any partnership taxable year at any time which
Is—

“(1) within 3 years after the later of—
“(A) the date on which the partnership return for such year is filed, or
“(B) the last day for filing the partnership return for such year (deter-
mined without regard to extensions), and
“(2) before the mailing to the partnership of a notice of a partnership ad-
justment with respect to such taxable year.

“(b) SECReTARIAL AcTioN.—If a partnership files an administrative adjustment
request under subsection (a), the Secretary may allow any part of the requested ad-
justments.

“(c) SPECIAL RULE IN CASE OF EXTENSION UNDER SECTION 6248.—If the period
described in section 6248(a) is extended pursuant to an agreement under section
6248(b), the period prescribed by subsection (a)(1) shall not expire before the date
6 months after the expiration of the extension under section 6248(b).

“SEC. 6252. JUDICIAL REVIEW WHERE ADMINISTRATIVE ADJUSTMENT REQUEST IS NOT AL-
LOWED IN FULL.

“(@) IN GENERAL.—If any part of an administrative adjustment request filed
under section 6251 is not allowed by the Secretary, the partnership may file a peti-
tion for an adjustment with respect to the partnership items to which such part of
the request relates with—

“(1) the Tax Court,

“(2) the district court of the United States for the district in which the prin-
cipal place of business of the partnership is located, or

“(3) the Claims Court.

“(b) PERIOD FOR FILING PETITION.—A petition may be filed under subsection (a)
with respect to partnership items for a partnership taxable year only—

“(1) after the expiration of 6 months from the date of filing of the request
under section 6251, and

“(2) before the date which is 2 years after the date of such request.

The 2-year period set forth in paragraph (2) shall be extended for such period as
may be agreed upon in writing by the partnership and the Secretary.

“(c) COORDINATION WITH SUBPART A.—

“(1) NOTICE OF PARTNERSHIP ADJUSTMENT BEFORE FILING OF PETITION.—NO
petition may be filed under this section after the Secretary mails to the partner-
ship a notice of a partnership adjustment for the partnership taxable year to
which the request under section 6251 relates.

“(2) NOTICE OF PARTNERSHIP ADJUSTMENT AFTER FILING BUT BEFORE HEAR-
ING OF PETITION.—If the Secretary mails to the partnership a notice of a part-
nership adjustment for the partnership taxable year to which the request under
section 6251 relates after the filing of a petition under this subsection but be-
fore the hearing of such petition, such petition shall be treated as an action
brought under section 6247 with respect to such notice, except that subsection
(b) of section 6247 shall not apply.

“(3) NOTICE MUST BE BEFORE EXPIRATION OF STATUTE OF LIMITATIONS.—A
notice of a partnership adjustment for the partnership taxable year shall be
taken into account under paragraphs (1) and (2) only if such notice is mailed
before the expiration of the period prescribed by section 6248 for making adjust-
ments to partnership items for such taxable year.

“(d) Scopre oF JubpiciAL REviEw.—EXxcept in the case described in paragraph (2)
of subsection (c), a court with which a petition is filed in accordance with this sec-
tion shall have jurisdiction to determine only those partnership items to which the
part of the request under section 6251 not allowed by the Secretary relates and
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those items with respect to which the Secretary asserts adjustments as offsets to
the adjustments requested by the partnership.

“(e) DETERMINATION OF COURT REVIEWABLE.—AnNy determination by a court
under this subsection shall have the force and effect of a decision of the Tax Court
or a final judgment or decree of the district court or the Claims Court, as the case
may be, and shall be reviewable as such. The date of any such determination shall
be treated as being the date of the court’'s order entering the decision.

“PART IHII—DEFINITIONS AND SPECIAL RULES

“Sec. 6255. Definitions and special rules.
“SEC. 6255. DEFINITIONS AND SPECIAL RULES.

“(a) DEFINITIONS.—For purposes of this subchapter—

“(1) LARGE PARTNERSHIP.—The term ‘large partnership’ has the meaning
given to such term by section 775 without regard to section 776(a).

“(2) PARTNERSHIP ITEM.—The term ‘partnership item’' has the meaning
given to such term by section 6231(a)(3).

“(b) PARTNERS BOUND BY ACTIONS OF PARTNERSHIP, ETC.—

“(1) DesiGNATION OF PARTNER.—Each large partnership shall designate (in
the manner prescribed by the Secretary) a partner (or other person) who shall
have the sole authority to act on behalf of such partnership under this sub-
chapter. In any case in which such a designation is not in effect, the Secretary
may select any partner as the partner with such authority.

“(2) BINDING EFFECT.—A large partnership and all partners of such partner-
ship shall be bound—

“(A) by actions taken under this subchapter by the partnership, and
“(B) by any decision in a proceeding brought under this subchapter.

“(c) PARTNERSHIPS HAVING PRINCIPAL PLACE OF BusiNESSs OUTSIDE THE UNITED
StaTES.—For purposes of sections 6247 and 6252, a principal place of business lo-
cated outside the United States shall be treated as located in the District of Colum-
bia.

“(d) TREATMENT WHERE PARTNERSHIP CEAsSes To ExisT.—If a partnership
ceases to exist before a partnership adjustment under this subchapter takes effect,
such adjustment shall be taken into account by the former partners of such partner-
ship under regulations prescribed by the Secretary.

“(e) DATE DEecisioN BEcoMES FINAL.—For purposes of this subchapter, the prin-
ciples of section 7481(a) shall be applied in determining the date on which a decision
of a district court or the Claims Court becomes final.

“(f) PARTNERSHIPS IN CAses UNDER TITLE 11 oF THE UNITED STATES CODE.—
The running of any period of limitations provided in this subchapter on making a
partnership adjustment (or provided by section 6501 or 6502 on the assessment or
collection of any amount required to be paid under section 6242) shall, in a case
under title 11 of the United States Code, be suspended during the period during
which the Secretary is prohibited by reason of such case from making the adjust-
ment (or assessment or collection) and—

“(1) for adjustment or assessment, 60 days thereafter, and

“(2) for collection, 6 months thereafter.

“(g) REcuLATIONS.—The Secretary shall prescribe such regulations as may be
necessary to carry out the provisions of this subchapter, including regulations—

“(1) to prevent abuse through manipulation of the provisions of this sub-
chapter, and

“(2) providing that this subchapter shall not apply to any case described in
section 6231(c)(1) (or the regulations prescribed thereunder) where the applica-
tion of this subchapter to such a case would interfere with the effective and effi-
cient enforcement of this title.

In any case to which this subchapter does not apply by reason of paragraph (2),
rules similar to the rules of sections 6229(f) and 6255(f) shall apply.”

(b) CLERICAL AMENDMENT.—The table of subchapters for chapter 63 is amended
by adding at the end the following new item:

“SuBCHAPTER D. Treatment of large partnerships.”

SEC. 14303. DUE DATE FOR FURNISHING INFORMATION TO PARTNERS OF LARGE PARTNER-
SHIPS.

(a) GENERAL RuLE.—Subsection (b) of section 6031 (relating to copies to part-

ners) is amended by adding at the end the following new sentence: “In the case of

a large partnership (as defined in sections 775 and 776(a)), such information shall
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be furnished on or before the first March 15 following the close of such taxable

year.

(b) TREATMENT As INFORMATION RETURN.—Section 6724 is amended by adding
at the end the following new subsection:

“(e) SpeciAL RULE FOR CERTAIN PARTNERSHIP RETURNsS.—If any partnership re-
turn under section 6031(a) is required under section 6011(e) to be filed on magnetic
media or in other machine-readable form, for purposes of this part, each schedule
required to be included with such return with respect to each partner shall be treat-
ed as a separate information return.”

SEC. 14304. RETURNS MAY BE REQUIRED ON MAGNETIC MEDIA.

Paragraph (2) of section 6011(e) (relating to returns on magnetic media) is
amended by adding at the end the following new sentence:

“Notwithstanding the preceding sentence, the Secretary shall require partner-

ships having more than 100 partners to file returns on magnetic media.”

SEC. 14305. TREATMENT OF PARTNERSHIP ITEMS OF INDIVIDUAL RETIREMENT ACCOUNTS.

Subsection (b) of section 6012 is amended by adding at the end the following
new paragraph:

“(6) IRA SHARE OF PARTNERSHIP INCOME.—In the case of a trust which is
exempt from taxation under section 408(e), for purposes of this section, the
trust’s distributive share of items of gross income and gain of any partnership
to which subchapter C or D of chapter 63 applies shall be treated as equal to
the trust’s distributive share of the taxable income of such partnership.”

SEC. 14306. EFFECTIVE DATE.

The amendments made by this part shall apply to partnership taxable years be-
ginning after December 31, 1995.

PART II—PROVISIONS RELATED TO CERTAIN
PARTNERSHIP PROCEEDINGS

SEC. 14311. TREATMENT OF PARTNERSHIP ITEMS IN DEFICIENCY PROCEEDINGS.

(a) IN GENERAL.—Subchapter C of chapter 63 is amended by adding at the end
the following new section:

“SEC. 6234. DECLARATORY JUDGMENT RELATING TO TREATMENT OF ITEMS OTHER THAN
PARTNERSHIP ITEMS WITH RESPECT TO AN OVERSHELTERED RETURN.
“(a) GENERAL RULE.—If—
“(1) a taxpayer files an oversheltered return for a taxable year,
“(2) the Secretary makes a determination with respect to the treatment of
items (other than partnership items) of such taxpayer for such taxable year, and
“(3) the adjustments resulting from such determination do not give rise to

a deficiency (as defined in section 6211) but would give rise to a deficiency if

there were no net loss from partnership items,
the Secretary is authorized to send a notice of adjustment reflecting such determina-
tion to the taxpayer by certified or registered mail.

“(b) OVERSHELTERED RETURN.—For purposes of this section, the term
‘oversheltered return’ means an income tax return which—

“(1) shows no taxable income for the taxable year, and
“(2) shows a net loss from partnership items.

“(c) JubiciaL ReviEw IN THE Tax CourT.—Within 90 days, or 150 days if the
notice is addressed to a person outside the United States, after the day on which
the notice of adjustment authorized in subsection (a) is mailed to the taxpayer, the
taxpayer may file a petition with the Tax Court for redetermination of the adjust-
ments. Upon the filing of such a petition, the Tax Court shall have jurisdiction to
make a declaration with respect to all items (other than partnership items and af-
fected items which require partner level determinations as described in section
6230(a)(2)(A)(i)) for the taxable year to which the notice of adjustment relates, in
accordance with the principles of section 6214(a). Any such declaration shall have
the force and effect of a decision of the Tax Court and shall be reviewable as such.

“(d) FaILURE To FILE PETITION.—

“(1) IN GENERAL.—EXcept as provided in paragraph (2), if the taxpayer does
not file a petition with the Tax Court within the time prescribed in subsection

(c), the determination of the Secretary set forth in the notice of adjustment that

was mailed to the taxpayer shall be deemed to be correct.

“(2) ExcepTioN.—Paragraph (1) shall not apply after the date that the tax-
payer—
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“(A) files a petition with the Tax Court within the time prescribed in
subsection (c) with respect to a subsequent notice of adjustment relating to
the same taxable year, or

“(B) files a claim for refund of an overpayment of tax under section
6511 for the taxable year involved.

If a claim for refund is filed by the taxpayer, then solely for purposes of deter-
mining (for the taxable year involved) the amount of any computational adjust-
ment in connection with a partnership proceeding under this subchapter (other
than under this section) or the amount of any deficiency attributable to affected
items in a proceeding under section 6230(a)(2), the items that are the subject
of the notice of adjustment shall be presumed to have been correctly reported
on the taxpayer’s return during the pendency of the refund claim (and, if within
the time prescribed by section 6532 the taxpayer commences a civil action for
refund under section 7422, until the decision in the refund action becomes
final).

“(e) LimITATIONS PERIOD.—

“(1) IN GENERAL.—ANY notice to a taxpayer under subsection (a) shall be
mailed before the expiration of the period prescribed by section 6501 (relating
to the period of limitations on assessment).

“(2) SUSPENSION WHEN SECRETARY MAILS NOTICE OF ADJUSTMENT.—If the
Secretary mails a notice of adjustment to the taxpayer for a taxable year, the
period of limitations on the making of assessments shall be suspended for the
period during which the Secretary is prohibited from making the assessment
(and, in any event, if a proceeding in respect of the notice of adjustment is
placed on the docket of the Tax Court, until the decision of the Tax Court be-
comes final), and for 60 days thereafter.

“(3) RESTRICTIONS ON ASSESSMENT.—EXcept as otherwise provided in sec-
tion 6851, 6852, or 6861, no assessment of a deficiency with respect to any tax
imposed by subtitle A attributable to any item (other than a partnership item
or any item affected by a partnership item) shall be made—

“(A) until the expiration of the applicable 90-day or 150-day period set
forth in subsection (c) for filing a petition with the Tax Court, or

“(B) if a petition has been filed with the Tax Court, until the decision
of the Tax Court has become final.

“(f) FURTHER NoTICES OF ADJUSTMENT RESTRICTED.—If the Secretary mails a
notice of adjustment to the taxpayer for a taxable year and the taxpayer files a peti-
tion with the Tax Court within the time prescribed in subsection (c), the Secretary
may not mail another such notice to the taxpayer with respect to the same taxable
year in the absence of a showing of fraud, malfeasance, or misrepresentation of a
material fact.

“(g) CoorDINATION WITH OTHER PROCEEDINGS UNDER THIS SUBCHAPTER.—

“(1) IN GENERAL.—The treatment of any item that has been determined
pursuant to subsection (c) or (d) shall be taken into account in determining the
amount of any computational adjustment that is made in connection with a
partnership proceeding under this subchapter (other than under this section),
or the amount of any deficiency attributable to affected items in a proceeding
under section 6230(a)(2), for the taxable year involved. Notwithstanding any
other law or rule of law pertaining to the period of limitations on the making
of assessments, for purposes of the preceding sentence, any adjustment made
in accordance with this section shall be taken into account regardless of wheth-
er any assessment has been made with respect to such adjustment.

“(2) SPECIAL RULE IN CASE OF COMPUTATIONAL ADJUSTMENT.—In the case of
a computational adjustment that is made in connection with a partnership pro-
ceeding under this subchapter (other than under this section), the provisions of
paragraph (1) shall apply only if the computational adjustment is made within
the period prescribed by section 6229 for assessing any tax under subtitle A
which is attributable to any partnership item or affected item for the taxable
year involved.

“(3) CONVERSION TO DEFICIENCY PROCEEDING.—If—

“(A) after the notice referred to in subsection (a) is mailed to a taxpayer
for a taxable year but before the expiration of the period for filing a petition
with the Tax Court under subsection (c) (or, if a petition is filed with the
Tax Court, before the Tax Court makes a declaration for that taxable year),
the treatment of any partnership item for the taxable year is finally deter-
mined, or any such item ceases to be a partnership item pursuant to section
6231(b), and
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“(B) as a result of that final determination or cessation, a deficiency can
be determined with respect to the items that are the subject of the notice
of adjustment,

the notice of adjustment shall be treated as a notice of deficiency under section

6212 and any petition filed in respect of the notice shall be treated as an action

brought under section 6213.

“(4) FINALLY DETERMINED.—For purposes of this subsection, the treatment
of partnership items shall be treated as finally determined if—

“(A) the Secretary enters into a settlement agreement (within the
meaning of section 6224) with the taxpayer regarding such items,

“(B) a notice of final partnership administrative adjustment has been
issued and—

“(i) no petition has been filed under section 6226 and the time for
doing so has expired, or

“(ii) a petition has been filed under section 6226 and the decision
of the court has become final, or

“(C) the period within which any tax attributable to such items may be
assessed against the taxpayer has expired.

“(h) SPECIAL RULES IF SECRETARY INCORRECTLY DETERMINES APPLICABLE PRO-
CEDURE.—

“(1) SPECIAL RULE IF SECRETARY ERRONEOUSLY MAILS NOTICE OF ADJUST-
MENT.—If the Secretary erroneously determines that subchapter B does not
apply to a taxable year of a taxpayer and consistent with that determination
timely mails a notice of adjustment to the taxpayer pursuant to subsection (a)
of this section, the notice of adjustment shall be treated as a notice of deficiency
under section 6212 and any petition that is filed in respect of the notice shall
be treated as an action brought under section 6213.

“(2) SPECIAL RULE IF SECRETARY ERRONEOUSLY MAILS NOTICE OF DEFI-
clency.—If the Secretary erroneously determines that subchapter B applies to
a taxable year of a taxpayer and consistent with that determination timely
mails a notice of deficiency to the taxpayer pursuant to section 6212, the notice
of deficiency shall be treated as a notice of adjustment under subsection (a) and
any petition that is filed in respect of the notice shall be treated as an action
brought under subsection (c).”

(b) TREATMENT OF PARTNERSHIP ITEMS IN DEFICIENCY PROCEEDINGS.—Section
6211 (defining deficiency) is amended by adding at the end the following new sub-
section:

“(c) CooRDINATION WITH SuBCHAPTER C.—In determining the amount of any
deficiency for purposes of this subchapter, adjustments to partnership items shall
be made only as provided in subchapter C.”

(c) CLERICAL AMENDMENT.—The table of sections for subchapter C of chapter 63
is amended by adding at the end the following new item:

“Sec. 6234. Declaratory judgment relating to treatment of items other than partnership
items with respect to an oversheltered return.”

(d) EFFecTive DATE.—The amendments made by this section shall apply to
partnership taxable years ending after the date of the enactment of this Act.

SEC. 14312. PARTNERSHIP RETURN TO BE DETERMINATIVE OF AUDIT PROCEDURES TO BE
FOLLOWED.
(@) IN GENERAL.—Section 6231 (relating to definitions and special rules) is
amended by adding at the end the following new subsection:
“(g) PARTNERSHIP RETURN To BE DETERMINATIVE OF WHETHER SUBCHAPTER AP-
PLIES.—

“(1) DETERMINATION THAT SUBCHAPTER APPLIES.—If, on the basis of a part-
nership return for a taxable year, the Secretary reasonably determines that this
subchapter applies to such partnership for such year but such determination is
erroneous, then the provisions of this subchapter are hereby extended to such
part?](_ership (and its items) for such taxable year and to partners of such part-
nership.

“(2) DETERMINATION THAT SUBCHAPTER DOES NOT APPLY.—If, on the basis
of a partnership return for a taxable year, the Secretary reasonably determines
that this subchapter does not apply to such partnership for such year but such
determination is erroneous, then the provisions of this subchapter shall not
apply to such partnership (and its items) for such taxable year or to partners
of such partnership.”

(b) EFFecTIVE DATE.—The amendment made by this section shall apply to part-
nership taxable years ending after the date of the enactment of this Act.



99

SEC. 14313. PROVISIONS RELATING TO STATUTE OF LIMITATIONS.

(a) SusPENSION OF STATUTE WHERE UNTIMELY PETITION FiLED.—Paragraph (1)
of section 6229(d) (relating to suspension where Secretary makes administrative ad-
justment) is amended by striking all that follows “section 6226” and inserting the
following: “(and, if a petition is filed under section 6226 with respect to such admin-
istrative adjustment, until the decision of the court becomes final), and”.

(b) SusPENSION OF STATUTE DURING BANKRUPTCY PROCEEDING.—Section 6229
is amended by adding at the end the following new subsection:

“(h) SusPeNsION DURING PENDENCY OF BANKRUPTCY PROCEEDING.—If a petition
is filed naming a partner as a debtor in a bankruptcy proceeding under title 11 of
the United States Code, the running of the period of limitations provided in this sec-
tion with respect to such partner shall be suspended—

“(1) for the period during which the Secretary is prohibited by reason of
such bankruptcy proceeding from making an assessment, and

“(2) for 60 days thereafter.”

(c) TAX MATTERS PARTNER IN BANKRUPTCY.—Section 6229(b) is amended by re-
designating paragraph (2) as paragraph (3) and by inserting after paragraph (1) the
following new paragraph:

“(2) SPECIAL RULE WITH RESPECT TO DEBTORS IN TITLE 11 CASES.—Notwith-
standing any other law or rule of law, if an agreement is entered into under
paragraph (1)(B) and the agreement is signed by a person who would be the
tax matters partner but for the fact that, at the time that the agreement is exe-
cuted, the person is a debtor in a bankruptcy proceeding under title 11 of the
United States Code, such agreement shall be binding on all partners in the
partnership unless the Secretary has been notified of the bankruptcy proceeding
in accordance with regulations prescribed by the Secretary.”

(d) EFFECTIVE DATES.—

(1) SussecTiONs (a) AND (b).—The amendments made by subsections (a)
and (b) shall apply to partnership taxable years with respect to which the pe-
riod under section 6229 of the Internal Revenue Code of 1986 for assessing tax
has not expired on or before the date of the enactment of this Act.

(2) SussecTION (c).—The amendment made by subsection (c) shall apply to
agreements entered into after the date of the enactment of this Act.

SEC. 14314. EXPANSION OF SMALL PARTNERSHIP EXCEPTION.

(@) IN GENERAL.—Clause (i) of section 6231(a)(1)(B) (relating to exception for
small partnerships) is amended to read as follows:
“(1) IN GENERAL.—The term ‘partnership’ shall not include any
partnership having 10 or fewer partners each of whom is an individual
(other than a nonresident alien), a C corporation, or an estate of a de-
ceased partner. For purposes of the preceding sentence, a husband and
wife (and their estates) shall be treated as 1 partner.”
(b) EFFecTIVE DATE.—The amendment made by this section shall apply to part-
nership taxable years ending after the date of the enactment of this Act.

SEC. 14315. EXCLUSION OF PARTIAL SETTLEMENTS FROM 1-YEAR LIMITATION ON ASSESS-
MENT.
(@) IN GENERAL.—Subsection (f) of section 6229 (relating to items becoming
nonpartnership items) is amended—

(1) by striking “(f) ITEMs BECOMING NONPARTNERSHIP ITEMS.—If" and in-

serting the following:
“(f) SPECIAL RULES.—

“(1) ITEMS BECOMING NONPARTNERSHIP ITEMS.—If",

(2) by moving the text of such subsection 2 ems to the right, and

(3) by adding at the end the following new paragraph:

“(2) SPECIAL RULE FOR PARTIAL SETTLEMENT AGREEMENTS.—If a partner en-
ters into a settlement agreement with the Secretary with respect to the treat-
ment of some of the partnership items in dispute for a partnership taxable year
but other partnership items for such year remain in dispute, the period of limi-
tations for assessing any tax attributable to the settled items shall be deter-
mined as if such agreement had not been entered into.”

(b) EFFeCTIVE DATE.—The amendment made by this section shall apply to set-
tlements entered into after the date of the enactment of this Act.
SEC. 14316. EXTENSION OF TIME FOR FILING A REQUEST FOR ADMINISTRATIVE ADJUST-
MENT.
(a) IN GENERAL.—Section 6227 (relating to administrative adjustment requests)
is amended by redesignating subsections (b) and (c) as subsections (c) and (d), re-
spectively, and by inserting after subsection (a) the following new subsection:



100

“(b) SPECIAL RULE IN CASE OF EXTENSION OF PERIOD OF LIMITATIONS UNDER
SECTION 6229.—The period prescribed by subsection (a)(1) for filing of a request for
an administrative adjustment shall be extended—

“(1) for the period within which an assessment may be made pursuant to
an agreement (or any extension thereof) under section 6229(b), and
“(2) for 6 months thereafter.”

(b) EFFecTiVE DATE.—The amendment made by this section shall take effect as
if included in the amendments made by section 402 of the Tax Equity and Fiscal
Responsibility Act of 1982.

SEC. 14317. AVAILABILITY OF INNOCENT SPOUSE RELIEF IN CONTEXT OF PARTNERSHIP PRO-
CEEDINGS.
(@) IN GENERAL.—Subsection (a) of section 6230 is amended by adding at the
end the following new paragraph:
“(3) SPECIAL RULE IN CASE OF ASSERTION BY PARTNER'S SPOUSE OF INNOCENT
SPOUSE RELIEF.—

“(A) Notwithstanding section 6404(b), if the spouse of a partner asserts
that section 6013(e) applies with respect to a liability that is attributable
to any adjustment to a partnership item, then such spouse may file with
the Secretary within 60 days after the notice of computational adjustment
is mailed to the spouse a request for abatement of the assessment specified
in such notice. Upon receipt of such request, the Secretary shall abate the
assessment. Any reassessment of the tax with respect to which an abate-
ment is made under this subparagraph shall be subject to the deficiency
procedures prescribed by subchapter B. The period for making any such re-
assessment shall not expire before the expiration of 60 days after the date
of such abatement.

“(B) If the spouse files a petition with the Tax Court pursuant to sec-
tion 6213 with respect to the request for abatement described in subpara-
graph (A), the Tax Court shall only have jurisdiction pursuant to this sec-
tion to determine whether the requirements of section 6013(e) have been
satisfied. For purposes of such determination, the treatment of partnership
items under the settlement, the final partnership administrative adjust-
ment, or the decision of the court (whichever is appropriate) that gave rise
to the liability in question shall be conclusive.

“(C) Rules similar to the rules contained in subparagraphs (B) and (C)
of paragraph (2) shall apply for purposes of this paragraph.”

(b) CLAIMS FOR REFUND.—Subsection (c) of section 6230 is amended by adding
at the end the following new paragraph:
“(5) RULES FOR SEEKING INNOCENT SPOUSE RELIEF.—

“(A) IN GENERAL.—The spouse of a partner may file a claim for refund
on the ground that the Secretary failed to relieve the spouse under section
6r(])_13(e) from a liability that is attributable to an adjustment to a partner-
ship item.

“(B) TIME FOR FILING CLAIM.—AnNYy claim under subparagraph (A) shall
be filed within 6 months after the day on which the Secretary mails to the
spouse the notice of computational adjustment referred to in subsection
(@B)(A).

“(C) SuIT IF cLAIM NOT ALLoweD.—If the claim under subparagraph (B)
is not allowed, the spouse may bring suit with respect to the claim within
the period specified in paragraph (3).

“(D) PRIOR DETERMINATIONS ARE BINDING.—FoOr purposes of any claim
or suit under this paragraph, the treatment of partnership items under the
settlement, the final partnership administrative adjustment, or the decision
of the court (whichever is appropriate) that gave rise to the liability in
question shall be conclusive.”

(c) TECHNICAL AMENDMENTS.—
(1) Paragraph (1) of section 6230(a) is amended by striking “paragraph (2)"
and inserting “paragraph (2) or (3)".
(2) Subsection (a) of section 6503 is amended by striking “section
6230(a)(2)(A)” and inserting “paragraph (2)(A) or (3) of section 6230(a)".
(d) EFFecTIivE DATE.—The amendments made by this section shall take effect
as if included in the amendments made by section 402 of the Tax Equity and Fiscal
Responsibility Act of 1982.

SEC. 14318. DETERMINATION OF PENALTIES AT PARTNERSHIP LEVEL.

(@) IN GENERAL.—Section 6221 (relating to tax treatment determined at part-
nership level) is amended by striking “item” and inserting “item (and the applicabil-
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ity of any penalty, addition to tax, or additional amount which relates to an adjust-
ment to a partnership item)”.
(b) CONFORMING AMENDMENTS.—
(1) Subsection (f) of section 6226 is amended—
(A) by striking “relates and” and inserting “relates,”, and
(B) by inserting before the period “, and the applicability of any pen-
alty, addition to tax, or additional amount which relates to an adjustment
to a partnership item”.

(2) Clause (i) of section 6230(a)(2)(A) is amended to read as follows:

“(i) affected items which require partner level determinations
(other than penalties, additions to tax, and additional amounts that re-
late to adjustments to partnership items), or”.

(3)(A) Subparagraph (A) of section 6230(a)(3), as added by section 14317,
is amended by inserting “(including any liability for any penalty, addition to
tax, or additional amount relating to such adjustment)” after “partnership
item”.

(B) Subparagraph (B) of such section is amended by inserting “(and the ap-
plicability of any penalties, additions to tax, or additional amounts)” after “part-
nership items”.

(C) Subparagraph (A) of section 6230(c)(5), as added by section 14317, is
amended by inserting before the period “(including any liability for any pen-
alties, additions to tax, or additional amounts relating to such adjustment)”.

(D) Subparagraph (D) of section 6230(c)(5), as added by section 14317, is
amended by inserting “(and the applicability of any penalties, additions to tax,
or additional amounts)” after “partnership items”.

(4) Paragraph (1) of section 6230(c) is amended by striking “or” at the end
of subparagraph (A), by striking the period at the end of subparagraph (B) and
inserting “, or”, and by adding at the end the following new subparagraph:

“(C) the Secretary erroneously imposed any penalty, addition to tax, or
additional amount which relates to an adjustment to a partnership item.”

(5) So much of subparagraph (A) of section 6230(c)(2) as precedes “shall be
filed” is amended to read as follows:

“(A) UNDER PARAGRAPH (1) (A) OR (C).—Any claim under subparagraph

(A) or (C) of paragraph (1)".

(6) Paragraph (4) of section 6230(c) is amended by adding at the end the
following: “In addition, the determination under the final partnership adminis-
trative adjustment or under the decision of the court (whichever is appropriate)
concerning the applicability of any penalty, addition to tax, or additional
amount which relates to an adjustment to a partnership item shall also be con-
clusive. Notwithstanding the preceding sentence, the partner shall be allowed
to assert any partner level defenses that may apply or to challenge the amount
of the computational adjustment.”

(c) EFFecTive DATE.—The amendments made by this section shall apply to
partnership taxable years ending after the date of the enactment of this Act.

SEC. 14319. PROVISIONS RELATING TO COURT JURISDICTION, ETC.

(@) Tax CouRT JURISDICTION To ENJOIN PREMATURE ASSESSMENTS OF DEFI-
CIENCIES ATTRIBUTABLE TO PARTNERSHIP ITEMS.—Subsection (b) of section 6225 is
amended by striking “the proper court.” and inserting “the proper court, including
the Tax Court. The Tax Court shall have no jurisdiction to enjoin any action or pro-
ceeding under this subsection unless a timely petition for a readjustment of the
partnership items for the taxable year has been filed and then only in respect of
the adjustments that are the subject of such petition.”

(b) JurisDICTION To CONSIDER STATUTE OF LIMITATIONS WITH RESPECT TO
PARTNERs.—Paragraph (1) of section 6226(d) is amended by adding at the end the
following new sentence:

“Notwithstanding subparagraph (B), any person treated under subsection (c) as
a party to an action shall be permitted to participate in such action (or file a
readjustment petition under subsection (b) or paragraph (2) of this subsection)
solely for the purpose of asserting that the period of limitations for assessing
any tax attributable to partnership items has expired with respect to such per-
son, and the court having jurisdiction of such action shall have jurisdiction to
consider such assertion.”

(c) TAx CourRT JURISDICTION To DETERMINE OVERPAYMENTS ATTRIBUTABLE TO
AFFECTED ITEMS.—

(1) Paragraph (6) of section 6230(d) is amended by striking “(or an affected
item)”.
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(2) Paragraph (3) of section 6512(b) is amended by adding at the end the
following new sentence:

“In the case of a credit or refund relating to an affected item (within the mean-
ing of section 6231(a)(5)), the preceding sentence shall be applied by substitut-
ing the periods under sections 6229 and 6230(d) for the periods under section
6511(b)(2), (c), and (d).”

(d) VENUE ON APPEAL.—

(1) Paragraph (1) of section 7482(b) is amended by striking “or” at the end
of subparagraph (D), by striking the period at the end of subparagraph (E) and
inserting “, or”, and by inserting after subparagraph (E) the following new sub-
paragraph:

“(F) in the case of a petition under section 6234(c)—

“(i) the legal residence of the petitioner if the petitioner is not a
corporation, and

“(ii) the place or office applicable under subparagraph (B) if the pe-
titioner is a corporation.”

(2) The last sentence of section 7482(b)(1) is amended by striking “or
6228(a)” and inserting “, 6228(a), or 6234(c)".

(e) OTHER PROVISIONS.—

(1) Subsection (c) of section 7459 is amended by striking “or section 6228(a)”
and inserting “, 6228(a), or 6234(c)".

(2) Subsection (o) of section 6501 is amended by adding at the end the fol-
lowing new paragraph:

“(3) For declaratory judgment relating to treatment of items other than
partnership items with respect to an oversheltered return, see section 6234.”

(f) EFFeCcTIVE DATE.—The amendments made by this section shall apply to part-
nership taxable years ending after the date of the enactment of this Act.

SEC. 14320. TREATMENT OF PREMATURE PETITIONS FILED BY NOTICE PARTNERS OR 5-PER-
CENT GROUPS.

(a) IN GENERAL.—Subsection (b) of section 6226 (relating to judicial review of
final partnership administrative adjustments) is amended by redesignating para-
graph (5) as paragraph (6) and by inserting after paragraph (4) the following new
paragraph:

“(5) TREATMENT OF PREMATURE PETITIONS.—If—

“(A) a petition for a readjustment of partnership items for the taxable
year involved is filed by a notice partner (or a 5-percent group) during the
90-day period described in subsection (a), and

“(B) no action is brought under paragraph (1) during the 60-day period
described therein with respect to such taxable year which is not dismissed,

such petition shall be treated for purposes of paragraph (1) as filed on the last

day of such 60-day period.”

(b) EFFeCTIVE DATE.—The amendment made by this section shall apply to peti-
tions filed after the date of the enactment of this Act.

SEC. 14321. BONDS IN CASE OF APPEALS FROM CERTAIN PROCEEDING.

(@) IN GENERAL.—Subsection (b) of section 7485 (relating to bonds to stay as-
sessment of collection) is amended—
(1) by inserting “penalties,” after “any interest,”, and
(2) by striking “aggregate of such deficiencies” and inserting “aggregate li-
ability of the parties to the action”.

(b) EFFecTIVE DATE.—The amendment made by this section shall take effect as
if included in the amendments made by section 402 of the Tax Equity and Fiscal
Responsibility Act of 1982.

SEC. 14322. SUSPENSION OF INTEREST WHERE DELAY IN COMPUTATIONAL ADJUSTMENT RE-
SULTING FROM CERTAIN SETTLEMENTS.

(@) IN GENERAL.—Subsection (c) of section 6601 (relating to interest on
underpayment, nonpayment, or extension of time for payment, of tax) is amended
by adding at the end the following new sentence: “In the case of a settlement under
section 6224(c) which results in the conversion of partnership items to
nonpartnership items pursuant to section 6231(b)(1)(C), the preceding sentence shall
apply to a computational adjustment resulting from such settlement in the same
manner as if such adjustment were a deficiency and such settlement were a waiver
referred to in the preceding sentence.”

(b) EFFecTiVE DATE.—The amendment made by this section shall apply to ad-
justments with respect to partnership taxable years beginning after the date of the
enactment of this Act.
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SEC. 14323. SPECIAL RULES FOR ADMINISTRATIVE ADJUSTMENT REQUESTS WITH RESPECT
TO BAD DEBTS OR WORTHLESS SECURITIES.

(a) GENERAL RuLE.—Section 6227 (relating to administrative adjustment re-
quests) is amended by adding at the end the following new subsection:

“(e) REQUESTS WITH RESPECT TO BAD DEBTS OR WORTHLESS SECURITIES.—IN
the case of that portion of any request for an administrative adjustment which re-
lates to the deductibility by the partnership under section 166 of a debt as a debt
which became worthless, or under section 165(g) of a loss from worthlessness of a
security, the period prescribed in subsection (a)(1) shall be 7 years from the last day
for filing the partnership return for the year with respect to which such request is
made (determined without regard to extensions).”

(b) EFFECTIVE DATE.—

(1) IN GENERAL.—The amendment made by subsection (a) shall take effect
as if included in the amendments made by section 402 of the Tax Equity and
Fiscal Responsibility Act of 1982.

(2) TREATMENT OF REQUESTS FILED BEFORE DATE OF ENACTMENT.—In the
case of that portion of any request (filed before the date of the enactment of
this Act) for an administrative adjustment which relates to the deductibility of
a debt as a debt which became worthless or the deductibility of a loss from the
worthlessness of a security—

(A) paragraph (2) of section 6227(a) of the Internal Revenue Code of

1986 shall not apply,

(B) the period for filing a petition under section 6228 of the Internal

Revenue Code of 1986 with respect to such request shall not expire before

the date 6 months after the date of the enactment of this Act, and

(C) such a petition may be filed without regard to whether there was

a notice of the beginning of an administrative proceeding or a final partner-

ship administrative adjustment.

Subtitle D—Foreign Provisions

PART I—MODIFICATIONS TO TREATMENT OF PASSIVE
FOREIGN INVESTMENT COMPANIES

SEC. 14401. UNITED STATES SHAREHOLDERS OF CONTROLLED FOREIGN CORPORATIONS
NOT SUBJECT TO PFIC INCLUSION.

Section 1296 is amended by adding at the end the following new subsection:

“(e) EXCEPTION FOR UNITED STATES SHAREHOLDERS OF CONTROLLED FOREIGN
CORPORATIONS.—

“(1) IN GeNErRAL.—For purposes of this part, a corporation shall not be
treated with respect to a shareholder as a passive foreign investment company
during the qualified portion of such shareholder’'s holding period with respect
to stock in such corporation.

“(2) QUALIFIED PORTION.—For purposes of this subsection, the term ‘quali-
fied portion’ means the portion of the shareholder’s holding period—

“(A) which is after December 31, 1995, and

“(B) during which the shareholder is a United States shareholder (as
defined in section 951(b)) of the corporation and the corporation is a con-
trolled foreign corporation.

“(3) NEw HOLDING PERIOD IF QUALIFIED PORTION ENDS.—

“(A) IN GENERAL.—EXcept as provided in subparagraph (B), if the quali-
fied portion of a shareholder’s holding period with respect to any stock ends
after December 31, 1995, solely for purposes of this part, the shareholder’s
holding period with respect to such stock shall be treated as beginning as
of the first day following such period.

“(B) ExcepTioN.—Subparagraph (A) shall not apply if such stock was,
with respect to such shareholder, stock in a passive foreign investment com-
pany at any time before the qualified portion of the shareholder’'s holding
period with respect to such stock and no election under section 1298(b)(1)
IS made.”

SEC. 14402. ELECTION OF MARK TO MARKET FOR MARKETABLE STOCK IN PASSIVE FOREIGN
INVESTMENT COMPANY.

(a) IN GENERAL.—Part VI of subchapter P of chapter 1 is amended by redesig-
nating subpart C as subpart D, by redesignating sections 1296 and 1297 as sections
1297 and 1298, respectively, and by inserting after subpart B the following new sub-
part:
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“Subpart C—Election of Mark to Market For Marketable
Stock

“Sec. 1296. Election of mark to market for marketable stock.

“SEC. 1296. ELECTION OF MARK TO MARKET FOR MARKETABLE STOCK.

“(a) GENERAL RuULE.—In the case of marketable stock in a passive foreign in-
vestment company which is owned (or treated under subsection (g) as owned) by a
United States person at the close of any taxable year of such person, at the election
of such person—

“(1) If the fair market value of such stock as of the close of such taxable
year exceeds its adjusted basis, such United States person shall include in gross
income for such taxable year an amount equal to the amount of such excess.

“(2) If the adjusted basis of such stock exceeds the fair market value of such
stock as of the close of such taxable year, such United States person shall be
allowed a deduction for such taxable year equal to the lesser of—

“(A) the amount of such excess, or

“(B) the unreversed inclusions with respect to such stock.

“(b) BAsSIS ADJUSTMENTS.—

“(1) IN GENERAL.—The adjusted basis of stock in a passive foreign invest-
ment company—

“(A) shall be increased by the amount included in the gross income of
the United States person under subsection (a)(1) with respect to such stock,
and

“(B) shall be decreased by the amount allowed as a deduction to the
United States person under subsection (a)(2) with respect to such stock.

“(2) SPECIAL RULE FOR STOCK CONSTRUCTIVELY OWNED.—In the case of stock
in a passive foreign investment company which the United States person is
treated as owning under subsection (g)—

“(A) the adjustments under paragraph (1) shall apply to such stock in
the hands of the person actually holding such stock but only for purposes
of determining the subsequent treatment under this chapter of the United
States person with respect to such stock, and

“(B) similar adjustments shall be made to the adjusted basis of the
property by reason of which the United States person is treated as owning
such stock.

“(c) CHARACTER AND SOURCE RULES.—

“(1) ORDINARY TREATMENT.—

“(A) GAaIN.—Any amount included in gross income under subsection
(a)(1), and any gain on the sale or other disposition of marketable stock in
a passive foreign investment company (with respect to which an election
under this section is in effect), shall be treated as ordinary income.

“(B) Loss.—Any—

“(i) amount allowed as a deduction under subsection (a)(2), and

“(i1) loss on the sale or other disposition of marketable stock in a
passive foreign investment company (with respect to which an election
under this section is in effect) to the extent that the amount of such

Iosskdoes not exceed the unreversed inclusions with respect to such

stock,

shall be treated as an ordinary loss. The amount so treated shall be treated

as a deduction allowable in computing adjusted gross income.

“(2) Source.—The source of any amount included in gross income under
subsection (a)(1) (or allowed as a deduction under subsection (a)(2)) shall be de-
termined in the same manner as if such amount were gain or loss (as the case
may be) from the sale of stock in the passive foreign investment company.

“(d) UNREVERSED INcLuslONs.—For purposes of this section, the term ‘unre-
versed inclusions’ means, with respect to any stock in a passive foreign investment
company, the excess (if any) of—

“(1) the amount included in gross income of the taxpayer under subsection
(a)(1) with respect to such stock for prior taxable years, over

“(2) the amount allowed as a deduction under subsection (a)(2) with respect
to such stock for prior taxable years.

The amount referred to in paragraph (1) shall include any amount which would
have been included in gross income under subsection (a)(1) with respect to such
stock for any prior taxable year but for section 1291.

“(e) MARKETABLE STock.—For purposes of this section—
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“(1) IN GENERAL.—The term ‘marketable stock’ means—

“(A) any stock which is regularly traded on—

“(i) a national securities exchange which is registered with the Se-
curities and Exchange Commission or the national market system es-
tablished pursuant to section 11A of the Securities and Exchange Act
of 1934, or

“(ii) any exchange or other market which the Secretary determines
has rules adequate to carry out the purposes of this part,

“(B) to the extent provided in regulations, stock in any foreign corpora-
tion which is comparable to a regulated investment company and which of-
fers for sale or has outstanding any stock of which it is the issuer and
which is redeemable at its net asset value, and

“(C) to the extent provided in regulations, any option on stock described
in subparagraph (A) or (B).

“(2) SPECIAL RULE FOR REGULATED INVESTMENT COMPANIES.—In the case of
any regulated investment company which is offering for sale or has outstanding
any stock of which it is the issuer and which is redeemable at its net asset
value, all stock in a passive foreign investment company which it owns directly
or indirectly shall be treated as marketable stock for purposes of this section.
Except as provided in regulations, similar treatment as marketable stock shall
apply in the case of any other regulated investment company which publishes
net asset valuations at least annually.

“(f) TREATMENT OF CONTROLLED FOREIGN CORPORATIONS WHICH ARE SHARE-
HOLDERS IN PAssIVE FOREIGN INVESTMENT ComPANIES.—In the case of a foreign cor-
poration which is a controlled foreign corporation and which owns (or is treated
under subsection (g) as owning) stock in a passive foreign investment company—

“(1) this section (other than subsection (c)(2)) shall apply to such foreign
corporation in the same manner as if such corporation were a United States
person, and

“(2) for purposes of subpart F of part 111 of subchapter N—

“(A) any amount included in gross income under subsection (a)(1) shall
be treated as foreign personal holding company income described in section
954(c)(1)(A), and

“(B) any amount allowed as a deduction under subsection (a)(2) shall
be treated as a deduction allocable to foreign personal holding company in-
come so described.

“(g) STock OWNED THROUGH CERTAIN FOREIGN ENTITIES.—EXcept as provided
in regulations—

“(1) INn GeNERAL.—For purposes of this section, stock owned, directly or in-
directly, by or for a foreign partnership or foreign trust or foreign estate shall
be considered as being owned proportionately by its 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.

“(2) TREATMENT OF CERTAIN DISPOSITIONS.—In any case in which a United
States person is treated as owning stock in a passive foreign investment com-
pany by reason of paragraph (1)—

“(A) any disposition by the United States person or by any other person
which results in the United States person being treated as no longer own-
ing such stock, and

“(B) any disposition by the person owning such stock,

shall be treated as a disposition by the United States person of the stock in the

passive foreign investment company.

“(h) CoorbINATION WITH SECTION 851(b).—For purposes of paragraphs (2) and
(3) of section 851(b), any amount included in gross income under subsection (a) shall
be treated as a dividend.

“(i) STock AcQUIRED FRoM A DECEDENT.—In the case of stock of a passive for-
eign investment company which is acquired by bequest, devise, or inheritance (or
by the decedent’s estate) and with respect to which an election under this section
was in effect as of the date of the decedent’s death, notwithstanding section 1014,
the basis of such stock in the hands of the person so acquiring it shall be the ad-
justed basis of such stock in the hands of the decedent immediately before his death
(or, if lesser, the basis which would have been determined under section 1014 with-
out regard to this subsection).

“(J) CoorbINATION WITH SECTION 1291 FoR FIRST YEAR OF ELECTION.—

“(1) TAXPAYERS OTHER THAN REGULATED INVESTMENT COMPANIES.—

“(A) IN ceNerRAL.—If the taxpayer elects the application of this section
with respect to any marketable stock in a corporation after the beginning
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of the taxpayer’s holding period in such stock, and if the requirements of
subparagraph (B) are not satisfied, section 1291 shall apply to—

“(i) any distributions with respect to, or disposition of, such stock
in the first taxable year of the taxpayer for which such election is
made, and

“(if) any amount which, but for section 1291, would have been in-
cluded in gross income under subsection (a) with respect to such stock
for such taxable year in the same manner as if such amount were gain
on the disposition of such stock.

“(B) REQUIREMENTsS.—The requirements of this subparagraph are met
if, with respect to each of such corporation’s taxable years for which such
corporation was a passive foreign investment company and which begin
after December 31, 1986, and included any portion of the taxpayer’s holding
period in such stock, such corporation was treated as a qualified electing
fund under this part with respect to the taxpayer.

“(2) SPECIAL RULES FOR REGULATED INVESTMENT COMPANIES.—

“(A) IN GENERAL.—If a regulated investment company elects the appli-
cation of this section with respect to any marketable stock in a corporation
after the beginning of the taxpayer’'s holding period in such stock, then,
with respect to such company’s first taxable year for which such company
elects the application of this section with respect to such stock—

“(i) section 1291 shall not apply to such stock with respect to any
distribution or disposition during, or amount included in gross income
under this section for, such first taxable year, but

“(it) such regulated investment company’s tax under this chapter
for such first taxable year shall be increased by the aggregate amount
of interest which would have been determined under section 1291(c)(3)
if section 1291 were applied without regard to this subparagraph.

Clause (ii) shall not apply if for the preceding taxable year the company
elected to mark to market the stock held by such company as of the last
day of such preceding taxable year.

“(B) DisaLLowAaNCE oF DEDUCTION.—No deduction shall be allowed to
any regulated investment company for the increase in tax under subpara-
graph (A)(ii).

“(k) ELecTioN.—This section shall apply to marketable stock in a passive for-
eign investment company which is held by a United States person only if such per-
son elects to apply this section with respect to such stock. Such an election shall
apply to the taxable year for which made and all subsequent taxable years unless—

“(1) such stock ceases to be marketable stock, or
“(2) the Secretary consents to the revocation of such election.

“(I) TRANSITION RULE FOR INDIVIDUALS BECOMING SUBJECT TO UNITED STATES
Tax.—If any individual becomes a United States person in a taxable year beginning
after December 31, 1995, solely for purposes of this section, the adjusted basis (be-
fore adjustments under subsection (b)) of any marketable stock in a passive foreign
investment company owned by such individual on the first day of such taxable year
shall be treated as being the greater of its fair market value on such first day or
its adjusted basis on such first day.”

(b) CoorDINATION WITH INTEREST CHARGE, ETC.—

(1) Paragraph (1) of section 1291(d) is amended by adding at the end the
following new flush sentence:

“Except as provided in section 1296(j), this section also shall not apply if an

election under section 1296(K) is in effect for the taxpayer’s taxable year.”

(2) The subsection heading for subsection (d) of section 1291 is amended by

striking “SuBPART B” and inserting “SuBpPARTS B AND C".

(3) Subparagraph (A) of section 1291(a)(3) is amended to read as follows:

“(A) HoLbING PERIOD.—The taxpayer’'s holding period shall be deter-
mined under section 1223; except that—

“(i) for purposes of applying this section to an excess distribution,
such holding period shall be treated as ending on the date of such dis-
tribution, and

“(i) if section 1296 applied to such stock with respect to the tax-
payer for any prior taxable year, such holding period shall be treated
as beginning on the first day of the first taxable year beginning after
the last taxable year for which section 1296 so applied.”

(c) CONFORMING AMENDMENTS.—

(1) Sections 532(b)(4) and 542(c)(10) are each amended by striking “section

1296" and inserting “section 1297".
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(2) Subsection (f) of section 551 is amended by striking “section 1297(b)(5)"
and inserting “section 1298(b)(5)"

(3) Subsections (a)(1) and (d) of section 1293 are each amended by striking
“section 1297(a)” and inserting “section 1298(a)".

(4) Paragraph (3) of section 1297(b), as redesignated by subsection (a), is
hereby repealed.

(5) The table of sections for subpart D of part VI of subchapter P of chapter
1, as redesignated by subsection (a), is amended to read as follows:

“Sec. 1297. Passive foreign investment company.
“Sec. 1298. Special rules.”

(6) The table of subparts for part VI of subchapter P of chapter 1 is amend-
ed by striking the last item and inserting the following new items:
“Subpart C. Election of mark to market for marketable stock.
“Subpart D. General provisions.”
(d) CLARIFICATION OF GAIN RECOGNITION ELECTION.—The last sentence of sec-
tion 1298(b)(1), as so redesignated, is amended by inserting “(determined without
regard to the preceding sentence)” after “investment company”.

SEC. 14403. MODIFICATIONS TO DEFINITION OF PASSIVE INCOME.

(a) ExcepTION FOR SAME COUNTRY INcoME NoT To AppLy.—Paragraph (1) of
section 1297(b) (defining passive income), as redesignated by section 14402, is
amended by inserting before the period “without regard to paragraph (3) thereof”.

(b) Passive INcoME NoT To INcLubeE FSC INncomE.—Paragraph (2) of section
1297(b), as so redesignated, is amended by striking “or” at the end of subparagraph
(B), by striking the period at the end of subparagraph (C) and inserting “, or”, and
by inserting after subparagraph (C) the following new subparagraph:

“(D) any foreign trade income of a FSC.”

SEC. 14404. EFFECTIVE DATE.

The amendments made by this part shall apply to—

(1) taxable years of United States persons beginning after December 31,
1995, and

(2) taxable years of foreign corporations ending with or within such taxable
years of United States persons.

PART II—TREATMENT OF CONTROLLED FOREIGN
CORPORATIONS

SEC. 14411. GAIN ON CERTAIN STOCK SALES BY CONTROLLED FOREIGN CORPORATIONS
TREATED AS DIVIDENDS.

(@) GENERAL RuLE.—Section 964 (relating to miscellaneous provisions) is
amended by adding at the end the following new subsection:

“(e) GAIN ON CERTAIN STOCK SALES BY CONTROLLED FOREIGN CORPORATIONS
TREATED AS DIVIDENDS.—

“(1) In ceNeraL.—If a controlled foreign corporation sells or exchanges
stock in any other foreign corporation, gain recognized on such sale or exchange
shall be included in the gross income of such controlled foreign corporation as
a dividend to the same extent that it would have been so included under section
1248(a) if such controlled foreign corporation were a United States person. For
purposes of determining the amount which would have been so includible, the
determination of whether such other foreign corporation was a controlled for-
eign corporation shall be made without regard to the preceding sentence.

“(2) SAME COUNTRY EXCEPTION NOT APPLICABLE.—Clause (i) of section
954(c)(3)(A) shall not apply to any amount treated as a dividend by reason of
paragraph (1).

“(3) CLARIFICATION OF DEEMED SALES.—For purposes of this subsection, a
controlled foreign corporation shall be treated as having sold or exchanged any
stock if, under any provision of this subtitle, such controlled foreign corporation
is treated as having gain from the sale or exchange of such stock.”

(b) AMENDMENT OF SEcTION 904(d).—Clause (i) of section 904(d)(2)(E) is amend-
ed by striking “and except as provided in regulations, the taxpayer was a United
States shareholder in such corporation”.

(c) EFFECTIVE DATES.—

(1) The amendment made by subsection (a) shall apply to gain recognized
on transactions occurring after the date of the enactment of this Act.
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(2) The amendment made by subsection (b) shall apply to distributions after
the date of the enactment of this Act.

SEC. 14412. MISCELLANEOUS MODIFICATIONS TO SUBPART F.

(a) SEcTION 1248 GAIN TAKEN INTO ACCOUNT IN DETERMINING PRO RATA
SHARE.—

(1) IN GeENERAL.—Paragraph (2) of section 951(a) (defining pro rata share
of subpart F income) is amended by adding at the end the following new sen-
tence: “For purposes of subparagraph (B), any gain included in the gross income
of any person as a dividend under section 1248 shall be treated as a distribution
received by such person with respect to the stock involved.”

(2) EFFecTIVE DATE.—The amendment made by paragraph (1) shall apply
to dispositions after the date of the enactment of this Act.

(b) BAsiS ADJUSTMENTS IN STOoCK HELD BY FOREIGN CORPORATION.—

(1) INn GENERAL.—Section 961 (relating to adjustments to basis of stock in
controlled foreign corporations and of other property) is amended by adding at
the end the following new subsection:

“(c) BAsis ADJUSTMENTS IN STock HELD BY FOREIGN CORPORATION.—Under reg-
ulations prescribed by the Secretary, if a United States shareholder is treated under
section 958(a)(2) as owning any stock in a controlled foreign corporation which is
actually owned by another controlled foreign corporation, adjustments similar to the
adjustments provided by subsections (a) and (b) shall be made to the basis of such
stock in the hands of such other controlled foreign corporation, but only for the pur-
poses of determining the amount included under section 951 in the gross income of
such United States shareholder (or any other United States shareholder who ac-
quires from any person any portion of the interest of such United States shareholder
by reason of which such shareholder was treated as owning such stock, but only to
the extent of such portion, and subject to such proof of identity of such interest as
the Secretary may prescribe by regulations).”

(2) EFFecTIVE DATE.—The amendment made by paragraph (1) shall apply
for purposes of determining inclusions for taxable years of United States share-
holders beginning after December 31, 1995.

(c) DETERMINATION OF PREVIOUSLY TAXED INCOME IN SECTION 304 DisTRIBU-
TIONS, ETC.—

(1) IN GENERAL.—Section 959 (relating to exclusion from gross income of
previously taxed earnings and profits) is amended by adding at the end the fol-
lowing new subsection:

“(g) ADJUSTMENTS FOR CERTAIN TRANSACTIONS.—If by reason of—

“(1) a transaction to which section 304 applies,

“(2) the structure of a United States shareholder’'s holdings in controlled
foreign corporations, or

“(3) other circumstances,

there would be a multiple inclusion of any item in income (or an inclusion or exclu-
sion without an appropriate basis adjustment) by reason of this subpart, the Sec-
retary may prescribe regulations providing such modifications in the application of
this subpart as may be necessary to eliminate such multiple inclusion or provide
such basis adjustment, as the case may be.”

(2) EFFECTIVE DATE.—The amendment made by paragraph (1) shall take ef-
fect on the date of the enactment of this Act.

(d) CLARIFICATION OF TREATMENT OF BRANCH TAXx EXEMPTIONS OR REDUC-
TIONS.—

(1) IN GENERAL.—Subsection (b) of section 952 is amended by adding at the
end the following new sentence: “For purposes of this subsection, any exemption
(or reduction) with respect to the tax imposed by section 884 shall not be taken
into account.”.

(2) EFFecTIVE DATE.—The amendment made by paragraph (1) shall apply
to taxable years beginning after December 31, 1986.

SEC. 14413. INDIRECT FOREIGN TAX CREDIT ALLOWED FOR CERTAIN LOWER TIER COMPA-
NIES.

(a) SEcTION 902 CREDIT.—

(1) INn GENERAL.—Subsection (b) of section 902 (relating to deemed taxes in-
creased in case of certain 2nd and 3rd tier foreign corporations) is amended to
read as follows:

“(b) DEEMED TAxEs INCREASED IN CAse oF CERTAIN LowerR TIER CORPORA-
TIONS.—

“(1) IN GENERAL.—If—

“(A) any foreign corporation is a member of a qualified group, and
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“(B) such foreign corporation owns 10 percent or more of the voting
stock of another member of such group from which it receives dividends in
any taxable year,
such foreign corporation shall be deemed to have paid the same proportion of
such other member’s post-1986 foreign income taxes as would be determined
under subsection (a) if such foreign corporation were a domestic corporation.

“(2) QUALIFIED GRouP.—For purposes of paragraph (1), the term ‘qualified
group’ means—

“(A) the foreign corporation described in subsection (a), and

“(B) any other foreign corporation if—

“(i) the domestic corporation owns at least 5 percent of the voting
stock of such other foreign corporation indirectly through a chain of for-
eign corporations connected through stock ownership of at least 10 per-
cent of their voting stock,

“(ii) the foreign corporation described in subsection (a) is the first
tier corporation in such chain, and

“(iit) such other corporation is not below the sixth tier in such
chain.

The term ‘qualified group’ shall not include any foreign corporation below the
third tier in the chain referred to in clause (i) unless such foreign corporation
is a controlled foreign corporation (as defined in section 957) and the domestic
corporation is a United States shareholder (as defined in section 951(b)) in such
foreign corporation. Paragraph (1) shall apply to those taxes paid by a member
of the qualified group below the third tier only with respect to periods during
which it was a controlled foreign corporation.”
(2) CONFORMING AMENDMENTS.—

(A) Subparagraph (B) of section 902(c)(3) is amended by adding “or” at
the end of clause (i) and by striking clauses (ii) and (iii) and inserting the
following new clause:

“(ii) the requirements of subsection (b)(2) are met with respect to
such foreign corporation.”

(B) Subparagraph (B) of section 902(c)(4) is amended by striking “3rd
foreign corporation” and inserting “sixth tier foreign corporation”.

(C) The heading for paragraph (3) of section 902(c) is amended by strik-
ing “WHERE DOMESTIC CORPORATION ACQUIRES 10 PERCENT OF FOREIGN COR-
PORATION” and inserting “WHERE FOREIGN CORPORATION FIRST QUALIFIES".

(D) Paragraph (3) of section 902(c) is amended by striking “ownership”
each place it appears.

(b) SEcTion 960 CreDIT.—Paragraph (1) of section 960(a) (relating to special

rules for foreign tax credits) is amended to read as follows:

SEC.

“(1) DEeMED PAID CREDIT.—For purposes of subpart A of this part, if there
is included under section 951(a) in the gross income of a domestic corporation
any amount attributable to earnings and profits of a foreign corporation which
is a member of a qualified group (as defined in section 902(b)) with respect to
the domestic corporation, then, except to the extent provided in regulations, sec-
tion 902 shall be applied as if the amount so included were a dividend paid by
such foreign corporation (determined by applying section 902(c) in accordance
with section 904(d)(3)(B)).”

(c) EFFECTIVE DATE.—

(1) IN GENERAL.—The amendments made by this section shall apply to
taxes of foreign corporations for taxable years of such corporations beginning
after the date of enactment of this Act.

(2) SpeciaL RULE.—In the case of any chain of foreign corporations de-
scribed in clauses (i) and (ii) of section 902(b)(2)(B) of the Internal Revenue
Code of 1986 (as amended by this section), no liquidation, reorganization, or
similar transaction in a taxable year beginning after the date of the enactment
of this Act shall have the effect of permitting taxes to be taken into account
under section 902 of the Internal Revenue Code of 1986 which could not have
been taken into account under such section but for such transaction.

14414. REPEAL OF INCLUSION OF CERTAIN EARNINGS INVESTED IN EXCESS PASSIVE AS-
SETS.
(a) IN GENERAL.—

(1) REPeaL oF INcLusiON.—Paragraph (1) of section 951(a) (relating to
amounts included in gross income of United States shareholders) is amended
by striking subparagraph (C), by striking “; and” at the end of subparagraph
(B) and inserting a period, and by adding “and” at the end of subparagraph (A).
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(2) REPEAL OF INCLUSION AMOUNT.—Section 956A (relating to earnings in-
vested in excess passive assets) is repealed.
(b) CONFORMING AMENDMENTS.—

(1) Subparagraph (G) of section 904(d)(3) is amended by striking “subpara-
graph (B) or (C) of section 951(a)(1)” and inserting “section 951(a)(1)(B)".

(2) Paragraph (1) of section 956(b) is amended to read as follows:

“(1) APPLICABLE EARNINGS.—For purposes of this section, the term ‘applica-
ble earnings’ means, with respect to any controlled foreign corporation, the sum
of—

“(A) the amount (not including a deficit) referred to in section 316(a)(1),
and

“(B) the amount referred to in section 316(a)(2),

but reduced by distributions made during the taxable year.”

(3) Paragraph (3) of section 956(b) is amended to read as follows:

“(3) SPECIAL RULE WHERE CORPORATION CEASES TO BE CONTROLLED FOREIGN
CORPORATION.—If any foreign corporation ceases to be a controlled foreign cor-
poration during any taxable year—

“(A) the determination of any United States shareholder's pro rata
share shall be made on the basis of stock owned (within the meaning of sec-
tion 958(a)) by such shareholder on the last day during the taxable year on
which the foreign corporation is a controlled foreign corporation,

“(B) the average referred to in subsection (a)(1)(A) for such taxable year
shall be determined by only taking into account quarters ending on or be-
fore such last day, and

“(C) in determining applicable earnings, the amount taken into account
by reason of being described in paragraph (2) of section 316(a) shall be the
portion of the amount so described which is allocable (on a pro rata basis)
to the part of such year during which the corporation is a controlled foreign
corporation.”

(4) Subsection (a) of section 959 (relating to exclusion from gross income of
previously taxed earnings and profits) is amended by adding “or” at the end of
paragraph (1), by striking “or” at the end of paragraph (2), and by striking
paragraph (3).

(5) Subsection (a) of section 959 is amended by striking “paragraphs (2) and
(3)” in the last sentence and inserting “paragraph (2)".

(6) Subsection (c) of section 959 is amended by adding at the end the follow-
ing flush sentence:

“References in this subsection to section 951(a)(1)(C) and subsection (a)(3) shall be
treated as references to such provisions as in effect on the day before the date of
the enactment of the Tax Simplification Act of 1995.”

(7) Paragraph (1) of section 959(f) is amended to read as follows:

“(1) IN GeNERAL.—For purposes of this section, amounts that would be in-
cluded under subparagraph (B) of section 951(a)(1) (determined without regard
to this section) shall be treated as attributable first to earnings described in
subsection (c)(2), and then to earnings described in subsection (c)(3).”

(8) Paragraph (2) of section 959(f) is amended by striking “subparagraphs
(B) and (C) of section 951(a)(1)” and inserting “section 951(a)(1)(B)".

(9) Subsection (b) of section 989 is amended by striking “subparagraph (B)
or (C) of section 951(a)(1)” and inserting “section 951(a)(1)(B)".

(10) Paragraph (9) of section 1298(b), as redesignated by section 14402, is
amended by striking “subparagraph (B) or (C) of section 951(a)(1)” and inserting
“section 951(a)(1)(B)".

(11) Subsections (d)(3)(B) and (e)(2)(B)(ii) of section 1298, as redesignated
by section 14402, are each amended by striking “or section 956A”.

(c) CLericaL AMENDMENT.—The table of sections for subpart F of part 11l of
subchapter N of chapter 1 is amended by striking the item relating to section 956A.

(d) EFFecTivE DATE.—The amendments made by this section shall apply to tax-
able years of foreign corporations beginning after September 30, 1995, and to tax-
able years of United States shareholders within which or with which such taxable
years of foreign corporations end.

PART IHI—OTHER PROVISIONS

SEC. 14421. EXCHANGE RATE USED IN TRANSLATING FOREIGN TAXES.

(@) AccRUED TAXES TRANSLATED BY USING AVERAGE RATE FOR YEAR TO WHICH
TAXES RELATE.—



111

(1) IN GENERAL.—Subsection (a) of section 986 (relating to translation of for-
eign taxes) is amended to read as follows:
“(a) FOREIGN INCOME TAXES.—

“(1) TRANSLATION OF ACCRUED TAXES.—

“(A) IN GENERAL.—For purposes of determining the amount of the for-
eign tax credit, in the case of a taxpayer who takes foreign income taxes
into account when accrued, the amount of any foreign income taxes (and
any adjustment thereto) shall be translated into dollars by using the aver-
age exchange rate for the taxable year to which such taxes relate.

“(B) EXCEPTION FOR TAXES NOT PAID WITHIN FOLLOWING 2 YEARS.—

“(i) Subparagraph (A) shall not apply to any foreign income taxes
paid after the date 2 years after the close of the taxable year to which
such taxes relate.

“(ii) Subparagraph (A) shall not apply to taxes paid before the be-
ginning of the taxable year to which such taxes relate.

“(C) EXCEPTION FOR INFLATIONARY CURRENCIES.—Subparagraph (A)
shall not apply to any foreign income taxes the liability for which is de-
nominated In any currency determined to be an inflationary currency under
regulations prescribed by the Secretary.

“(D) CROSS REFERENCE.—

“For adjustments where tax is not paid within 2 years, see section 905(c).

“(2) TRANSLATION OF TAXES TO WHICH PARAGRAPH (1) DOES NOT APPLY.—For
purposes of determining the amount of the foreign tax credit, in the case of any
foreign income taxes to which subparagraph (A) of paragraph (1) does not
apply—

“(A) such taxes shall be translated into dollars using the exchange
rates as of the time such taxes were paid to the foreign country or posses-
sion of the United States, and

“(B) any adjustment to the amount of such taxes shall be translated
into dollars using—

“(i) except as provided in clause (ii), the exchange rate as of the
time when such adjustment is paid to the foreign country or possession,
or

“(ii) in the case of any refund or credit of foreign income taxes,
using the exchange rate as of the time of the original payment of such
foreign income taxes.

“(3) FOREIGN INCOME TAXES.—For purposes of this subsection, the term ‘for-
eign income taxes’ means any income, war profits, or excess profits taxes paid
or accrued to any foreign country or to any possession of the United States.”

(2) ADJUSTMENT WHEN NOT PAID WITHIN 2 YEARS AFTER YEAR TO WHICH
TAXES RELATE.—Subsection (c) of section 905 is amended to read as follows:

“(c) ADJUSTMENTS TO ACCRUED TAXES.—

“(1) IN GENERAL.—If—

“(A) accrued taxes when paid differ from the amounts claimed as cred-
its by the taxpayer,

“(B) accrued taxes are not paid before the date 2 years after the close
of the taxable year to which such taxes relate, or

“(C) any tax paid is refunded in whole or in part,

the taxpayer shall notify the Secretary, who shall redetermine the amount of
the tax for the year or years affected.

“(2) SPECIAL RULE FOR TAXES NOT PAID WITHIN 2 YEARS.—In making the re-
determination under paragraph (1), no credit shall be allowed for accrued taxes
not paid before the date referred to in subparagraph (B) of paragraph (1). Any
such taxes if subsequently paid shall be taken into account for the taxable year
in which paid and no redetermination under this section shall be made on ac-
count of such payment.

“(3) ADJUSTMENTS.—The amount of tax due on any redetermination under
paragraph (1) (if any) shall be paid by the taxpayer on notice and demand by
the Secretary, and the amount of tax overpaid (if any) shall be credited or re-
funded to the taxpayer in accordance with subchapter B of chapter 66 (section
6511 et seq.).

“(4) BonD REQUIREMENTS.—InN the case of any tax accrued but not paid, the
Secretary, as a condition precedent to the allowance of the credit provided in
this subpart, may require the taxpayer to give a bond, with sureties satisfactory
to and approved by the Secretary, in such sum as the Secretary may require,
conditioned on the payment by the taxpayer of any amount of tax found due
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on any such redetermination. Any such bond shall contain such further condi-
tions as the Secretary may require.

“(5) OTHER SPECIAL RULES.—In any redetermination under paragraph (1) by
the Secretary of the amount of tax due from the taxpayer for the year or years
affected by a refund, the amount of the taxes refunded for which credit has been
allowed under this section shall be reduced by the amount of any tax described
in section 901 imposed by the foreign country or possession of the United States
with respect to such refund; but no credit under this subpart, or deduction
under section 164, shall be allowed for any taxable year with respect to any
such tax imposed on the refund. No interest shall be assessed or collected on
any amount of tax due on any redetermination by the Secretary, resulting from
a refund to the taxpayer, for any period before the receipt of such refund, except
to the extent interest was paid by the foreign country or possession of the Unit-
ed States on such refund for such period.”

(b) AUTHORITY TO USE AVERAGE RATES.—

(1) INn GENERAL.—Subsection (a) of section 986 (as amended by subsection
(a)) is amended by redesignating paragraph (3) as paragraph (4) and inserting
after paragraph (2) the following new paragraph:

“(3) AUTHORITY TO PERMIT USE OF AVERAGE RATES.—T0 the extent pre-
scribed in regulations, the average exchange rate for the period (specified in
such regulations) during which the taxes or adjustment is paid may be used in-
stead of the exchange rate as of the time of such payment.”

(2) DETERMINATION OF AVERAGE RATES.—Subsection (c) of section 989 is
amended by striking “and” at the end of paragraph (4), by striking the period
at the end of paragraph (5) and inserting “, and”, and by adding at the end the
following new paragraph:

“(6) setting forth procedures for determining the average exchange rate for
any period.”

(3) CONFORMING AMENDMENTS.—Subsection (b) of section 989 is amended
by striking “weighted” each place it appears.

(c) EFFECTIVE DATES.—

(1) IN GENERAL.—The amendments made by subsections (a)(1) and (b) shall
apply to taxes paid or accrued in taxable years beginning after December 31,
1995.

(2) SuBseCTION (@)(2.—The amendment made by subsection (a)(2) shall
apply to taxes which relate to taxable years beginning after December 31, 1995.

SEC. 14422. ELECTION TO USE SIMPLIFIED SECTION 904 LIMITATION FOR ALTERNATIVE MIN-
IMUM TAX.

(@) GENERAL RuLE.—Subsection (a) of section 59 (relating to alternative mini-
mum tax foreign tax credit) is amended by adding at the end the following new
paragraph:

“(3) ELECTION TO USE SIMPLIFIED SECTION 904 LIMITATION.—
“(A) IN GENERAL.—IN determining the alternative minimum tax foreign
tax credit for any taxable year to which an election under this paragraph

applies—
“(i) subparagraph (B) of paragraph (1) shall not apply, and
“(i1) the limitation of section 904 shall be based on the proportion
which—

“(1) the taxpayer’s taxable income (as determined for purposes
of the regular tax) from sources without the United States (but not
in excess of the taxpayer’s entire alternative minimum taxable in-
come), bears to

“(11) the taxpayer’s entire alternative minimum taxable income
for the taxable year.

“(B) ELECTION.—

“(i) IN GeNERAL.—AnN election under this paragraph may be made
only for the taxpayer’s first taxable year which begins after December
31, 1995, and for which the taxpayer claims an alternative minimum
tax foreign tax credit.

“(if) ELECTION REVOCABLE ONLY WITH CONSENT.—AnN election under
this paragraph, once made, shall apply to the taxable year for which
made and all subsequent taxable years unless revoked with the consent
of the Secretary.”

(b) EFFecTIVE DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 1995.
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SEC. 14423. MODIFICATION OF SECTION 1491.

(a) GENERAL RULE.—S0 much of chapter 5 (relating to tax on transfers to avoid
income tax) as precedes section 1492 is amended to read as follows:

“CHAPTER 5—TREATMENT OF TRANSFERS TO AVOID INCOME TAX

“Sec. 1491. Recognition of gain.
“Sec. 1492. Exceptions.

“SEC. 1491. RECOGNITION OF GAIN.

“In the case of any transfer of property by a United States person to a foreign
corporation as paid-in surplus or as a contribution to capital, to a foreign estate or
trust, or to a foreign partnership, for purposes of this subtitle (other than for pur-
poses of section 679), such transfer shall be treated as a sale or exchange for an
amount equal to the fair market value of the property transferred, and the trans-
feror shall recognize as gain the excess of—

“(1) the fair market value of the property so transferred, over
“(2) the adjusted basis (for purposes of determining gain) of such property
in the hands of the transferor.”

(b) CONFORMING AMENDMENTS.—

(1) Section 1057 is hereby repealed.
(2) Section 1492 is amended to read as follows:

“SEC. 1492. EXCEPTIONS.

“The provisions of section 1491 shall not apply—

“(1) If the transferee is an organization exempt from income tax under part
| of subchapter F of chapter 1 (other than an organization described in section
401(a)),

“(2) To a transfer described in section 367, or

“(3) To any other transfer, to the extent provided in regulations in accord-
ance with principles similar to the principles of section 367 or otherwise consist-
ent with the purpose of section 1491.”

(3) Section 1494 is hereby repealed.

(4) Paragraph (8) of section 6501(c) is amended by inserting “or on any
transfer by reason of section 1491 after “section 367".

(5) Subsection (a) of section 6038B is amended by striking “or” at the end
of paragraph (1), by adding “or” at the end of paragraph (2), and by inserting
after paragraph (2) the following new paragraph:

“(3) makes any transfer described in section 1491,".

(6) The table of sections for part IV of subchapter O of chapter 1 is amend-
ed by striking the item relating to section 1057.

(7) The table of chapters for subtitle A is amended by striking “Tax on” in
the item relating to chapter 5 and inserting “Treatment of".

(c) EFFecTive DATE.—The amendments made by this section shall apply to
transfers after December 31, 1995.

SEC. 14424. MODIFICATION OF SECTION 367(b).

(a) GENERAL RuLE.—Paragraph (1) of section 367(b) is amended to read as fol-

lows:
“(1) INn ceNERAL.—IN the case of any transaction described in section 332,

351, 354, 355, 356, or 361 in which the status of a foreign corporation as a cor-

poration is a general condition for nonrecognition by 1 or more of the parties

to the transaction, income shall be required to be recognized to the extent pro-

vided in regulations prescribed by the Secretary which are necessary or appro-

priate to prevent the avoidance of Federal income taxes. This subsection shall

not apply to a transaction in which the foreign corporation is not treated as a

corporation under subsection (a)(1).”

(b) EFFecTive DATE.—The amendment made by subsection (a) shall apply to
transfers after December 31, 1995.

SEC. 14425. INCREASE IN FILING THRESHOLDS FOR RETURNS AS TO ORGANIZATION OF FOR-
EIGN CORPORATIONS AND ACQUISITIONS OF STOCK IN SUCH CORPORATIONS.

(a) IN GENERAL.—Subsection (a) of section 6046 (relating to returns as to orga-
nization or reorganization of foreign corporations and as to acquisitions of their
stock) is amended to read as follows:

“(a) REQUIREMENT OF RETURN.—

“(1) IN GENERAL.—A return complying with the requirements of subsection

(b) shall be made by—

“(A) each United States citizen or resident who becomes an officer or
director of a foreign corporation if a United States person (as defined in sec-
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tion 7701(a)(30)) meets the stock ownership requirements of paragraph (2)

with respect to such corporation,

“(B) each United States person—

“(i) who acquires stock which, when added to any stock owned on
the date of such acquisition, meets the stock ownership requirements
of paragraph (2) with respect to a foreign corporation, or

“(if) who acquires stock which, without regard to stock owned on
the date of such acquisition, meets the stock ownership requirements
of paragraph (2) with respect to a foreign corporation,

“(C) each person (not described in subparagraph (B)) who is treated as

a United States shareholder under section 953(c) with respect to a foreign

corporation, and

“(D) each person who becomes a United States person while meeting
the stock ownership requirements of paragraph (2) with respect to stock of

a foreign corporation.

In the case of a foreign corporation with respect to which any person is treated
as a United States shareholder under section 953(c), subparagraph (A) shall be
treated as including a reference to each United States person who is an officer
or director of such corporation.

“(2) STOCK OWNERSHIP REQUIREMENTS.—A person meets the stock owner-
ship requirements of this paragraph with respect to any corporation if such per-
son owns 10 percent or more of—

“(A) the total combined voting power of all classes of stock of such cor-
poration entitled to vote, or
“(B) the total value of the stock of such corporation.”
(b) EFFecTIVE DATE.—The amendment made by this section shall take effect on
January 1, 1996.

SEC. 14426. APPLICATION OF UNIFORM CAPITALIZATION RULES TO FOREIGN PERSONS.

(a) IN GENERAL.—Section 263A(c) (relating to exceptions) is amended by adding
at the end the following new paragraph:

“(7) ForeIGN PERSONS.—This section shall apply to any taxpayer who is not

a United States person only for purposes of—

“(A) tax liability with respect to income which is effectively connected
with the conduct of a trade or business in the United States, and

“(B) tax liability of a United States shareholder (as defined in section
951(b)) with respect to amounts includible in gross income under section
951(a).”

(b) EFFecTivE DATE.—The amendment made by subsection (a) shall apply to
taxable years beginning after December 31, 1995. Section 481 of the Internal Reve-
nue Code of 1986 shall not apply to any change in a method of accounting by reason
of such amendment.

SEC. 14427. CERTAIN PRIZES AND AWARDS.

(a) IN GENERAL.—Section 863 (relating to special rules for determining source)
is amended by adding at the end the following new subsection:

“(f) CERTAIN PRIZES AND AWARDS AsSOCIATED WITH AMATEUR SPORTS COMPETI-
TIONS.—

“(1) IN GeENERAL.—A prize or award received by a nonresident alien by rea-
son of participating in an amateur sports competition in the United States shall
not be treated as derived from sources within the United States if such alien
performs no services for such prize or award.

“(2) AMATEUR SPORTS COMPETITION.—For purposes of paragraph (1), the
term ‘amateur sports competition’ means any competition in which the only
prizes awarded by the sponsors of the competition are of nominal value.”

(b) EFFecTive DATE.—The amendment made by subsection (a) shall apply to
prizes and awards granted after the date of the enactment of this Act.

SEC. 14428. TREATMENT FOR ESTATE TAX PURPOSES OF SHORT-TERM OBLIGATIONS HELD BY
NONRESIDENT ALIENS.

(a) IN GENERAL.—Subsection (b) of section 2105 is amended by striking “and”
at the end of paragraph (2), by striking the period at the end of paragraph (3) and
inserting “, and”, and by inserting after paragraph (3) the following new paragraph:

“(4) obligations which would be original issue discount obligations as de-
fined in section 871(g)(1) but for subparagraph (B)(i) thereof, if any interest
thereon (were such interest received by the decedent at the time of his death)
would not be effectively connected with the conduct of a trade or business with-
in the United States.”
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(b) EFFecTIVE DATE.—The amendment made by this section shall apply to es-
tates of decedents dying after the date of the enactment of this Act.

Subtitle E—Other Income Tax Provisions
PART I—PROVISIONS RELATING TO S CORPORATIONS

SEC. 14501. S CORPORATIONS PERMITTED TO HAVE 75 SHAREHOLDERS.

Subparagraph (A) of section 1361(b)(1) (defining small business corporation) is
amended by striking “35 shareholders” and inserting “75 shareholders”.

SEC. 14502. ELECTING SMALL BUSINESS TRUSTS.

(a) GENERAL RuLE.—Subparagraph (A) of section 1361(c)(2) (relating to certain
trusts permitted as shareholders) is amended by inserting after clause (iv) the fol-
lowing new clause:

“(v) An electing small business trust.”

(b) CURRENT BENEFICIARIES TREATED AS SHAREHOLDERS.—Subparagraph (B) of
section 1361(c)(2) is amended by adding at the end the following new clause:

“(v) In the case of a trust described in clause (v) of subparagraph

(A), each potential current beneficiary of such trust shall be treated as

a shareholder; except that, if for any period there is no potential cur-

rent beneficiary of such trust, such trust shall be treated as the share-

holder during such period.”

(c) ELECTING SMALL BusiNEss TRusT DEFINED.—Section 1361 (defining S cor-
poration) is amended by adding at the end the following new subsection:

“(e) ELECTING SMALL BusINESs TRUST DEFINED.—

“(1) ELECTING SMALL BUSINESS TRUST.—For purposes of this section—

“(A) IN GENERAL.—EXxcept as provided in subparagraph (B), the term
‘electing small business trust’ means any trust if—

“(i) such trust does not have as a beneficiary any person other than

() an individual, (Il) an estate, or (Il11) an organization described in

paragraph (2), (3), (4), or (5) of section 170(c) which holds a contingent

interest and is not a potential current beneficiary,
“(i1) no interest in such trust was acquired by purchase, and
“(ii1) an election under this subsection applies to such trust.

“(B) CERTAIN TRUSTS NOT ELIGIBLE.—The term ‘electing small business
trust’ shall not include—

“(i) any qualified subchapter S trust (as defined in subsection

(d)(3)) if an election under subsection (d)(2) applies to any corporation

the stock of which is held by such trust, and

“(ii) any trust exempt from tax under this subtitle.

“(C) PURcHASE.—For purposes of subparagraph (A), the term ‘purchase’
means any acquisition if the basis of the property acquired is determined
under section 1012.

“(2) POTENTIAL CURRENT BENEFICIARY.—For purposes of this section, the
term ‘potential current beneficiary’ means, with respect to any period, any per-
son who at any time during such period is entitled to, or at the discretion of
any person may receive, a distribution from the principal or income of the trust.
If a trust disposes of all of the stock which it holds in an S corporation, then,
with respect to such corporation, the term ‘potential current beneficiary’ does
not include any person who first met the requirements of the preceding sen-
tence during the 60-day period ending on the date of such disposition.

“(3) ELEcTION.—AN election under this subsection shall be made by the
trustee. Any such election shall apply to the taxable year of the trust for which
made and all subsequent taxable years of such trust unless revoked with the
consent of the Secretary.

“(4) CROSS REFERENCE.—

“For special treatment of electing small business trusts, see section 641(d).”

(d) TAxATION OF ELECTING SMALL BusINEss TRusTs.—Section 641 (relating to
imposition of tax on trusts) is amended by adding at the end the following new sub-
section:

“(d) SPECIAL RULES FOR TAXATION OF ELECTING SMALL BUSINESs TRUSTS.—

“(1) IN GENERAL.—For purposes of this chapter—
“(A) the portion of any electing small business trust which consists of
stock in 1 or more S corporations shall be treated as a separate trust, and
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“(B) the amount of the tax imposed by this chapter on such separate
trust shall be determined with the modifications of paragraph (2).

“(2) MobiricaTiONs.—For purposes of paragraph (1), the modifications of
this paragraph are the following:

“(A) Except as provided in section 1(h), the amount of the tax imposed
by section 1(e) shall be determined by using the highest rate of tax set forth
in section 1(e).

“(B) The exemption amount under section 55(d) shall be zero.

“(C) The only items of income, loss, deduction, or credit to be taken into
account are the following:

“(i) The items required to be taken into account under section 1366.
_“(in) Any gain or loss from the disposition of stock in an S corpora-
tion.

“(iii) To the extent provided in regulations, State or local income
taxes or administrative expenses to the extent allocable to items de-

scribed in clauses (i) and (ii).

No deduction or credit shall be allowed for any amount not described in this

paragraph, and no item described in this paragraph shall be apportioned

to any beneficiary.

“(D) No amount shall be allowed under paragraph (1) or (2) of section
1211(b).

“(3) TREATMENT OF REMAINDER OF TRUST AND DISTRIBUTIONS.—For purposes
of determining—

“(A) the amount of the tax imposed by this chapter on the portion of
any electing small business trust not treated as a separate trust under
paragraph (1), and

“(B) the distributable net income of the entire trust,

the items referred to in paragraph (2)(C) shall be excluded. Except as provided
in the preceding sentence, this subsection shall not affect the taxation of any
distribution from the trust.

“(4) TREATMENT OF UNUSED DEDUCTIONS WHERE TERMINATION OF SEPARATE
TRUsST.—If a portion of an electing small business trust ceases to be treated as
a separate trust under paragraph (1), any carryover or excess deduction of the
separate trust which is referred to in section 642(h) shall be taken into account
by the entire trust.

“(5) ELECTING SMALL BUSINESS TRUST.—For purposes of this subsection, the
term ‘electing small business trust’ has the meaning given such term by section
1361(e)(1).”

(e) TEcHNICAL AMENDMENT.—Paragraph (1) of section 1366(a) is amended by in-
serting “, or of a trust or estate which terminates,” after “who dies”.

SEC. 14503. EXPANSION OF POST-DEATH QUALIFICATION FOR CERTAIN TRUSTS.

Subparagraph (A) of section 1361(c)(2) (relating to certain trusts permitted as
shareholders) is amended—
(1) by striking “60-day period” each place it appears in clauses (ii) and (iii)
and inserting “2-year period”, and
(2) by striking the last sentence in clause (ii).

SEC. 14504. FINANCIAL INSTITUTIONS PERMITTED TO HOLD SAFE HARBOR DEBT.

Clause (iii) of section 1361(c)(5)(B) (defining straight debt) is amended by strik-
ing “or a trust described in paragraph (2)” and inserting “a trust described in para-
graph (2), or a person which is actively and regularly engaged in the business of
lending money.”

SEC. 14505. RULES RELATING TO INADVERTENT TERMINATIONS AND INVALID ELECTIONS.

(@) GENERAL RuLE.—Subsection (f) of section 1362 (relating to inadvertent ter-
minations) is amended to read as follows:
“(f) INADVERTENT INVALID ELECTIONS OR TERMINATIONS.—If—
“(1) an election under subsection (a) by any corporation—

“(A) was not effective for the taxable year for which made (determined
without regard to subsection (b)(2)) by reason of a failure to meet the re-
quirements of section 1361(b) or to obtain shareholder consents, or

“(B) was terminated under paragraph (2) of subsection (d),

“(2) the Secretary determines that the circumstances resulting in such inef-
fectiveness or termination were inadvertent,

“(3) no later than a reasonable period of time after discovery of the cir-
cumstances resulting in such ineffectiveness or termination, steps were taken—
“(A) so that the corporation is a small business corporation, or

“(B) to acquire the required shareholder consents, and
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“(4) the corporation, and each person who was a shareholder in the corpora-
tion at any time during the period specified pursuant to this subsection, agrees
to make such adjustments (consistent with the treatment of the corporation as
an dS corporation) as may be required by the Secretary with respect to such pe-
riod,
then, notwithstanding the circumstances resulting in such ineffectiveness or termi-
nation, such corporation shall be treated as an S corporation during the period spec-
ified by the Secretary.”

(b) LATE ELECTIONS.—Subsection (b) of section 1362 is amended by adding at
the end the following new paragraph:

“(5) AUTHORITY TO TREAT LATE ELECTIONS AS TIMELY.—If—

“(A) an election under subsection (a) is made for any taxable year (de-
termined without regard to paragraph (3)) after the date prescribed by this
subsection for making such election for such taxable year, and

“(B) the Secretary determines that there was reasonable cause for the
failure to timely make such election,

the Secretary may treat such election as timely made for such taxable year (and

paragraph (3) shall not apply).”

(c) EFFecTive DATE.—The amendments made by subsection (a) and (b) shall
apply with respect to elections for taxable years beginning after December 31, 1982.

SEC. 14506. AGREEMENT TO TERMINATE YEAR.

Paragraph (2) of section 1377(a) (relating to pro rata share) is amended to read
as follows:
“(2) ELECTION TO TERMINATE YEAR.—

“(A) IN GENERAL.—Under regulations prescribed by the Secretary, if
any shareholder terminates the shareholder’s interest in the corporation
during the taxable year and all affected shareholders and the corporation
agree to the application of this paragraph, paragraph (1) shall be applied
to the affected shareholders as if the taxable year consisted of 2 taxable
years the first of which ends on the date of the termination.

“(B) AFFECTED SHAREHOLDERS.—For purposes of subparagraph (A), the
term ‘affected shareholders’ means the shareholder whose interest is termi-
nated and all shareholders to whom such shareholder has transferred
shares during the taxable year. If such shareholder has transferred shares
to the corporation, the term ‘affected shareholders’ shall include all persons
who are shareholders during the taxable year.”

SEC. 14507. EXPANSION OF POST-TERMINATION TRANSITION PERIOD.

(@) IN GENERAL.—Paragraph (1) of section 1377(b) (relating to post-termination
transition period) is amended by striking “and” at the end of subparagraph (A), by
redesignating subparagraph (B) as subparagraph (C), and by inserting after sub-
paragraph (A) the following new subparagraph:

“(B) the 120-day period beginning on the date of any determination
pursuant to an audit of the taxpayer which follows the termination of the
corporation’s election and which adjusts a subchapter S item of income,
loss, or deduction of the corporation arising during the S period (as defined
in section 1368(e)(2)), and”.

(b) DETERMINATION DEFINED.—Paragraph (2) of section 1377(b) is amended by
striking subparagraphs (A) and (B), by redesignating subparagraph (C) as subpara-
graph (B), and by inserting before subparagraph (B) (as so redesignated) the follow-
Ing new subparagraph:

“(A) a determination as defined in section 1313(a), or”.

(c) REPEAL OF SPECIAL AUDIT PROVISIONS FOR SUBCHAPTER S ITEMS.—

(1) GENERAL RULE.—Subchapter D of chapter 63 (relating to tax treatment
of subchapter S items) is hereby repealed.

(2) CONSISTENT TREATMENT REQUIRED.—Section 6037 (relating to return of
S corporation) is amended by adding at the end the following new subsection:
“(c) SHAREHOLDER'S RETURN MusT BE CoONSISTENT WITH CORPORATE RETURN

OR SECRETARY NOTIFIED OF INCONSISTENCY.—

“(1) IN GENERAL.—A shareholder of an S corporation shall, on such share-
holder’s return, treat a subchapter S item in a manner which is consistent with
the treatment of such item on the corporate return.

“(2) NOTIFICATION OF INCONSISTENT TREATMENT.—

“(A) IN GENERAL.—InN the case of any subchapter S item, if—

“(i)(1) the corporation has filed a return but the shareholder’s treat-
ment on his return is (or may be) inconsistent with the treatment of
the item on the corporate return, or

“(11) the corporation has not filed a return, and
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“(ii) the shareholder files with the Secretary a statement identify-
ing the inconsistency,

paragraph (1) shall not apply to such item.

“(B) SHAREHOLDER RECEIVING INCORRECT INFORMATION.—A shareholder

shall be treated as having complied with clause (ii) of subparagraph (A)

with respect to a subchapter S item if the shareholder—

“(i) demonstrates to the satisfaction of the Secretary that the treat-
ment of the subchapter S item on the shareholder’s return is consistent
with the treatment of the item on the schedule furnished to the share-
holder by the corporation, and

“(ii) elects to have this paragraph apply with respect to that item.

“(3) EFFECT OF FAILURE TO NOTIFY.—In any case—

“(A) described in subparagraph (A)(i)(l) of paragraph (2), and
“(B) in which the shareholder does not comply with subparagraph

(A)(ii) of paragraph (2),
any adjustment required to make the treatment of the items by such share-
holder consistent with the treatment of the items on the corporate return shall
be treated as arising out of mathematical or clerical errors and assessed accord-
ing to section 6213(b)(1). Paragraph (2) of section 6213(b) shall not apply to any
assessment referred to in the preceding sentence.

“(4) SUBCHAPTER s ITEM.—For purposes of this subsection, the term ‘sub-
chapter S item’ means any item of an S corporation to the extent that regula-
tions prescribed by the Secretary provide that, for purposes of this subtitle, such
item is more appropriately determined at the corporation level than at the
shareholder level.

“(5) ADDITION TO TAX FOR FAILURE TO COMPLY WITH SECTION.—

“For addition to tax in the case of a shareholder’s negligence in connection with, or dis-
regard of, the requirements of this section, see part Il of subchapter A of chapter 68.”

(3) CONFORMING AMENDMENTS.—
(A) Section 1366 is amended by striking subsection (g).
(B) Subsection (b) of section 6233 is amended to read as follows:
“(b) SIMILAR RULES IN CERTAIN Cases.—If a partnership return is filed for any
taxable year but it is determined that there is no entity for such taxable year, to
the extent provided in regulations, rules similar to the rules of subsection (a) shall

apply.”
(C) The table of subchapters for chapter 63 is amended by striking the
item relating to subchapter D.

SEC. 14508. S CORPORATIONS PERMITTED TO HOLD SUBSIDIARIES.

(@) IN GENERAL.—Paragraph (2) of section 1361(b) (defining ineligible corpora-
tion) is amended by striking subparagraph (A) and by redesignating subparagraphs
(B), (C), (D), and (E) as subparagraphs (A), (B), (C), and (D), respectively.

(b) TREATMENT OF CERTAIN WHOLLY OWNED S CORPORATION SUBSIDIARIES.—
Section 1361(b) (defining small business corporation) is amended by adding at the
end the following new paragraph:

“(3) TREATMENT OF CERTAIN WHOLLY OWNED SUBSIDIARIES.—

“(A) IN GENERAL.—For purposes of this title—

“(i) a corporation which is a qualified subchapter S subsidiary shall
not be treated as a separate corporation, and
“(ii) all assets, liabilities, and items of income, deduction, and cred-

it of a qualified subchapter S subsidiary shall be treated as assets, li-

abilities, and such items (as the case may be) of the S corporation.

“(B) QUALIFIED SUBCHAPTER S SUBSIDIARY.—For purposes of this para-
graph, the term ‘qualified subchapter S subsidiary’ means any domestic cor-
poration which is not an ineligible corporation (as defined in paragraph (2)),
if—

“(i) 100 percent of the stock of such corporation is held by the S
corporation, and

“(ii) the S corporation elects to treat such corporation as a qualified
subchapter S subsidiary.

“(C) TREATMENT OF TERMINATIONS OF QUALIFIED SUBCHAPTER S SUBSIDI-
ARY sTATUs.—For purposes of this title, if any corporation which was a
qualified subchapter S subsidiary ceases to meet the requirements of sub-
paragraph (B), such corporation shall be treated as a new corporation ac-
quiring all of its assets (and assuming all of its liabilities) immediately be-
fore such cessation from the S corporation in exchange for its stock.”
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(c) CERTAIN DIVIDENDS NOT TREATED AS PASSIVE INVESTMENT INCOME.—Para-
graph (3) of section 1362(d) is amended by adding at the end the following new sub-
paragraph:

“(F) TREATMENT OF CERTAIN DIVIDENDS.—If an S corporation holds
stock in a C corporation meeting the requirements of section 1504(a)(2), the
term ‘passive investment income’ shall not include dividends from such C
corporation to the extent such dividends are attributable to the earnings
and profits of such C corporation derived from the active conduct of a trade
or business.”

(d) CONFORMING AMENDMENTS.—

(1) Subsection (c) of section 1361 is amended by striking paragraph (6).

(2) Subsection (b) of section 1504 (defining includible corporation) is amend-
ed by adding at the end the following new paragraph:

“(8) An S corporation.”

SEC. 14509. TREATMENT OF DISTRIBUTIONS DURING LOSS YEARS.

(a) ADJUSTMENTS FOR DISTRIBUTIONS TAKEN INTO ACCOUNT BEFORE LOSSES.—
(1) Subparagraph (A) of section 1366(d)(1) (relating to losses and deductions
cannot exceed shareholder’s basis in stock and debt) is amended by striking

“paragraph (1)” and inserting “paragraphs (1) and (2)(A)".

(2) Subsection (d) of section 1368 (relating to certain adjustments taken into
account) is amended by adding at the end the following new sentence:
“In the case of any distribution made during any taxable year, the adjusted basis
of the stock shall be determined with regard to the adjustments provided in para-
graph (1) of section 1367(a) for the taxable year.”

(b) AccUMULATED ADJUSTMENTS AccouNT.—Paragraph (1) of section 1368(e)
(relating to accumulated adjustments account) is amended by adding at the end the
following new subparagraph:

“(C) NET LOSS FOR YEAR DISREGARDED.—

“(i) INn GeENERAL.—IN applying this section to distributions made during
any taxable year, the amount in the accumulated adjustments account as
of the close of such taxable year shall be determined without regard to any
net negative adjustment for such taxable year.

“(itf) NET NEGATIVE ADJUSTMENT.—For purposes of clause (i), the term
‘net negative adjustment’ means, with respect to any taxable year, the ex-
cess (if any) of—

“(1) the reductions in the account for the taxable year (other than
for distributions), over
“(I1) the increases in such account for such taxable year.”

(c) CoNFORMING AMENDMENTS.—Subparagraph (A) of section 1368(e)(1) is
amended—

(1) by striking “as provided in subparagraph (B)” and inserting “as other-
wise provided in this paragraph”, and
(2) by striking “section 1367(b)(2)(A)” and inserting “section 1367(a)(2)".

SEC. 14510. TREATMENT OF S CORPORATIONS UNDER SUBCHAPTER C.

Subsection (a) of section 1371 (relating to application of subchapter C rules) is
amended to read as follows:

“(a) APPLICATION OF SuBcHAPTER C RuLEs.—Except as otherwise provided in
this title, and except to the extent inconsistent with this subchapter, subchapter C
shall apply to an S corporation and its shareholders.”

SEC. 14511. ELIMINATION OF CERTAIN EARNINGS AND PROFITS.

(a) IN GENERAL.—If—
(1) a corporation was an electing small business corporation under sub-
chapter S of chapter 1 of the Internal Revenue Code of 1986 for any taxable
year beginning before January 1, 1983, and
(2) such corporation is an S corporation under subchapter S of chapter 1
of such Code for its first taxable year beginning after December 31, 1995,
the amount of such corporation’s accumulated earnings and profits (as of the begin-
ning of such first taxable year) shall be reduced by an amount equal to the portion
(if any) of such accumulated earnings and profits which were accumulated in any
taxable year beginning before January 1, 1983, for which such corporation was an
electing small business corporation under such subchapter S.

(b) CONFORMING AMENDMENTS.—

(1) Paragraph (3) of section 1362(d) is amended—

(A) by striking “SuscHAPTER C” in the paragraph heading and insert-
ing “ACCUMULATED",
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(B) by striking “subchapter C” in subparagraph (A)(i)(1) and inserting
“accumulated”, and

(C) by striking subparagraph (B) and redesignating the following sub-
paragraphs accordingly.

(2)(A) Subsection (a) of section 1375 is amended by striking “subchapter C”
in paragraph (1) and inserting “accumulated”.

(B) Paragraph (3) of section 1375(b) is amended to read as follows:

“(3) PASSIVE INVESTMENT INCOME, ETC.—The terms ‘passive investment in-
come’ and ‘gross receipts’ have the same respective meanings as when used in
paragraph (3) of section 1362(d).”

(C) The section heading for section 1375 is amended by striking ‘subchapter
¢ and inserting “accumulated”

(D) The table of sections for part 111 of subchapter S of chapter 1 is amend-
ed by striking “subchapter C” in the item relating to section 1375 and inserting
“accumulated”.

(3) Clause (i) of section 1042(c)(4)(A) is amended by striking “section
1362(d)(3)(D)"” and inserting “section 1362(d)(3)(C)".

SEC. 14512. CARRYOVER OF DISALLOWED LOSSES AND DEDUCTIONS UNDER AT-RISK RULES
ALLOWED.

Paragraph (3) of section 1366(d) (relating to carryover of disallowed losses and
deductions to post-termination transition period) is amended by adding at the end
the following new subparagraph:

“(D) AT-RISK LIMITATIONS.—TO0 the extent that any increase in adjusted
basis described in subparagraph (B) would have increased the shareholder’s
amount at risk under section 465 if such increase had occurred on the day
preceding the commencement of the post-termination transition period,
rules similar to the rules described in subparagraphs (A) through (C) shall
apply to any losses disallowed by reason of section 465(a).”

SEC. 14513. ADJUSTMENTS TO BASIS OF INHERITED S STOCK TO REFLECT CERTAIN ITEMS OF
INCOME.

(@) IN GENERAL.—Subsection (b) of section 1367 (relating to adjustments to
basis of stock of shareholders, etc.) is amended by adding at the end the following
new paragraph:

“(4) ADJUSTMENTS IN CASE OF INHERITED STOCK.—

“(A) IN GENERAL.—If any person acquires stock in an S corporation by
reason of the death of a decedent or by bequest, devise, or inheritance, sec-
tion 691 shall be applied with respect to any item of income of the S cor-
poration in the same manner as if the decedent had held directly his pro
rata share of such item.

“(B) ADJUSTMENTS TO BAsIS.—The basis determined under section 1014
of any stock in an S corporation shall be reduced by the portion of the value
of the stock which is attributable to items constituting income in respect
of the decedent.”

(b) EFFecTive DATE.—The amendment made by subsection (a) shall apply in
the case of decedents dying after the date of the enactment of this Act.

SEC. 14514. S CORPORATIONS ELIGIBLE FOR RULES APPLICABLE TO REAL PROPERTY SUB-
DIVIDED FOR SALE BY NONCORPORATE TAXPAYERS.

(@) IN GENERAL.—Subsection (a) of section 1237 (relating to real property sub-
divided for sale) is amended by striking “other than a corporation” in the material
preceding paragraph (1) and inserting “other than a C corporation”.

(b) CoNFORMING AMENDMENT.—Subparagraph (A) of section 1237(a)(2) is
amended by inserting “an S corporation which included the taxpayer as a share-
holder,” after “controlled by the taxpayer,”.

SEC. 14515. EFFECTIVE DATE.

(@) IN GENERAL.—EXxcept as otherwise provided in this part, the amendments
made by this part shall apply to taxable years beginning after December 31, 1995.

(b) TREATMENT OF CERTAIN ELECTIONS UNDER PRIOR Law.—For purposes of
section 1362(g) of the Internal Revenue Code of 1986 (relating to election after ter-
mination), any termination under section 1362(d) of such Code in a taxable year be-
ginning before January 1, 1996, shall not be taken into account.
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PART II—PROVISIONS RELATING TO REGULATED
INVESTMENT COMPANIES

SEC. 14521. REPEAL OF 30-PERCENT GROSS INCOME LIMITATION.

(@) GENERAL RuLE.—Subsection (b) of section 851 (relating to limitations) is
amended by striking paragraph (3), by adding “and” at the end of paragraph (2),
and by redesignating paragraph (4) as paragraph (3).

(b) TECHNICAL AMENDMENTS.—

(1) The material following paragraph (3) of section 851(b) (as redesignated
by subsection (a)) is amended—
@ (A)dby striking out “paragraphs (2) and (3)” and inserting “paragraph
2)", an
(B) by striking out the last sentence thereof.
(2) Subsection (c) of section 851 is amended by striking “subsection (b)(4)”
each place it appears (including the heading) and inserting “subsection (b)(3)".
(3) Subsection (d) of section 851 is amended by striking “subsections (b)(4)”

and inserting “subsections (b)(3)".

(4) Paragraph (1) of section 851(e) is amended by striking “subsection (b)(4)"

and inserting “subsection (b)(3)”.

(5) Paragraph (4) of section 851(e) is amended by striking “subsections

(b)(4)" and inserting “subsections (b)(3)".

(6) Section 851 is amended by striking subsection (g) and redesignating sub-

section (h) as subsection (g).

(7) Subsection (g) of section 851 (as redesignated by paragraph (6)) is

amended by striking paragraph (3).

(8) Section 817(h)(2) is amended—

(A) by striking “851(b)(4)” in subparagraph (A) and inserting
“851(b)(3)", and

(B) by striking “851(b)(4)(A)(i)" in subparagraph (B) and inserting
“851(b)3)(A)I)". - _
(9) Section 1092(f)(2) is amended by striking “Except for purposes of section

851(b)(3), the” and inserting “The”.

(c) EFFecTivE DATE.—The amendments made by this section shall apply to tax-
able years ending after the date of the enactment of this Act.

PART IHI—PROVISIONS RELATING TO REAL ESTATE
INVESTMENT TRUSTS

SEC. 14531. CLARIFICATION OF LIMITATION ON MAXIMUM NUMBER OF SHAREHOLDERS.

(@) RULES RELATING TO DETERMINATION OF OWNERSHIP.—

(1) FAILURE TO ISSUE SHAREHOLDER DEMAND LETTER NOT TO DISQUALIFY
REIT.—Section 857(a) (relating to requirements applicable to real estate invest-
ment trusts) is amended by striking paragraph (2) and by redesignating para-
graph (3) as paragraph (2).

(2) SHAREHOLDER DEMAND LETTER REQUIREMENT; PENALTY.—Section 857
(relating to taxation of real estate investment trusts and their beneficiaries) is
amended by redesignating subsection (f) as subsection (g) and by inserting after
subsection (e) the following new subsection:

“(f) REAL ESTATE INVESTMENT TRUSTS TO ASCERTAIN OWNERSHIP.—

“(1) IN ceNeErRAL.—Each real estate investment trust shall each taxable year
comply with regulations prescribed by the Secretary for the purposes of
ascertaining the actual ownership of the outstanding shares, or certificates of
beneficial interest, of such trust.

“(2) FAILURE TO COMPLY.—

“(A) IN ceNERAL.—If a real estate investment trust fails to comply with
the requirements of paragraph (1) for a taxable year, such trust shall pay
(on notice and demand by the Secretary and in the same manner as tax)
a penalty of $25,000.

“(B) INTENTIONAL DISREGARD.—If any failure under paragraph (1) is
due to intentional disregard of the requirement under paragraph (1), the
penalty under subparagraph (A) shall be $50,000.

“(C) FAILURE TO COMPLY AFTER NOTICE.—The Secretary may require a
real estate investment trust to take such actions as the Secretary deter-
mines appropriate to ascertain actual ownership if the trust fails to meet
the requirements of paragraph (1). If the trust fails to take such actions,
the trust shall pay (on notice and demand by the Secretary and in the same
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manner as tax) an additional penalty equal to the penalty determined
under subparagraph (A) or (B), whichever is applicable.

“(D) ReasoNABLE cAuse.—No penalty shall be imposed under this
paragraph with respect to any failure if it is shown that such failure is due
to reasonable cause and not to willful neglect.”

(b) ComPLIANCE WITH CLOSELY HELD PROHIBITION.—
(1) IN GENERAL.—Section 856 (defining real estate investment trust) is
amended by adding at the end the following new subsection:
“(k) REQUIREMENT THAT ENTITY NoT BE CLOSELY HELD TREATED AS MET IN
CERTAIN CASES.—A corporation, trust, or association—
g “(1) which for a taxable year meets the requirements of section 857(f)(1),
an
“(2) which does not know, or exercising reasonable diligence would not have
known, whether the entity failed to meet the requirement of subsection (a)(6),
shall be treated as having met the requirement of subsection (a)(6) for the taxable
year.”
(2) ConFoRMING AMENDMENT.—Paragraph (6) of section 856(a) is amended
by inserting “subject to the provisions of subsection (k),” before “which is not”.

SEC. 14532. DE MINIMIS RULE FOR TENANT SERVICES INCOME.

(a) IN GENERAL.—Paragraph (2) of section 856(d) (defining rents from real prop-
erty) is amended by striking subparagraph (C) and the last sentence and inserting:
- “(C) any impermissible tenant service income (as defined in paragraph
7).

(b) ImPERMISSIBLE TENANT SERVICE INcOME.—Section 856(d) is amended by
adding at the end the following new paragraph:

“(7) IMPERMISSIBLE TENANT SERVICE INCOME.—For purposes of paragraph

)(©C)—

“(A) IN GENERAL.—The term ‘impermissible tenant service income’
means, with respect to any real or personal property, any amount received
or accrued directly or indirectly by the real estate investment trust for—

“(i) services furnished or rendered by the trust to the tenants of
such property, or

“(ii) managing or operating such property.

“(B) DISQUALIFICATION OF ALL AMOUNTS WHERE MORE THAN DE MINIMIS
AMOUNT.—If the amount described in subparagraph (A) with respect to a
property for any taxable year exceeds 1 percent of all amounts received or
accrued during such taxable year directly or indirectly by the real estate
investment trust with respect to such property, the impermissible tenant
service income of the trust with respect to the property shall include all
such amounts.

“(C) ExcepTioNs.—For purposes of subparagraph (A)—

“(i) services furnished or rendered, or management or operation
provided, through an independent contractor from whom the trust itself
does not derive or receive any income shall not be treated as furnished,
rendered, or provided by the trust, and

“(ii) there shall not be taken into account any amount which would
be excluded from unrelated business taxable income under section
512(b)(3) if received by an organization described in section 511(a)(2).
“(D) AMOUNT ATTRIBUTABLE TO IMPERMISSIBLE SERVICES.—FO0r purposes

of subparagraph (A), the amount treated as received for any service (or
management or operation) shall not be less than 150 percent of the direct
cost of the trust in furnishing or rendering the service (or providing the
management or operation).

“(E) COORDINATION WITH LIMITATIONS.—For purposes of paragraphs (2)
and (3) of subsection (c), amounts described in subparagraph (A) shall be
included in the gross income of the corporation, trust, or association.”

SEC. 14533. ATTRIBUTION RULES APPLICABLE TO TENANT OWNERSHIP.

Section 856(d)(5) (relating to constructive ownership of stock) is amended by
adding at the end the following: “For purposes of paragraph (2)(B), section
318(a)(3)(A) shall be applied under the preceding sentence in the case of a partner-
ship by taking into account only partners who own (directly or indirectly) 25 percent
or more of the capital interest, or the profits interest, in the partnership.”

SEC. 14534. CREDIT FOR TAX PAID BY REIT ON RETAINED CAPITAL GAINS.

(@) GENERAL RuLE.—Paragraph (3) of section 857(b) (relating to capital gains)
is amended by redesignating subparagraph (D) as subparagraph (E) and by insert-
ing after subparagraph (C) the following new subparagraph:
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“(D) TREATMENT BY SHAREHOLDERS OF UNDISTRIBUTED CAPITAL GAINS.—

“(i) Every shareholder of a real estate investment trust at the close
of the trust's taxable year shall include, in computing his long-term
capital gains in his return for his taxable year in which the last day
of the trust's taxable year falls, such amount as the trust shall des-
ignate in respect of such shares in a written notice mailed to its share-
holders at any time prior to the expiration of 60 days after the close
of its taxable year (or mailed to its shareholders or holders of beneficial
interests with its annual report for the taxable year), but the amount
so includible by any shareholder shall not exceed that part of the
amount subjected to tax in subparagraph (A)(ii) which he would have
received if all of such amount had been distributed as capital gain divi-
dends by the trust to the holders of such shares at the close of its tax-
able year.

“(if) For purposes of this title, every such shareholder shall be
deemed to have paid, for his taxable year under clause (i), the tax im-
posed by subparagraph (A)(ii) on the amounts required by this subpara-
graph to be included in respect of such shares in computing his long-
term capital gains for that year; and such shareholders shall be allowed
credit or refund as the case may be, for the tax so deemed to have been
paid by him.

“(iii) The adjusted basis of such shares in the hands of the holder
shall be increased with respect to the amounts required by this sub-
paragraph to be included in computing his long-term capital gains, by
the difference between the amount of such includible gains and the tax
deemed paid by such shareholder in respect of such shares under
clause (ii).

“(iv) In the event of such designation, the tax imposed by subpara-
graph (A)(ii) shall be paid by the real estate investment trust within
30 days after the close of its taxable year.

“(v) The earnings and profits of such real estate investment trust,
and the earnings and profits of any such shareholder which is a cor-
poration, shall be appropriately adjusted in accordance with regulations
prescribed by the Secretary.

“(vi) As used in this subparagraph, the terms ‘shares’ and ‘share-
holders’ shall include beneficial interests and holders of beneficial inter-
ests, respectively.”

(b) CONFORMING AMENDMENTS.—

(1) Clause (i) of section 857(b)(7)(A) is amended by striking “subparagraph
(B)” and inserting “subparagraph (B) or (D).

(2) Clause (iii) of section 852(b)(3)(D) is amended by striking “by 65 per-
cent” and all that follows and inserting “by the difference between the amount
of such includible gains and the tax deemed paid by such shareholder in respect
of such shares under clause (ii).”

SEC. 14535. REPEAL OF 30-PERCENT GROSS INCOME REQUIREMENT.

(@) GENERAL RuULE.—Subsection (c) of section 856 (relating to limitations) is
amended—

(1) by adding “and” at the end of paragraph (3),

(2) by striking paragraphs (4) and (8), and

(3) by redesignating paragraphs (5), (6), and (7) as paragraphs (4), (5), and
(6), respectively.

(b) CONFORMING AMENDMENTS.—

(1) Subparagraph (G) of section 856(c)(5), as redesignated by subsection (a),
is amended by striking “and such agreement shall be treated as a security for
purposes of paragraph (4)(A)".

(2) Paragraph (5) of section 857(b) is amended by striking “section 856(c)(7)"”
and inserting “section 856(c)(6)".

(3) Subparagraph (C) of section 857(b)(6) is amended by striking “section
856(c)(6)(B)” and inserting “section 856(c)(5)(B)".

SEC. 14536. MODIFICATION OF EARNINGS AND PROFITS RULES FOR DETERMINING WHETHER
REIT HAS EARNINGS AND PROFITS FROM NON-REIT YEAR.
Subsection (d) of section 857 is amended by adding at the end the following new
paragraph:

“(3) DISTRIBUTIONS TO MEET REQUIREMENTS OF SUBSECTION (a)(2)(B).—Any
distribution which is made in order to comply with the requirements of sub-
section (a)(2)(B)—
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“(A) shall be treated for purposes of this subsection and subsection
(a)(2)(B) as made from the earliest accumulated earnings and profits (other
than earnings and profits to which subsection (a)(2)(A) applies) rather than
the most recently accumulated earnings and profits, and

“(B) to the extent treated under subparagraph (A) as made from accu-
mulated earnings and profits, shall not be treated as a distribution for pur-
poses of subsection (b)(2)(B).”

SEC. 14537. TREATMENT OF FORECLOSURE PROPERTY.

(a) GRACE PERIODS.—

(1) INnimiaL PERIOD.—Paragraph (2) of section 856(e) (relating to special

rules for foreclosure property) is amended by striking “on the date which is 2

years after the date the trust acquired such property” and inserting “as of the

close of the 3d taxable year following the taxable year in which the trust ac-
quired such property”.
(2) ExTENSION.—Paragraph (3) of section 856(e) is amended—
(A) by striking “or more extensions” and inserting “extension”, and
(B) by striking the last sentence and inserting: “Any such extension
shall not extend the grace period beyond the close of the 3d taxable year
following the last taxable year in the period under paragraph (2).”

(b) REvocaTioN oF ELEcTION.—Paragraph (5) of section 856(e) is amended by
striking the last sentence and inserting: “A real estate investment trust may revoke
any such election for a taxable year by filing the revocation (in the manner provided
by the Secretary) on or before the due date (including any extension of time) for fil-
ing its return of tax under this chapter for the taxable year. If a trust revokes an
election for any property, no election may be made by the trust under this para-
graph with respect to the property for any subsequent taxable year.”

(c) CerTAIN AcTivITIES NOoT To DisQuALIFY PrRoPERTY.—Paragraph (4) of sec-
tion 856(e) is amended by adding at the end the following new flush sentence:

“For purposes of subparagraph (C), property shall not be treated as used in a

trade or business by reason of any activities of the real estate investment trust

with respect to such property to the extent that such activities would not result
in amounts received or accrued, directly or indirectly, with respect to such prop-
erty being treated as other than rents from real property.”

SEC. 14538. PAYMENTS UNDER HEDGING INSTRUMENTS.

Section 856(c)(5)(G) (relating to treatment of certain interest rate agreements),
as redesignated by section 14535, is amended to read as follows:
“(G) TREATMENT OF CERTAIN HEDGING INSTRUMENTS.—EXcept to the ex-
tent provided by regulations, any—

“(i) payment to a real estate investment trust under an interest
rate swap or cap agreement, option, futures contract, forward rate
agreement, or any similar financial instrument, entered into by the
trust in a transaction to reduce the interest rate risks with respect to
any indebtedness incurred or to be incurred by the trust to acquire or
carry real estate assets, and

“(ii) gain from the sale or other disposition of any such investment,

shall be treated as income qualifying under paragraph (2).”

SEC. 14539. EXCESS NONCASH INCOME.

Section 857(e)(2) (relating to determination of amount of excess noncash income)
is amended—
(1) by striking subparagraph (B),
(2) by striking the period at the end of subparagraph (C) and inserting a
comma,
(3) by redesignating subparagraph (C) (as amended by paragraph (2)) as
subparagraph (B), and
(4) by adding at the end the following new subparagraphs:
“(C) the amount (if any) by which—
“(i) the amounts includible in gross income with respect to instru-
ments to which section 860E(a) or 1272 applies, exceed
“(it1) the amount of money and the fair market value of other prop-
erty received during the taxable year under such instruments, and
“(D) amounts includible in income by reason of cancellation of indebted-
ness.”

SEC. 14540. PROHIBITED TRANSACTION SAFE HARBOR.

Clause (iii) of section 857(b)(6)(C) (relating to certain sales not to constitute pro-
hibited transactions) is amended by striking “(other than foreclosure property)” in
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subclauses (1) and (I1) and inserting “(other than sales of foreclosure property or
sales to which section 1033 applies)”.

SEC. 14541. SHARED APPRECIATION MORTGAGES.

(a) BANKRUPTCY SAFE HARBOR.—Section 856(j) (relating to treatment of shared
appreciation mortgages) is amended by redesignating paragraph (4) as paragraph
(5) and by inserting after paragraph (3) the following new paragraph:

“(4) COORDINATION WITH 4-YEAR HOLDING PERIOD.—

“(A) IN GENERAL.—For purposes of section 857(b)(6)(C), if a real estate
investment trust is treated as having sold secured property under para-
graph (3)(A), the trust shall be treated as having held such property for at
least 4 years if—

“(i) the secured property is sold or otherwise disposed of pursuant
to a case under title 11 of the United States Code,
d “(ii) the seller is under the jurisdiction of the court in such case,
an
“(iii) the disposition is required by the court or is pursuant to a
plan approved by the court.

“(B) ExcepTioN.—Subparagraph (A) shall not apply if—

“(i) the secured property was acquired by the trust with the intent
to evict or foreclose, or

“(ii) the trust knew or had reason to know that default on the obli-
gation described in paragraph (5)(A) would occur.”

(b) CLARIFICATION OF DEFINITION OF SHARED APPRECIATION PRovisioN.—Clause
(ii) of section 856(j)(5)(A) is amended by inserting before the period “or appreciation
in value as of any specified date”.

SEC. 14542. WHOLLY OWNED SUBSIDIARIES.

Section 856(i)(2) (defining qualified REIT subsidiary) is amended by striking “at
all times during the period such corporation was in existence”.

SEC. 14543. EFFECTIVE DATE.

The amendments made by this part shall apply to taxable years beginning after
the date of the enactment of this Act.

PART IV—ACCOUNTING PROVISIONS

SEC. 14551. MODIFICATIONS TO LOOK-BACK METHOD FOR LONG-TERM CONTRACTS.

(a) Look-BAack METHOD NoT To ApPpPLY IN CERTAIN CAses.—Subsection (b) of
section 460 (relating to percentage of completion method) is amended by adding at
the end the following new paragraph:

“(6) ELECTION TO HAVE LOOK-BACK METHOD NOT APPLY IN DE MINIMIS

CASES.—

“(A) AMOUNTS TAKEN INTO ACCOUNT AFTER COMPLETION OF CON-
TRACT.—Paragraph (1)(B) shall not apply with respect to any taxable year
(beginning after the taxable year in which the contract is completed) if—

“(i) the cumulative taxable income (or loss) under the contract as
of the close of such taxable year, is within

“(ii) 10 percent of the cumulative look-back taxable income (or loss)
under the contract as of the close of the most recent taxable year to
which paragraph (1)(B) applied (or would have applied but for subpara-
graph (B)). _
“(B) DE miNIMIs DISCREPANCIES.—Paragraph (1)(B) shall not apply in

any case to which it would otherwise apply if—

“(i) the cumulative taxable income (or loss) under the contract as
of the close of each prior contract year, is within

“(ii) 10 percent of the cumulative look-back income (or loss) under
the contract as of the close of such prior contract year.

“(C) DeriNniTiONs.—For purposes of this paragraph—

“(i) CONTRACT YEAR.—The term ‘contract year’ means any taxable
year for which income is taken into account under the contract.

“(if) Look-BACK INCOME OR LOss.—The look-back income (or loss)
is the amount which would be the taxable income (or loss) under the
contract if the allocation method set forth in paragraph (2)(A) were
used in determining taxable income.

“(iii) DISCOUNTING NOT APPLICABLE.—The amounts taken into ac-
count after the completion of the contract shall be determined without
regard to any discounting under the 2nd sentence of paragraph (2).
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“(D) CONTRACTS TO WHICH PARAGRAPH APPLIES.—This paragraph shall
only apply if the taxpayer makes an election under this subparagraph. Un-
less revoked with the consent of the Secretary, such an election shall apply
to all long-term contracts completed during the taxable year for which elec-
tion is made or during any subsequent taxable year.”

(b) MODIFICATION OF INTEREST RATE.—

(1) IN GENERAL.—Subparagraph (C) of section 460(b)(2) is amended by
striking “the overpayment rate established by section 6621" and inserting “the
adjusted overpayment rate (as defined in paragraph (7))".

(2) ADJUSTED OVERPAYMENT RATE.—Subsection (b) of section 460 is amend-
ed by adding at the end the following new paragraph:

“(7) ADJUSTED OVERPAYMENT RATE.—

“(A) IN GeNERAL.—The adjusted overpayment rate for any interest ac-
crual period is the overpayment rate in effect under section 6621 for the
calendar quarter in which such interest accrual period begins.

“(B) INTEREST ACCRUAL PERIOD.—For purposes of subparagraph (A), the
term ‘interest accrual period’ means the period—

“(i) beginning on the day after the return due date for any taxable
year of the taxpayer, and
“(if) ending on the return due date for the following taxable year.

For purposes of the preceding sentence, the term ‘return due date’ means

the date prescribed for filing the return of the tax imposed by this chapter

(determined without regard to extensions).”

(c) EFFecTivE DATE.—The amendments made by this section shall apply to con-
tracts completed in taxable years ending after the date of the enactment of this Act.

SEC. 14552. APPLICATION OF MARK TO MARKET ACCOUNTING METHOD TO TRADERS IN SECU-
RITIES.

(@) IN GENERAL.—Section 475 (relating to mark to market accounting method
for dealers in securities) is amended by redesignating subsection (e) as subsection
(f) and by inserting after subsection (d) the following new subsection:

“(e) AuTHORITY To EXTEND METHOD TO TRADERS IN SECURITIES.—

“(1) IN GENERAL.—A trader in securities may elect to have the provisions
of this section (other than subsection (d)(3)) apply to securities held by the trad-
er. Such election may be made only with the consent of the Secretary.

“(2) TRADER IN SECURITIES.—For purposes of this subsection, the term ‘trad-
er in securities’ means a taxpayer who is regularly engaged in trading securi-
ties.”

(b) EFFECTIVE DATE.—The amendments made by this section shall apply to tax-
able years ending on and after December 31, 1995.

SEC. 14553. MODIFICATION OF RULING AMOUNTS FOR NUCLEAR DECOMMISSIONING COSTS.

(@) IN GENERAL.—Section 468A(d) (relating to ruling amount) is amended by
adding at the end the following new paragraph:

“(4) NONSUBSTANTIAL MODIFICATIONS.—A taxpayer may modify a sched-
ule of ruling amounts under paragraph (1) without a review under para-
graph (3) if such modification does not substantially modify the ruling
amount. The taxpayer shall notify the Secretary of any such modification.”

(b) EFFecTive DATE.—The amendment made by this section shall apply to
modifications after the date of the enactment of this Act.

SEC. 14554. ELECTION OF ALTERNATIVE TAXABLE YEARS BY PARTNERSHIPS AND S COR-
PORATIONS.
(a) REPEAL OF LIMITATION ON WHAT TAXABLE YEAR MAY BE ELECTED.—

(1) IN GENERAL.—Section 444(b) (relating to limitations on taxable years
which may be elected) is amended by adding at the end the following new para-
graph:

“(5) LIMITATIONS NOT TO APPLY TO CERTAIN PARTNERSHIPS AND S CORPORA-
TIONS.—

“(A) IN GENERAL.—InN the case of a partnership or an S corporation, this
subsection shall not apply to an election under subsection (a) for a taxable
year beginning after December 31, 1996.

“(B) SPECIAL RULE FOR EXISTING ELECTIONS.—

“(i) IN GENERAL.—If a partnership or S corporation has an election
in effect for its last taxable year beginning before January 1, 1997, the
partnership or S corporation may elect to have this paragraph apply be-
ginning with any taxable year beginning after December 31, 1996. Such
an election may be made without the consent of the Secretary and shall
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not be treated as a termination of an election for purposes of subsection
(d).
“(if) TREATMENT OF REQUIRED PAYMENTS.—A partnership or S cor-
poration making an election under clause (i) may elect to have its net
required payment balance (within the meaning of section 7519(e)(4))—
“(1) credited against its first estimated tax payment under sec-
tion 6654A for its first full taxable year for which such section ap-
plies, or
“(11) refunded to it at the time provided in section 7519(c)(3).”
(2) EFFeCT OF ELECTION.—Paragraph (1) of section 444(c) (relating to effect
of election) is amended to read as follows:
“(1) in the case of a partnership or S corporation, such entity shall—
“(A) make the payments required by section 7519, or
“(B) if subsection (b)(5) applies to the election, make the estimated tax
payments described in section 6654A, and”.

(b) ESTIMATED TAX FOR PARTNERSHIPS AND S CORPORATIONS MAKING TAXABLE
YEAR ELECTIONS.—Part | of subchapter A of chapter 68 (relating to additions to tax
and additional amounts) is amended by inserting after section 6654 the following
new section:

“SEC. 6654A. FAILURE BY ELECTING PARTNERSHIP OR S CORPORATION TO PAY ESTIMATED
TAX.

“(a) PENALTY.—EXcept as otherwise provided in this section, in the case of a
partnership or S corporation with respect to which an election to which section
444(b)(5) applies is in effect (hereafter referred to as ‘the entity’), there is hereby
imposed a penalty for each quarter for which there is an underpayment in an
amount determined by applying—

“(1) the underpayment rate established under section 6621,

“(2) to the amount of the underpayment,

“(3) for the period of the underpayment.

“(b) AMOUNT oF UNDERPAYMENT; PERIOD OF UNDERPAYMENT.—FOr purposes of
subsection (a)—

“(1) AMouNT.—The amount of the underpayment shall be the excess of—

“(A) the required installment, over
“(B) the amount (if any) of the installment paid on or before the due
date for the installment.

“(2) PERIOD OF UNDERPAYMENT.—The period of the underpayment shall run
from the due date for the installment to the earlier of—

“(A) the first April 15 more than 3 months after the close of the taxable
year, or

“(B) with respect to any portion of the underpayment, the date on
which such portion is paid.

“(3) ORDER OF CREDITING PAYMENTS.—For purposes of paragraph (2)(B), a
payment of estimated tax shall be credited against unpaid required instaliments
in the order in which the installments are required to be paid.

“(c) REQUIRED INSTALLMENTS.—For purposes of this section—

“(1) NumBER AND DATES.—AnN entity shall make 4 required installments
which shall be due on the 15th day of the 3d, 5th, 8th, and 12th months of the
taxable year.

“(2) NO REQUIRED PAYMENTS WHERE ENTITY'S LIABILITY IS LESS THAN
$5,000.—AnN entity shall not be required to make estimated payments under this
section for any taxable year for which (but for this paragraph) its aggregate li-
ability under this section would be less than $5,000.

“(3) AMouNT.—The amount of each required installment shall be 25 percent
of the product of—

“(A) the entity’'s applicable income determined under its applicable
method for the quarter for which the installment is being made, and
“(B) the applicable rate.

“(4) APPLICABLE RATE.—

“(A) IN GENERAL.—The term ‘applicable rate’ means 34 percent (39.6

percent in the case of an entity described in subparagraph (B)).

“(B) HIGH AVERAGE INCOME ENTITY.—
“(i) IN GENERAL.—AN entity is described in this subparagraph if—
“(1) the average applicable income of 2-percent owners of the
entity for its base year is $250,000 or more, or
“(11) in the case of a partnership, its applicable income for the
base year is $10,000,000 or more.
An entity shall not be treated as so described if it has no base year.
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“(ii) 2-PERCENT OWNER.—The term ‘2-percent owner’ means—

“(1) in the case of a partnership, any person who owns (or is
considered as owning within the meaning of section 318) on any
day during the base year more than 2 percent of the capital inter-
ests of the partnerships, and

“(11) in the case of an S corporation, a 2-percent shareholder
(as defined in section 1372(b)).

“(5) ADJUSTMENTS UNDER ANNUALIZED INCOME METHOD.—AnN entity using
the annualized income method shall adjust its required installment for any
guarter to reflect any change in its required installment for any prior quarter
in the taxable year which would have been required if the annualized applicable
income for the current quarter had been used for the prior quarter.

“(d) ApPLICABLE METHOD.—For purposes of this section—

“(1) IN ceNERAL.—AN entity shall determine its applicable income on the
basis of the 100-percent method.

“(2) EXCEPTIONS.—

“(A) ELEcTIONS.—AN entity may determine its applicable income—

“(i) for all quarters in a taxable year on the basis of the 110-per-
cent method if it elects such method on or before the due date for the
first quarterly installment, or

“(if) for any quarter in a taxable year on the basis of the
annualized income method if it elects such method on or before the due
date for the quarterly installment for such quarter.

An election under clause (ii) shall apply for the quarter for which made and

all subsequent quarters during the taxable year.

“(B) LARGE INCREASE IN INCOME.—If an entity’s applicable income for
the taxable year exceeds its applicable income for the base year by more
than $750,000, the entity may not use the 110-percent method for the tax-
able year.

“(3) METHODS.—

“(A) 100-PERCENT METHOD.—Under the 100-percent method, an entity’s
applicable income shall be its applicable income for the taxable year.

“(B) 110-PERCENT METHOD.—Under the 110-percent method, an entity’s
applicable income shall be 110 percent of its applicable income for the base
year.

“(C) ANNUALIZED INCOME METHOD.—Under the annualized income
method, the entity's applicable income for purposes of determining the re-
quired installment for any quarter shall be an amount equal to the product
of—

“(i) its applicable income for the period consisting of the months in
the taxable year ending before the due date for the quarter, and

“(if) a percentage equal to 12 divided by the number of such
months.

“(e) APPLICABLE INCOME.—

“(1) IN GeNerRAL.—For purposes of this section, the applicable income for
any taxable year shall be the net amount (not less than zero) determined—

“(A) by taking into account the entity's items in the manner and with
the exceptions provided in section 703(a) or 1363(b), as the case may be,
and

“(B) by making the further adjustments provided in paragraphs (2), (3),
(4), and (5) of this subsection.

“(2) CERTAIN DEDUCTIONS ALLOWED.—In determining applicable income, the
following amounts shall be allowed as deductions:

“(A) The deduction allowable under section 170 for charitable contribu-
tions of the entity.

“(B) The deduction allowable under section 901 for taxes described in
section 901(c) paid or accrued to foreign countries or possessions of the
United States.

“(3) CERTAIN LIMITATIONS DISREGARDED.—For purposes of paragraphs (1)
and (2), any limitation on the amount of any item which may be taken into ac-
count for purposes of computing the taxable income of a partner or shareholder
shall be disregarded.

“(4) GUARANTEED PAYMENTS TO PARTNERS NOT DEDUCTED.—In determining
applicable income, a guaranteed payment to a partner shall not be treated as
an item of deduction.

“(5) DISPROPORTIONATE APPLICABLE PAYMENTS DURING DEFERRAL PERIOD.—
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“(A) DEDUCTION NOT ALLOWED.—In determining applicable income, no
deduction shall be allowed for disproportionate deferral period applicable
payments.

“(B) DISPROPORTIONATE DEFERRAL PERIOD APPLICABLE PAYMENTS.—For
purposes of subparagraph (A), the term ‘disproportionate deferral period ap-
plicable payments’ means the excess (if any) of—

“(i) the product of the deferral ratio and the aggregate applicable
payments made to owners during the entity’s entire taxable year, over

“(ii) the aggregate applicable payments made to owners during the
deferral period.

“(C) DerINITIONS.—For purposes of this paragraph—

“(i) the term ‘applicable payments’ has the meaning given to such
term by section 7519(d)(3), except that in the case of an S corporation
only payments to 2-percent shareholders (as defined in section 1372(b))
shall be taken into account,

“(ii) the term ‘deferral period’ means the months in the period be-
ginning with the first day of the entity’s taxable year and ending on
December 31, and

“(iii) the term ‘deferral ratio’ means the ratio which the number of
months in the deferral period bears to the total number of months in
the taxable year.

“(6) SPECIAL RULE WHERE C CORPORATION FOR BASE YEAR.—In applying the
110-percent method, if an S corporation was a C corporation for the base year,
the S corporation’s applicable income shall be the taxable income of the C cor-
poration for the base year.

"(f) COORDINATION BETWEEN ENTITY AND OWNERS.—

“(1) TREATMENT OF PAYMENTS OF REQUIRED INSTALLMENTS.—

“(A) IN GENERAL.—For purposes of this title, an owner in an entity
shall be treated as having paid, for the owner’s first taxable year ending
with or after the close of the entity’s taxable year, an amount of tax im-
posed by section 1 equal to the owner’s allocable share of the entity's pay-
ments of required installments under this section (determined without re-
gard to excess payments described in subparagraph (C)(ii)(11) or amounts
the entity is treated as paying under paragraph (2)).

“(B) COORDINATION WITH OWNER'S ESTIMATED TAX.—For purposes of
section 6654, an individual shall be treated as having paid on the due date
for the estimated tax installment for each quarter of the individual's tax-
able year described in subparagraph (A)—

“(i) except as provided in clause (ii), 25 percent of the tax deemed
paid under subparagraph (A), or

“(ii) if the annualized income method was used by the entity for
any quarter of the entity’s taxable year described in subparagraph (A),
an amount for the corresponding quarter in the individuals's taxable
year equal to the portion of such tax attributable to the individual’s al-
locable share of the entity's applicable income for the entity’'s quarter.

In no event shall the aggregate estimated tax payments treated as paid

under this subparagraph exceed the amount of tax determined under sub-

paragraph (A).

“(C) AMOUNTS DETERMINED ON BASIS OF RETURN.—

“(i) IN GENERAL.—The determination of the amount of tax pay-
ments under subparagraph (A) shall be made on the basis of amounts
shown on the entity’s return for the taxable year.

“(if) ReconcILIATION OF DIFFERENCES.—If, as of the first April 15
more than 3 months after the close of the entity’s taxable year, the ag-
gregate amounts paid as required installments under this section are
less or more than the aggregate amounts described in clause (i) shown
on the entity’s return of tax for the taxable year, then—

“(I) subject to paragraph (2), there is hereby imposed on the
entity under chapter 1 an additional tax equal to the amount of the
shortfall, the due date for which is such April 15, or

“(I11) the entity shall be treated as having made a payment of
tax under chapter 1 on such April 15 in an amount equal to the
excess.

“(2) TREATMENT OF PAYMENTS BY OWNERS.—For purposes of subsection
(b)(2)(B) and paragraph (1)(C), an entity shall be treated as paying any portion
of an underpayment attributable to an owner’s allocable share of applicable in-
come at the time the tax imposed by chapter 1 on the owner with respect to
such income is paid.
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“(3) ALLocABLE sHARE.—For purposes of this subsection—

“(A) IN GENERAL.—AN owner’s allocable share of an item for a taxable
year shall be an amount which bears the same ratio to the amount of such
item as the owner’s applicable income for the taxable year bears to the sum
of the applicable incomes of all owners. For purposes of this subparagraph,
applicable income of an owner shall be determined in the same manner as
subsection (e).

“(B) APPLICATION OTHER THAN ON TAXABLE YEAR BASIS.—If—

“(i) the entity elects the annualized income method for any quarter,
subparagraph (A) shall be applied on a quarter-by-quarter basis, or

“(ii) there 1s an interim closing of the books of an entity under this
title, subparagraph (A) shall be applied separately for the periods be-
fore and after the closing.

“(g) SPECIAL RULES FOR SHORT YEAR CREATED BY ELECTION.—

“(1) ADDITIONAL REQUIRED INSTALLMENT.—If, by reason of an election under
this section, an entity has a taxable year of less than 12 months, the entity
shall make a required installment under this section for such taxable year—

“(A) which shall be in an amount equal to the applicable rate multi-
plied by the lesser of—

“(i) the entity’s applicable income for such taxable year as deter-
mined under subsection (e), or

“(ii) 110 percent of the entity’'s applicable income for the base year
(as so determined but ratably reduced to reflect the period of such tax-
able year), and
“(B) the due date for which shall be the last day for which an election

under this section could be made for the taxable year.

“(2) TREATMENT OF LOSSES.—AnNYy net operating loss arising in the taxable
year described in paragraph (1) shall be treated as arising one-third in such
taxable year and each of the 2 following taxable years. This paragraph shall not
apply to an entity not in existence before such taxable year unless more than
one-half of the equity interests in the entity are held by persons who owned an-
other entity carrying on the same business before such taxable year.

“(h) OTHER DEFINITIONS AND SPECIAL RuULESs.—For purpose of this section—

“(1) Base YEAR.—The term ‘base year’ means the most recent preceding tax-
able year containing 12 months.

“(2) EQuITY INTEREST.—The term ‘equity interest’ means—

“(A) in the case of a partnership, the capital interests, and

“(B) in the case of an S corporation, the shares of stock in the corpora-
tion (whether voting or nonvoting).

“(3) OWNER.—The term ‘owner’ means a partner in a partnership or a
shareholder in an S corporation, whichever is applicable.

“(4) COMMON CONTROL.—

“(A) IN GENERAL.—For purposes of subsections (c)(2), (c)(4)(B), and
(d)(2)(B) entities under common control shall be treated as 1 entity.

“(B) ComMmoN coNTRoL.—Entities shall be treated as under common
control under subparagraph (A) if they are treated as a single employee
under subsection (a) or (b) of section 52.

“(5) WAaIVER.—No penalty shall be imposed under subsection (a) with re-
spect to any underpayment to the extent the Secretary determines that by rea-
son of casualty, disaster, or other unusual circumstances the imposition of the
penalty would be against equity and good conscience.”

(c) MODIFICATION OF ELECTIONS.—

(1) TimE For MAKING.—Paragraph (1) of section 444(d) is amended by add-
ing at the end the following new sentence: “Such election may be made at any
time on or before the 15th day of the 3d month of the first taxable year of 12
months under the election.”

(2) TERMINATIONS.—Paragraph (2) of section 444(d) is amended by striking
subparagraph (B) and inserting:

“(B) TERMINATIONS.—

“(i) REvocATION.—AnN election under subsection (a) may be termi-
nated by revocation but only if owners of more than one-half of the eg-
uity interests in the entity on the date of the revocation consent to it.

“(ii) ENTITY TERMINATIONS.—IN the case of a partnership or S cor-
poration, an election under subsection (a) terminates when the partner-
ship terminates under section 708(b)(1) or the corporation ceases to be
an S corporation.

“(C) SuBSEQUENT ELECTIONS.—If an election under subsection (a) has
been terminated, no such election may be made with respect to such entity
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or any successor entity for any taxable year before its 5th taxable year be-
ginning after the 1st taxable year for which the termination was effective,
unless the Secretary consents to the election.”
(d) CONFORMING AMENDMENTS.—
(1) Section 6665(b) is amended—
(A) by inserting “6654A," after “6654,”, and
(B) by striking “6654 or” and inserting “6654, 6654A, or”.
(2) The table of sections for part | of subchapter A of chapter 68 is amended
by inserting after the item relating to section 6654 the following new item:

“Sec. 6654A. Failure by electing partnership or S corporation to pay estimated tax.”

(e) EFFecTIVE DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 1996.

SEC. 14555. SPECIAL RULE FOR CROP INSURANCE PROCEEDS AND DISASTER PAYMENTS.

(@) IN GENERAL.—Section 451(d) of the Internal Revenue Code of 1986 (relating
to special rule for crop insurance proceeds and disaster payments) is amended to
read as follows:

“(d) SPECIAL RULE FOR CROP INSURANCE PROCEEDS AND DISASTER PAYMENTS.—

“(1) GENERAL RULE.—In the case of any payment described in paragraph

(2), a taxpayer reporting on the cash receipts and disbursements method of ac-

counting—

“(A) may elect to treat any such payment received in the taxable year
of destruction or damage of crops as having been received in the following
taxable year if the taxpayer establishes that, under the taxpayer’s practice,
income from such crops involved would have been reported in a following
taxable year, or

“(B) may elect to treat any such payment received in a taxable year fol-
lowing the taxable year of the destruction or damage of crops as having
been received in the taxable year of destruction or damage, if the taxpayer
establishes that, under the taxpayer’s practice, income from such crops in-
volved would have been reported in the taxable year of destruction or dam-
age.

“(2) PAYMENTS DESCRIBED.—For purposes of this subsection, a payment is
described in this paragraph if such payment—

“(A) is insurance proceeds received on account of destruction or damage
to crops, or

; “(B) is disaster assistance received under any Federal law as a result
0 —
“(i) destruction or damage to crops caused by drought, flood, or
other natural disaster, or
“(ii) inability to plant crops because of such a disaster.”.

(b) EFFecTivE DATE.—The amendment made by subsection (a) applies to pay-
ments received after December 31, 1995, as a result of destruction or damage occur-
ring after such date.

PART V—-TAX-EXEMPT BOND PROVISIONS

SEC. 14561. REPEAL OF $100,000 LIMITATION ON UNSPENT PROCEEDS UNDER 1-YEAR EXCEP-
TION FROM REBATE.
Subclause (I) of section 148(f)(4)(B)(ii) (relating to additional period for certain
bonds) is amended by striking “the lesser of 5 percent of the proceeds of the issue
or $100,000” and inserting “5 percent of the proceeds of the issue”.

SEC. 14562. EXCEPTION FROM REBATE FOR EARNINGS ON BONA FIDE DEBT SERVICE FUND
UNDER CONSTRUCTION BOND RULES.
Subparagraph (C) of section 148(f)(4) is amended by adding at the end the fol-
lowing new clause:
“(xvii) TREATMENT OF BONA FIDE DEBT SERVICE FUNDs.—If the
spending requirements of clause (ii) are met with respect to the avail-
able construction proceeds of a construction issue, then paragraph (2)
shall not apply to earnings on a bona fide debt service fund for such
issue.”

SEC. 14563. REPEAL OF DEBT SERVICE-BASED LIMITATION ON INVESTMENT IN CERTAIN
NONPURPOSE INVESTMENTS.
Subsection (d) of section 148 (relating to special rules for reasonably required
reserve or replacement fund) is amended by striking paragraph (3).
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SEC. 14564. REPEAL OF EXPIRED PROVISIONS.

(a) Paragraph (2) of section 148(c) is amended by striking subparagraph (B) and
by redesignating subparagraphs (C), (D), and (E) as subparagraphs (B), (C), and (D),
respectively.

(b) Paragraph (4) of section 148(f) is amended by striking subparagraph (E).
SEC. 14565. EFFECTIVE DATES.

The amendments made by this part shall apply to bonds issued after the date
of the enactment of this Act.

PART VI—INSURANCE PROVISIONS

SEC. 14571. TREATMENT OF CERTAIN INSURANCE CONTRACTS ON RETIRED LIVES.

(a) GENERAL RULE.—

(1) Paragraph (2) of section 817(d) (defining variable contract) is amended
by striking “or” at the end of subparagraph (A), by striking “and” at the end
of subparagraph (B) and inserting “or”, and by inserting after subparagraph (B)
the following new subparagraph:

“(C) provides for funding of insurance on retired lives as described in
section 807(c)(6), and”.

(2) Paragraph (3) of section 817(d) is amended by striking “or” at the end
of subparagraph (A), by striking the period at the end of subparagraph (B) and
inserting “, or”, and by inserting after subparagraph (B) the following new sub-
paragraph:

“(C) in the case of funds held under a contract described in paragraph

(2)(C), the amounts paid in, or the amounts paid out, reflect the investment

return and the market value of the segregated asset account.”

(b) EFFECTIVE DATE.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 1995.

SEC. 14572. TREATMENT OF MODIFIED GUARANTEED CONTRACTS.

(@) GENERAL RuLE.—Subpart E of part | of subchapter L of chapter 1 (relating
to definitions and special rules) is amended by inserting after section 817 the follow-
ing new section:

“SEC. 817A. SPECIAL RULES FOR MODIFIED GUARANTEED CONTRACTS.

“(a) ComPUTATION OF RESERVES.—In the case of a modified guaranteed contract,
clause (ii) of section 807(e)(1)(A) shall not apply.

“(b) SEGREGATED ASSETS UNDER MODIFIED GUARANTEED CONTRACTS MARKED
TO MARKET.—

“(1) IN GeNERAL.—IN the case of any life insurance company, for purposes
of this subtitle—

“(A) Any gain or loss with respect to a segregated asset shall be treated
as ordinary income or loss, as the case may be.

“(B) If any segregated asset is held by such company as of the close of
any taxable year—

“(i) such company shall recognize gain or loss as if such asset were
sold for its fair market value on the last business day of such taxable
year, and

“(if) any such gain or loss shall be taken into account for such tax-
able year.

Proper adjustment shall be made in the amount of any gain or loss subse-

quently realized for gain or loss taken into account under the preceding

sentence. The Secretary may provide by regulations for the application of
this subparagraph at times other than the times provided in this subpara-
graph.

“(2) SEGREGATED ASSET.—For purposes of paragraph (1), the term ‘seg-
regated asset’ means any asset held as part of a segregated account referred
to in subsection (d)(1) under a modified guaranteed contract.

“(c) SPECIAL RULE IN COMPUTING LIFE INSURANCE RESERVES.—For purposes of
applying section 816(b)(1)(A) to any modified guaranteed contract, an assumed rate
of interest shall include a rate of interest determined, from time to time, with ref-
erence to a market rate of interest.

“(d) MobpiFIED GUARANTEED CONTRACT DEFINED.—FOr purposes of this section,
the term ‘modified guaranteed contract’ means a contract not described in section
817—

“(1) all or part of the amounts received under which are allocated to an ac-
count which, pursuant to State law or regulation, is segregated from the general
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asset accounts of the company and is valued from time to time with reference
to market values,

“(2) which—

“(A) provides for the payment of annuities,

“(B) Is a life insurance contract, or

“(C) is a pension plan contract which is not a life, accident, or health,
property, casualty, or liability contract,

“(3) for which reserves are valued at market for annual statement purposes,
and

“(4) which provides for a net surrender value or a policyholder's fund (as
defined in section 807(e)(1)).

If only a portion of a contract Is not described in section 817, such portion shall be
treated for purposes of this section as a separate contract.
“(e) REGULATIONS.—The Secretary may prescribe regulations—

“(1) to provide for the treatment of market value adjustments under sec-
tions 72, 7702, 7702A, and 807(e)(1)(B),

“(2) to determine the interest rates applicable under sections 807(c)(3),
807(d)(2)(B), and 812 with respect to a modified guaranteed contract annually,
in a manner appropriate for modified guaranteed contracts and, to the extent
appropriate for such a contract, to modify or waive the applicability of section
811(d),

“(3) to provide rules to limit ordinary gain or loss treatment to assets con-
stituting reserves for modified guaranteed contracts (and not other assets) of
the company,

“(4) to provide appropriate treatment of transfers of assets to and from the
segregated account, and

“(5) as may be necessary or appropriate to carry out the purposes of this
section.”

(b) CLERICAL AMENDMENT.—The table of sections for subpart E of part | of sub-
chapter L of chapter 1 is amended by inserting after the item relating to section
817 the following new item:

“Sec. 817A. Special rules for modified guaranteed contracts.”

(c) EFFECTIVE DATE.—

(1) IN GENERAL.—The amendments made by this section shall apply to tax-
able years beginning after December 31, 1995.

(2) TREATMENT OF NET ADJUSTMENTS.—In the case of any taxpayer required
by the amendments made by this section to change its calculation of reserves
to take into account market value adjustments and to mark segregated assets
to market for any taxable year—

(A) such changes shall be treated as a change in method of accounting
initiated by the taxpayer,

(B) such changes shall be treated as made with the consent of the Sec-
retary, and

(C) the adjustments required by reason of section 481 of the Internal

Revenue Code of 1986 shall be taken into account as ordinary income or

loss by the taxpayer for the taxpayer’s first taxable year beginning after De-

cember 31, 1995.

SEC. 14573. MINIMUM TAX TREATMENT OF CERTAIN PROPERTY AND CASUALTY INSURANCE
COMPANIES.

(@) IN GENERAL.—Clause (i) of section 56(g)(4)(B) (relating to inclusion of items
included for purposes of computing earnings and profits) is amended by adding at
the end the following new sentence: “In the case of any insurance company taxable
under section 831(b), this clause shall not apply to any amount not described in sec-
tion 834(b).”

(b) EFFecTIiVE DATE.—The amendment made by subsection (a) shall apply to
taxable years beginning after December 31, 1995.

PART VII—OTHER PROVISIONS

SEC. 14581. CLOSING OF PARTNERSHIP TAXABLE YEAR WITH RESPECT TO DECEASED PART-
NER, ETC.
(@) GENERAL RuLE.—Subparagraph (A) of section 706(c)(2) (relating to disposi-
tion of entire interest) is amended to read as follows:
“(A) DISPOSITION OF ENTIRE INTEREST.—The taxable year of a partner-
ship shall close with respect to a partner whose entire interest in the part-
nership terminates (whether by reason of death, liquidation, or otherwise).”



134

(b) CLERICAL AMENDMENT.—The paragraph heading for paragraph (2) of section
706(c) is amended to read as follows:
“(2) TREATMENT OF DISPOSITIONS.—".
(c) EFFecTivE DATE.—The amendments made by this section shall apply to
partnership taxable years beginning after December 31, 1995.

SEC. 14582. CREDIT FOR SOCIAL SECURITY TAXES PAID WITH RESPECT TO EMPLOYEE CASH

(a) REPORTING REQUIREMENT NoT CoNsIDERED.—Subparagraph (A) of section
45B(b)(1) (relating to excess employer social security tax) is amended by inserting
“(without regard to whether such tips are reported under section 6053)" after “sec-
tion 3121(q)".

(b) Taxes paID.—Subsection (d) of section 13443 of the Revenue Reconciliation
Act of 1993 is amended by inserting “, with respect to services performed before,
on, or after such date” after “1993".

(c) EFFecTivE DATE.—The amendments made by this section shall take effect
as if included in the amendments made by, and the provisions of, section 13443 of
the Revenue Reconciliation Act of 1993.

SEC. 14583. DUE DATE FOR FIRST QUARTER ESTIMATED TAX PAYMENTS BY PRIVATE FOUN-
DATIONS.
(a) IN GENERAL.—Paragraph (3) of section 6655(g) is amended by inserting after
subparagraph (C) the following new subparagraph:
“(D) In the case of any private foundation, subsection (c)(2) shall be ap-
plied by substituting ‘May 15’ for ‘April 15" ".
(b) EFFecTive DATE.—The amendment made by subsection (a) shall apply to
taxable years beginning after December 31, 1995.
SEC. 14584. TREATMENT OF DUES PAID TO AGRICULTURAL OR HORTICULTURAL ORGANIZA-
TIONS.
(@) GENERAL RuLE.—Section 512 (defining unrelated business taxable income)
is amended by adding at the end thereof the following new subsection:
“(d) TREATMENT OF DUES OF AGRICULTURAL OR HORTICULTURAL ORGANIZA-
TIONS.—

“(1) IN GENERAL.—If—

“(A) an agricultural or horticultural organization described in section

501(c)(5) requires annual dues to be paid in order to be a member of such

organization, and

“(B) the amount of such required annual dues does not exceed $100,
in no event shall any portion of such dues be treated as derived by such organi-
zation from an unrelated trade or business by reason of any benefits or privi-
leges to which members of such organization are entitled.

“(2) INDEXATION OF $100 AMOUNT.—In the case of any taxable year begin-
ning in a calendar year after 1995, the $100 amount in paragraph (1) shall be
increased by an amount equal to—

“(A) $100, multiplied by

“(B) the cost-of-living adjustment determined under section 1(f)(3) for
the calendar year in which the taxable year begins, by substituting ‘cal-
endar year 1994’ for ‘calendar year 1992’ in subparagraph (B) thereof.

“(3) Dues.—For purposes of this subsection, the term ‘dues’ includes any
payment required to be made in order to be recognized by the organization as
a member of the organization.”

(b) EFFecTiVE DATE.—The amendment made by subsection (a) shall apply to
taxable years beginning after December 31, 1994.

Subtitle F—Estates and Trusts
PART I—INCOME TAX PROVISIONS

SEC. 14601. CERTAIN REVOCABLE TRUSTS TREATED AS PART OF ESTATE.

(@ IN GENERAL.—Subpart A of part | of subchapter J (relating to estates,
trusts, beneficiaries, and decedents) is amended by adding at the end the following
new section:

“SEC. 646. CERTAIN REVOCABLE TRUSTS TREATED AS PART OF ESTATE.

“(a) GENERAL RuLE.—For purposes of this subtitle, if both the executor of an
estate and the trustee of a qualified revocable trust elect the treatment provided in
this section, such trust shall be treated and taxed as part of such estate (and not



135

as a separate trust) for all taxable years of the estate ending after the date of the
decedent’s death and before the applicable date.

“(b) DeFINITIONS.—For purposes of subsection (a)—

“(1) QUALIFIED REVOCABLE TRUsT.—The term ‘qualified revocable trust’
means any trust all of which was treated under section 676 as owned by the
decedent of the estate referred to in subsection (a).

“(2) AppLICABLE DATE.—The term ‘applicable date’ means—

“(A) if no return of tax imposed by chapter 11 is required to be filed,
the date which is 2 years after the date of the decedent’s death, and

“(B) if such a return is required to be filed, the date which is 6 months
after the date of the final determination of the liability for tax imposed by

chapter 11.

“(c) ELecTION.—The election under subsection (a) shall be made not later than
the time prescribed for filing the return of tax imposed by this chapter for the first
taxable year of the estate (determined with regard to extensions) and, once made,
shall be irrevocable.”

(b) ComPARABLE TREATMENT UNDER GENERATION-SKIPPING TAax.—Paragraph (1)
of section 2652(b) is amended by adding at the end the following new sentence:
“Such term shall not include any trust during any period the trust is treated as part
of an estate under section 646.”

(c) CLErRICAL AMENDMENT.—The table of sections for such subpart A is amended
by adding at the end the following new item:

“Sec. 646. Certain revocable trusts treated as part of estate.”

(d) EFFecTive DATE.—The amendments made by this section shall apply with
respect to estates of decedents dying after the date of the enactment of this Act.

SEC. 14602. DISTRIBUTIONS DURING FIRST 65 DAYS OF TAXABLE YEAR OF ESTATE.

(a) IN GENERAL.—Subsection (b) of section 663 (relating to distributions in first
65 days of taxable year) is amended by inserting “an estate or” before “a trust” each
place it appears.

(b) ConFORMING AMENDMENT.—Paragraph (2) of section 663(b) is amended by
striking “the fiduciary of such trust” and inserting “the executor of such estate or
the fiduciary of such trust (as the case may be)".

(c) EFFecTIVE DATE.—The amendments made by this section shall apply to tax-
able years beginning after the date of the enactment of this Act.

SEC. 14603. SEPARATE SHARE RULES AVAILABLE TO ESTATES.

(&) IN GENERAL.—Subsection (c) of section 663 (relating to separate shares
treated as separate trusts) is amended—

(1) by inserting before the last sentence the following new sentence: “Rules
similar to the rules of the preceding provisions of this subsection shall apply
to treat substantially separate and independent shares of different beneficiaries
in an estate having more than 1 beneficiary as separate estates.”, and

(2) by inserting “or estates” after “trusts” in the last sentence.

(b) ConFORMING AMENDMENT.—The subsection heading of section 663(c) is
amended by inserting “ESTATES oR" before “TRuUsTSs”.

(c) EFFECTIVE DATE.—The amendments made by this section shall apply to es-
tates of decedents dying after the date of the enactment of this Act.

SEC. 14604. EXECUTOR OF ESTATE AND BENEFICIARIES TREATED AS RELATED PERSONS FOR
DISALLOWANCE OF LOSSES, ETC.

(a) DisaLLOWANCE OF Losses.—Subsection (b) of section 267 (relating to losses,
expenses, and interest with respect to transactions between related taxpayers) is
amended by striking “or” at the end of paragraph (11), by striking the period at the
end of paragraph (12) and inserting “; or”, and by adding at the end the following
new paragraph:

“(13) Except in the case of a sale or exchange in satisfaction of a pecuniary
bequest, an executor of an estate and a beneficiary of such estate.”

(b) ORDINARY INCOME FROM GAIN FROM SALE OF DEPRECIABLE PROPERTY.—
Subsection (b) of section 1239 is amended by striking the period at the end of para-
graph (2) and inserting “, and” and by adding at the end the following new para-
graph:

“(3) except in the case of a sale or exchange in satisfaction of a pecuniary
bequest, an executor of an estate and a beneficiary of such estate.”

(c) EFFecTIVE DATE.—The amendments made by this section shall apply to tax-
able years beginning after the date of the enactment of this Act.
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SEC. 14605. LIMITATION ON TAXABLE YEAR OF ESTATES.

(a) IN GENERAL.—Section 645 (relating to taxable year of trusts) is amended to
read as follows:

“SEC. 645. TAXABLE YEAR OF ESTATES AND TRUSTS.

“(a) EsTATES.—For purposes of this subtitle, the taxable year of an estate shall
be a year ending on October 31, November 30, or December 31.
“(b) TRUSTS.—

“(1) IN GENERAL.—For purposes of this subtitle, the taxable year of any
trust shall be the calendar year.

“(2) EXCEPTION FOR TRUSTS EXEMPT FROM TAX AND CHARITABLE TRUSTS.—
Paragraph (1) shall not apply to a trust exempt from taxation under section
501(a) or to a trust described in section 4947(a)(1).”

(b) CLERICAL AMENDMENT.—The table of sections for subpart A of part | of sub-
chapter J of chapter 1 is amended by striking the item relating to section 645 and
inserting the following new item:

“Sec. 645. Taxable year of estates and trusts.”

(c) EFFecTIVE DATE.—The amendments made by this section shall apply to es-
tates of decedents dying after the date of the enactment of this Act.

SEC. 14606. REPEAL OF CERTAIN THROWBACK RULES APPLICABLE TO DOMESTIC TRUSTS.

(@) ACCUMULATION DISTRIBUTIONS.—

(1) IN GENERAL.—Section 665 is amended by adding at the end the follow-
ing new subsection:

“(f) AccuMmuULATION DIsSTRIBUTIONS AFTER 1995.—For purposes of this subpart,
in the case of a trust other than a foreign trust, any distribution in any taxable year
beginning after December 31, 1995, shall be computed without regard to any undis-
tributed net income.”

(2) CoNFORMING AMENDMENT.—Subsection (b) of section 665 is amended by
inserting “except as provided in subsection (f),” after “subpart,”

(b) PROPERTY TRANSFERRED TO TRUSTS.—Subsection (e) of section 644 is amend-
ed by striking “or” at the end of paragraph (3), by striking the period at the end
of paragraph (4) and inserting “, or ", and by adding at the end the following new
paragraph:

“(5) in the case of a trust other than a foreign trust, any sale or exchange

of property after December 31, 1995.”

(c) EFFECTIVE DATES.—

(1) AcCUMULATION DISTRIBUTION.—The amendments made by subsection (a)

shall apply to distributions in taxable years beginning after December 31, 1995.

(2) TRANSFERRED PROPERTY.—The amendments made by subsection (b)

shall apply to sales or exchanges after December 31, 1995.

SEC. 14607. TREATMENT OF FUNERAL TRUSTS.

(@) IN GENERAL.—Subpart F of part | of subchapter J of chapter 1 is amended
by adding at the end the following new section:

“SEC. 684. TREATMENT OF FUNERAL TRUSTS.

“(a) IN GENERAL.—InN the case of a qualified funeral trust—

“(1) subparts B, C, D, and E shall not apply, and

“(2) no deduction shall be allowed by section 642(b).

“(b) QuALIFIED FUNERAL TRusT.—For purposes of this subsection, the term
‘qualified funeral trust’ means any trust (other than a foreign trust) if—

“(1) the trust arises as a result of a contract with a person engaged in the
trade or business of providing funeral or burial services or property necessary
to provide such services,

“(2) the sole purpose of the trust is to hold, invest, and reinvest funds in
the trust and to use such funds solely to make payments for such services or
property for the benefit of the beneficiaries of the trust,

“(3) the only beneficiaries of such trust are individuals who have entered
into contracts described in paragraph (1) to have such services or property pro-
vided at their death,

“(4) the only contributions to the trust are contributions by or for the bene-
fit of such beneficiaries,

“(5) the trustee elects the application of this subsection, and

“(6) the trust would (but for the election described in paragraph (5)) be
treated as owned by the beneficiaries under subpart E.

“(c) DoLLAR LIMITATION ON CONTRIBUTIONS.—
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“(1) IN GENERAL.—The term ‘qualified funeral trust’ shall not include any
tru$st which accepts contributions by or for the benefit of an individual in excess
of $5,000.

“(2) RELATED TRUSTSs.—For purposes of paragraph (1), all trusts having
trustees which are related persons shall be treated as 1 trust. For purposes of
the preceding sentence, persons are related if—

“(A) the relationship between such persons would result in the dis-

allowance of losses under section 267 or 707(b),

“(B) such persons are treated as a single employer under subsection (a)
or (b) of section 52, or

“(C) the Secretary determines that treating such persons as related is
necessary to prevent avoidance of the purposes of this section.

“(3) INFLATION ADJUSTMENT.—InN the case of any contract referred to in sub-
section (b)(1) which is entered into during any calendar year after 1996, the dol-
lar amount referred to paragraph (1) shall be increased by an amount equal
to—

“(A) such dollar amount, multiplied by
“(B) the cost-of-living adjustment determined under section 1(f)(3) for
such calendar year, by substituting ‘calendar year 1995 for ‘calendar year

1992’ in subparagraph (B) thereof.

If any dollar amount after being increased under the preceding sentence is not

a rgultiple of $100, such dollar amount shall be rounded to the nearest multiple

of $100.

“(d) APPLICATION OF RATE ScHEDULE.—Section 1(e) shall be applied to each
qualified funeral trust by treating each beneficiary’s interest in each such trust as
a separate trust.

“(e) TREATMENT OF AMOUNTS REFUNDED TO BENEFICIARY ON CANCELLATION.—
No gain or loss shall be recognized to a beneficiary described in subsection (b)(3)
of any qualified funeral trust by reason of any payment from such trust to such ben-
eficiary by reason of cancellation of a contract referred to in subsection (b)(1). If any
payment referred to in the preceding sentence consists of property other than
money, the basis of such property in the hands of such beneficiary shall be the same
as the trust's basis in such property immediately before the payment.

“(f) SiIMPLIFIED REPORTING.—The Secretary may prescribe rules for simplified
reporting of all trusts having a single trustee.”

(b) CLERICAL AMENDMENT.—The table of sections for subpart F of part | of sub-
chapter J of chapter 1 is amended by adding at the end the following new item:

“Sec. 684. Treatment of funeral trusts.”

(c) EFFecTIVE DATE.—The amendments made by this section shall apply to tax-
able years beginning after the date of the enactment of this Act.

PART II—ESTATE AND GIFT TAX PROVISIONS

SEC. 14611. CLARIFICATION OF WAIVER OF CERTAIN RIGHTS OF RECOVERY.

(a) AMENDMENT TO SECTION 2207A.—Paragraph (2) of section 2207A(a) (relating
to right of recovery in the case of certain marital deduction property) is amended
to read as follows:

“(2) DECEDENT MAY OTHERWISE DIRECT.—Paragraph (1) shall not apply with
respect to any property to the extent that the decedent in his will (or a rev-
ocable trust) specifically indicates an intent to waive any right of recovery
under this subchapter with respect to such property.”

(b) AMENDMENT TO SECTION 2207B.—Paragraph (2) of section 2207B(a) (relating
to right of recovery where decedent retained interest) is amended to read as follows:

“(2) DECEDENT MAY OTHERWISE DIRECT.—Paragraph (1) shall not apply with
respect to any property to the extent that the decedent in his will (or a rev-
ocable trust) specifically indicates an intent to waive any right of recovery
under this subchapter with respect to such property.”

(c) EFFecTivE DATE.—The amendments made by this section shall apply with
respect to the estates of decedents dying after the date of the enactment of this Act.

SEC. 14612. ADJUSTMENTS FOR GIFTS WITHIN 3 YEARS OF DECEDENT'S DEATH.
(a) GENERAL RuLE.—Section 2035 is amended to read as follows:

“SEC. 2035. ADJUSTMENTS FOR CERTAIN GIFTS MADE WITHIN 3 YEARS OF DECEDENT'S
DEATH.

“(a) INncLUSION OF CERTAIN PROPERTY IN GROSS ESTATE.—If—
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“(1) the decedent made a transfer (by trust or otherwise) of an interest in
any property, or relinquished a power with respect to any property, during the
3-year period ending on the date of the decedent’s death, and

“(2) the value of such property (or an interest therein) would have been in-
cluded in the decedent’'s gross estate under section 2036, 2037, 2038, or 2042
if such transferred interest or relinquished power had been retained by the de-
cedent on the date of his death,

the value of the gross estate shall include the value of any property (or interest
therein) which would have been so included.

“(b) INcLusiON oF GIFT TAx oN GIFTs MADE DURING 3 YEARS BEFORE DECE-
DENT's DEATH.—The amount of the gross estate (determined without regard to this
subsection) shall be increased by the amount of any tax paid under chapter 12 by
the decedent or his estate on any gift made by the decedent or his spouse during
the 3-year period ending on the date of the decedent’s death.

“(c) OTHER RULES RELATING TO TRANSFERS WITHIN 3 YEARS OF DEATH.—

“(1) IN GENERAL.—For purposes of—

“(A) section 303(b) (relating to distributions in redemption of stock to
pay death taxes),

“(B) section 2032A (relating to special valuation of certain farms, etc.,
real property), and

“(C) subchapter C of chapter 64 (relating to lien for taxes),

the value of the gross estate shall include the value of all property to the extent

of any interest therein of which the decedent has at any time made a transfer,

by trust or otherwise, during the 3-year period ending on the date of the dece-
dent’s death.

“(2) COORDINATION WITH SECTION 6166.—AnN estate shall be treated as meet-
ing the 35 percent of adjusted gross estate requirement of section 6166(a)(1)
only if the estate meets such requirement both with and without the application
of paragraph (1).

“(3) MARITAL AND SMALL TRANSFERs.—Paragraph (1) shall not apply to any
transfer (other than a transfer with respect to a life insurance policy) made dur-
ing a calendar year to any donee if the decedent was not required by section
6019 (other than by reason of section 6019(2)) to file any gift tax return for such
year with respect to transfers to such donee.

“(d) ExcepTioN.—Subsection (a) shall not apply to any bona fide sale for an ade-
gquate and full consideration in money or money’s worth.

“(e) TREATMENT OF CERTAIN TRANSFERS FROM REVOCABLE TRuUsTs.—For pur-
poses of this section and section 2038, any transfer from any portion of a trust dur-
ing any period that such portion was treated under section 676 as owned by the
decedent shall be treated as a transfer made directly by the decedent.”

(b) CLERICAL AMENDMENT.—The table of sections for part 111 of subchapter A
of chapter 11 is amended by striking “gifts” in the item relating to section 2035 and
inserting “certain gifts”.

(c) EFFecTivE DATE.—The amendments made by this section shall apply to the
estates of decedents dying after the date of the enactment of this Act.

SEC. 14613. CLARIFICATION OF QUALIFIED TERMINABLE INTEREST RULES.

(a) GENERAL RULE.—

(1) EsTATE TAX.—Subparagraph (B) of section 2056(b)(7) (defining qualified
terminable interest property) is amended by adding at the end the following
new clause:

“(vi) TREATMENT OF CERTAIN INCOME DISTRIBUTIONS.—AN income
interest shall not fail to qualify as a qualified income interest for life
solely because income for the period after the last distribution date and
on or before the date of the surviving spouse’s death is not required to
be distributed to the surviving spouse or to the estate of the surviving
spouse.”

(2) GiIFT TAXx.—Paragraph (3) of section 2523(f) is amended by striking “and
(iv)” and inserting “(iv), and (vi)".

(b) CLARIFICATION OF SUBSEQUENT INCLUSIONS.—Section 2044 is amended by
adding at the end the following new subsection:

“(d) CLARIFICATION OF INCLUSION OF CERTAIN INCOME.—The amount included
in the gross estate under subsection (a) shall include the amount of any income from
the property to which this section applies for the period after the last distribution
date and on or before the date of the decedent’s death if such income is not other-
wise included in the decedent’s gross estate.”

(c) EFFecTIVE DATE.—
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(1) IN GENERAL.—The amendments made by this section shall apply with
respect to the estates of decedents dying, and gifts made, after the date of the
enactment of this Act.

(2) APPLICATION OF SECTION 2044 TO TRANSFERS BEFORE DATE OF ENACT-
MENT.—In the case of the estate of any decedent dying after the date of the en-
actment of this Act, if there was a transfer of property on or before such date—

(A) such property shall not be included in the gross estate of the dece-
dent under section 2044 of the Internal Revenue Code of 1986 if no prior
marital deduction was allowed with respect to such a transfer of such prop-
erty to the decedent, but

(B) such property shall be so included if such a deduction was allowed.

SEC. 14614. TRANSITIONAL RULE UNDER SECTION 2056A.

(@) GENERAL RULE.—In the case of any trust created under an instrument exe-
cuted before the date of the enactment of the Revenue Reconciliation Act of 1990,
such trust shall be treated as meeting the requirements of paragraph (1) of section
2056A(a) of the Internal Revenue Code of 1986 if the trust instrument requires that
all trustees of the trust be individual citizens of the United States or domestic cor-
porations.

(b) EFFecTIVE DATE.—The provisions of subsection (a) shall take effect as if in-
cluded in the provisions of section 11702(g) of the Revenue Reconciliation Act of
1990.

SEC. 14615. OPPORTUNITY TO CORRECT CERTAIN FAILURES UNDER SECTION 2032A.

(@) GENERAL RuLE.—Paragraph (3) of section 2032A(d) (relating to modification
of election and agreement to be permitted) is amended to read as follows:

“(3) MODIFICATION OF ELECTION AND AGREEMENT TO BE PERMITTED.—The
Secretary shall prescribe procedures which provide that in any case in which
the executor makes an election under paragraph (1) (and submits the agree-
ment referred to in paragraph (2)) within the time prescribed therefor, but—

“(A) the notice of election, as filed, does not contain all required infor-
mation, or
“(B) signatures of 1 or more persons required to enter into the agree-
ment described in paragraph (2) are not included on the agreement as filed,
or the agreement does not contain all required information,
the executor will have a reasonable period of time (not exceeding 90 days) after
notification of such failures to provide such information or signatures.”
(b) EFFecTiVE DATE.—The amendment made by subsection (a) shall apply to the
estates of decedents dying after the date of the enactment of this Act.

SEC. 14616. UNIFIED CREDIT OF DECEDENT INCREASED BY UNIFIED CREDIT OF SPOUSE
USED ON SPLIT GIFT INCLUDED IN DECEDENT'S GROSS ESTATE.
(a) IN GENERAL.—Section 2010 (relating to unified credit against estate tax) is
amended by adding at the end the following new subsection:
“(d) TREATMENT OF UNIFIED CREDIT USED BY SPOUSE ON SPLIT-GIFT INCLUDED
IN DECEDENT'S GROsS ESTATE.—If—
“(1) the decedent was the donor of any gift one-half of which was considered
under section 2513 as made by the decedent’s spouse, and
“(2) the amount of such gift is includible in the gross estate of the decedent
by reason of section 2035, 2036, 2037, or 2038,
the amount of the credit allowable by subsection (a) to the estate of the decedent
shall be increased by the amount of the unified credit allowed against the tax im-
posed by section 2501 on the amount of such gift considered under section 2513 as
made by such spouse.”
(b) EFFecTIiVE DATE.—The amendment made by subsection (a) shall apply to
gifts made after the date of the enactment of this Act.

SEC. 14617. REFORMATION OF DEFECTIVE BEQUESTS, ETC. TO SPOUSE OF DECEDENT.

(a) IN GENERAL.—Subsection (b) of section 2056 (relating to bequests, etc., to
surviving spouse) is amended by adding at the end the following new paragraph:
“(11) REFORMATIONS PERMITTED.—

“(A) IN GENERAL.—In the case of any interest in property with respect
to which a deduction would be allowable under subsection (a) but for a pro-
vision of this subsection, if—

“(i) the surviving spouse is entitled to all of the income from the
property for life,

“(if) no person other than such spouse is entitled to any distribu-
tion of such property during such spouse’s life, and
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“(iii) there is a change of a governing instrument (by reformation,
amendment, construction, or otherwise) as of the applicable date which
results in the satisfaction of the requirements of such provision as of
the date of the decedent’s death,

the determination of whether such deduction is allowable shall be made as
of the applicable date.

“(B) SPECIAL RULE WHERE TIMELY COMMENCEMENT OF REFORMATION.—
Clauses (i) and (ii) of subparagraph (A) shall not apply to any interest if,
not later than the date described in subparagraph (C)(i), a judicial proceed-
ing is commenced to change such interest into an interest which satisfies
the requirements of the provision by reason of which (but for this para-
graph) a deduction would not be allowable under subsection (a) for such in-
terest.

“(C) AppLicABLE DATE.—For purposes of subparagraph (A), the term
‘applicable date’ means—

“(i) the last date (including extensions) for filing the return of tax
imposed by this chapter, or

“(ii) if a judicial proceeding is commenced to comply with such pro-
vision, the time when the changes pursuant to such proceeding are
made.

“(D) SpeciaL RULE.—If the change referred to in subparagraph (A)(iii)
is to qualify the passage of the interest under paragraph (7), subparagraph
(A) shall apply only if the election under subparagraph (B) thereof is made.

“(E) STATUTE OF LIMITATIONS.—If a judicial proceeding described in
subparagraph (C)(ii) is commenced with respect to any interest, the period
for assessing any deficiency of tax attributable to such interest shall not ex-
pire before the date 1 year after the date on which the Secretary is notified
that such provision has been complied with or that such proceeding has
been terminated.”

(b) ComPARABLE RULE FOR GIFT Tax.—Section 2523 (relating to gift to spouse)
is amended by adding at the end the following new subsection:

“(i) ReEFormMATIONS PERMITTED.—Rules similar to the rules of section 2056(b)(11)
shall apply for purposes of this section.”

(c) EFFECTIVE DATE.—The amendments made by this section shall apply to es-
tates of decedents dying, and gifts made, after the date of the enactment of this Act.

SEC. 14618. GIFTS MAY NOT BE REVALUED FOR ESTATE TAX PURPOSES AFTER EXPIRATION
OF STATUTE OF LIMITATIONS.
(a) IN GENERAL.—Section 2001 (relating to imposition and rate of estate tax) is
amended by adding at the end the following new subsection:
“(f) VALUATION OF GIFTS.—If—
“(1) the time has expired within which a tax may be assessed under chapter
12 (or under corresponding provisions of prior laws) on the transfer of property
by gift made during a preceding calendar period (as defined in section 2502(b)),
and
“(2) the value of such gift is shown on the return for such preceding cal-
endar period or is disclosed in such return, or in a statement attached to the
return, in a manner adequate to apprise the Secretary of the nature of such gift,
the value of such gift shall, for purposes of computing the tax under this chapter,
be the value of such gift as finally determined for purposes of chapter 12.”

(b) MoODIFICATION OF APPLICATION OF STATUTE OF LIMITATIONS.—Paragraph (9)
of section 6501(c) is amended to read as follows:

“(9) GIFT TAX ON CERTAIN GIFTS NOT SHOWN ON RETURN.—If any gift of
property the value of which (or any increase in taxable gifts required under sec-
tion 2701(d)) is required to be shown on a return of tax imposed by chapter 12
(without regard to section 2503(b)), and is not shown on such return, any tax
imposed by chapter 12 on such gift may be assessed, or a proceeding in court
for the collection of such tax may be begun without assessment, at any time.
The preceding sentence shall not apply to any item which is disclosed in such
return, or in a statement attached to the return, in a manner adequate to ap-
prise the Secretary of the nature of such item. The value of any item which is
so disclosed may not be redetermined by the Secretary after the expiration of
the period under subsection (a).”

(c) DECLARATORY JUDGMENT PROCEDURE FOR DETERMINING VALUE OF GIFT.—

(1) IN GeNerRAL.—Part IV of subchapter C of chapter 76 is amended by in-
serting after section 7476 the following new section:
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“SEC. 7477. DECLARATORY JUDGMENTS RELATING TO VALUE OF CERTAIN GIFTS.

“(a) CREATION OF REMEDY.—In a case of an actual controversy involving a de-
termination by the Secretary of the value of any gift shown on the return of tax
imposed by chapter 12 or disclosed on such return or in any statement attached to
such return, upon the filing of an appropriate pleading, the Tax Court may make
a declaration of the value of such gift. Any such declaration shall have the force and
effect of a decision of the Tax Court and shall be reviewable as such.

“(b) LIMITATIONS.—

“(1) PeTimioNER.—A pleading may be filed under this section only by the
donor.

“(2) EXHAUSTION OF ADMINISTRATIVE REMEDIES.—The court shall not issue
a declaratory judgment or decree under this section in any proceeding unless
it determines that the petitioner has exhausted all available administrative
remedies within the Internal Revenue Service.

“(3) TIME FOR BRINGING AcTION.—If the Secretary sends by certified or reg-
istered mail notice of his determination as described in subsection (a) to the pe-
titioner, no proceeding may be initiated under this section unless the pleading
is filed before the 91st day after the date of such mailing.”

(2) CLerICAL AMENDMENT.—The table of sections for such part IV is amend-
ed by inserting after the item relating to section 7476 the following new item:

“Sec. 7477. Declaratory judgments relating to value of certain gifts.”

(d) CoNFORMING AMENDMENT.—Subsection (c) of section 2504 is amended by
striking “, and if a tax under this chapter or under corresponding provisions of prior
laws has been assessed or paid for such preceding calendar period”.

(e) EFFECTIVE DATES.—

(1) IN GENERAL.—The amendments made by subsections (a) and (c) shall
apply to gifts made after the date of the enactment of this Act.

(2) SuBsecTION (b).—The amendment made by subsection (b) shall apply to
gifts made in calendar years ending after the date of the enactment of this Act.

SEC. 14619. CLARIFICATIONS RELATING TO DISCLAIMERS.

(@) PARTIAL TRANSFER-TYPE DiscLAIMERS PERMITTED.—Paragraph (3) of section
2518(c) (relating to certain transfers treated as disclaimers) is amended by inserting
“(or an undivided portion of such interest)” after “entire interest in the property”.

(b) RETENTION OF INTEREST BY DECEDENT'S SPOUSE PERMITTED IN TRANSFER-
Type DiscLaiMERs.—Paragraph (3) of section 2518(c) is amended by adding at the
end the following new flush sentence:

“For purposes of the preceding sentence, a written transfer by the spouse of the

decedent of property to a trust shall not fail to be treated as a transfer of such

spouse’s interest in such property by reason of such spouse having an interest
in such trust.”

(c) DiscLAIMERS ARE EFFECTIVE FOR INCOME TAXx Purposes.—Subsection (a) of
section 2518 is amended by inserting “and subtitle A” after “this subtitle” each place
it appears.

(d) EFFecTive DATE.—The amendments made by this section shall apply to
transfers creating an interest in the person disclaiming, and disclaimers, made after
the date of the enactment of this Act.

SEC. 14620. CLARIFICATION OF TREATMENT OF SURVIVOR ANNUITIES UNDER QUALIFIED
TERMINABLE INTEREST RULES.

(a) INn GENERAL.—Subparagraph (C) of section 2056(b)(7) is amended by insert-
ing “(or, in the case of an interest in an annuity arising under the community prop-
erty laws of a State, included in the gross estate of the decedent under section
2033)" after “section 2039".

(b) EFFecTIVE DATE.—The amendment made by this section shall apply to es-
tates of decedents dying after the date of the enactment of this Act.

SEC. 14621. TREATMENT UNDER QUALIFIED DOMESTIC TRUST RULES OF FORMS OF OWNER-
SHIP WHICH ARE NOT TRUSTS.
(@) IN GENERAL.—Subsection (c) of section 2056A (defining qualified domestic
trust) is amended by adding at the end the following new paragraph:

“(3) TRusT.—To the extent provided in regulations prescribed by the Sec-
retary, the term ‘trust’ includes other arrangements which have substantially
the same effect as a trust.”

(b) EFFecTIVE DATE.—The amendment made by this section shall apply to es-
tates of decedents dying after the date of the enactment of this Act.
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SEC. 14622. AUTHORITY TO WAIVE REQUIREMENT OF UNITED STATES TRUSTEE FOR QUALI-
FIED DOMESTIC TRUSTS.

(a) IN GENERAL.—Subparagraph (A) of section 2056A(a)(1) is amended by insert-
ing “except as provided in regulations prescribed by the Secretary,” before “re-
quires”.

(b) EFFecTIVE DATE.—The amendment made by this section shall apply to es-
tates of decedents dying after the date of the enactment of this Act.

PART I1I—GENERATION-SKIPPING TAX PROVISIONS

SEC. 14631. SEVERING OF TRUSTS HOLDING PROPERTY HAVING AN INCLUSION RATIO OF
GREATER THAN ZERO.
(a) IN GENERAL.—Subsection (a) of section 2642 (relating to inclusion ratio) is
amended by adding at the end the following new paragraph:
“(3) SEVERING OF TRUSTS HOLDING PROPERTY HAVING AN INCLUSION RATIO
OF GREATER THAN ZERO.—

“(A) IN GENERAL.—If a trust holding property having an inclusion ratio
of greater than zero is severed in a qualified severance, at the election of
the trustee of such trust, the trusts resulting from such severance shall be
treated as separate trusts for purposes of this chapter.

“(B) QUALIFIED SEVERANCE.—For purposes of subparagraph (A), the
term ‘qualified severance’ means the creation of 2 trusts from a single trust
if each property held by the single trust was divided between the 2 created
trusts such that one trust received an interest in each such property equal
to the applicable fraction of the single trust. Such term includes any other
severance permitted under regulations prescribed by the Secretary.

“(C) ELEcTION.—The election under this paragraph shall be made at
the time prescribed by the Secretary. Such an election, once made, shall be
irrevocable.”

(b) EFFecTIiVE DATE.—The amendment made by subsection (a) shall apply to
severances after the date of the enactment of this Act.

SEC. 14632. CLARIFICATION OF WHO IS TRANSFEROR WHERE SUBSEQUENT GIFT BY REASON
OF POWER OF APPOINTMENT.

(@) IN GENERAL.—Paragraph (1) of section 2652(a) (defining transferor) is
amended by adding at the end the following new sentence: “A transferor described
in subparagraph (A) shall not be treated as the transferor of any property if another
individual is treated as the transferor of such property under subparagraph (B) by
reason of the exercise, release, or lapse of a general power of appointment with re-
spect to such property.”

(b) EFFecTIVE DATE.—The amendment made by subsection (a) shall apply to the
exercise, release, or lapse of a general power of appointment after the date of the
enactment of this Act.

SEC. 14633. TAXABLE TERMINATION NOT TO INCLUDE DIRECT SKIPS.

(@) IN GENERAL.—Paragraph (1) of section 2612(a) (defining taxable termi-
nation) is amended by adding at the end the following new flush sentence:

“Such term shall not include a direct skip.”

(b) EFFecTIiVE DATE.—The amendment made by subsection (a) shall apply to
generation-skipping transfers (as defined in section 2611 of the Internal Revenue
Code of 1986) after the date of the enactment of this Act.

SEC. 14634. EXPANSION OF EXCEPTION FROM GENERATION-SKIPPING TRANSFER TAX FOR
TRANSFERS TO INDIVIDUALS WITH DECEASED PARENTS.

(@) IN GENERAL.—Section 2651 (relating to generation assignment) is amended
by redesignating subsection (e) as subsection (f), and by inserting after subsection
(d) the following new subsection:

“(e) SPECIAL RULE FOR PERSONS WITH A DECEASED PARENT.—

“(1) IN GeNERAL.—For purposes of determining whether any transfer is a
generation-skipping transfer, if—

“(A) an individual is a descendant of a parent of the transferor (or the
transferor’s spouse or former spouse), and

“(B) such individual's parent who is a lineal descendant of the parent
of the transferor (or the transferor's spouse or former spouse) is dead at the
time the transfer (from which an interest of such individual is established
or derived) is subject to a tax imposed by chapter 11 or 12 upon the trans-
feror (and if there shall be more than 1 such time, then at the earliest such
time),
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such individual shall be treated as if such individual were a member of the gen-
eration which is 1 generation below the lower of the transferor’'s generation or
the generation assignment of the youngest living ancestor of such individual
who is also a descendant of the parent of the transferor (or the transferor’'s
spouse or former spouse), and the generation assignment of any descendant of
such individual shall be adjusted accordingly.
“(2) LIMITED APPLICATION OF SUBSECTION TO COLLATERAL HEIRS.—This sub-
section shall not apply with respect to a transfer to any individual who is not
a lineal descendant of the transferor (or the transferor's spouse or former
spouse) if, at the time of the transfer, such transferor has any living lineal de-
scendant.”
(b) CONFORMING AMENDMENTS.—
(1) Section 2612(c) (defining direct skip) is amended by striking paragraph
(2) and by redesignating paragraph (3) as paragraph (2).
(2) Section 2612(c)(2) (as so redesignated) is amended by striking “section
2651(e)(2)" and inserting “section 2651(f)(2)".
(c) EFFecTIVE DATE.—The amendments made by this section shall apply to ter-
r?]inations, distributions, and transfers occurring after the date of the enactment of
this Act.

Subtitle G—Excise Tax Simplification

PART I—PROVISIONS RELATED TO DISTILLED SPIRITS,
WINES, AND BEER

SEC. 14701. CREDIT OR REFUND FOR IMPORTED BOTTLED DISTILLED SPIRITS RETURNED TO
DISTILLED SPIRITS PLANT.

(@) IN GENERAL.—Paragraph (1) of section 5008(c) (relating to distilled spirits
returned to bonded premises) is amended by striking “withdrawn from bonded
premises on payment or determination of tax” and inserting “on which tax has been
determined or paid”.

(b) EFFeCTIVE DATE.—The amendment made by subsection (a) shall take effect
at the beginning of the first calendar quarter beginning more than 180 days after
the date of the enactment of this Act.

SEC. 14702. AUTHORITY TO CANCEL OR CREDIT EXPORT BONDS WITHOUT SUBMISSION OF
RECORDS.

(@) IN GENERAL.—Subsection (c) of section 5175 (relating to export bonds) is
amended by striking “on the submission of” and all that follows and inserting “if
there is such proof of exportation as the Secretary may by regulations require.”

(b) EFFecTiVE DATE.—The amendment made by subsection (a) shall take effect
at the beginning of the first calendar quarter beginning more than 180 days after
the date of the enactment of this Act.

SEC. 14703. REPEAL OF REQUIRED MAINTENANCE OF RECORDS ON PREMISES OF DISTILLED
SPIRITS PLANT.

(a) IN GENERAL.—Subsection (c) of section 5207 (relating to records and reports)
is amended by striking “shall be kept on the premises where the operations covered
by the record are carried on and”.

(b) EFFeCTIVE DATE.—The amendment made by subsection (a) shall take effect
at the beginning of the first calendar quarter beginning more than 180 days after
the date of the enactment of this Act.

SEC. 14704. FERMENTED MATERIAL FROM ANY BREWERY MAY BE RECEIVED AT A DISTILLED
SPIRITS PLANT.

(@) IN GENERAL.—Paragraph (2) of section 5222(b) (relating to production, re-
ceipt, removal, and use of distilling materials) is amended to read as follows:

“(2) beer conveyed without payment of tax from brewery premises, beer
which has been lawfully removed from brewery premises upon determination of
tax, or”.

(b) CLARIFICATION OF AUTHORITY To PERMIT REMOVAL OoF BEER WITHOUT PAY-
MENT OF TAX FOR UsSg As DISTILLING MATERIAL.—Section 5053 (relating to exemp-
tions) is amended by redesignating subsection (f) as subsection (i) and by inserting
after subsection (e) the following new subsection:

“(f) REMOVAL FOR USE As DISTILLING MATERIAL.—Subject to such regulations as
the Secretary may prescribe, beer may be removed from a brewery without payment
of tax to any distilled spirits plant for use as distilling material.”
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(c) CLARIFICATION OF REFUND AND CREDIT OoF Tax.—Section 5056 (relating to
refund and credit of tax, or relief from liability) is amended—

(1) by redesignating subsection (c) as subsection (d) and by inserting after
subsection (b) the following new subsection:

“(c) BEER RECEIVED AT A DISTILLED SPIRITS PLANT.—AnNy tax paid by any brew-
er on beer produced in the United States may be refunded or credited to the brewer,
without interest, or if the tax has not been paid, the brewer may be relieved of li-
ability therefor, under regulations as the Secretary may prescribe, if such beer is
received on the bonded premises of a distilled spirits plant pursuant to the provi-
sions of section 5222(b)(2), for use in the production of distilled spirits.”, and

(2) by striking “or rendering unmerchantable” in subsection (d) (as so redes-
ignated) and inserting “rendering unmerchantable, or receipt on the bonded
premises of a distilled spirits plant”.

(d) EFFecTivE DATE.—The amendments made by this section shall take effect
at the beginning of the first calendar quarter beginning more than 180 days after
the date of the enactment of this Act.

SEC. 14705. REPEAL OF REQUIREMENT FOR WHOLESALE DEALERS IN LIQUORS TO POST
SIGN.
(a) IN GENERAL.—Section 5115 (relating to sign required on premises) is hereby
repealed.
(b) CONFORMING AMENDMENTS.—
(1) Subsection (a) of section 5681 is amended by striking “, and every whole-
sale dealer in liquors,” and by striking “section 5115(a) or”.
(2) Subsection (c) of section 5681 is amended—

(A) by striking “or wholesale liquor establishment, on which no sign re-
quired by section 5115(a) or” and inserting “on which no sign required by”,
and

(B) by striking “or wholesale liquor establishment, or who” and insert-
ing “or who".

(3) The table of sections for subpart D of part Il of subchapter A of chapter
51 is amended by striking the item relating to section 5115.
(c) EFFecTivE DATE.—The amendments made by this section shall take effect
on the date of the enactment of this Act.

SEC. 14706 REFUND OF TAX ON WINE RETURNED TO BOND NOT LIMITED TO
UNMERCHANTABLE WINE.
(@) IN GENERAL.—Subsection (a) of section 5044 (relating to refund of tax on
unmerchantable wine) is amended by striking “as unmerchantable”.
(b) CONFORMING AMENDMENTS.—

(1) Section 5361 is amended by striking “unmerchantable”.

(2) The section heading for section 5044 is amended by striking
“unmerchantable”.

(3) The item relating to section 5044 in the table of sections for subpart C
of part | of subchapter A of chapter 51 is amended by striking
“unmerchantable”.

(c) EFFecTivE DATE.—The amendments made by this section shall take effect
at the beginning of the first calendar quarter beginning more than 180 days after
the date of the enactment of this Act.

SEC. 14707. USE OF ADDITIONAL AMELIORATING MATERIAL IN CERTAIN WINES.

(a) IN GENERAL.—Subparagraph (D) of section 5384(b)(2) (relating to amelio-
rated fruit and berry wines) is amended by striking “loganberries, currants, or
gooseberries,” and inserting “any fruit or berry with a natural fixed acid of 20 parts
per thousand or more (before any correction of such fruit or berry)”.

(b) EFFecTIVE DATE.—The amendment made by this section shall take effect at
the beginning of the first calendar quarter beginning more than 180 days after the
date of the enactment of this Act.

SEC. 14708. DOMESTICALLY PRODUCED BEER MAY BE WITHDRAWN FREE OF TAX FOR USE OF
FOREIGN EMBASSIES, LEGATIONS, ETC.
(a) IN GENERAL.—Section 5053 (relating to exemptions) is amended by inserting
after subsection (f) the following new subsection:
“(g) REMOVALS FOR UsStE oF FOREIGN EMBASSIES, LEGATIONS, ETC.—
“(1) IN GENERAL.—Subject to such regulations as the Secretary may pre-
scribe—
“(A) beer may be withdrawn from the brewery without payment of tax
for transfer to any customs bonded warehouse for entry pending withdrawal
therefrom as provided in subparagraph (B), and
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“(B) beer entered into any customs bonded warehouse under subpara-
graph (A) may be withdrawn for consumption in the United States by, and
for the official and family use of, such foreign governments, organizations,
and individuals as are entitled to withdraw imported beer from such ware-
houses free of tax.

Beer transferred to any customs bonded warehouse under subparagraph (A)
shall be entered, stored, and accounted for in such warehouse under such regu-
lations and bonds as the Secretary may prescribe, and may be withdrawn there-
from by such governments, organizations, and individuals free of tax under the
same conditions and procedures as imported beer.

“(2) OTHER RULES TO APPLY.—Rules similar to the rules of paragraphs (2)
and (3) of section 5362(e) of such section shall apply for purposes of this sub-
section.”

(b) EFFeCTIVE DATE.—The amendment made by subsection (a) shall take effect
at the beginning of the first calendar quarter beginning more than 180 days after
the date of the enactment of this Act.

SEC. 14709. BEER MAY BE WITHDRAWN FREE OF TAX FOR DESTRUCTION.

(a) IN GENERAL.—Section 5053 is amended by inserting after subsection (g) the
following new subsection:

“(h) REMOVALS FOR DESTRUCTION.—Subject to such regulations as the Secretary
may prescribe, beer may be removed from the brewery without payment of tax for
destruction.”

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall take effect
at the beginning of the first calendar quarter beginning more than 180 days after
the date of the enactment of this Act.

SEC. 14710. AUTHORITY TO ALLOW DRAWBACK ON EXPORTED BEER WITHOUT SUBMISSION
OF RECORDS.

(a) IN GENERAL.—The first sentence of section 5055 (relating to drawback of tax
on beer) is amended by striking “found to have been paid” and all that follows and
inserting “paid on such beer if there is such proof of exportation as the Secretary
may by regulations require.”

(b) EFFeCTIVE DATE.—The amendment made by subsection (a) shall take effect
at the beginning of the first calendar quarter beginning more than 180 days after
the date of the enactment of this Act.

SEC. 14711. TRANSFER TO BREWERY OF BEER IMPORTED IN BULK WITHOUT PAYMENT OF
TAX.

(a) IN GENERAL.—Part Il of subchapter G of chapter 51 is amended by adding

at the end the following new section:

“SEC. 5418. BEER IMPORTED IN BULK.

“Beer imported or brought into the United States in bulk containers may, under
such regulations as the Secretary may prescribe, be withdrawn from customs cus-
tody and transferred in such bulk containers to the premises of a brewery without
payment of the internal revenue tax imposed on such beer. The proprietor of a brew-
ery to which such beer is transferred shall become liable for the tax on the beer
withdrawn from customs custody under this section upon release of the beer from
customs custody, and the importer, or the person bringing such beer into the United
States, shall thereupon be relieved of the liability for such tax.”

(b) CLERICAL AMENDMENT.—The table of sections for such part Il is amended
by adding at the end the following new item:

“Sec. 5418. Beer imported in bulk.”

(c) EFFecTivE DATE.—The amendments made by this section shall take effect
at the beginning of the first calendar quarter beginning more than 180 days after
the date of the enactment of this Act.

PART II—CONSOLIDATION OF TAXES ON AVIATION
GASOLINE

SEC. 14721. CONSOLIDATION OF TAXES ON AVIATION GASOLINE.
(a) IN GENERAL.—Subparagraph (A) of section 4081(a)(2) (relating to imposition
of tax on gasoline and diesel fuel) is amended by redesignating clause (ii) as clause
(iii) and by striking clause (i) and inserting the following:
“(1) in the case of gasoline other than aviation gasoline, 18.3 cents
per gallon,
“(ii) in the case of aviation gasoline, 19.3 cents per gallon, and”.
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(b) TERMINATION.—Subsection (d) of section 4081 is amended by redesignating
paragraph (2) as paragraph (3) and by inserting after paragraph (1) the following
new paragraph:

“(2) AVIATION GASOLINE.—On and after January 1, 1996, the rate specified
in subsection (a)(2)(A)(ii) shall be 4.3 cents per gallon.”

(c) REPEAL OF RETAIL LEVEL TAX.—

(1) Subsection (c) of section 4041 is amended by striking paragraphs (2) and
(3) and by redesignating paragraphs (4) and (5) as paragraphs (2) and (3), re-
spectively.

(2) Paragraph (3) of section 4041(c), as redesignated by paragraph (1), is
amended by striking “paragraphs (1) and (2)" and inserting “paragraph (1)".

(d) CONFORMING AMENDMENTS.—

(1) Paragraph (1) of section 4041(k) is amended by adding “and” at the end
of subparagraph (A), by striking “, and” at the end of subparagraph (B) and in-
serting a period, and by striking subparagraph (C).

(2) Paragraph (1) of section 4081(d) is amended by striking “each rate of
tax specified in subsection (a)(2)(A)” and inserting “the rates of tax specified in
clauses (i) and (iii) of subsection (a)(2)(A)".

(3) Sections 6421(f)(2)(A) and 9502(f)(1)(A) are each amended by striking
“section 4041(c)(4)” and inserting “section 4041(c)(2)".

(4) Paragraph (2) of section 9502(b) is amended by striking “14 cents” and
inserting “15 cents”.

(e) EFFecTIiVE DATE.—The amendments made by this section shall take effect
on January 1, 1996.

(f) FLOOR STOCKS TAX.—

(1) ImPosiTION OF TAX.—In the case of aviation gasoline on which tax was
imposed under section 4081 of the Internal Revenue Code of 1986 before Janu-
ary 1, 1996, and which is held on such date by any person, there is hereby im-
posed a floor stocks tax of 1 cent per gallon of such gasoline.

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

(A) LiaBILITY FOR TAX.—A person holding aviation gasoline on January
1, 1996, to which the tax imposed by paragraph (1) applies shall be liable
for such tax.

(B) METHOD OF PAYMENT.—The tax imposed by paragraph (1) shall be
paid in such manner as the Secretary shall prescribe.

(C) TiIME FOR PAYMENT.—The tax imposed by paragraph (1) shall be
paid on or before June 30, 1996.

(3) DeFINITIONS.—FOr purposes of this subsection:

(A) HELD BY A PERSON.—Gasoline shall be considered as “held by a per-
son” if title thereto has passed to such person (whether or not delivery to
the person has been made).

(B) SECRETARY.—The term “Secretary” means the Secretary of the
Treasury or his delegate.

(4) EXCEPTION FOR EXEMPT USES.—The tax imposed by paragraph (1) shall
not apply to gasoline held by any person exclusively for any use to the extent
a credit or refund of the tax imposed by section 4081 of such Code is allowable
for such use.

(5) EXCEPTION FOR FUEL HELD IN AIRCRAFT TANK.—No tax shall be imposed
by paragraph (1) on aviation gasoline held in the tank of an aircraft.

(6) EXCEPTION FOR CERTAIN AMOUNTS OF FUEL.—

(A) IN ceNerAL.—No tax shall be imposed by paragraph (1) on aviation
gasoline held on January 1, 1996, by any person if the aggregate amount
of aviation gasoline held by such person on such date does not exceed 6,000
gallons. The preceding sentence shall apply only if such person submits to
the Secretary (at the time and in the manner required by the Secretary)
such information as the Secretary shall require for purposes of this para-
graph.

(B) ExemPT FUEL.—For purposes of subparagraph (A), there shall not
be taken into account fuel held by any person which is exempt from the tax
imposed by paragraph (1) by reason of paragraph (4) or (5).

(C) CONTROLLED GROUPS.—

(i) CorPORATIONS.—InN the case of a controlled group, the 6,000 gal-
lon amount in subparagraph (A) shall be apportioned among the com-
ponent members of such group in such manner as the Secretary shall
by regulations prescribe. For purposes of the preceding sentence, the
term “controlled group” has the meaning given to such term by sub-
section (a) of section 1563 of such Code; except that for such purposes
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the phrase “more than 50 percent” shall be substituted for the phrase
“at least 80 percent” each place it appears in such subsection.

(ii) NONINCORPORATED PERSONS UNDER COMMON CONTROL.—Under
regulations prescribed by the Secretary, principles similar to the prin-
ciples of clause (i) shall apply to a group under common control where
1 or more of the members is not a corporation.

(7) OTHER LAWS APPLICABLE.—AII provisions of law, including penalties, ap-
plicable with respect to the taxes imposed by section 4081 of such Code shall,
insofar as applicable and not inconsistent with the provisions of this subsection,
apply with respect to the floor stock taxes imposed by paragraph (1) to the same
extent as if such taxes were imposed by such section 4081.

PART I1I—OTHER EXCISE TAX PROVISIONS

SEC. 14731. AUTHORITY TO GRANT EXEMPTIONS FROM REGISTRATION REQUIREMENTS.

(@) IN GENERAL.—The first sentence of section 4222 (relating to registration) is
amended to read as follows: “Except as provided in subsection (b), section 4221 shall
not apply with respect to the sale of any article by or to any person who is required
by the Secretary to be registered under this section and who is not so registered.”

(b) EFFecTIiVE DATE.—The amendment made by subsection (a) shall apply to
sales after the 180th day after the date of the enactment of this Act.

SEC. 14732. CERTAIN COMBINATIONS NOT TREATED AS MANUFACTURE UNDER RETAIL SALES
TAX ON HEAVY TRUCKS.

(a) IN GENERAL.—Paragraph (2) of section 4052(c) (relating to certain combina-
tions not treated as manufacture) is amended by striking “or wood or metal floor”
and inserting “wood or metal floor, or a power take-off and dump body”.

(b) REmovaL oF FIFTH WHEEL.—Paragraph (1) of section 4052(c) is amended by
inserting before the period “or the removal of any coupling device (including any
fifth wheel)”.

(c) EFFecTivE DATE.—The amendments made by this section shall take effect
on the date of the enactment of this Act.

SEC. 14733. EXEMPTION FROM DIESEL FUEL DYEING REQUIREMENTS WITH RESPECT TO CER-
TAIN STATES.

(a) IN GENERAL.—Section 4082 (relating to exemptions for diesel fuel) is amend-
ed by redesignating subsections (c) and (d) as subsections (d) and (e), respectively,
and by inserting after subsection (b) the following new subsection:

“(c) ExcepTioN To DYEING REQUIREMENTS.—Paragraph (2) of subsection (a)
shall not apply with respect to any diesel fuel—

“(1) removed, entered, or sold in a State for ultimate sale or use in an area
of such State which is exempted from the fuel dyeing requirements under sub-
section (i) of section 211 of the Clean Air Act (as in effect on the date of the
enactment of this subsection) by the Administrator of the Environmental Pro-
tection Agency under paragraph (4) of such subsection, and

“(2) the use of which is certified pursuant to regulations issued by the Sec-
retary.”

(b) EFFecTivE DATE.—The amendments made by this section shall take effect
on the first day of the first calendar quarter beginning after the date of the enact-
ment of this Act.

SEC. 14734. REPEAL OF EXPIRED PROVISIONS.

(a) Picey-Back TRAILERs.—Section 4051 is amended by striking subsection (d)
and by redesignating subsection (e) as subsection (d).
(b) DEEP SEABED MINING.—
(1) Subchapter F of chapter 36 (relating to tax on removal of hard mineral
resources from deep seabed) is hereby repealed.
(2) The table of subchapters for chapter 36 is amended by striking the item
relating to subchapter F.
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Subtitle H—Administrative Provisions
PART I—GENERAL PROVISIONS

SEC. 14801. REPEAL OF AUTHORITY TO DISCLOSE WHETHER PROSPECTIVE JUROR HAS BEEN
AUDITED.

(a) IN GENERAL.—Subsection (h) of section 6103 (relating to disclosure to certain
Federal officers and employees for purposes of tax administration, etc.) is amended
by striking paragraph (5) and by redesignating paragraph (6) as paragraph (5).

(b) CoNFORMING AMENDMENT.—Paragraph (4) of section 6103(p) is amended by
striking “(h)(6)"” each place it appears and inserting “(h)(5)".

(c) EFFecTivE DATE.—The amendments made by this section shall apply to judi-
cial proceedings pending on, or commenced after, the date of the enactment of this
Act.

SEC. 14802. CLARIFICATION OF STATUTE OF LIMITATIONS.

(@) IN GENERAL.—Subsection (a) of section 6501 (relating to limitations on as-
sessment and collection) is amended by adding at the end the following new sen-
tence: “For purposes of this chapter, the term ‘return’ means the return required
to be filed by the taxpayer (and does not include a return of any person from whom
the taxpayer has received an item of income, gain, loss, deduction, or credit).”

(b) EFFeCTIVE DATE.—The amendment made by this section shall apply to tax-
able years beginning after the date of the enactment of this Act.

SEC. 14803. CERTAIN NOTICES DISREGARDED UNDER PROVISION INCREASING INTEREST
RATE ON LARGE CORPORATE UNDERPAYMENTS.

(a) GENERAL RuLE.—Subparagraph (B) of section 6621(c)(2) (defining applicable
date) is amended by adding at the end the following new clause:

“(iii) EXCEPTION FOR LETTERS OR NOTICES INVOLVING SMALL

AMOUNTS.—For purposes of this paragraph, any letter or notice shall be

disregarded if the amount of the deficiency or proposed deficiency (or

the assessment or proposed assessment) set forth in such letter or no-

tice is not greater than $100,000 (determined by not taking into ac-
count any interest, penalties, or additions to tax).”

(b) EFFecTiVE DATE.—The amendment made by subsection (a) shall apply for

purposes of determining interest for periods after December 31, 1995.

SEC. 14804. CLARIFICATION OF AUTHORITY TO WITHHOLD PUERTO RICO INCOME TAXES
FROM SALARIES OF FEDERAL EMPLOYEES.

(a) IN GENERAL.—Subsection (c) of section 5517 of title 5, United States Code,
is amended by striking “or territory or possession” and inserting “, territory, posses-
sion, or commonwealth”.

(b) EFFeCTIVE DATE.—The amendment made by subsection (a) shall take effect
on the date of the enactment of this Act.

PART II—TAX COURT PROCEDURES

SEC. 14811. OVERPAYMENT DETERMINATIONS OF TAX COURT.

(a) ApPEAL OF ORDER.—Paragraph (2) of section 6512(b) (relating to jurisdiction
to enforce) is amended by adding at the end the following new sentence: “An order
of the Tax Court disposing of a motion under this paragraph shall be reviewable
in the same manner as a decision of the Tax Court, but only with respect to the
matters determined in such order.”

(b) DENIAL OF JURISDICTION REGARDING CERTAIN CREDITS AND REDUCTIONS.—
Subsection (b) of section 6512 (relating to overpayment determined by Tax Court)
is amended by adding at the end the following new paragraph:

“(4) DENIAL OF JURISDICTION REGARDING CERTAIN CREDITS AND REDUC-
TIoNs.—The Tax Court shall have no jurisdiction under this subsection to re-
strain or review any credit or reduction made by the Secretary under section
6402.”

(c) EFFecTive DATE.—The amendments made by this section shall take effect
on the date of the enactment of this Act.

SEC. 14812. AWARDING OF ADMINISTRATIVE COSTS.

(@) RiIGHT To APPEAL TAx CouRT DEcisioN.—Subsection (f) of section 7430 (re-
lating to right of appeal) is amended by adding at the end the following new
paragraph:
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“(3) APPEAL OF TAX COURT DECISION.—AnN order of the Tax Court disposing
of a petition under paragraph (2) shall be reviewable in the same manner as
a decision of the Tax Court, but only with respect to the matters determined
in such order.”
(b) PERIOD FOR APPLYING TO IRS FOR CosTs.—Subsection (b) of section 7430 (re-
lating to limitations) is amended by adding at the end the following new paragraph:
“(5) PERIOD FOR APPLYING TO IRS FOR ADMINISTRATIVE CcOSTS.—An award
may be made under subsection (a) by the Internal Revenue Service for reason-
able administrative costs only if the prevailing party files an application with
the Internal Revenue Service for such costs before the 91st day after the date
on which the final decision of the Internal Revenue Service as to the determina-
tion of the tax, interest, or penalty is mailed to such party.”
(c) PERIOD FOR PETITIONING OF TAX COURT FOR REVIEW OF DENIAL OF COSTS.—
Paragraph (2) of section 7430(f) (relating to right of appeal) is amended—
(1) by striking “appeal to” and inserting “the filing of a petition for review
with”, and
(2) by adding at the end the following new sentence: “If the Secretary sends
by certified or registered mail a notice of such decision to the petitioner, no pro-
ceeding in the Tax Court may be initiated under this paragraph unless such pe-
tition is filed before the 91st day after the date of such mailing.”
(d) EFFecTIVE DATE.—The amendments made by this section shall apply to civil
actions or proceedings commenced after the date of the enactment of this Act.

SEC. 14813. REDETERMINATION OF INTEREST PURSUANT TO MOTION.

(a) IN GENERAL.—Paragraph (3) of section 7481(c) (relating to jurisdiction over
interest determinations) is amended by striking “petition” and inserting “motion”.

(b) EFFecTIVE DATE.—The amendment made by this section shall take effect on
the date of the enactment of this Act.

SEC. 14814. APPLICATION OF NET WORTH REQUIREMENT FOR AWARDS OF LITIGATION
COSTS.
(a) IN GENERAL.—Paragraph (4) of section 7430(c) (defining prevailing party) is
amended by adding at the end the following new subparagraph:
“(C) SPECIAL RULES FOR APPLYING NET WORTH REQUIREMENT.—In apply-
ing the requirements of section 2412(d)(2)(B) of title 28, United States
Code, for purposes of subparagraph (A)(iii) of this paragraph—
“(i) the net worth limitation in clause (i) of such section shall apply
to—
“(1) an estate but shall be determined as of the date of the de-
cedent’s death, and
“(11) a trust but shall be determined as of the last day of the
taxable year involved in the proceeding, and
“(ii) individuals filing a joint return shall be treated as 1 individual
for purposes of clause (i) of such section, except in the case of a spouse
relieved of liability under section 6013(e).”
(b) EFFeCTIVE DATE.—The amendment made by this section shall apply to pro-
ceedings commenced after the date of the enactment of this Act.

PART IHI—AUTHORITY FOR CERTAIN COOPERATIVE
AGREEMENTS

SEC. 14821. COOPERATIVE AGREEMENTS WITH STATE TAX AUTHORITIES.

(@) GENERAL RuLE.—Chapter 77 (relating to miscellaneous provisions) is
amended by adding at the end the following new section:

“SEC. 7524. COOPERATIVE AGREEMENTS WITH STATE TAX AUTHORITIES.

“(a) AUTHORIZATION OF AGREEMENTS.—The Secretary is hereby authorized to
enter into cooperative agreements with State tax authorities for purposes of enhanc-
ing joint tax administration. Such agreements may provide for—

“(1) joint filing of Federal and State income tax returns,

“(2) single processing of such returns,

“(3) joint collection of taxes (other than Federal income taxes), and
“(4) such other provisions as may enhance joint tax administration.

“(b) SERVICES ON REIMBURSABLE BAsis.—Any agreement under subsection (a)
may require reimbursement for services provided by either party to the agreement.

“(c) AvAILABILITY oF Funps.—Any funds appropriated for purposes of the ad-
ministration of this title shall be available for purposes of carrying out the Sec-
retary’s responsibility under an agreement entered into under subsection (a). Any
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reimbursement received pursuant to such an agreement shall be credited to the
amount so appropriated.

“(d) STATE Tax AuTHORITY.—For purposes of this section, the term ‘State tax
authority’ means agency, body, or commission referred to in section 6103(d)(1).”

(b) CLEricAL AMENDMENT.—The table of sections for chapter 77 is amended by
adding at the end the following new item:

“Sec. 7524. Cooperative agreements with State tax authorities.”

TITLE XV—MEDICARE

[Text to be inserted]

TITLE XVI—_TRANSFORMATION OF THE
MEDICAID PROGRAM

SEC. 16000. SHORT TITLE.
This title may be cited as the “Medicaid Transformation Act of 1995".

SEC. 16001. TRANSFORMATION OF MEDICAID PROGRAM.
The Social Security Act is amended by adding at the end the following new title:

“TITLE XXI—MEDIGRANT PROGRAM FOR LOW-INCOME INDIVIDUALS AND
FAMILIES

“TABLE OF CONTENTS OF TITLE

“Sec. 2100. Purpose; State MediGrant plans.

“PART A—OBJECTIVES, GOALS, AND PERFORMANCE UNDER STATE PLANS

“Sec. 2101. Description of strategic objectives and performance goals.
“Sec. 2102. Annual reports.

“Sec. 2103. Periodic, independent evaluations.

“Sec. 2104. Description of process for MediGrant plan development.
“Sec. 2105. Consultation in MediGrant plan development.

“Sec. 2106. MediGrant Task Force.

“PART B—ELIGIBILITY, BENEFITS, AND SET-ASIDES

“Sec. 2111. General description of eligibility and benefits.

“Sec. 2112. Set-asides of funds for population groups.

“Sec. 2113. Premiums and cost-sharing.

“Sec. 2114. Description of process for developing capitation payment rates.
“Sec. 2115. Construction.

“Sec. 2116. Limitations on causes of action.

“PART C—PAYMENTS TO STATES

“Sec. 2121. Allotment of funds among States.
“Sec. 2122. Payments to States.
“Sec. 2123. Limitation on use of funds; disallowance.

“PART D—PROGRAM INTEGRITY AND QUALITY

“Sec. 2131. Use of audits to achieve fiscal integrity.

“Sec. 2132. Fraud prevention program.

“Sec. 2133. Information concerning sanctions taken by State licensing authorities against health care practi-
tioners and providers.

“Sec. 2134. State MediGrant fraud control units.

“Sec. 2135. Recoveries from third parties and others.

“Sec. 2136. Assignment of rights of payment.

“Sec. 2137. Quality assurance standards for nursing facilities.

“Sec. 2138. Other provisions promoting program integrity.

“PART E—ESTABLISHMENT AND AMENDMENT OF STATE MEDIGRANT PLANS

“Sec. 2151. Submittal and approval of MediGrant plans.
“Sec. 2152. Submittal and approval of plan amendments.
“Sec. 2153. Process for State withdrawal from program.
“Sec. 2154. Sanctions for substantial noncompliance.
“Sec. 2155. Secretarial authority.

“PART F—GENERAL PROVISIONS

“Sec. 2171. Definitions.

“Sec. 2172. Treatment of territories.

“Sec. 2173. Description of treatment of Indian Health Service facilities.
“Sec. 2174. Application of certain general provisions.

“Sec. 2175. MediGrant master drug rebate agreements.
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“SEC. 2100. PURPOSE; STATE MEDIGRANT PLANS.

“(a) PurPose.—The purpose of this title is to provide block grants to States to
enable them to provide medical assistance to low-income individuals and families in
a more effective, efficient, and responsive manner.

“(b) STATE PLAN REQUIRED.—A State is not eligible for payment under section
2122 of this title unless the State has submitted to the Secretary under part E a
plan (in this title referred to as a ‘MediGrant plan’) that—

“(1) sets forth how the State intends to use the funds provided under this
title to provide medical assistance to needy individuals and families consistent
with the provisions of this title, and

“(2) is approved under such part.

“(c) CoNTINUED APPROVAL.—AN approved MediGrant plan shall continue in ef-
fect unless and until—

“(1) the State amends the plan under section 2152,

“(2) the State terminates participation under this title under section 2153,
or

“(3) the Secretary finds substantial noncompliance of the plan with the re-
quirements of this title under section 2154.

“(d) STATE ENTITLEMENT.—This title constitutes budget authority in advance of
appropriations Acts, and represents the obligation of the Federal Government to
provide for the payment to States of amounts provided under part C.

"PART A—OBJECTIVES, GOALS, AND PERFORMANCE UNDER STATE PLANS

“SEC. 2101. DESCRIPTION OF STRATEGIC OBJECTIVES AND PERFORMANCE GOALS.

“(a) DescrIPTION.—A MediGrant plan shall include a description of the strate-
gic objectives and performance goals the State has established for providing health
care services to low-income populations under this title, including a general descrip-
tion of the manner in which the plan is designed to meet these objectives and goals.

“(b) CERTAIN OBJECTIVES AND GoOALS REQUIRED.—A MediGrant plan shall in-
clude strategic objectives and performance goals relating to rates of childhood immu-
nizations and reductions in infant mortality and morbidity.

“(c) ConsiDERATIONS.—IN specifying these objectives and goals the State may
consider factors such as the following:

“(1) The State’s priorities with respect to such areas as providing assistance
to low-income populations.

“(2) The State’s priorities with respect to the general public health and the
health status of individuals eligible for assistance under the MediGrant plan.

“(3) The State’s financial resources, the particular economic conditions in
the State, and relative adequacy of the health care infrastructure in different
regions of the State.

“(d) PERFORMANCE MEASURES.—TO0 the extent practicable—

“(1) one or more performance goals shall be established by the State for
each strategic objective identified in the MediGrant plan; and
“(2) the MediGrant plan shall describe, how program performance will be—
“(A) measured through objective, independently verifiable means, and
“(B) compared against performance goals, in order to determine the
State’s performance under this title.

“(e) PERIOD COVERED.—

“(1) STRATEGIC OBJECTIVES.—The strategic objectives shall cover a period of
not less than 5 years and shall be updated and revised at least every 3 years.

“(2) PERFORMANCE GOALs.—The performance goals shall be established for
dates that are not more than 3 years apart.

“SEC. 2102. ANNUAL REPORTS.

“(a) IN GENERAL.—In the case of a State with a MediGrant plan that is in effect
for part or all of a fiscal year, no later than March 31 following such fiscal year
(or March 31, 1998, in the case of fiscal year 1996) the State shall prepare and sub-
mit to the Secretary and the Congress a report on program activities and perform-
ance under this title for such fiscal year.

“(b) ConTENTS.—Each annual report under this section for a fiscal year shall
include the following:

“(1) EXPENDITURE AND BENEFICIARY SUMMARY.—

“(A) INITIAL sumMmARY.—For the report for fiscal year 1997 (and, if ap-
plicable, fiscal year 1996), a summary of all expenditures under the
MediGrant plan during the fiscal year (and during any portions of fiscal
year 1996 during which the MediGrant plan was in effect under this title)
as follows:
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“(i) Aggregate medical assistance expenditures, disaggregated to
the extent required to determine compliance with the set-aside require-
ments of subsections (a) through (c) section 2112 and to compute the
case mix index under section 2121(d)(3).

“(if) For each general category of eligible individuals (specified in
subsection (c)(1), aggregate medical assistance expenditures and the
total and average number of eligible individuals under the MediGrant
plan.

“(iii) By each general category of eligible individuals, total expendi-
tures for each of the categories of health care items and services (speci-
fied in subsection (c)(2)) which are covered under the MediGrant plan
and provided on a fee-for-service basis.

“(iv) By each general category of eligible individuals, total expendi-
tures for payments to capitated health care organizations (as defined
in section 2114(c)(1)).

“(v) Total administrative expenditures.

“(B) SUBSEQUENT suMMARIES.—For reports for each succeeding fiscal
year, a summary of—

“(i) all expenditures under the MediGrant plan consistent with the
reporting format specified by the MediGrant Task Force under section
2106(d)(1), and

“(i1) the total and average number of eligible individuals under the
MediGrant plan for each general category of eligible individuals..

“(2) UTILIZATION SUMMARY.—

“(A) INITIAL suMMARY.—For the report for fiscal year 1997 (and, if ap-
plicable, fiscal year 1996), summary statistics on the utilization of health
care services under the MediGrant plan during the year (and during any
portions of fiscal year 1996 during which the MediGrant plan was in effect
under this title) as follows:

“(i) For each general category of eligible individuals and for each
of the categories of health care items and services which are covered
under the MediGrant plan and provided on a fee-for-service basis, the
number and percentage of persons who received such a type of service
or item during the period covered by the report.

“(if) Summary of health care utilization data reported to the State
by capitated health care organizations.

“(B) SUBSEQUENT SUMMARIES.—For reports for each succeeding fiscal
year, summary statistics on the utilization of health care services under the
MediGrant plan consistent with the reporting format specified by the
MediGrant Task Force under section 2106(d)(1).

“(3) ACHIEVEMENT OF PERFORMANCE GOALS.—With respect to each perform-
ance goal established under section 2101 and applicable to the year involved—

“(A) a brief description of the goal;

“(B) data on the actual performance with respect to the goal,

“(C) a review of the extent to which the goal was achieved, based on
such data; and

“(D) where a performance goal has not been met—

“(i) why the goal was not met, and

“(i1) actions to be taken in response to such performance (including
adjus}ments in performance goals or program activities for subsequent
years).

“(4) PROGRAM EVALUATIONS.—A summary of the findings of evaluations
under section 2103 completed during the fiscal year covered by the report.

“(5) FRAUD AND ABUSE AND QUALITY CONTROL ACTIVITIES.—A general de-
scription of the State’s activities under part D to detect and deter fraud and
abuse and to assure quality of services provided under the program.

“(6) PLAN ADMINISTRATION.—

“(A) A description of the administrative roles and responsibilities of en-
tities in the State responsible for administration of this title.

“(B) Organizational charts for each entity in the State primarily re-
sponsible for activities under this title.

“(C) A brief description of each interstate compact (if any) the State has
entered into with other States with respect to activities under this title.

“(D) General citations to the State statutes and administrative rules
governing the State’s activities under this title.

“(7) INPATIENT HOSPITAL PAYMENTS.—With respect to inpatient hospital
services provided under the MediGrant plan on a fee-for-service basis, a descrip-
tion of the average amount paid per discharge in the fiscal year compared either
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to the average charge for such services or to the State’s estimate of the average
amount paid per discharge by commercial health insurers in the State.
“(c) DEFINITIONS.—In this section:
“(1) Each of the following is a general category of eligible individuals:
“(A) Children.
“(B) Blind or disabled adults under 65 years of age.
“(C) Persons 65 years of age or older.
“(D) Other adults.
“(2) The health care items and services described in each subparagraph of
section 2171(a)(1) shall be considered a separate category of health care items
and services.

“SEC. 2103. PERIODIC, INDEPENDENT EVALUATIONS.

“(@) IN GENERAL.—During fiscal year 1998 and every third fiscal year there-
after, each State shall provide for an evaluation of the operation of its MediGrant
plan under this title.

“(b) INnDEPENDENT.—Each such evaluation with respect to an activity under the
MediGrant plan shall be conducted by an entity that is neither responsible under
State law for the submission of the State plan (or part thereof) nor responsible for
administering (or supervising the administration of) the activity. If consistent with
the previous sentence, such an entity may be a college or university, a State agency,
a legislative branch agency in a State, or an independent contractor.

“(c) ResearcH DesicN.—Each such evaluation shall be conducted in accordance
with a research design that is based on generally accepted models of survey design
and sampling and statistical analysis.

“SEC. 2104. DESCRIPTION OF PROCESS FOR MEDIGRANT PLAN DEVELOPMENT.

“Each MediGrant plan shall include a description of the process under which
the plan shall be developed and implemented in the State (consistent with section
2105).

“SEC. 2105. CONSULTATION IN MEDIGRANT PLAN DEVELOPMENT.

“(a) PusLic NoOTICE PROCESS.—

“(1) IN GENERAL.—Before submitting a MediGrant plan or a plan amend-
ment described in paragraph (3) to the Secretary under part E, a State shall
provide—

“(A) public notice respecting the submittal of the proposed plan or
amendment, including a general description of the plan or amendment;
“(B) a means for the public to inspect or obtain a copy (at reasonable
charge) of the proposed plan or amendment; and
“(C) an opportunity for submittal and consideration of public comments
on the proposed plan or amendment.
The previous sentence shall not apply to a revision of a MediGrant plan (or re-
vision of an amendment to a plan) made by a State under section 2154(c)(1) or
to a plan amendment withdrawal described in section 2152(c)(4).

“(2) CoNTENTS OF NOTICE.—A notice under paragraph (1)(A) for a proposed
plan or amendment shall include a description of—

“(A) the general purpose of the proposed plan or amendment (including
applicable effective dates),

“(B) where the public may inspect the proposed plan or amendment,

“(C) how the public may obtain a copy of the proposed plan or amend-
ment and the applicable charge (if any) for the copy, and

“(D) how the public may submit comments on the proposed plan or
amendment, including any deadlines applicable to consideration of such
comments.

“(3) AMENDMENTS DESCRIBED.—AN amendment to a MediGrant plan de-
scribed in this paragraph is an amendment which makes a material and sub-
stantial change in eligibility under the MediGrant plan or the benefits provided
under the plan.

“(4) PuLIcATION.—Notices under this subsection may be published (as se-
lected by the State) in one or more daily newspapers of general circulation in
thsle State or in any publication used by the State to publish State statutes or
rules.

“(5) CoMPARABLE PROCESS.—A separate notice, or notices, shall not be re-
quired under this subsection for a State if notice of the MediGrant plan or an
amendment to the plan will be provided under a process specified in State law
that is substantially equivalent to the notice process specified in this subsection.
“(b) ADvisorY COMMITTEE.—
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“(1) IN GENERAL.—Each State with a MediGrant plan shall establish and
maintain an advisory committee.

“(2) ConsuLTATION.—The State shall periodically consult with the advisory
committee in the development, revision, and monitoring the performance of the
MediGrant plan, including—

“(A) the development of strategic objectives and performance goals

under section 2101,

“(B) the annual report under section 2102, and
“(C) the research design under section 2103(c).

“(3) GEOGRAPHIC DIVERSITY.—The composition of the advisory committee
shall be chosen in a manner that assures some representation on the advisory
committee of the different general geographic regions of the State. Nothing in
the previous sentence shall be construed as requiring proportional representa-
tion of geographic areas in a State.

“(4) ConsTRuUcTION.—Nothing in this title shall be construed as preventing
a State from establishing more than one advisory committee, including special-
ized advisory committees that represent the interests of specific population
groups, provider groups, or geographic areas.

“SEC. 2106. MEDIGRANT TASK FORCE.

“(@) IN GENERAL.—The Secretary shall provide for the establishment of a
MediGrant Task Force (in this section referred to as the ‘Task Force’).

“(b) ComposiTioN.—The Task Force shall consist of 6 members appointed by the
chair of the National Governors Association and 6 members appointed by the vice
chair of the National Governors Association.

“(c) AbvisoRy GRouP FOR TAsk Force.—The Secretary shall provide for the es-
tablishment of an advisory group to assist the Task Force in carrying out its duties
under this section, consisting of one representative appointed by each of the follow-
ing associations:

“(1) National Committee for Quality Assurance.

“(2) Joint Commission for the Accreditation of Healthcare Organizations.

“(3) Group Health Association of America.

“(4) American Managed Care and Review Association.

“(5) Association of State and Territorial Health Officers.

“(6) American Medical Association.

“(7) American Hospital Association.

“(8) American Dental Association.

“(9) American College of Gerontology.

“(10) American Health Care Association.

“(11) An association identified by the Secretary as representing the inter-
ests of disabled individuals.

“(12) An association identified by the Secretary as representing the inter-
ests of children.

“(13) An association identified by the Secretary as representing the inter-
ests of the elderly.

“(14) An association identified by the Secretary as representing the inter-
ests of mentally ill individuals.

Any reference in this subsection to a particular group shall be deemed a reference
to any successor to such group.

“(d) DuTIES.—

“(1) FORMAT FOR EXPENDITURE AND UTILIZATION SUMMARIES.—The Task
Force shall specify, by not later than December 31, 1996, the format of expendi-
ture summaries and utilization summaries required under section 2102. Such
format may provide for the reporting of different information from that required
under section 2102(a), but shall include the reporting of at least the information
described in section 2102(b)(1)(A)(i).

“(2) MoDELS AND SUGGESTIONS.—The Task Force shall study and report to
Congress and the States, by not later than April 1, 1997, recommendations on
the following:

“(A) Recommended models for strategic objectives and performance
goals for consideration by States in the development of such objectives and
goals under section 2102, including alternative models for each of the objec-
tives and goals described in section 2101(b).

“(B) For each suggested model for a strategic objective or performance
goal suggested methodologies for States to consider in measuring and veri-
fying the objective or goal.
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“(C) An assessment of the potential usefulness to States of quality as-
surance safeguards, utilization data sets, and accreditation programs that
are used or under development in the private sector.

“(D) Recommended designs and evaluation methodologies for consider-
ation by States in providing for independent evaluations under section
2103.

“(3) ConsTRuUcTION.—Nothing in this subsection shall be construed as re-
quiring a State to adopt any of the strategic objectives or performance goals
suggested under paragraph (2).

“(e) ADMINISTRATIVE AssiSTANCE.—Administrative support for the Task Force
shall be provided by the Agency for Health Care Policy and Research (or, in the ab-
sence of such Agency, the Secretary).

“PART B—ELIGIBILITY, BENEFITS, AND SET-ASIDES

“SEC. 2111. GENERAL DESCRIPTION OF ELIGIBILITY AND BENEFITS.

“(a) IN GENERAL.—Each MediGrant plan shall include a description (consistent
with this title) of the following:

“(1) ELiciBLE POPULATION.—The population eligible for medical assistance
under the plan, including—

“(A) any limitations on categories of such individuals;

“(B) any limitations as to the duration of eligibility;

“(C) any eligibility standards relating to age, income (including any
standards relating to spenddowns), residency, resources, disability status,
immigration status, or employment status of individuals;

“(D) methods of establishing (and continuing) eligibility and enrollment
(including the methodology for computing family income);

“(E) the eligibility standards in the plan that protect the income and
resources of a married individual who is living in the community and whose
spouse is residing in an institution in order to prevent the impoverishment
of the community spouse; and

“(F) any other standards relating to eligibility for medical assistance
under the plan.

“(2) ScopE oF AssiIsSTANCE.—The amount, duration, and scope of health care
services and items covered under the plan, including differences among dif-
ferent eligible population groups.

“(3) DELIVERY METHOD.—The State’s approach to delivery of medical assist-
ance, including a general description of—

“(A) the use (or intended use) of vouchers, fee-for-service, or managed
care arrangements (such as capitated health care plans, case management,
and case coordination), and

“(B) utilization control systems.

“(4) FEE-FOR-SERVICE BENEFITS.—T0 the extent that medical assistance is
furnished on a fee-for-service basis—

“(A) how the State determines the qualifications of health care provid-
ers eligible to provide such assistance, and

“(B) how the State determines rates of reimbursement for providing
such assistance.

“(5) CosT-sHARING.—Beneficiary cost-sharing (if any), including variations
in such cost-sharing by population group or type of service and financial respon-
sibilities of parents of recipients under 21 years of age and the spouses of recipi-
ents.

“(6) UTILIZATION INCENTIVES.—Incentives or requirements (if any) to en-
courage the appropriate utilization of services.

“(7) TREATMENT OF HEALTH CENTERS.—

“(A) IN GENERAL.—InN the case of a State in which one or more health
centers is located, the MediGrant plan shall include a description of—

“(i) what provision (if any) has been made for payment for items
and services furnished by health centers, and

“(ii) the manner in which medical assistance for low-income eligible
individuals who received health care services at health centers on or
before the date of the enactment of this title may be provided, as deter-
mined by the State in consultation with the health centers in the State.

“(B) HEALTH CENTER DEFINED.—For purposes of subparagraph (A), the
term ‘health center’ means an entity that—

“(i) is receiving a grant under section 329, 330, 340, or 340A of the

Public Health Service Act; or
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“(ii) based on the recommendation of the Health Resources and

Services Administration within the Public Health Service, was deter-

mined by the Secretary to meet the requirements to receive such a

grant.

“(8) SUPPORT FOR CERTAIN HOSPITALS.—

“(A) IN GENERAL.—With respect to hospitals described in subparagraph
(B) located in the State, the MediGrant plan shall includes a description—

“(i) of the extent to which provisions have been made for expendi-
tures for items and services furnished by such hospitals and covered
under the plan, and

“(ii) for individuals who (1) are enrolled for benefits for covered
services under the MediGrant plan and (I1) were previously receiving
benefits for such services under the medicaid program by or through
such hospitals, where or how they will receive benefits for such services
under the MediGrant plan if the MediGrant plan does not permit such
ir]di\I/iduaIs to obtain benefits for those services by or through such hos-
pitals.

“(B) HosPiTALS DESCRIBED.—For purposes of subparagraph (A), a hos-
pital described in this subparagraph is a subsection (d) hospital (as defined
in section 1886(d)(1)(B)) that is described in clauses (i) and (ii) of section
340B(a)(4)(L) of the Public Health Service Act.

“(b) IMMUNIZzATIONS FOR CHILDREN.—The MediGrant plan shall provide medical
assistance for immunizations for children eligible for any medical assistance under
the MediGrant plan, in accordance with a schedule for immunizations established
by the Health Department of the State in consultation with the individuals and en-
tities in the State responsible for the administration of the plan.

“(c) EQUAL PAYMENT RATES FOR RURAL PROVIDERS.—A State with a MediGrant
plan shall establish payment rates for all services of rural providers that are com-
parable to the payment rates established for like services of such type of providers
not in rural areas; except that a State may provide for incentive payments to attract
and retain providers to medically underserved areas.

“(d) PReexiSTING CoNDITION ExcrusioNs.—Notwithstanding any other provi-
sion of this title—

“(1) a MediGrant plan may not deny or exclude coverage of any item or
service for an eligible individual for benefits under the MediGrant plan for such
item or service on the basis of a preexisting condition; and

“(2) if a State contracts or makes other arrangements (through the eligible
individual or through another entity) with a capitated health care organization,
insurer, or other entity, for the provision of items or services to eligible individ-
uals under the MediGrant plan and the State permits such organization, in-
surer, or other entity to exclude coverage of a covered item or service on the
basis of a preexisting condition, the State shall provide, through its MediGrant
plan, for such coverage (through direct payment or otherwise) for any such cov-
ered item or service denied or excluded on the basis of a preexisting condition.

“SEC. 2112. SET-ASIDES OF FUNDS FOR POPULATION GROUPS.

“(a) ForR TARGETED Low-INCOME FAMILIES.—

“(1) IN GENERAL.—Subject to subsection (e), a MediGrant plan shall provide
that the amount of funds expended under the plan for medical assistance for
targeted low-income families (as defined in paragraph (3)) for a fiscal year shal