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Public Law 99-514
99th Congress

An Act
To reform the internal revenue laws of the United States. _O[CI;I{%—TE:S«??
Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled, T;axgl;gform Act
1986.
SECTION 1. SHORT TITLE; TABLE OF CONTENTS. 26 USC 1 of seq.

(a) SHorT T1TLE.—This Act may be cited as the “Tax Reform Act of
1986".
(b) TABLE oF CONTENTS.—

TITLE I—INDIVIDUAL INCOME TAX PROVISIONS

Subtitle A—Rate Reductions; Increase in Standard Deduction and Personal
Exemptions
Sec. 101. Rate reductions.
Sec. 102. Increase in standard deduction.

Sec. 103. Increase in personal exemptions.
Sec. 104. Technical amendments.

Subtitle B—Provisions Related to Tax Credits

Sec. 111. Increase in earned income credit.

Sec. 112. Repeal of credit for contributions to candidates for public office.
Subtitle C—Provisions Related to Exclusions

Sec. 121. Taxation of unemployment compensation.
Sec. 122. Prizes and awards.
Sec. 128. Scholarships.

Subtitle D—Provisions Related to Deductions

Sec. 131. Repeal of deduction for 2-earner married couples.
Sec. 132. 2-percent floor on miscellaneous itemized deductions.
Sec. 133. Medical expense deduction limitation increased.

Sec. 134. Repeal of deduction for State and local sales tax.
Sec. 135. Repeal of deduction for adoption expenses.

Subtitle E—Miscellaneous Provisions

Sec. 141. Repeal of income averaging.

Sec. 142. Limitations on deductions for meals, travel, and entertainment.

Sec. 143. Changes in treatment of hobby loss, etc.

Sec. 144. Deduction for mortgage interest and real property taxes allowabie where
parsonage allowance or military housing allowance received.

Subtitle F—Effective Dates
Sec. 151. Effective dates.

TITLE IH—PROVISIONS RELATING TO CAPITAL COST

Subtitle A—Depreciation Provisions

Sec. 201. Modification of accelerated cost recovery system.
Sec. 202. Expensing of depreciable assets.
Sec. 203. Effective dates; general transitional rules.

Subtitle B—Repeal of Regular Investment Tax Credit

Sec. 211. Repeal of regular investment tax credit.
Sec. 212. Effective 15-year carryback of existing carryforwards of steel companies.
Sec. 213. Effective 15-year carryback of existing carryforwards of qualified farmers.
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Subtitle C—General Business Credit Reduction

221. Reduction in tax liability which may be offset by business credit from 85
percent to 75 percent.

Subtitle D—Research and Development Provisions

231. Amendments relating to credit for increasing research activities.
232. Extension of credit for clinical testing expenses for certain drugs.

Subtitle E—Changes in Certain Amortization Provisions

241. Repeal of 5-year amortization of trademark and trade name expenditures.

242. Repeal of amortization of railroad grading and tunnel bores.

243. Deduction for bus and freight forwarder operating authority.

244, Treatment of expenditures for removal of architectural barriers to the
handicapped and elderly made permanent.

Subtitle F—Provisions Relating to Real Estate

251. Modification of investment tax credit for rehabilitation expenditures.
252. Low-income housing credit.

Subtitle G—Merchant Marine Capital Construction Funds
261. Provisions relating to merchant marine capital construction funds.

TITLE III—CAPITAL GAINS

Subtitle A—Individual Capital Gains

301. Repeal of exclusion for long-term capital gains of individuals.
302. 28-percent capital gains rate for taxpayers other than corporations.

Subtitle B—Repeal of Corporate Capital Gains Treatment
311. Repeal of corporate capital gains treatment.

Subtitle C—Incentive Stock Options

321. Repeal of requirement that incentive stock options are exercisable only in
chronological order; modification of $100,000 limitation.

, Subtitle D—Straddles
331. Year-end rule expanded.
TITLE IV—AGRICULTURE, ENERGY, AND NATURAL RESOURCES

Subtitle A—Agriculture

401. Limitation on expensing of soil and water conservation expenditures.

402. Repeal of special treatment for expenditures for clearing land.

403. Treatment of dispositions of converted wetlands or highly erodible
croplands.

404. Limitation on certain prepaid farming expenses.

405. Tax treatment of discharge of certain indebtedness of solvent farmers.

Subtitle B—Treatment of Oil, Gas, Geothermal, and Hard Minerals

411. Treatment of intangible drilling costs and mineral exploration and devel-
opment costs.

412. Modification of percentage depletion rules.

413. Gain from disposition of interests in oil, gas, geothermal, or other mineral
properties.

Subtitle C—Other Provisions

421. Extension of energy investment credit for solar, geothermal, ocean ther-
mal, and biomass property.

422. Provisions relating to excise tax on fuels.

423. Ethyl alcohol and mixtures thereof for fuel use.

TITLE V—TAX SHELTER LIMITATIONS; INTEREST LIMITATIONS

Subtitle A—Limitations on Tax Shelters

501. Limitations on losses and credits from passive activities.
502. Transitional rule for low-income housing.
503. Extension of at risk limitations to real property.
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Subtitle B—Interest Expense
511. Limitations on deduction for nonbusiness interest.

TITLE VI-CORPORATE PROVISIONS

Subtitle A—Corporate Rate Reductions
601. Corporate rate reductions.

Subtitle B—Treatment of Stock and Stock Dividends

611. Reduction in dividends received deduction.

612. Repeal of partial exclusion of dividends received by individuals.

613. Nondeductlhlllty of stock redemption expenses.

. 614. Reduction in stock basis for nontazed portion of extraordinary dividends.

Subtitle C—Limitation on Net Operating Loss Carryforwards and Excess Credit
Carryforwards
Seec. 621. Limitation on net operating loss carryforwards.

Subtitle D—Recognition of Gain and Loss on Distributions of Property in
Liquidation
631. Recognition of gain and loss on distributions of property in liquidation.
632. Treatment of C corporations electing subchapter S status.

633. Effective dates.
634. Study of corporate provisions.

Subtitle E—Other Corporate Provisions’

641. Special allocation rules for certain asset acquisitions.
642. Modification of definition of related party.

643. Treatment of amortizable bond premium as interest.
644. Provisions relating to cooperative housing corporations.
645. Special rules relating to personal holding company tax.
646. Certain entitles not treated as corporations.

647. Special rule for disposition of stock of subsidiary.

Subtitle F—Regulated Investment Companies

651. Excise tax on undistributed income of regulated investment companies.
652. Treatment of business development companies.

653. Amendments to qualification rules.

654. Treatment of series funds as separate corporations.

655. Extension of period for mailing notices to shareholders.

656. Protection of mutual funds receiving third-party summonses.

657. Certain distributions not treated as preferential dividends.

Subtitle G—Real Estate Investment Trusts

661. General qualification requirements.

662. Asset and income requirements.

663. Definition of rents.

664. Distribution requirements.

665. Treatment of capital gains.

666. Modifications of prohibited transaction rules.

667. Deficiency dividends of real estate investment trusts not subject to penalty
under section 6697.

668. Excise tax on undistributed income of real estate investment trusts.

669. Effective dates.

Subtitle H—Taxation of Interests in Entities Holding Real Estate Mortgages

. Taxation of real estate mortgage investment conduits.

672. Rules for accruing original issue discount on regular interests and similar
debt instruments.

673. Treatment of taxable mortgage pools.
674. Compliance provisions.
675. Effective dates.

TITLE VII—ALTERNATIVE MINIMUM TAX

701. Alternative minimum tax for individuals and corporations,
702. Study of book and earnings and profits adjustments.
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TITLE VIII—ACCOUNTING PROVISIONS

Subtitle A—General Provisions

Limitation on use of cash method of accounting.

Simplified dollar-value LIFO method for certain small businesses.

Capitalization and inclusion in inventory costs of certain expenses.

Modifications of method of accounting for long-term contracts.

Repeal of reserve for bad debts of taxpayers other than financial institu-
tions.

Taxable years of certain entities.

Subtitle B—Treatment of Instaliment Obligations

Allocation of indebtedness as payment on installment obligation.
Disallowance of use of installment method for certain obligations.

Subtitle C—Other Provisions

Income attributable to utility services.

Repeal of application of discharge of indebtedness rules to qualified busi-
ness indebtedness.

Repeal of deduction for qualified discount coupons.

Inclusion in gross income of contributions in aid of construction.

TITLE IX—FINANCIAL INSTITUTIONS

Limitations on bad debt reserves.

Interest incurred to carry tax-exempt bonds.

Termination of special 10-year carryback rules for certain financial insti-
tutions; new special carryover rules for certain losses.

Repeal of special reorganization rules for financial institutions.

Treatment of losses on deposits or accounts in insolvent financial institu-
tions.

TITLE X—INSURANCE PRODUCTS AND COMPANIES

Subtitle A—Policyholder Issues

Repeal of exclusion for interest on installment payments of life insurance
proceeds.

Exclusion from income with respect to structured settlements limited to
cases involving physical injury.

Denial of deduction for interest on loans from certain life insurance
contracts.

Deduction for nonbusiness casualty losses covered by insurance allowable
only if claim filed.

Subtitle B—Life Insurance Companies
Repeal of special life insurance company deduction.

1012. Repeal of tax-exempt status for certain organizations providing commer-

1013.

1021.
1022.
1023.
1024.

1025.

1031.

cial-type insurance.
Operations loss deduction of insolvent companies may offset distributions
from policyholders surplus account.

Subtitle C—Property and Casualty Insurance Companies

Inclusion in income of 20 percent of unearned premium reserve.

Treatment of certain dividends and tax-exempt interest.

Discounting of unpaid losses and certain unpaid expenses.

Repeal of protection against loss account; revision of special treatment
for small companies; combination of parts II and IIIL.

Study of treatment of property and casualty insurance companies.

Subtitle D—Miscellaneous Provisions

Physicians' and surgeons’ mutual protection and interindemnity arrange-
ments or associations.
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TITLE XI—PENSIONS AND DEFERRED COMPENSATION; EMPI OYEE
BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS

Subtitle A—Pensions and Deferred Compensation

ParT I—LiMITATIONS ON TAX-DEFERRED SAVINGS
SUBPART A—RULES APPLICABLE TO IRAS

1101. Limitations on IRA deductions for active participants in certain pension
plans.

1102. Nondeductible contributions may be made to individual retirement plans.

1103. Spousal deduction allowed where spouse has small amount of earned
income.

SUBPART B—OTHER PROVISIONS

1105. $7,000 limitation on elective deferrals.

1106. Adjustments to limitations on contributions and benefits under qualified
plans. '

1107. Modifications of section 457.

1108. Special rules for simplified employee pensions.

1109. Deductible contributions permitted under section 501(c)18) plan.

ParT II—NONDISCRIMINATION REQUIREMENTS
SUBPART A—GENERAL REQUIREMENTS

1111. Application of nondiscrimination rules to integrated plans.
1112. Minimum coverage requirements for qualified plans.

1113. Minimum vesting siandards.

1114. Definition of highly compensated employee.

1115. Separate lines of business; compensation.

SUBPART B—OTHER PROVISIONS

1116. Cash or deferred arrangements.

1117. Nondiscrimination requirements for employer matching contributions
and employee contributions.

1118. Benefits treated as accruing ratably for purposes of determining whether
plan is top-heavy.

1119. Modification of rules for benefit forfeitures.

1120. Nondiscrimination requirements for tax-sheltered annuities.

PART III—TREATMENT OF DISTRIBUTIONS

1121. Minimum distribution requirements.

1122, Taxation of distributions.

1123. Unliform additional tax on early distributions from qualified retirement
plans.

1124, Election to treat certain lump sum distributions received during 1987 as
received during 1986.

ParT IV—MISCELLANEOUS PROVISIONS

1131. Adjustments to section 404 limitations.
1132. Excise tax on reversion of qualified plan assets to employer.
1133. Tax on excess distributions.

1135. Deferred annuities available only to natural persons.

1136. Profits not required for profit-sharing plans.

1137. Requirement that collective bargaining agreements be bona fide.

1138. Penaity on underpayments attributable to overstatement of pension
liabilities.

1139. Interest rate assumptions.

1140. Plan amendments not required under January 1, 1989,

1141. Issuance of final regulations.

1142. Secretary to accept applications with respect to section 401(k) plans.

1143. Treatment of certain fishermen as self-employed individuals.

1144. Acquisition of gold and silver coins by individual retirement accounts.

1145. Requirement of joint and survivor annuities and preretirement survivor
annuities not to apply to certain plan.

1146. Treatment of leased employees.

1147, Tax treatment of Federal Thrift Savings Fund.
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Subtitle B—Employee Benefit Provisions

PART I—NONDISCRIMINATION RULES FOR CERTAIN STATUTORY EMPLOYEE BENEFIT

PLaANS

Sec. 1151. Nondiscrimination rules for coverage and benefits under certain statu-
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tory employee benefit plans.

Part II—OTHER PROVISIONS

Deductibility of health insurance costs of self-employed individuals.

2-year extension of exclusions for educational assistance programs and
group legal plans.

$5,000 limit on dependent care assistance exclusion.

Tax treatment of faculty housing.

Limitation on accrual of vacation pay.

Treatment of certain full-time life insurance salesmen.

Extension of due date for study of welfare benefit plans.

Exclusion from gross income of certain military benefits.

Subtitle C—Changes Relating to Employee Stock Ownership Plans

1171,
1172,
1173.
1174,
1175.
1176.
1177.

1201.
1202.

1203.
1204.
1205.

1211.
1212,
1213.
1214.
1215.
1216.

Repeal of employee stock ownership credit.

Estate tax deduction for proceeds from sales of employer securities.
Provisions relating to loans used to acquire employer securities.
Requirements for employee stock ownership plans.

Additional qualification requirements.

Special ESOP requirements.

Transition rules.

TITLE XII—FOREIGN TAX PROVISIONS

Subtitle A—Foreign Tax Credit Modifications

Separate application of section 904 with respect to certain categories of
income. '

Deemed paid credit under sections 902 and 960 determined on accumu-
lated basis.

Clarification of treatment of separate limitation losses.

Foreign taxes used to provide subsidies.

Lil;lel;'taﬁ(igé?]n carryback of foreign tax credits to taxable years beginning

ore .

Subtitie B—Source Rules

Determination of source in case of sales of personal property.

Special rules for transportation income.

Source rule for space and certain ocean activities.

Limitations on special treatment of 80-20 corporations.

Rules for allocating interest, etc., to foreign source income.

l-year modification in regulations providing for allocation of research
and experimental expenditures.

Subtitle C—Taxation of Income Earned Through Fereign Corporations

1221.
1222,

1223.
1224.
1225.

1226,
1227,

1231.
1232.
1233.
1234.
12856.
1236.

Income subject to current taxation.

Testing controlled foreign corporations and foreign personal holding com-
panies by value and voting power.

Subpart F de minimis rule.

Repeal of special treatment of possessions corporations.

Only effectively connected capital gains and losses of foreign corporations
taken into account for purposes of accumulated earnings tax and per-
sonal holding company provisions.

Deductions for dividends received from certain foreign corporations.

Special rule for application of section 954 to certain dividends.

Subtitle D—Special Tax Provisions for United States Persons

Modifications to section 936.

Treatment of certain persons in Panama.

Provisions relating to section 911 exclusion.

Foreign compliance provisions.

Treatment of certain passive foreign investment companies.

Treatment of interest on obligations of the United States received by
banks organized in Guam.
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Subtitle E—Treatment of Foreign Taxpayers

Sec. 1241. Branch profits tax.

Sec. 1242. Treatment of deferred payments and appreciation arising out of business
conducted within the United States.

Sec. 1243. Treatment under section 877 of property received in tax-free exchanges,
ete.

Sec. 1244. Study of United States reinsurance industry.

Sec. 1245. Information with respect to certain foreign-owned corporations.

Sec. 1246. Withholding tax on amounts paid by partnerships to foreign partners.

Sec. 1247. Income of foreign governments.

Sec. 1248. Limitation on cost of property imported from related persons.

Sec. 1249. Treatment of dual residence corporations.

Subtitle F—Foreign Currency Transactions
Sec. 1261. Treatment of foreign currency transactions.

Subtitle G—Tax Treatment of Possessions

ParT I—TREATMENT OF GUAM, AMERICAN SAMOA, AND THE NORTHERN MARIANA
) IsLANDs

Sec. 1271. Authority of Guam, American Samoa, and the Northern Mariana Islands
to enact revenue laws.

Sec. 1272. Exclusion of possession source income from the gross income of certain
individuals.

Sec. 1273. Treatment of corporations organized in Guam, American Samoa, or the
Northern Mariana Islands.

PaARrT II—TREATMENT OF THE VIRGIN ISLANDS

Sec. 1274. Coordination of United States and Virgin Islands income taxes.
Sec. 1275. Virgin Islands corporations allowed possession tax credit.

Pagt III--Cover OvER oF INncoME TAXES
Sec. 1276. Cover over of income taxes.

ParT IV—EFFECTIVE DATE
Sec. 1277, Effective date.

TITLE XIII-TAX-EXEMPT BONDS

Subtitle A—Amendments of Internal Revenue Code of 1954

Sec. 1301. State and local bonds.
Sec. 1302. Repeal of provisions relating to general stock ownership corporations.

Subtitle B—Effective Dates and Transitional Rules

Sec. 1311. General effective dates.

Sec. 1312. Transitional rules for construction or binding agreements, ete.

Sec. 1313. Transitional rules relating to refundings.

Sec. 1314. Special rules for certain bonds issued before August 16, 1986.

Sec. 1315. Transitional rules relating to volume cap.

Sec. 1316. Provisions relating to bonds provided special rules under prior revenue
acts.

Sec. 1317. Other transitional rules.

Sec. 1318. Transitional rules for specific facilities.

Sec. 1319. Definitions, etc., relating to effective dates and transitional rules.

TITLE XIV—TRUSTS AND ESTATES; UNEARNED INCOME OF CERTAIN
MINOR CHILDREN; GIFT AND ESTATE TAXES; GENERATION-SKIPPING

TRANSFER TAX
Subtitle A—Income Taxation of Trusts and Estates

Sec. 1401. Grantor treated as holding any power or interest of grantor’s spouse.

Sec. 1402. Limitations to reversionary interest rule exceptions.

Sec. 1403. Taxable year of trusts to be calendar year.

Sec. 1404. Trusts and certain estates to make estimated payments of income taxes.

Subtitle B—Unearned Income of Certain Minor Children
Sec. 1411. Unearned income of certain minor children.
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Subtitle C—Gift and Estate Taxes

Information necessary for valid special use valuation election.

Gift and estate tax deductions for certain conservation easement dona-
tions.

Conveyance of certain real and personal property of decedent to charita-
ble foundation treated as charitable contribution.

Subtitle D—Generation Skipping Transfers

New tax on generation-skipping transfers.
Related amendments.
Effective dates.

TITLE XV—COMPLIANCE AND TAX ADMINISTRATION

Subtitle A—Revision of Certain Penalties, Etc.

Penalty for failure to file information returns or statements.
Increase in penalty for failure to pay tax.

Amendments to penalty for negligence and fraud.

Increase in penalty for substantial understatement of liability.

Subtitle B—Interest Provisions

Differential interest rate. .
Interest on accumulated earnings tax to accrue beginning on date return
is due.

Subtitle C—Information Reporting Provisions

Requirement of reporting for real estate transactions.

Information reporting on persons receiving contracts from certain
Federal agencies.

Returns regarding payments of royalties.

TINS required for dependents claimed on tax returns.

Tax-exempt interest required to be shown on return.

Subtitle D—Provisions Relating to Tax Shelters

Modification of tax shelter ratio test for registration of tax shelters.

Increased penalty for failure to register tax shelters.

Penalty for failure to include tax shelter identification number on return
increased to $250.

Increased penalty for failure to maintain lists of investors in potentially
abusive tax shelters.

Clarification of treatment of sham or fraudulent transactions under sec-
tion 6621(c).

Subtitle E—Estimated Tax Provisions

Current year liability test increased from 80 to 90 percent for estimated
tax payments by individuals.

Certlain tax-exempt organizations subject to corporate estimated tax
rules.

WaiverA of estimated penalties for 1986 underpayments attributable to
this Act.

Subtitle F—Provisions Regarding Judicial Proceedings

Limitations on awarding of court costs and certain fees modified.
Failure to pursue administrative remedies.

. Tax Court practice fee.

Clarification of jurisdiction over addition to tax for failure to pay amount
of tax shown on return.

Authority to require attendance of United States marshals at Tax Court
sessions.

Changes in certain provisions relating to special trial judges.

Effect on retired pay by election to practice law, etc., after retirement.

Authorization for appeals from interlocutory orders of the Tax Court.

Changes relating to annuities for surviving spouses and dependent chil-
dren of Tax Court judges.

Subtitle G—Tax Administration Provisions

Suspension of statute of limitations if third-party records not produced
within 6 months after service of summons.
Authority to rescind notice of deficiency with taxpayer’s consent.
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1563. Authority to abate interest due to errors or delays by the Internal Reve-
nue Service.

1564. Suspension of compounding where interest on deficiency suspended.

1565. Certain service-connected disability payments exempt from levy.

1566. Increase in value of personal property subject to certain listing and
notice procedures.

1567. Certain recordkeeping requirements,

1568 Disclosure of returns and return information to certain cities.

1569. Treatment of certain forfeitures.

Subtitle H—Miscellaneous Provisions

1571. Withholding allowances to reflect new rate schedules.
1572. Report on return-free system.

TITLE XVI—EXEMPT AND NONPROFIT ORGANIZATIONS

1601 Certain distributions of low cost articles and exchanges and rentals of
member lists by certain organizations not to be treated as unrelated
trade or business.

1602. Educational activities at convention and trade shows.

1603. Tax exemption for certain title-holding companies.

1604. Exception to membership organization deduction rules.

1605 Tax-exempt status for an organization introducing into public use tech-
nology developed by qualified organizations.

1606 Definition of government official.

1607. Transition rule for acquisition indebtedness with respect to certain land.

1608. Treatment of certain amounts paid to or for the benefit of certain institu-
tions of higher education.

TITLE XVII—MISCELLANEQUS PROVISIONS

1701 Extension and modification of targeted jobs credit.

1702. Certain diesel fuel taxes may be imposed on sales to retailers.

1703 Gasoline tax generally collected at terminal level.

1704. Exemption from social security coverage for certain clergy.

1705. Applicability of unemployment compensation tax to certain services per-
formed for certain Indian tribal governments.

1706. Treatment of certain technical personnel.

1707. Exclusion for certain foster care payments.

1708. Extension of rules for spouses of individuals missing in action.

1709. Amendment to the Reindeer Industry Act of 1937.

1710. Quality control studies.

1711. Adoption assistance agreements under adoption assistance program:
payment of nonrecurring expenses related to adoptions of children with
special needs.

TITLE XVIII—TECHNICAL CORRECTIONS
18090. Coordination with other titles.

Subtitle A—Amendments Related to the Tax Reform Act of 1984

CHAPTER 1—AMENDMENTS RELATED T0 TrrLE I OF THE AcT

1801 Amendments related to deferral of certain tax reductions.

1802. Amendments related to tax-exempt entity leasing provisions.

1803. Amendments related to treatment of bonds and other debt instruments.
1804. Amendments related to corporate provisions.

1805. Amendments related to partnership provisions.

Sec- 1806. Amendments related to trust provisions.
ec.
Sec.
Sec.
Sec.
Sec.
Sec.

1807. Amendments related to accounting changes.

1808. Amendments related to tax straddle provisions.

1809. Amendments related to depreciation provisions.

1810. Amendments related to foreign provisions.

1811. Amendments related to reporting, penalty, and other provisions.
1812. Amendments related to miscellaneous provisions.

CHAPTER 2—AMENDMENTS RELATED TO TiTLE II OF THE ACT

1821. Amendments related to section 211 of the Act.
1822. Amendments related to section 216 of the Act.
1823. Amendment related to section 217 of the Act.
1824. Amendment related to section 218 of the Act.
1825. Amendments related to section 221 of the Act.
1826. Amendments related to section 222 of the Act.
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1827. Amendments related to section 223 of the Act.

1828. Amendment related to section 224 of the Act.

1829. Waiver of interest on certain underpayments of tax.

1830. Scope of section 255 of the Tax Equity and Fiscal Responsibility Act of
1982.

CuHAPTER 3—AMENDMENTS RELATED 10 TiTLE III OF THE ACT

1831. Amendment related to section 301 of the Act.
1832. Amendment related to section 303 of the Act.
1833. Amendment related to section 305 of the Act.
1834. Amendment related to section 311 of the Act.

CHAPTER 4—AMENDMENTS RELATED TO TrrLE IV OF THE AcT

1841. Amendment related to section 311 of the Act.

1842. Amendments related to section 421 of the Act.
1843. Amendments related to section 422 of the Act.
1844. Amendments related to section 431 of the Act.
1845. Amendment related to section 452 of the Act.

1846. Amendments related to section 473 of the Act.
1847. Amendments related to section 474 of the Act.
1848. Amendments related to section 491 of the Act.

CHAPTER 5—AMENDMENTS RELATED TO SECTION 216 OF THE ACT

1851. Amendments related to welfare benefit plan provisions.

1852. Amendments related to pension plan provisions.

1853. Amendments related to fringe benefit provisions.

1854. Amendments related to employee stock ownership plans.

1855. Amendments related to miscellaneous employee benefit provisions.

CHAPTER 6—AMENDMENTS RELATED TO TrTLE VI OF THE ACT

1861. Amendments related to section 611 of the Act.
1862. Amendment related to section 612 of the Act.
1863. Amendment related to section 613 of the Act.
1864. Amendments related to section 621 of the Act.
1865. Amendment related to section 622 of the Act.
1866. Transitional rule for limit on small issue exception.
1867. Amendments related to section 624 of the Act.
1868. Amendment related to section 625 of the Act.
1869. Amendments related to section 626 of the Act.
1870. Amendment related to section 627 of the Act.
1871. Amendments related to section 628 of the Act.
1872. Amendments related to section 631 of the Act.
1873. Amendments related to section 632 of the Act.

CHAPTER T—MISCELLANEOUS PROVISIONS

1875. Amendments related to title VII of the Act.
1876. Amendments related to title VIII of the Act.
1877. Amendments related to tiile IX of the Act.
1878. Amendments related to title X of the Act.
1879. Miscellaneous provisions.

FEEY

FEEY

FTEERETE

CHAPTER 8—EFFECTIVE DATE
1881. Effective date.

Subtitle B—Related to Other Programs Affected by the Deficit Reduction Act of
1984

CHAPTER 1 —AMENDMENTS RELATED TO SOCIAL SECURITY AcT PROGRAMS

Sec. 1882, Amendments related to coverage of church employees (section 2603 of the
Deficit Reduction Act).

Sec. 1883. Technical corrections in other provisions related to Social Security Act
programs.

£ REREY  ERAOHENECLELY  KUTEY

CHAPTER 2—AMENDMENTS RELATED TO UNEMPLOYMENT COMPENSATION PROGRAM
Sec. 1884. Technical corrections in Federal Unemployment Tax Act.
CHapPTER 3—AMENDMENTS RELATED TO TRADE AND TARIFF PROGRAMS

Sec. 1885. Amendments to the tariff schedules.
Sec. 1886. Technical corrections to countervailing and antidumping duty provisions.
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c. 1887. Amendments to the Trade Act of 1974.

. 1888. Amendments to the Tariff Act of 1930.

. 1890. Amendments to the Caribbean Basin Economic Recovery Act.
. 1891. Conforming amendments regarding customs brokers.

. 1892. Special effective date provisions for certain articles given duty-free treat-
ment under the Trade and Tariff Act of 1984.

. 1893. Technical amendments relating to customs user fees.

¥ EEFY

Subtitle C—Miscellaneous

CHAPTER 1—AMENDMENTS RELATED TO THE CONSOLIDATED OMNIBUS BUDGET
RECONCILIATION AcCT OF 1985

Sec. 1895. COBRA technical corrections relating to Social Security Act programs.

Sec. 1896. Extension of time for filing for credit or refund with respect to certain
changes involving insolvent farmers.

Sec. 1897. Correction of clerical error in amendments to coal tax.

CHAPTER 2—AMENDMENTS RELATED TO THE RETIREMENT EqQUITY ACT OF 1984
Sec. 1898. Technical corrections to the Retirement Equity Act of 1984.

CHAPTER 3—AMENDMENT RELATED TO THE CHILD SUPPORT ENFORCEMENT
AMENDMENTS OF 1984

Sec. 1899. Amendment related to the Child Support Enforcement Amendments of
1984.

CHAPTER 4—MISCELLANEOUS AMENDMENTS CORRECTING ERRORS OF SPELLING,
PunctuaTion, ETC.

Sec. 1899A. Miscellaneous amendments correcting errors of spelling, punctuation,
etc.

SEC. 2. INTERNAL REVENUE CODE OF 1986.

(a) REpESIGNATION OF 1954 CopE.—The Internal Revenue Title
enacted August 16, 1954, as heretofore, hereby, or hereafter
amended, may be cited as the “Internal Revenue Code of 1986”.

(b) REFERENCES IN Laws, Erc.—Except when inappropriate, any
reference in any law, Executive order, or other document—

(1) to the Internal! Revenue Code of 1954 shall include a
reference to the Internal Revenue Code of 1986, and

(2) to the Internal Revenue Code of 1986 shall include a
reference to the provisions of law formerly known as the In-
ternal Revenue Code of 1954.

SEC. 3. AMENDMENT OF 1986 CODE; COORDINATION WITH SECTION 15.

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

(b) CoorpiNnaTION WITH SECTION 15.—

(1) In GENERAL.—Except as provided in paragraph (2), for
purposes of section 15 of the Internal Revenue Code of 1986, no
amendment or repeal made by this Act shall be treated as a
change in the rate of a tax imposed by chapter 1 of such Code.

(2) Exceprion.—Paragraph (1) shall not apply to the amend-
ment made by section 601 (relating to corporate rate reduc-
tions).
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TITLE I—INDIVIDUAL INCOME TAX
PROVISIONS

Subtitle A—Rate Reductions; Increase in
Standard Deduction and Personal Exemptions

SEC. 101. RATE REDUCTIONS.

(a) GENErAL RULE.—Section 1 (relating to tax imposed on individ-
uals) is amended to read as follows:

“SECTION 1. TAX IMPOSED.

“(a) MARRIED INDIVIDUALS FILING JOINT RETURNS AND SURVIVING
Spouses.—There is hereby imposed on the taxable income of—
“(1) every married individual (as defined in section 7703) who
makes a single return jointly with his spouse under section
6013, and
“(2) every surviving spouse (as defined in section 2(a)),
a tax determined in accordance with the following table:

“If taxable income is The tax is:
Not over $29,750 ....ccccovveeivrirnivasceeacrens 15% of taxable income.
OVET $29, 750 v eeeeeecveerens $4$112%2.50, plus 28% of the excess over
150,

“(b) HEaps or HousenoLbs.—There is hereby imposed on the
taxable income of every head of a household (as defined in section
2(b)) a tax determined in accordance with the following table:

“If taxable income is The tax is:

Not over $23,900 .....coevicveeeervrecrerenrnenns 15% of taxable income.
Over $23,900 ....ooeeivevreeiee e $3$585, plus 28% of the excess over
23,900,

“(c) UNMARRIED INDIVIDUALS (OTHER THAN SURVIVING SPOUSES
AND Heaps oF HouseHoLps).—There is hereby imposed on the tax-
able income of every individual (other than a surviving spouse as
defined in section Z(a) or the head of a household as defined in
section 2(b)) who is not a married individual (as defined in section
7703) a tax determined in accordance with the following table:

“If taxable income is The tax is:
Not over $17,850 ....cccoeveieicmeeeiereremenne 15% of taxable income,
Over 17,850 o veererenrien e ercarareanes $2$6'27 50, plus 28% of the excess over
17,850.

“(d) MARRIED INDIVIDUALS FILING SEPARATE RETURNS.—There is
hereby imposed on the taxable income of every married individual
(as defined in section 7703) who does not make a single return
jointly with his spouse under section 6013, a tax determined in
accordance with the following table:

“If taxable income is The tax is:
Not over $14,875 ...coceiieiiercer e 15% of taxable income.
Over $14,875 ..o eerenns $23$2134 18?755’ plus 28% of the excess over

“(e) EstaTes AND TRUSTS.—There is hereby imposed on the taxable
income of —
“(1) every estate, and
“(2) every trust,
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taxable under this subsection a tax determined in accordance with
the following table:

“If taxable income is The tax is:
Not over §5,000 .........ccoceererecmereerearaens 15% of taxable income.
Over 35,000 ... s v $750, plus 28% of the excess over $5,000.

“(f) ApJusTMENTS IN TAX TABLES sO0 THAT INFLATION WILL Not
Resurt IN TAX INCREASES.—

“(1) INn GENERAL.—Not later than December 15 of 1988, and
each subsequent calendar year, the Secretary shall prescribe
tables which shall apply in lieu of the tables contained in
subsections (a), (b), (c}, (d), and (e) with respect to taxable years
beginning in the succeeding calendar year.

“(2) METHOD OF PRESCRIBING TABLES.—The table which under
paragraph (1) is to apply in lieu of the table contained in
subsection (a), (b), (c), (d), or (e), as the case may be, with respect
to taxable years beginning in any calendar year shall be pre-
scribed—

“(A) by increasing the minimum and maximum dollar
amounts for each rate bracket for which a tax is imposed
under such table by the cost-of-living adjustment for such
calendar year,

“(B) by not changing the rate applicable to any rate
bracket as adjusted under subparagraph (A), and

“(C) by adjusting the amounts setting forth the tax to the
extent necessary to reflect the adjustments in the rate
brackets.

“(3) COST-OF-LIVING ADJUSTMENT.—For purposes of paragraph
(2), the costof-living adjustment for any calendar year is the
percentage (if any) by which—

“(A) the CPI for the preceding calendar year, exceeds

“(B) the CPI for the calendar year 1987.

‘“(4) CPI FOR ANY CALENDAR YEAR.—For purposes of paragraph
(3), the CPI for any calendar year is the average of the
Consumer Price Index as of the close of the 12-month period
ending on August 31 of such calendar year.

“(5) CoNSUMER PRICE INDEX.—For purposes of paragraph (4),
the term ‘Consumer Price Index’ means the last Consumer
Price Index for all-urban consumers published by the Depart-
ment of Labor. For purposes of the preceding sentence, the
revision of the Consumer Price Index which is most consistent
Wl;g the Consumer Price Index for calendar year 1986 shall be
used.

“(6) ROUNDING.—

“(A) IN GENERAL.—If any increase determined under
paragraph (2XA), subsection (gX4), section 63(cX4), or section
151(dX3) is not a multiple of $50, such increase shall be
rounded to the next lowest multiple of $50.

“UB) TABLE FOR MARRIED INDIVIDUALS FILING SEPA-
RATELY.—In the case of a married individual filing a sepa-
rate return, subparagraph (A) (other than with respect to
section 63(cX4)) shall be applied by substituting ‘$25" for
‘$50" each place it appears.

“(g) PHASEOUT OF 15-PERCENT RATE AND PERSONAL EXEMPTIONS.—

“(1) IN ceNERAL.—The amount of tax imposed by this section
(determined without regard to this subsection) shall be in-
creased by 5 percent of the excess (if any) of—
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“(A) taxable income, over

“(B) the applicable dollar amount.

“(2) LimrtaTioN.—The increase determined under paragraph
(1) with respect to any taxpayer for any taxable year shall not
exceed the sum of—

“¢A) 13 percent of the maximum amount of taxable
income to which the 15-percent rate applies under the table
cor&tained in subsection (a), (b), (c), or (e) (whichever applies},
an

“(B) 28 percent of the deductions for personal exemptions
allowable to the taxpayer for the taxable year under section
151.

In the case of any individual taxable under subsection (d),
subparagraph (A) shall apply as if such individual were taxable
under subsection (a).

“(3) APPLICABLE DOLLAR AMOUNT.—For purposes of paragraph

(1), the applicable dollar amount shall be determined under the

following table:
“In the case of a taxpayer to which the

following subsection of this section The applicable dollar

applies: amount is:
SUDSECLION (A)...eeeeierecee e reerien et isaesrsessssaesnnereensesssonsesesnsnss $71,900
SUDSECLION (D).....oceencectcsneeirieteneranreneeserasesesnsensensssassasanes 61,650
SUDSECLION (€] ..eevieeeviverienierieereransiassostansesnessssesensasesnessessanas 43,150
SUbSECLION (d).....coiiiireirriiressnsreereenresseestsacsstassessassrensessemsans 35,950
SUDSECLION (B).....oceietieeeiericraereenssneransensessesassnsassnssasrssssseeseanes 13,000.

“(4) ADJUSTMENT FOR INFLATION.—In the case of any taxable
year beginning in a calendar year after 1988, each dollar
amount contained in paragraph (3) shall be increased by an
amount equal to—

“(A) such dollar amount, multiplied by
“B) the cost-of-living adjustment determined under
subsection (f)(3) for the calendar year in which the taxable
year begins.
“(h) Tax ScHEDULES FOR TAXABLE YEARS BEGINNING IN 1987.—In
the case of any taxable year beginning in 1987—

“(1) subsection (g) shall not apply, and

“(2) the following tables shall apply in lieu of the tables set
forth in subsections (a), (b), (¢), (d), and (e):

“(A) MARRIED INDIVIDUALS FILING JOINT RETURNS AND
SURVIVING SPOUSES.—The table to apply for purposes of
subsection (a) is as follows:

“If taxable income is The tax is:
Not over $3,000 .....c..oerveeerrcieeerieeee 11% of taxable income.
Over $3,000 but not over $28,000........ $330, plus 15% of the excess over $3,000.
Over $28,000 but not over $45,000...... $4,%8806081us 28% of the excess over
Over $45,000 but not over $90,000...... $8$S4d, p']us 35% of the excess over
45,000,
Over $90,000 ......ovireiereirerrereerieenenne $24,590, plus 38.5% of the excess over
$90,000.

“(B) HEaps oF HOUSEHOLDS.—The table to apply for pur-
poses of subsection (b) is as follows:

“If taxable income is The tax is:
Not over $2,500 .....cooveevivreeieeriereeene 119 of taxable income.
Over $2,500 but not over $23,000........ $275, plus 15% of the excess over $2,500.
Over $23,000 but not over $38,000...... $3,350, plus 28% of the excess over

$23,000.
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“If taxable income is The tax is: )
Over $38,000 but not aver $80,000...... $7é53%06081us 35% of the excess over
OVer $80,000 c.vocovoeeeeeeeeeer e $2§,25'g, Obius 38.5% of the excess over

“(C) UNMARRIED INDIVIDUALS OTHER THAN SURVIVING
SPOUSES AND HEADS OF HOUSEHOLDS.—The table to apply for
purposes of subsection (c) is as follows:

“If taxable income is The tax is:
Not over $1,800 ......cccovrereerirvernrsievenensen 11% of taxable income.
Over $1,800 but not over $16,800........ $198, plus 15% of the excess over $1,800.
Over $16,800 but not over $27,000...... $2$£11%850 glus 289% of the excess over
Over $27,000 but not over $54,000...... ss,szazqiziboglus 35% of the excess over
OVer $54,000 -.oovoooeeeeeesereereeresreeresrene $1§,575’460;31us 38.5% of the excess over

(D} MARRIED INDIVIDUALS FILING SEPARATE RETURNS.—
The table to apply for purposes of subsection (d) is as

follows:
“If taxable income is The tax is:
Not over $1,500......ccoueeieerrnrreenreceereens 119% of taxable income.
Over $1,500 but not over $14,000........ $165, plus 15% of the excess over $1,500.
Over $14,000 but not over $22,500...... $2$040, 0(;))lus 28% of the excess over
14,000.
Over $22,500 but not over $45,000...... $4$112%0, Oglus 35% of the excess over
,500.
Over $45,000........cocveerecreniennane . $12,295, plus 38.5% of the excess over
$45,000.

‘“(E) EsTaTES AND TRUSTS.—The table to apply for pur-
poses of subsection {(e) is as follows:

“If taxable income is The tax is:
Not over $500 ........cooeeicvvirieieeeerieeeee 119% of taxable income.
Over $500 but not over $4,700............. $55, plus 15% of the excess over $500.
Over $4,700 but not over $7,550.......... $685, plus 28% of the excess over $4,700.
Over $7,550 but not over $15,150........ $1§§783,0plus 35% of the excess over

,550.
Over $15,150 ..o . $4,143, plus 38.59% of the excess over
$15,150.”

(b) AMENDMENT OF SECTION 15.—Subsection (d) of section 15 (relat-
ing to effect of changes in rates during a taxable year) is amended to
read as follows:

“(d) SEctioN Nor To ArpLY TO INFLATION ADJUSTMENTS.—This
section shall not apply to any change in rates under subsection (f) of
section 1 (relating to adjustments in tax tables so that inflation will
not result in tax increases).”

SEC. 102. INCREASE IN STANDARD DEDUCTION.

(a) GENERAL RULE.—Section 63 (defining taxable income) is
amended to read as follows:

“SEC. 63. TAXABLE INCOME DEFINED.

“(a) IN GENERAL.—Except as provided in subsection (b), for pur-
poses of this subtitle, the term ‘taxable income’ means gross income
minus the deductions allowed by this chapter (other than the stand-
ard deduction).

“(b) InprvipuaLs WHo Do Not ITEMize THEIR DEpUCTIONS.—In the
case of an individual who does not elect to itemize his deductions for
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the taxable year, for purposes of this subtitle, the term ‘taxable
income’ means adjusted gross income, minus—

(1) the standard deduction, and

“(2) the deduction for personal exemptions provided in section
151.

“(¢) STANDARD DEDUCTION.—FoOr purposes of this subtitle—

“(1) IN GENERAL.—Except as otherwise provided in this
subsection, the term ‘standard deduction’ means the sum of—

“(A) the basic standard deduction, and

“(B) the additional standard deduction.

“(2) Basic STANDARD DEDUCTION.—For purposes of paragraph
(1), the basic standard deduction is—

“(A) $5,000 in the case of —

‘i) a joint return, or
“(il) a surviving spouse (as defined in section 2(a)),

‘“(B) $4,400 in the case of a head of household (as defined
in section 2(b)),

“(C) $3,000 in the case of an individual who is not married
and who is not a surviving spouse or head of household, or

“D) $2,500 in the case of a married individual filing a
separate return.

“(3) ADDITIONAL STANDARD DEDUCTION FOR AGED AND BLIND.—
For purposes of paragraph (1), the additional standard deduc-
tion is the sum of each additional amount to which the taxpayer
is entitled under subsection (f).

‘(4 ADJUSTMENTS FOR INFLATION.—In the case of any taxable
yvear beginning in a calendar year after 1988, each dollar
amount contained in paragraph (2) or (5)(A) or subsection (f)
shall be increased by an amount equal to—

“(A) such dollar amount, multiplied by

“(B) the cost-of-living adjustment determined under sec-
tion 1(f}3) for the calendar year in which the taxable year
begins.

“(5) LIMITATION ON STANDARD DEDUCTION IN THE CASE OF
CERTAIN DEPENDENTS.—In the case of an 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 the individual’s taxable year begins, the standard deduc-
tion applicable to such individual for such individual’s taxable
year shall not exceed the greater of—

“(A) $500, or

“(B) such individual’s earned income.

“(6) CERTAIN INDIVIDUALS, ETC., NOT ELIGIBLE FOR STANDARD
DEDUCTION.—In the case of—

“({A) a married individual filing a separate return where
either spouse itemizes deductions,

““(B) a nonresident alien individual,

*(C) a citizen of the United States entitled to the benefits
of section 931 (relating to income from sources within
possessions of the United States),

“D) an individual making a return under section
443(a)(1) for a period of less than 12 months on account of a
change in his annual accounting period, or

h‘_‘(E) an estate or trust, common trust fund, or partner-
ship,
the standard deduction shall be zero.
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*(d) ITem1zep DepucTiONS.—For purposes of this subtitle, the term
‘itemized deductions’ means the deductions allowable under this
chapter other than—

“(1) the deductions allowable in arriving at adjusted gross
income, and

“(2) the deduction for personal exemptions provided by sec-
tion 151.

“(e) ELecTIiON To ITEMIZE.—

“1) In GENERAL.—Unless an individual makes an election
under this subsection for the taxable year, no itemized deduc-
tion shall be allowed for the taxable year. For purposes of this
subtitle, the determination of whether a deduction is allowable
under this chapter shall be made without regard to the preced-
ing sentence.

“(2) TIME AND MANNER OF ELECTION.—Any election under this
subsection shall be made on the taxpayer’s return, and the
Secretary shall prescribe the manner of signifying such election
on the return.

“(3) CHANGE oF ELECTION.—Under regulations prescribed by
the Secretary, a change of election with respect to itemized
deductions for any taxable year may be made after the filing of
the return for such year. If the spouse of the taxpayer filed a
separate return for any taxable year corresponding to the tax-
able year of the taxpayer, the change shall not be allowed
unless, in accordance with such regulations—

“(A) the spouse makes a change of election with respect
to itemized deductions, for the taxable year covered in such
separate return, consistent with the change of treatment
sought by the taxpayer, and

“(B) the taxpayer and his spouse consent in writing to the
assessment (within such period as may be agreed on with
the Secretary) of any deficiency, to the extent attributable
to such change of election, even though at the time of the
filing of such consent the assessment of such deficiency
would otherwise be prevented by the operation of any law
or rule of law.

This paragraph shall not apply if the tax liability of the tax-
payer’s spouse for the taxable year corresponding to the taxable
year of the taxpayer has been compromised under section 7122.

“(f) AGED OR BLIND ADDITIONAL AMOUNTS.—

“(1) ADDITIONAL AMOUNTS FOR THE AGED.—The taxpayer shall
be entitled to an additional amount of $600—

“(A) for himself if he has attained age 65 before the close
of his taxable year, and

“(B) for the spouse of the taxpayer if the spouse has
attained age 65 before the close of the taxable year and an
additional exemption is allowable to the taxpayer for such
spouse under section 151(b).

“(2) ADDITIONAL AMOUNT FOR BLIND.—The taxpayer shall be
entitled to an additional amount of $600—

‘“(A) for himself if he is blind at the close of the taxable
year, and

“(B) for the spouse of the taxpayer if the spouse is blind
as of the close of the taxable year and an additional exemp-

tion is allowable to the taxpayer for such spouse under
section 151(b).
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For purposes of subparagraph (B), if the spouse dies during the
taxable year the determination of whether such spouse is blind
shall be made as of the time of such death.

“(3) HIGHER AMOUNT FOR CERTAIN UNMARRIED INDIVIDUALS.—
In the case of an individual who is not married and is not a
surviving spouse, paragraphs (1) and (2) shall be applied by
substituting ‘$750’ for ‘$600’.

‘(4) BLINDNESS DEFINED.—For purposes of this subsection, an
individual is blind only if his central visual acuity does not
exceed 20/200 in the better eye with correcting lenses, or if his
visual acuity is greater than 20/200 but is accompanied by a
limitation in the fields of visicn such that the widest diameter of
the visual field subtends an angle no greater than 20 degrees.

“(g) MarITAL STATUS.—FoOr purposes of this section, marital status

shall be determined under section 7703.

“(h) TRANSITIONAL RULE FOR TAXABLE YEARS BEGINNING IN

1987.—In the case of any taxable year beginning in 1987, paragraph
(2) of subsection (c) shall be applied—

‘(1) by substituting ‘$3,760’ for ‘$5,000’,
“(2) by substituting ‘$2,540’ for ‘$4,400’,
“43) by substituting ‘$2,540’ for ‘$3,000’, and
“(4) by substituting ‘$1,880" for ‘$2,500".

The preceding sentence shall not apply if the taxpayer is entitled to
an additional amount determined under subsection (f) (relating to
additional amount for aged and blind) for the taxable year.”

(b) Tax TaBLEs.—Section 3 (relating to tax tables for individuals)

is amended by striking out subsection (a) and inserting in lieu
thereof the following:

“(a) IMPOSITION OF TAX TABLE Tax.—

“(1) IN GENERAL.—In lieu of the tax imposed by section 1,
there is hereby imposed for each taxable year on the taxable
income of every individual—

“(A) who does not itemize his deductions for the taxable
year, and
“(B) whose taxable income for such taxable year does not
exceed the ceiling amount,
a tax determined under tables, applicable to such taxable year,
which shall be prescribed by the Secretary and which shall be in
such form as he determines appropriate. In the table so pre-
scribed, the amounts of the tax shall be computed on the basis
of the rates prescribed by section 1.

“(2) CEILING AMOUNT DEFINED.—For purposes of paragraph (1),
the term ‘ceiling amount’ means, with respect to any taxpayer,
the amount (not less than $20,000) determined by the Secretary
for the tax rate category in which such taxpayer falls.

“(3) AUTHORITY TO PRESCRIBE TABLES FOR TAXPAYERS WHO ITEM-
1zE DEDUCTIONS.—The Secretary may provide that this section
shall apply also for any taxable year to individuals who itemize
their deductions. Any tables prescribed under the preceding
sentence shall be on the basis of taxable income.”

SEC. 103. INCREASE IN PERSONAL EXEMPTIONS.

(a) GENERAL RULE.—Subsection (f) of section 151 (defining exemp-

tion amount) is amended to read as follows:

“(f) ExEMpTION AMOUNT.—For purposes of this section—

“(1) IN gENERAL.—Except as provided in paragraph (2), the
term ‘exemption amount’ means—
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“(A) $1,900 for taxable years beginning during 1987,

“(B) $1,950 for taxable years beginning during 1988, and

“(C) $2,000 for taxable years beginning after December
31, 1988.

“(2) EXEMPTION AMOUNT DISALLOWED IN THE CASE OF CERTAIN
DEPENDENTS.—In the case of an individual with respect to whom
a deduction under this section is allowable to another taxpayer
for a taxable year beginning in the calendar year in which the
individual’s taxable year begins, the exemption amount ap-
plicable to such individual for such individual's taxable year
shall be zero.

“(3) INFLATION ADJUSTMENT FOR YEARS AFTER 1989.—In the
case of any taxable year beginning in a calendar year after
1989, the dollar amount contained in paragraph (1)C) shall be
increased by an amount equal to—

“(A) such dollar amount, multiplied by

“(B) the cost-of-living adjustment determined under sec-
tion 1(f)(3), for the calendar year in which the taxable year
begins, by substituting ‘calendar year 1988’ for ‘calendar
year 1987 in subparagraph (B) thereof.”

(b) REPEAL OF ADDITIONAL EXEMPTIONS FOR TAXPAYERS OVER AGE
65 or BLIND.—Section 151 is amended by striking out subsections (c)
and (d) and by redesignating subsections (e) and (f) as subsections (c)
and (d), respectively.

SEC. 104. TECHNICAL AMENDMENTS,

(a) FiLinG REQUIREMENTS.—

(1) SECTION 6012.—

(A) Paragraph (1) of section 6012(a) (relating to persons
required to make returns of income) is amended to read as
follows:

“(1XA) Every individual having for the taxable year gross
income which equals or exceeds the exemption amount, except
that a return shall not be required of an individual—

“(i) who is not married (determined by applying section
7703), is not a surviving spouse (as defined in section 2(a)), is
not a head of a household (as defined in section 2(b)), and for
the taxable year has gross income of less than the sum of
the exemption amount plus the basic standard deduction
applicable to such an individual,

“(ii) who is a head of a household (as so defined) and for
the taxable vear has gross income of less than the sum of
the exemption amount plus the basic standard deduction
applicable to such an individual,

“(iii) who is a surviving spouse (as so defined) and for the
taxable year has gross income of less than the sum of the
exemption amount plus the basic standard deduction ap-
plicable to such an individual, or

“(iv) who is entitled to make a joint return and whose
gross income, when combined with the gross income of his
spouse, is, for the taxable year, less than the sum of twice
the exemption amount plus the basic standard deduction
applicable to a joint return, but only if such individual and
his spouse, at the close of the taxable year, had the same
household as their home.
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Clause (iv) shall not apply if for the taxable year such spouse
makes a separate return or any other taxpayer is entitled to an
exemption for such spouse under section 151(c).

“(B) The amount specified in clause (i), (i), or (iii) of subpara-
graph (A) shall be increased by the amount of 1 additional
standard deduction (within the meaning of section 63(c)(3)) in
the case of an individual entitled to such deduction by reason of
section 63()(1)A) (relating to individuals age 65 or more), and
the amount specified in clause (iv) of subparagraph (A) shall be
increased by the amount of the additional standard deduction
for each additional standard deduction to which the individual
or his spouse is entitled by reason of section 63(f)(1).

“(C) The exception under subparagraph (A) shall not apply to
any individual—

“@{) who is described in section 63(c)(5) and who has—

“(I) income (other than earned income) in excess of
the amount in effect under section 63(c)5)A) (relating
to limitation on standard deduction in the case of
certain dependents), or

“(II) total gross income in excess of the standard
deduction, or

“(i1) for whom the standard deduction is zero under sec-
tion 63(c)(6).

“(D) For purposes of this subsection—

‘1) The terms °‘standard deduction’, ‘basic standard
deduction’ and ‘additional standard deduction’ have the
respective meanings given such terms by section 63(c).

*(ii) The term ‘exemption amount’ has the meaning given
such term by section 151(d). In the case of an individual
described in section 151(d)2), the exemption amount shall
be zero.”

(B) Paragraph (9} of section 6012(a) is amended by strik-
ing out “$2,700 or more” and inserting in lieu thereof “not
less than the sum of the exemption amount plus the basic
standard deduction under section 63(c)2XD)”.

(2) SecTiON 6013.—Subparagraph (A) of section 6013(MbX3)
(relating to when return deemed filed) is amended—

(A) by striking out “(twice the exemption amount in case
such spouse was 65 or over)”’ each place it appears,

(B) by striking out “section 151(f)” and inserting in lieu
thereof “section 151(d)”’, and

(O) by adding at the end thereof the following new sen-
tence: “For purposes of clauses (ii) and (iii), if the spouse
whose gross income is being compared to the exemption
amount is 65 or over, such clauses shall be applied by
substituting ‘the sum of the exemption amount and the
additional standard deduction under section 63(c)2) by
reason of section 63(f)(1)A) for ‘the exemption amount’.”

{b) OTHER AMENDMENTS.—

(1) SEcTION 21, ETC.—

(A) Sections 21(b)1)A), 21(e)(6)XA), and 129(cX1) are each
amended by striking out ‘“section 151(e)” and inserting in
lieu thereof “section 151(c)”.

(B) Sections 21(e}(6XB), 32(c)1XA)i), 129(cX2), and
152(eX1)(A) are each amended by striking out ‘“‘section
151(e)3)” and inserting in lieu thereof “section 151(c)(3)".
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(2) SEcTION 108.—Subparagraph (B) of section 108(b)3) is
amended by striking out “50 cents” and inserting in lieu thereof
“33Ys cents’’.

(3) SeEcTION 152, ETC.—Sections 152(d)2) and 2032A(c)X7)(D) are
each amended by striking out “section 151(e}(4)” and inserting
in lieu thereof “section 151(c)4)”.

(4) SeEcTiON 172.—Subsection (d) of section 172 (relating to
modifications) is amended by striking out paragraph (7).

(56) SEcTiON 402.—Subparagraph (B) of section 402(e)(1), as
amended by section 1222(b), is amended by striking out “the
zero bracket amount applicable to such individual for the tax-
able year plus”.

(6) SEcTION 441.—Clause (iii) of section 441(f)(2XB) (relating to
change in accounting period) is amended by striking out “and
hy adding the zero bracket amount,”.

(7) SECTION 443.—

(A) Paragraph (1) of section 443(b) (relating to computa-
tion of tax on change of annual accounting period) is
amended by striking out “, and adding the zero bracket
amount”.

(B) Clause (ii) of section 443(b)}2)A) (relating to computa-
tion based on 12-month period) is amended to read as
follows:

“(i1) the tax computed on the modified taxable
income for the short period.”

(8) SECTION 541.—Section 541 is amended by striking out “50
percent” and inserting in lieu thereof ‘28 percent (38.5 percent
in the case of taxable years beginning in 1987)".

(9) SECTION 613A.—Paragraph (1) of section 613A(d) (relating
to limitation on percentage depletion based on taxable income)
is amended by striking out “(reduced in the case of an individ-
ual by the zero bracket amount)”.

(10) SEcTION 667.—Paragraph (2) of section 667(b) (relating to
tax on amount deemed distributed by trust in preceding years)
is amended to read as follows:

“(2) TREATMENT OF LOSS YEARS.—For purposes of paragraph
(1), the taxable income of the beneficiary for any taxable year
shall be deemed to be not less than zero.”

(11) SectioN 861.—Subsection (b) of section 861 (relating to
taxable income from sources within the United States) is
amended by striking out “the zero bracket amount” and insert-
ing in lieu thereof “the standard deduction”.

(12) SecTioN 862.—Subsection (b) of section 862 (relating to
taxable income from sources without the United States) is
amended by striking out ‘“the zero bracket amount’ and insert-
ing in lieu thereof “the standard deduction”.

(13) SEctioN 904.—Subsection (a) of section 904 (relating to
limitation on foreign tax credit) is amended by striking out the
last sentence.

(14) SEcTiON 1398.—Subsection (c¢) of section 1398 (relating to
computation and payment of tax; zero bracket amount) is
amended—

(A) by striking out “ZErRo BraAcCkKer AMOUNT’ in the
subsection heading and inserting in lieu thereof “Basic
STaNDARD DEDUCTION", and

(B) by striking out paragraph (3) and inserting in lieu
thereof the following:
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‘(8) BASIC STANDARD DEDUCTION.—In the case of an estate
which does not itemize deductions, the basic standard deduction
for the estate for the taxable year shall be the same as for a
married individual filing a separate return for such year.”

(15) SECTION 3402.—

(A) Paragraph (1) of section 3402(f) (relating to withhold-
ing exemptions) is amended by striking out subparagraphs
(B) and (C) and by redesignating subparagraphs (D), (E), (F),
and (G) as subparagraphs (B), (C), (D), and (E), respectively.

(B) Subparagraph (A) of section 3402(f)(1) is amended by
inserting “unless he is an individual described in section
151(d)(2)” after “himself”.

(C) Subparagraph (B) of section 3402(f)(1), as redesignated
by subparagraph (A), is amended by striking out “subpara-
graph (A), (B), (C), or (F)” and inserting in lieu thereof
“subparagraph (A) or (D)”,

(D) Subparagraph (C) of section 3402(f)(1), as redesignated
by subparagraph (A), is amended by striking out “section
151(e)” and inserting in lieu thereof “section 151(c)”.

(E) Subparagraph (E) of section 3402(f)(1), as redesignated
by subparagraph (A), is amended by striking out “zero
bracket” and inserting in lieu thereof “standard deduc-
tion”.

(F) The last sentence of paragraph (1) of section 3402(f) is
amended—

(i) by striking out “‘subparagraph (G)"’ and inserting
in lieu thereof “subparagraph (E)’, and

(ii) by striking out ‘‘zero bracket” and inserting in
lieu thereof ‘‘standard deduction”.

(G) Paragraph (3) of section 3402(m) is amended by insert-
ing “(including the additional standard deduction under
section 63(c)(3) for the aged and blind)” after “‘deductions”.

(16) SECTION 6014.—

(A) Subsection (a) of section 6014 (relating to income tax
return—tax not computed by taxpayer) is amended by strik-
ing out “who does not have an unused zero bracket amount
(determined under section 63(e))” and inserting in lieu
thereof “who is not described in section 6012(a)(1XC)(i)".

(B) Paragraph (4) of section 6014(b) is amended to read as
follows:

“(4) to cases where the taxpayer itemizes his deductions or
where the taxpayer claims a reduced standard deduction by
reason of section 63(c)5).”

(17) SecTiON 6212.—Subparagraph (A) of section 6212(c)2)
(relating to cross references) is amended to read as follows:

“A) Deficiency attributable to change of treatment with
respect to itemized deductions, see section 63(e)3).”

(18) SECcTION 6504.—Paragraph (2) of section 6504 (relating to
cross references) is amended to read as follows:

*(2) Change of treatment with respect to itemized deductions where tax-
payer and his spouse make separate returns, see section 63(e}3).”
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Subtitle B—Provisions Related to Tax Credits

SEC. 111, INCREASE IN EARNED INCOME CREDIT.

(a) INcrEASE 1IN AMOUNT OF CREDIT.—Subsection (a) of section 32
(relating to earned income credit) is amended—

(I) by striking out “11 percent” and inserting in lieu thereof
“14 percent”, and

$(2) lzy striking out “$5,000” and inserting in lieu thereof
“ 5,71 u-

(b) INcreAsE IN INcomMeE LEVEL AT WHICH PHASEOUT BEGINS.—
Subsection (b) of section 32 is amended to read as follows:

“(b) LimitaTioN.—The amount of the credit allowable to a tax-
payer under subsection (a) for any taxable year shall not exceed the
excess (if any) of—

“(1) the maximum credit allowable under subsection (a) to any
taxpayer, over

“(2) 10 percent of so much of the adjusted gross income (or, if
greater, the earned income) of the taxpayer for the taxable year
as exceeds $9,000.

In the case of any taxable year beginning in 1987, paragraph (2)
shall be applied by substituting ‘$6,500’ for ‘$9,000".”

(c) INFLATION ADJUSTMENTS.—Section 32 is amended by adding at
the end thereof the following new subsection:

“(i) INFLATION ADJUSTMENTS.—

“(1) In GeNERAL.—In the case of any taxable year beginning
after the applicable calendar year, each dollar amount referred
to in paragraph (2)XB) shall be increased by an amount equal
to—

“(A) such dollar amount, multiplied by

“(B) the cost-of-living adjustment determined under sec-
tion 1{f)(3), for the calendar year in which the taxable year
begins, by substituting ‘calendar year 1984° for ‘calendar
year 1987 in subparagraph (B) thereof.

“(2) DeFINITIONS, ETC.—For purposes of paragraph (1)—

“(A) APPLICABLE CALENDAR YEAR.—The term ‘applicable
calendar year’ means—
(1) 1986 in the case of the dollar amounts referred to
in clause (i) or (ii) of subparagraph (B), and
“(ii) 1987 in the case of the dollar amount referred to
in clause (iii) of subparagraph (B).
“B) DoLLAR AMOUNTS.—The dollar amounts referred to
in this subparagraph are—
‘(1) the $5,714 amount contained in subsection (a),
“(i1) the $6,500 amount contained in the last sentence
of subsection (b), and
“(iii) the $9,000 amount contained in subsection (bX2).

“(3) Rounping.—If any increase determined under paragraph
(1) is not a multiple of $10, such increase shall be rounded to the
nearest multiple of $10 (or, if such increase is a multiple of $5,
;gg?,’increase shall be increased to the next higher multiple of

(d) CONFORMING AMENDMENTS.—

(1) Paragraph (2) of section 32(f) (relating to amount of credit
to be determined under tables) is amended by striking out
subparagraphs (A) and (B) and inserting in lieu thereof the
following:
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“(A) for earned income between $0 and the amount of
earned income at which the credit is phased out under
subsection (b), and

“(B) for adjusted gross income between the dollar amount
at which the phaseout begins under subsection (b) and the
amount of adjusted gross income at which the credit is
phased out under subsection (b).”

(2) Subparagraph (B) of section 3507(c)(2) (relating to earned
income advance amount) is amended by striking out clauses (i)
and (ii) and inserting in lieu thereof the following:

“(i) of not more than 14 percent of earned income not
in excess of the amount of earned income taken into
account under section 32(a), which

‘(ii) phases out between the amount of earned
income at which the phaseout begins under subsection
(b) of section 32 and the amount of earned income at
which the credit under section 32 is phased out under
such subsection, or”.

{3) Subparagraph (C) of section 3507(c)X2) is amended by strik-
ing out clauses (i) and (ii) and inserting in lieu thereof the
following:

“(i) of not more than 14 percent of earned income not
in excess of Y2 of the amount of earned income taken
into account under section 32(a), which

“(i1) phases out between amounts of earned income
which are Y% of the amounts of earned income de-
scribed in subparagraph (B)(ii).”

(e) EMPLOYEE NoOTIFICATION.—The Secretary of the Treasury is
directed to require, under regulations, employers to notify any
employee who has not had any tax withheld from wages (other than
an employee whose wages are exempt from withholding pursuant to
section 3402(n) of the Internal Revenue Code of 1986) that such
emgloyee may be eligible for a refund because of the earned income
credit.

SEC. 112. REPEAL OF CREDIT FOR CONTRIBUTIONS TO CANDIDATES FOR
PUBLIC OFFICE.

{(a) GENERAL RuLE.—Section 24 (relating to contributions to can-
didates for public office) is hereby repealed.
(b) TECHNICAL AMENDMENTS.—

(1) Subsection (g) of section 527 (relating to treatment of
newsletter funds) is amended—

(A) by striking out “section 24(c)(2)” in paragraph (1) and
inserting in lieu thereof “paragraph (3)”, and

(B)hby adding at the end thereof the following new para-
graph:

“(38) CanbpipATE.—For purposes of paragraph (1), the term
‘candidate’ means, with respect to any Federal, State, or local
elective public office, an individual who—

“(A) publicly announces that he is a candidate for
nomination or election to such office, and

“(B) meets the qualifications prescribed by law to hold
such office.”

(2) Subsection (a) of section 642 (relating to credits against tax
for estates and trusts) is amended to read as follows:

‘“(a) ForeicN Tax CREDIT ALLOWED.—An estate or trust shall be
allowed the credit against tax for taxes imposed by foreign countries
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and possessions of the United States, to the extent allowed by
section 901, only in respect of so much of the taxes described in such
section as is not properly allocable under such section to the bene-
ficiaries.”

(8) Paragraph (3) of section 901(i) (relating to cross references)
is amended by striking out “section 642(a)(1)"’ and inserting in
lieu thereof “‘section 642(a)’”.

(4) Paragraph (6) of section 7871(a) (relating to Indian tribal
governments treated as States for certain purposes) is amended
by striking out subparagraph (A) and by redesignating subpara-
graphs (B), (C), (D), (E), and (F) as subparagraphs (A), (B), (), (D),
and (E), respectively.

(5) The table of sections for subpart A of part IV of subchapter
A of chapter 1 is amended by striking out the item relating to
section 24,

Subtitle C—Provisions Related to Exclusions

SEC. 121. TAXATION OF UNEMPLOYMENT COMPENSATION.

Section 85 (relating to unemployment compensation) is amended
to read as follows: -

“SEC. 85. UNEMPLOYMENT COMPENSATION.

“(a) GENERAL RULE.—In the case of an individual, gross income
includes unemployment compensation.

“(b) UNEMPLOYMENT COMPENSATION DerINED.—For purposes of
this section, the term ‘unemployment compensation’ means any
amount received under a law of the United States or of a State
which is in the nature of unemployment compensation.”

SEC. 122. PRIZES AND AWARDS.

(a) ExcLusion FroM Gross INCOME.—

(1) IN GENERAL.—Section 74 (relating to prizes and awards) is
amended—

(A) by striking out “Except as provided in subsection (b)
and” in subsection (a) and inserting in lieu thereof “Except
as otherwise provided in this section or”,

(B) by striking out “ExcEpTION” in the heading for subsec-
tion (b) and inserting in lieu thereof “ExcepTioN FOR CER-
TAIN PrIZES AND AWARDS TRANSFERRED TO CHARITIES,

(O) by striking out “and” at the end of subsection (b)(1), by
striking out the period at the end of subsection (b)(2) and
inserting in lieu thereof *“; and”, and by adding after subsec-
tion (b)(2) the following new paragraph:

“(3) the prize or award is transferred by the payor to a
governmental unit or organization described in paragraph (1) or
(2) of section 170(c) pursuant to a designation made by the
recipient.”, and

(D) by adding at the end thereof the following new subsec-
tion:

“(c) EXCEPTION FOR CERTAIN EMPLOYEE ACHIEVEMENT AWARDS.—

“(1) IN GeENERAL.—Gross income shall not include the value of
an employee achievement award (as defined in section 274(j))
received by the taxpayer if the cost to the employer of the
employee achievement award does not exceed the amount
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allowable as a deduction to the employer for the cost of the
employee achievement award.

“(2) Excess pEbDUCTION AWARD.—If the cost to the employer of
the employee achievement award received by the taxpayer
exceeds the amount allowable as a deduction to the employer,
then gross income includes the greater of—

“(A) an amount equal to the portion of the cost to the
employer of the award that is not allowable as a deduction
to the employer (but not in excess of the value of the
award), or

“(B) the amount by which the value of the award exceeds
the amount allowable as a deduction to the employer.

The remaining portion of the value of such award shall not be
included in the gross income of the recipient.

“(3) TREATMENT OF TAX-EXEMPT EMPLOYERS.—In the case of an
employer exempt from taxation under this subtitle, any ref-
erence in this subsection to the amount allowable as a deduction
to the employer shall be treated as a reference to the amount
which would be allowable as a deduction to the employer if the
emplover were not exempt from taxation under this subtitle.

“(4) CROSS REFERENCE.—

“For provisions excluding certain de minimis fringes from gross

income, see section 132(e).”

(2) CONFORMING AMENDMENTS.—

(A) Clause (i) of section 4941(d)2)G) is amended by strik-
ing out “section 74(b)” and inserting in lieu thereof “‘section
T4(b) (without regard to paragraph (3) thereof)”.

(B) Paragraph (2) of section 4945(g) is amended by strik-
ing out “section 7T4(b)” and inserting in lieu thereof ‘‘section
T4(b) (without regard to paragraph (3) thereof)”.

(b) AMOUNTs TrRANSFERRED BY EMPLOYER NoT EXCLUDABLE AS
Girrs.—Section 102 (relating to gifts and inheritances) is amended
by adding at the end thereof the following new subsection:

“(c) EMPLOYEE GIFTS.—

“(1) INn GENERAL.—Subsection (a) shall not exclude from gross
income any amount transferred by or for an employer to, or for
the benefit of, an employee.

*(2) CROSS REFERENCES.—

“For provisions excluding certain employee achievement awards from
gross income, see section 74(¢).
“For provisions excluding certain de minimis fringes from gross

income, see section 132(e).”

(c) Girts.—Section 274(b) (relating to gifts) is amended—

(1) by adding “or” at the end of subparagraph (A) of para-
graph (1),

(2) by striking out “or” at the end of subparagraph (B) of
paragraph (1), and inserting in lieu thereof a period,

(3) by striking out subparagraph (C) of paragraph (1), and

(4) by striking out paragraph (3).

(d) DepucTioN FOR CoST OF EMPLOYEE ACHIEVEMENT AWARDS.—
Section 274 (relating to certain entertainment, etc., expenses) is
amended by redesignating subsection (j) as subsection (k) and by
inserting after subsection (i) the following new subsection:

“(j) EMPLOYEE ACHIEVEMENT AWARDS.—

“(1) GENERAL RULE.—No deduction shall be allowed under
section 162 or section 212 for the cost of an employee achieve-
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ment award except to the extent that such cost does not exceed
the deduction limitations of paragraph (2).

“(2) DEpucTioN LIMITATIONS.—The deduction for the cost of an
employee achievement award made by an employer to an
employee—

“(A) which is not a qualified plan award, when added to
the cost to the employer for all other employee achievement
awards made to such employee during the taxable year
which are not qualified plan awards, shall not exceed $400,
and

“(B) which is a qualified plan award, when added to the
cost to the employer for all other employee achievement
awards made to such employee during the taxable year
(including employee achievement awards which are not
qualified plan awards), shall not exceed $1,600.

‘“(3) DEFINITIONS.—For purposes of this subsection—

‘A} EMPLOYEE ACHIEVEMENT AWARD.—The term ‘em-
ployee achievement award’ means an item of tangible per-
sonal property which is—

“(i) transferred by an employer to an employee for
length of service achievement or safety achievement,

“(ii) awarded as part of a meaningful presentation,
and

“(iii) awarded under conditions and circumstances
that do not create a significant likelihood of the pay
ment of disguised compensation.

“(B) QUALIFIED PLAN AWARD.—

“(i) IN GENERAL.—The term ‘qualified plan award’
means an employee achievement award awarded as
part of an established written plan or program of the
taxpayer which does not discriminate in favor of highly
compensated employees (within the meaning of section
414(g)) as to eligibility or benefits. ~

“(ii) LiMITATION.—An employee achievement award
shall not be treated as a qualified plan award for any
taxable year if the average cost of all employee achieve-
ment awards which are provided by the employer
during the year, and which would be qualified plan
awards but for this subparagraph, exceeds $400. For
purposes of the preceding sentence, average cost shall
be determined by including the entire cost of qualified
plan awards, without taking into account employee
achievement awards of nominal value.

“(4) SpeciAL RULES.~—For purposes of this subsection—

“(A) PArTNERSHIPS.—In the case of an employee achieve-
ment award made by a partnership, the deduction limita-
tions contained in paragraph (2) shall apply to the partner-
ship as well as to each member thereof.

“(B) LENGTH OF SERVICE AWARDS.—An item shall not be
treated as having been provided for length of service
achievement if the item is received during the recipient’s
1st 5 years of employment or if the recipient received a
length of service achievement award (other than an award
excludable under section 132(e)(1)) during that year or any
of the prior 4 years.
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“(C) SAFETY ACHIEVEMENT AWARDS.—An item provided by
an employer to an employee shall not be treated as having
been provided for safety achievement if—

“(i) during the taxable year, employee achievement
awards (other than awards excludable under section
132(e)(1)) for safety achievement have previously been
awarded by the employer to more than 10 percent of
the employees of the employer (excluding employees
described in clause (ii)), or

“(ii) such item is awarded to a manager, adminis-
trator, clerical employee, or other professional
employee.”.

(e) TREATMENT FOR PURPOSES OF EMPLOYMENT TaxEs.—Each of the
following provisions are amended by striking out “117 or” and
inserting in lieu thereof “74(c), 117, or™:

(1) Section 3121(a)20).

(2) Section 3231(e)(5).

(3) Section 3306(b)(16).

(4) Section 3401(a)(20).

(5) Section 209(s) of the Social Security Act.

SEC. 123. SCHOLARSHIPS.

(a) IN GENERAL.—Section 117 (relating to scholarship and fellow-
ship grants) is amended to read as follows:

"SEC. 117. QUALIFIED SCHOLARSHIPS.

“(a) GENERAL RULE.—Gross income does not include any amount
received as a qualified scholarship by an individual who is a can-
didate for a degree at an educational organization described in
section 170(b)1)(A)ii).

“(b) QUALIFIED ScHOLARSHIP.—For purposes of this section—

“(1) In ceNERAL.—The term ‘qualified scholarship’ means any
amount received by an individual as a scholarship or fellowship
grant to the extent the individual establishes that, in accord-
ance with the conditions of the grant, such amount was used for
qualified tuition and related expenses.

“{2) QUALIFIED TUITION AND RELATED EXPENSES.—For purposes
of paragraph (1), the term ‘qualified tuition and related ex-
penses’ means—

“(A) tuition and fees required for the enrollment or
attendance of a student at an educational organization
described in section 170(b)(10AXii), and

“(B) fees, books, supplies, and equipment required for
courses of instruction at such an educational organization.

“(c) LimrtaTioN.—Subsections (a) and (d) shall not apply to that
portion of any amount received which represents payment for teach-
ing, research, or other services by the student required as a condi-
tion for receiving the qualified scholarship or qualified tuition
reduction.

“{d) QuarirFiep TurTioN REDUCTION.—

“(1) IN GENERAL.—Gross income shall not include any quali-
fied tuition reduction.

“(2) QUALIFIED TUITION REDUCTION.—For purposes of this
subsection, the term ‘qualified tuition reduction’ means the
amount of any reduction in tuition provided to an employee of
an organization described in section 170(b)1)XA)ii) for the edu-
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cation (below the graduate level) at such organization (or an-
other organization described in section 170(b)(1)(A)(ii)) of—
“(A) such employee, or
“(B) any person treated as an employee (or whose use is
treated as an employee use) under the rules of section
132(H.

“(3) REDUCTION MUST NOT DISCRIMINATE IN FAVOR OF HIGHLY
COMPENSATED, ETC.—Paragraph (1) shall apply with respect to
any qualified tuition reduction provided with respect to any
officer, owner, or highly compensated employee only if such
reduction is available on substantially the same terms to each
member of a group of employees which is defined under a
reasonable classification set up by the employer which does not
discriminate in favor of officers, owners, or highly compensated
employees (within the meaning of section 414(q)).’

(b) TECHNICAL AMENDMENTS.—

(1) Subsection (a) of section 74 is amended by striking out
“(relating to scholarship and fellowship grants)’ and inserting
in lieu thereof “(relating to qualified scholarships)”.

(2) The second sentence of section 1441(b) (relating to income
items) is amended to read as follows: “The items of income
referred to in subsection (a) from which tax shall be deducted
and withheld at the rate of 14 percent are amounts which are
received by a nonresident alien individual who is temporarily
present in the United States as a nonimmigrant under subpara-
graph (F) or (J) of section 101(a)}15) of the Immigration and
Nationality Act and which are incident to a qualified scholar-
ship to which section 117(a) applies, but only to the extent such
amounts are includible in gross income.”

(3) Paragraph (6) of section 7871(a) (relating to Indian tribal
governments treated as States for certain purposes), as amend-
ed by section 112, is amended by striking out subparagraph (B)
and by redesignating subparagraphs (C), (D), and (E) as subpara-
graphs (B), (C), and (D), respectively.

{(4) The table of sections for part III of subchapter B of chapter
1 is amended by striking out the item relating to section 117 and
inserting in lieu thereof the following new item:

“Sec. 117. Qualified scholarships.”

Subtitle D—Provisions Related to Deductions

SEC. 121. REPEAL OF DEDUCTION FOR 2-EARNER MARRIED COUPLES.

(a) GENErAL RULE.—Section 221 (relating to deduction for 2-earner
married couples) is hereby repealed.
(b) CONFORMING AMENDMENTS.—
(1) Section 62 is amended by striking out paragraph (16).
(2) Subparagraph (A) of section 86(b)2) is amended by striking
out “sections 221,” and inserting in lieu thereof “‘sections’.
(3) The table of sections for part VII of subchapter B of

%gilpter 1 is amended by striking out the item relating to section

SEC. 132. 2-PERCENT FLOOR ON MISCELLANEOUS ITEMIZED DEDUCTIONS.

(8) GENERAL RULE.—Part I of subchapter B of chapter 1 (defining
gross income, adjusted gross income, etc.) is amended by adding at
the end thereof the following new section:
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(I1) the Board of Directors of an automobile
manufacturer approved a written plan for the
conversion of an existing facility to produce a new
model of a vehicle currently not produced in the
United States, such facility will be placed in serv-
ice by July 1, 1987, and such Board action occurred
in July 1985, with respect to a $523,000,000
expenditure, in June 1983, with respect to a
$475,000,000 expenditure, or in July 1984, with
respect to a $312,000,000 expenditure.

(K) A project is described in this subparagraph if either—

(i) the project involves a joint venture between a
utility company and a paper company for a super
calendar paper mill, and at least $50,000,000 were in-
curred or committed with respect to such project before
March 1, 1986, or

(ii) the project involves a paper mill for the manufac-
ture of newsprint (including a cogeneration facility) is
generally based on a written design and feasibility
study that was completed on December 15, 1981, and
will be placed in service before January 1, 1991, or

(iii) the project is undertaken by a Maine corporation
and involves the modernization of pulp and paper mills
in Millinocket and/or East Millinocket, Maine, or

(iv) the project involves the installation of a paper
machine for production of coated publication papers,
the modernization of a pulp mill, and the installation of
machinery and equipment with respect to related proc-
esses, as of December 31, 1985, in excess of $50,000,000
was incurred for the project, as of July 1986, in excess
of $150,000,000 was incurred for the project, and the
project is located in Pine Bluff, Arkansas, or

(v) involves property of a type described in ADR
classes 26.1, 26.2, 25, 00.3 and 00.4 included in a paper
plant which will manufacture and distribute tissue,
towel or napkin products; is located in Effingham
County, Georgia; and is generally based upon a written
General Description which was submitted to the Geor-
gia Department of Revenue on or about June 13, 1985.

(L) A project is described in this subparagraph if—

() a letter of intent with respect to such project was
executed on June 4, 1985, and

(ii) a 5-percent downpayment was made in connection
with such project for 2 10-unit press lines and related
equipment.

(M) A project is described in this subparagraph if—

(i) the project involves the retrofit of ammonia
plants,

(i1) as of March 1, 1986, more than $390,000 had been
expended for engineering and equipment, and

(iii) more than $170,000 was expensed in 1985 as a
portion of preliminary engineering expense.

(N) A project is described in this subparagraph if the
project involves bulkhead intermodal flat cars which are
placed in service before January 1, 1987, and either—
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(1) more than $2,290,000 of expenditures were made
before March 1, 1986, with respect to a project involv-
ing up to 300 platforms, or

(i1) more than $95,000 of expenditures were made
before March 1, 1986, with respect to a project involv-
ing up to 850 platforms.

(0) A project is described in this subparagraph if—

(i) the project involves the production and transpor-
tation of oil and gas from a well located north of the
Arctic Circle, and

(i1) more than $200,000,000 of cost had been incurred
or committed before September 26, 1985.

(P) A project is described in this subparagraph if—

(i) a commitment letter was entered into with a
financial institution on January 23, 1986, for the
financing of the project,

(ii) the project involves intercity communication
links (including microwave and fiber optics commu-
nications systems and related property),

(iii) the project consists of communications links be-
tween—

(I) Omaha, Nebraska, and Council Bluffs, Iowa,

(II) Waterloo, Iowa and Sioux City, lowa,

(éII) Davenport, Iowa and Springfield, Illinois,
an

(iv) the estimated cost of such project is approxi-
mately $13,000,000.

(@) A project is described in this subparagraph if—

(1) such project is a mining modernization project
involving mining, transport, and milling operations,

(1i) before September 26, 1985, at least $20,000,000
was expended for engineering studies which were ap-
proved by the Board of Directors of the taxpayer on
January 27, 1983, and

(iii) such project will involve a total estimated mini-
mum cost of $350,000,000.

(R) A project is described in this subparagraph if—

(1) such project is a dragline acquired in connection
with a 3-stage program which began in 1980 to increase
production from a coal mine,

(ii) at least $35,000,000 was spent before September
26, 1985, on the 1st 2 stages of the program, and

(iii) at least $4,000,000 was spent to prepare the mine
site for the dragline.

(8) A project is described in this subparagraph if—it is a
project consisting of a mineral processing facility using a
heap leaching system (including waste dumps, low-grade
dumps, a leaching area, and mine roads) and if—

(1) convertible subordinated debentures were issued
in August 1985, to finance the project,

(ii) construction of the project was authorized by the
Board of Directors of the taxpayer on or before Decem-
ber 31, 1985,

(iii) at least $750,000 was paid or incurred with re-
gpect to the project on or before December 31, 1985, and

(iv) the project is placed in service on or before
December 31, 1986.
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(T) A project is described in this subparagraph if it is a
plant facility on Alaska’s North Slope and—

(i) the approximate cost is $575,000,000 of which
approximately $100,000,000 was spent on off-site
construction or

(ii) the approximate cost of which is $450,000,000, of
which approximately $100,000,000 was spent on off-site
construction, more than 50 percent of the project cost
was spent prior to December 31, 1985, and which will
be placed in service in 1987.

(U) A project is described in this subparagraph if it
involves the connecting of existing retail stores in the
downtown area of a city to a new covered area, the total
project will be 250,000 square feet, a formal Memorandum
of Understanding relating to development of the project
was executed with the city on July 2, 1986, and the esti-
mated cost of the project is $18,186,424.

(V) A project is described in this subparagraph if it
includes a 200,000 square foot office tower, a 200-room
hotel, a 300,000 square foot retail center, an 800-space
parking facility, the total cost is projected to be $60,000,000,
and $1,250,000 was expended with respect to the site before
August 25, 1986.

(W) A project is described in this subparagraph if it is a
Jjoint use and development project including an integrated
hotel, convention center, office, related retail facilities and
public mass transportation terminal, and vehicle parking
facilities which satisfies the following conditions:

(1) is developed within certain air space rights and
upon real property exchanged for such joint use and
development project which is owned or acquired by a
state department of transportation, a regional mass
transit district in a county with a population of at least
5,000,000 and a community redevelopment agency;

(ii) such project affects an existing, approximately 40
acre public mass transportation bus-way terminal facil-
ity located adjacent to an interstate highway;

(iii) a memorandum of understanding with respect to
such joint use and development project is executed by a
state department of transportation, such a county re-
gional mass transit district and a community redevel-
opment agency on or before December 31, 1986, and

(iv) a major portion of such joint use and develop-
ment project is placed in service by December 31, 1990.

(X) A project is described in this subparagraph if—

(i) it is an $8,000,000 project to provide advanced
control technology for adipic acid at a plant, which was
authorized by the company’s Board of Directors in
October 1985, at December 31, 1985, $1,400,000 was
committed and $400,000 expended with respect to such
project, or

(i) it is an $8,300,000 project to achieve compliance
with State and Federal regulations for particulates
emissions, which was authorized by the company’s
Board of Directors in December 1985, by March 31,
1986, $250,000 was committed and $250,000 was ex-
pended with respect to such project, or
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(i1i) it is a $22,000,000 project for the retrofit of a
plant that makes a raw material for aspartame, which
was approved in the company’s December 1985 capital
budget, if approximately $3,000,000 of the $22,000,000
was spent before August 1, 1986.

(Y) A project is described in this subparagraph if such
project passes through at least 9 States and involves an
intercity communication link (including multiple repeater
sites and junction stations for microwave transmissions and
amplifiers for fiber optics); the link from Buffalo to New
York/Elizabeth was completed in 1984; the link from Buf-
falo to Chicago was completed in 1985; and the link from
New York to Washington is completed in 1986.

(6) NATURAL GaAS PIPELINE.—The amendments made by section
201 shall not apply to any interstate natural gas pipeline (and
related equipment) if—

(A) 3 applications for the construction of such pipeline
were filed with the Federal Energy Regulatory Commission
before November 22, 1985 (and 2 of which were filed before
September 26, 1985), and

(B) such pipeline has 1 of its terminal points near Bakers-
field, California.

(7) CERTAIN LEASEHOLD IMPROVEMENTS.—The amendments
made by section 201 shall not apply to any reasonable leasehold
improvements, equipment and furnishings placed in service by
a lessee or its affiliates if—

(A) the lessee or an affiliate is the original lessee of each
building in which such property is to be used,

(B) such lessee is obligated to lease the building under an
agreement to lease entered into before September 26, 1985,
and such property is provided for such building, and

(C) such buildings are to serve as world headquarters of
the lessee and its affiliates.

For purposes of this paragraph, a corporation is an affiliate of
another corporation if both corporations are members of a
controlled group of corporations within the meaning of section
1563(a) of the Internal Revenue Code of 1954 without regard to
section 1563()2) of such Code. Such lessee shall include a
securities firm that meets the requirements of subparagraph
(A), except the lessee is obligated to lease the building under a
lease entered into on June 18, 1986.

(8) SOLID WASTE DISPOSAL FACILITIES.—The amendments made
by section 201, and section 203(c), shall not apply to the tax-
payer who originally places in service any qualified solid waste
disposal facility (as defined in section 7701(eX3)XB) of the In-
ternal Revenue Code of 1986) if before March 2, 1986—

(A) there is a binding written contract between a service
recipient and a service provider with respect to the oper-
ation of such facility to pay for the services to be provided
by such facility,

(B) a service recipient or governmental unit (or any entity
related to such recipient or unit) made a financial commit-
ment of at least $200,000 for the financing or construction
of such facility,

{C) such facility is the Tri-Cities Solid Waste Recovery
Project involving Fremont, Newark, and Union City,
California, and has received an authority to construct from
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the Environmental Protection Agency or from a State or
local agency authorized by the Environmental Protection
Agency to issue air quality permits under the Clean Air
Act.

(9) CERTAIN SUBMERSIBLE DRILLING UNITS.—In the case of a
binding contract entered into on October 30, 1984, for the

urchase of 6 semi-submersible drilling units at a cost of

425,000,000, such units shall be treated as having an applicable
date under subsection 203(b)(2) of January 1, 1991.

(10) WASTEWATER OR SEWAGE TREATMENT FACILITY.—The
amendments made by section 201 shall not apply to any prop-
efg'ty which is part of a wastewater or sewage treatment facility
if either—

(A) site preparation for such facility commenced before
September 1985, and a parish council approved a service
agreement with respect to such facility on December 4,
1985;

(B) a city-parish advertised in September 1985, for bids
for construction of secondary treatment improvements for
such facility, in May 1985, the city-parish received state-
ments from 16 firms interested in privatizing the
wastewater treatment facilities, and the metropolitan coun-
cil selected a privatizer at its meeting on November 20,
1985, and adopted a resolution authorizing the Mayor to
enter into contractual negotiation with the selected
privatizer;

(C) the property is part of a wastewater treatment facility
with respect to which a binding service agreement between
a privatizer and the Western Carolina Regional Sewer
Authority with respect to such facility was signed before
January 1, 1986; or

(D) such property is part of a wastewater treatment
facility (located in Cameron County, Texas, within one mile
of the City of Harlingen), an application for a wastewater
discharge permit was filed with respect to such facility on
December 4, 1985, and a City Commission approved a letter
of intent relating to a service agreement with respect to
such facility on August 7, 1986; or a wastewater facility
(located in Harlingen, Texas) which is a subject of the letter
of intent and service agreement described in subparagraph
(A)2) of this paragraph and the design of which was con-
tracted for in a letter of intent dated January 23, 1986.

(11) CerTAIN AIRCRAFT.—The amendments made by section
201 shall not apply to any new aircraft with 19 or fewer
passenger seats if—

(A) the aircraft is manufactured in Kansas, Florida, Geor-
gia, or Texas. For purposes of this subparagraph, an air-
craft is “manufactured” at the point of its final assembly,

(B) the aircraft was in inventory or in the planned
production schedule of the final assembly manufacturer,
with orders placed for the engine(s) on or before August 16,
1986, and

(C) the aircraft is purchased or subject to a binding
contract on or before December 31, 1986, and is delivered
and placed in service by the purchase, before July 1, 1987.

Section 211(d)X2)B) shall not apply to aircraft which meet the
requirements of this subparagraph.
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(12) CERTAIN SATELLITES.—The amendments made by section
201 shall not apply to any satellite with respect to which—
(A) on or before January 28, 1986, there was a binding
contract to construct or acquire a satellite, and
(i) an agreement to launch was in existence on that
date, or

(ii) on or before August 5, 1983, the Federal Commu-
nications Commission had authorized the construction
and for which the authorized party has a specific al-
though undesignated agreement to launch in existence

on January 28, 1986;

(B) by order adopted on July 25, 1985, the Federal
Communications Commission granted the taxpayer an or
bital slot and authorized the taxpayer to launch and oper-
ate 2 satellites with a cost of approximately $300,000,000; or

(C) the International Telecommunications Satellite
Organization or the International Maritime Satellite
Organization entered into written binding contracts before
May 1, 1985.

(13) CERTAIN NONWIRE LINE CELLULAR TELEPHONE SYSTEMS.—
The amendments made by section 201 shall not apply to prop-
erty that is part of a nonwire line system in the Domestic Public
Cellular Radio Telecommunications Service for which the Fed-
eral Communications Commission has issued a construction
permit before September 26, 1985, but only if such property is
placed in service before January 1, 1987.

(14) CERTAIN COGENERATION FACILITIES.—The amendments
made by section 201 shall not apply to projects consisting of 1 or
more facilities for the cogeneration and distribution of elec-
tricity and steam or other forms of thermal energy if—

(A) at least $100,000 was paid or incurred with respect to
the project before March 1, 1986, a memorandum of under-
standing was executed on September 13, 1985, and the
project is placed in service before January 1, 1989,

(B) at least $500,000 was paid or incurred with respect to
the projects before May 6, 1986, the projects involve a 22-
megawatt combined cycle gas turbine plant and a 45-mega-
watt coal waste plant, and applications for qualifying facil-
ity status were filed with the Federal Energy Regulatory
Commission on March 5, 1986,

(C) the project cost approximates $125,000,000 to
$140,000,000 and an application was made to the Federal
Energy Regulatory Commission in July 1985,

(D) an inducement resolution for such facility was
adopted on September 10, 1985, a development authority
was given an inducement date of September 10, 1985, for a
loan not to exceed $80,000,000 with respect to such facility,
and such facility is expected to have a capacity of approxi-
mately 30 megawatts of electric power and 70,000 pounds of
steam per hour,

(E) at least $1,000,000 was incurred with respect to the
project before May 6, 1986, the project involves a 52-mega-
watt combined cycle gas turbine plant and a petition was
filed with the Connecticut Department of Public Utility
Control to approve a power sales agreement with respect to
the project on March 27, 1986.
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(15) CERTAIN ELECTRIC GENERATING STATIONS.—The amend-
ments made by section 201 shall not apply to a project consist-
ing of a coal-fired electric generating station (including multiple
generating units, coal mine equipment, and transmission facili-
ties) if—

(A) a tax-exempt entity will own an equity interest in all
property included in the project (except the coal mine
equipment), and

(B) at least $72,000 was expended in the acquisition of
coal leases, land and water rights, engineering studies, and
other development costs before May 6, 1986.

For purposes of this subparagraph, subsection (b)(2) shall be
agé){ied by substituting “January 1, 1986” for “January 1,
1 .’7

(16) SPORTS ARENAS.—

(A) INDOOR SPORTS FACILITY.—The amendments made by
section 201 shall not apply to up to $20,000,000 of improve-
ments made by a lessee of any indoor sports facility pursu-
ant to a lease from a State commission granting the right to
make limited and specified improvements (including
planned seat explanations), if architectural renderings of
the project were commissioned and received before Decem-
ber 22, 1985,

(B) METROPOLITAN SPORTS ARENA.—The amendments
made by section 201 shall not apply to any property which
is part of an arena constructed for professional sports
activities in a metropolitan area, provided that such arena
is capable of seating no less than 18,000 spectators and a
binding contract to incur significant expenditures for its
construction was entered into before June 1, 1986,

(17) CERTAIN WASTE-TO-ENERGY FACILITIES.—The amendments
made by section 201 shall not apply to 2 agricultural waste-to-
energy powerplants (and required transmission facilities), in
connection with which a contract to sell 100 megawatts of
electricity to a city was executed in October 1984.

(18) CERTAIN COAL-FIRED PLANTS.—The amendments made by
section 201 shall not apply to one of three 540 megawatt coal-
fired plants that are placed in service after a sale leaseback
occurring after January 1, 1986, if—

(A) the Board of Directors of an electric power coopera-
tion authorized the investigation of a sale leaseback of a
nuclear generation facility by resolution dated January 22,
1985, and

(B) a loan was extended by the Rural Electrification
Administration on February 20, 1986, which contained a
covenant with respect to used property leasing from unit II.

(19) CERTAIN RAIL SYSTEMS.—

(A) The amendments made by section 201 shall not apply
to a light rail transit system, the approximate cost of which
is $235,000,000, if, with respect to which, the board of
directors of a corporation (formed in September 1984 for the
purpose of developing, financing, and operating the system)
authorized a $300,000 expenditure for a feasibility study in
April 1985.

(B) The amendments made by section 201 shall not apply
to any project for rehabilitation of regional railroad rights
of way and properties including grade crossings which was
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authorized by the Board of Directors of such company prior
to October 1985; and/or was modified, altered or enlarged
as a result of termination of company contracts, but ap-
proved by said Board of Directors no later than January 30,
1986, and which is in the public interest, and which is
subject to binding contracts or substantive commitments by
December 31, 1987,

(20) CERTAIN DETERGENT MANUFACTURING FACILITY.—The
amendments made by section 201 shall not apply to a laundry
detergent manufacturing facility, the approximate cost of which
is $13,200,000, with respect to which a project agreement was
fully executed on March 17, 1986.

(21) CERTAIN RESOURCE RECOVERY FACILITY.—The amendments
made by section 201 shall not apply to any of 3 resource
recovery plants, the aggregate cost of which approximates
$300,000,000, if an industrial development authority adopted a
bond resolution with respect to such facilities on December 17,
1984, and the projects were approved by the department of
commerce of a Commonwealth on December 27, 1984.

(22) The amendments made by section 201 shall not apply to a
computer and office support center building in Minneapolis,
with respect to which the first contract, with an architecture
firm, was signed on April 30, 1985, and a construction contract
was signed on March 12, 1986.

(23) CERTAIN DISTRICT HEATING AND COOLING FACILITIES.—The
amendments made by section 201 shall not apply to pipes,
mains, and related equipment included in district heating and
cooling facilities, with respect to which the development author-
ity of a State approved the project through an inducement
resolution adopted on October 8, 1985, and in connection with
yvhic]:i approximately $11,000,000 of tax-exempt bonds are to be
issued.

(24) CERTAIN VESSELS.—

(A) CERTAIN OFFSHORE VESSELS.—The amendments made
by section 201 shall not apply to any offshore vessel the
construction contract for which was signed on February 28,
1986, and the approximate cost of which is $9,000,000.

(B) CERTAIN INLAND RIVER VESSEL—The amendments
made by section 201 shall not apply to a project involving
the reconstruction of an inland river vessel docked on the
Mississippi River at St. Louis, Missouri, on July 14, 1986,
and with respect to which:

(i) the estimated cost of reconstruction is approxi-
mately $39,000,000;
. (lisia)gléeconstruction was commenced prior to December
(iii) at least $17,000,000 was expended before Decem-
ber 31, 1985; and

(C) SPECIAL AUTOMOBILE CARRIER VESSELS.—The amend-
ments made by section 201 shall not apply to two new
automobile carrier vessels which will cost approximately
$47,000,000 and will be constructed by a United States-flag
carrier to operate, under the United States-flag and with an
American crew, to transport foreign automobiles to the
United States, in a case where negotiations for such
transportation arrangements commenced in April 1985,
formal contract bids were submitted prior to the end of
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1985, and definitive transportation contracts were awarded
in May 1986.

(D) The amendments made by section 201 shall not apply
to a 562-foot passenger cruise ship, which was purchased in
1980 for the purpose of returning the vessel to United
States service, the approximate cost of refurbishment of
which is approximately $47,000,000.

(25) CERTAIN WOOD ENERGY PROJECTS.—The amendments
made by section 201 shall not apply to two wood energy prod-
ucts for which applications with the Federal Energy Regulatory
Commission were filed before January 1, 1986, which are de-
scribed as follows:

(A) a 26.5 megawatt plant in Fresno, California, and

(B) a 26.5 megawatt plant in Rocklin, California.

(26) The amendments made by section 201 shall not apply to
property which is a geothermal project of less than 20
megawatts that was certified by the Federal Energy Regulatory
Commission on July 14, 1986, as a qualifying small power
production facility for purposes of the Public Utility Regulatory
Policies Act of 1978 pursuant to an application filed with the
Federal Energy Regulatory Commission on April 17, 1986.

(27) CERTAIN ECONOMIC DEVELOPMENT PROJECTS.—The amend-
ments made by section 201 shall not apply to any of the
following projects:

(A) A mixed use development on the East River the total
cost of which is approximately $400,000,000, with respect to
which a letter of intent was executed on January 24, 1984,
and with respect to which approximately $2.5 million had
been spent by March 1, 1986.

.(B) A 356-room hotel, banquet, and conference facility
(including 525,000 square feet of office space) the approxi-
mate cost of which is $158,000,000, with respect to which a
letter of intent was executed on June 1, 1984, and with
respect to which an inducement resolution and bond resolu-
tion was adopted on August 20, 1985.

(C) Phase 1 of a 4-phase project involving the construction
of laboratory space and ground-floor retail space the esti-
mated cost of which is $32,000,000 and with respect to
which a memoradum of understanding was made before
August 29, 1983.

(D) A project involving the development of a 490,000
square foot mixed-use building at 152 W. 57th Street and
7th Avenue, New York, New York, the estimated cost of
which is $100,000,000, and with respect to which a building
permit application was filed in May 1986.

(E) A mixed-use project containing a 300 unit, 12-story
hotel, garage, two multi-rise office buildings, and also in-
cluded a park, renovated riverboat, and barge with festival
marketplace, the capital outlays for which approximate
$68,000,000.

(F) The construction of a three-story office building that
will serve as the home office for an insurance group and its
affiliated companies, with respect to which a city agreed to
transfer its ownership of the land for the project in a
Redevelopment Agreement executed on September 18, 1985,
once certain conditions are met.
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(G) A commercial bank formed under the laws of the
State of New York which entered into an agreement on
September 5, 1985, to construct its headquarters at 60 Wall
Street, New York, New York, with respect to such head-
quarters.

(H) Any property which is part of a commercial and
residential project, the first phase of which is currently
under construction, to be developed on land which is the
subject of an ordinance passed on July 20, 1981, by the city
council of the city in which such land is located, designating
such land and the improvements to be placed thereon as a
residential-business planned development, which develop-
ment is being financed in part by the proceeds of industrial
development bonds in the amount of $62,000 issued on
December 4, 1985.

(28) The amendments made by section 201 shall not apply to
an $80,000,000 capital project steel seamless tubular casings
minimill and melting facility located in Youngstown, Ohio,
which was purchased by the taxpayer in April 1985, and—

(A) the purchase and renovation of which was approved
by a committee of the Board of Directors on February 22,
1985, and

(B) as of December 31, 1985, more than $20,000,000 was
incurred or committed with respect to the renovation.

(29) The amendments made by section 201 shall not apply to
any project for residential rental property if—

(A) an inducement resolution with respect to such project
was adopted by the State housing development authority on
January 18, 1985, and

(B) such project was the subject of law suits filed on June
22, 1984, and November 21, 1985.

(30) The amendments made by section 201 shall not apply to a
30 megawatt electric generating facility fueled by geothermal
and wood waste, the approximate cost of which is $55,000,000,
and with respect to which a 30-year power sales contract was
executed on March 22, 1985.

(31) The amendments made by section 201 shall not apply to
railroad maintenance-of-way equipment, with respect to which
a Boston bank entered into a firm binding contract with a major
northeastern railroad before March 2, 1986, to finance
$10,200,000 of such equipment, if all of the equipment was
placed in service before August 1, 1986.

(32) The amendment made by section 201 shall not apply to—

{A) a facility constructed on approximately seven acres of
land located on Ogle’s Poso Creek Oil field, the primary fuel
of which will be bituminous coal from Utah or Wyoming,
with respect to which an application for an authority to
construct was filed on July 30, 1984, an authority to con-
struct was issued on February 28, 1985, and a prevention of
significant deterioration permit application was submitted
on June 17, 1985,

(B) a facility constructed on approximately seven acres of
land located on Teorco’s Jasmin oil field, the primary fuel
of which will be bituminous coal from Utah or Wyoming,
with respect to which an authority to construct was filed on
August 30, 1984, an authority to construct was issued on
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May 4, 1985, and a prevention of significant deterioration
permit application was submitted on July 3, 1985,

(C) the Mountain View Apartments, in Hadley,
Massachusetts,

(D) a facility expected to have a capacity of not less than
65 megawatts of electricity, the steam from which is to be
sold to a pulp and paper mill, with respect to which applica-
tion was made to the Federal Regulatory Commission for
certification as a qualified facility on November 1, 1985, and
received such certification on January 24, 1986,

(E) $2,200,000 of equipment ordered on January 27, 1986,
in connection with a 60,000 square foot plant that was
completed in 1983,

(F) a magnetic resonance imaging machine, with respect
to which a binding contract to purchase was entered into in
April 1986, in connection with the construction of a mag-
netic resonance imaging clinic with respect to which a
Determination of Need certification was obtained from a
State Department of Public Health on October 22, 1985, if
such property is placed in service before December 31, 1986,

(G) a company located in Salina, Kansas, which has been
engaged in the construction of highways and city streets
since 1946, but only to the extent of $1,410,000 of invest-
ment in new section 38 property,

(H) a $300,000 project undertaken by a small metal finish-
ing company located in Minneapolis, Minnesota, the first
parts of which were received and paid for in January 1986,
with respect to which the company received Board approval
to purchase the largest piece of machinery it has ever
ordered in 1935,

(I) A $1,200,000 finishing machine that was purchased on
April 2, 1986 and placed into service in September 1986 by a
company located in Davenport, lowa,

(J) A 25 megawatt small power production facility, with
respect to which Qualifying Facility status numbered
QF86-533-000 was granted on March 5, 1986,

(K) A $600,000,000, 250 megawatt plant placed in service
by the Sierra Pacific Power Company,

(L) 128 units of rental housing the Point Gloria Limited
Partnership,

(M) Kenosha Harbor, in Kenosha, Wisconsin,

(N) Lakeland Park Phase II, in Baton Rouge, Louisiana,

(O) the Santa Rosa Hotel, in New Orleans, Louisiana,

(P) the Sheraton Baton Rouge, in Baton Rouge, Louisi-
ana,

(Q $300,000 of equipment placed in service in 1986, in
connection with the renovation of the Best Western Town-
house Convention Center in Cedar Rapids, lowa,

(R) the segment of a nationwide fiber optics telecommuni-
cations network placed in service by SouthernNet, the total
estimated cost of which is $37,000,000,

(S) two cogeneration facilities, placed in service by the
Reading Anthracite Company, costing approximately
$110,000,000 each, with respect to which filings were made
with the Federal Energy Regulatory Commission on Decem-
ber 31, 1985, and which are located in Pennsylvania,
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(T) a fiber optics network placed in service by Kansas City
Southern Industries, the total estimated cost of which is
$25,000,000,

(U) 3 newly constructed fishing vessels, and one vessel
that is overhauled, placed in service by Mid Coast Marine,
but only to the extent of $6,700,000 of investment,

(V) $350,000 of equipment acquired in connection with
the reopening of a plant in Bristol, Rhode Island, which
plant was purchased by Buttonwoods, Ltd., Associates on
February 7, 1986,

(W) $4,046,000 of equipment placed in service by
Brendle’s Incorporated, acquired in connection with a Dis-
tribution Center,

(X) a multi-family mixed-use housing project located in a
home rule city, the zoning for which was changed to resi-
dential business planned development on November 26,
1985, and with respect to which both the home rule city and
the State housing finance agency adopted inducement reso-
lutions on December 20, 1985,

(Y) the Myrtle Beach Convention Center, in South Caro-
lina, to the extent of $25,000,000 of investment, and

(Z) railroad cars placed in service by the Pullman Leasing
Company, pursuant to an April 3, 1986 purchase order,
costing approximately $10,000,000.

(33) The amendments made by section 201 shall not apply to—

(A) $400,000 of equipment placed in service by Super Key
Market, if such equipment is placed in service before Janu-
ary 1, 1987,

(B) the Trolley Square project, the total project cost of
which is $24,500,000, and the amount of depreciable real
property of which is $14,700,000.

(C) a waste-to-energy project in Derry, New Hampshire,
costing approximtely $60,000,000,

(D) the City of Los Angeles Co-composting project, the
estimated cost of which is $62,000,000, with respect to
which, on July 17, 1985, the California Pollution Control
Financing Authority issued an initial resclution in the
maximum amount of $75,000,000 to finance this project,

(E) the St. Charles, Missouri Mixed-Use Center,

(F) Oxford Place in Tulsa, Oklahoma,

(G) an amount of investment generating $20,000,000 of
investment tax credits attributable to property used on the
Illinois Diversatech Campus,

(H) $25,000,000 of equipment used in the Melrose Park
Engine Plant that is sold and leased back by Navistar,

(I) 80,000 vending machines, for a cost approximating
$3,400,000 placed into service by Folz Vending Co.,

(J) a 24 megawatt alternative energy facility placed in
service by Peat Products, with respect to which certification
by the Federal Energy Regulatory Commission on April 3,
1986, and

(K) Burbank Manors, in Illinois.

(b) SpeciaL RULE FOR CERTAIN ProPERTY.—The provisions of sec-
tion 168(f)(8) of the Internal Revenue Code of 1954 (as amended by
section 209 of the Tax Equity and Fiscal Responsibility Act of 1982)
shall continue to apply to any transaction permitted by reason of
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section 12(c)(2) of the Tax Reform Act of 1984 or section 20Hd)(1)(B)
of the Tax Equity and Fiscal Responsibility Act of 1982.
(¢) ApprLICABLE DATE IN CERTAIN CASES.—

(1) Section 203(b)(2) shall be applied by substituting “January
1, 1992” for January 1, 1991” in the following cases.

(A) in the case of a 2-unit nuclear powered electric
generating plant (and equipment and incidental appur-
tenances), constructed pursuant to contracts entered into
by the owner operator of the facility before December 31,
1975, including contracts with the engineer/constructor
and the nuclear steam system supplier, such contracts shall
be treated as contracts described in section 203(b)(1)A),

(B) a cogeneration facility with respect to which an ap-
plication with the Federal Energy Regulatory Commission
was filed on August 2, 1985, and approved October 15, 1985.

(C) in the case of a 1,300 megawatt coal-fired steam
powered electric generating plant (and related equipment
and incidental appurtenances), which the three owners
determined in 1984 to convert from nuclear power to coal
power and for which more than $600,000,000 had been
incurred or committed for construction before September
25, 1985, except that no investment tax credit will be
allowable under section 49(d)3) added by section 211(a) of
this Act for any qualified progress expenditures made after
December 31, 1990.

(2) Section 203(bX2) shall be applied by substituting “April 1,
1992” for the applicable date that would otherwise apply, in the
case of the second unit of a twin steam electric generating
facility and related equipment which was granted a certificate
of public convenience and necessity by a public service commis-
sion prior to January 1, 1982, if the first unit of the facility was
placed in service prior to January 1, 1985, and before September
26, 1985, more than $100,000,000 had been expended toward the
construction of the second unit.

(3) Section 203(b)2) shall be applied by substituting “January
1, 1990,” for the applicable date that would otherwise apply in
the case of—

(A) new commercial passenger aircraft used by a domestic
airline, if a binding contract with respect to such aircraft
was entered into before April 1, 1986, and such aircraft has
a present class life of 12 years,

(B) a pumped storage hydroelectric project with respect to
which an application was made to the Federal Energy
Regulatory Commission for a license on February 4, 1974,
and license was issued August 1, 1977, the project number
of which is 2740,

(C) a facility for the manufacture of an improved
particleboard, if—a binding contract to purchase such
equipment was executed March 3, 1986, such equipment
will be placed in service by January 1, 1988, and such
facility is located in or near Moncure, North Carolina, and

(D) a newsprint mill in Pend Oreille county, Washington,
costing about $290,000,000.

(4) The amendments made by section 201 shall not apply to a
limited amount of the following property or a limited amount of
property set forth in submission before September 16, 1986, by
the following taxpayers—
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(A) Arena project, Michigan,

(B) Campbell Soup Company, Pennsylvania and Califor-
nia,

(C) Overton, Florida,

(D) Legett and Platt,

(E) East Bank Housing Project,

(F) Standard Telephone Company,

(G) Presidential Air,

(H) Ann Arbor Railroad,

(I) Ada, Michigan Cogeneration,

(J) Anchor Store Project, Michigan,

(K) Biogen Power,

(L) $14,000,000 of television transmitting towers placed in
service by Media General, Inc., which were subject to bind-
ing contracts as of January 21, 1986, and will be placed in
service before January 1, 1988,

(M) Hardage Company,

(N) Mesa Airlines,

(O) Yarn-spinning equipment used at Spring Cotton Mills,
and

(P) 328 units of low-income housing at Angelus Plaza.

(d) RarLrRoaD GRADING AND TUNNEL BORES.—

(1) In ceNERAL.—In the case of expenditures for railroad
grading and tunnel bores which were incurred by a common
carrier by railroad to replace property destroyed in a disaster
occurring on or about April 17, 1983, near Thistle, Utah, such
expenditures, to the extent not in excess of $15,000,000, shall be
treated as recovery property which is 5-year property under
section 168 of the Internal Revenue Code of 1954 (as in effect
before the amendments made by this Act) and which is placed
in service at the time such expenditures were incurred.

(2) BUSINESS INTERRUPTION PROCEEDS.—Business interruption
proceeds received for loss of use, revenues, or profits in connec-
tion with the disaster described in paragraph (1) and devoted by
the taxpayer described in paragraph (1) to the construction of
replacement track and related grading and tunnel bore expendi-
tures shall be treated as constituting an amount received from
the involuntary conversion of property under section 1033(a)2)
of such Code.

(3) ErrecTivE pATE.—This subsection shall apply to taxable
years ending after April 17, 1983.

(e) TREATMENT oF CERTAIN DISASTER LOSSES.—

(1) IN ceNERAL.—In the case of a disaster described in para-
graph (2), at the election of the taxpayer, the amendments made
by section 201 of this Act—

(A) shall not apply to any property placed in service
during 1987 or 1988, or

(B) shall apply to any property placed in service during
1985 or 1986,

which is property to replace property lost, damaged, or de-
stroyed in such disaster.

(2) DISASTER TO WHICH SECTION APPLIES.—This section shall
apply to a flood which occurred on November 3 through 7, 1985,
and which was declared a natural disaster area by the President
of the United States.
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Subtitle B—Repeal of Regular Investment Tax
Credit

SEC. 211. REPEAL OF REGULAR INVESTMENT TAX CREDIT.

(a) GENERAL RULE.—Subpart E of part IV of subchapter A of
chapter 1 (relating to investment tax credit) is amended by adding at
the end thereof the following new section:

“SEC. 49. TERMINATION OF REGULAR PERCENTAGE.

‘“(a) GENERAL RULE.—For purposes of determining the amount of
the investment tax credit determined under section 46, the regular
percentage shall not apply to any property placed in service after
December 31, 1985,

“{(b) ExceEpTioNs.—Subject to the provisions of subsections (¢) and
(d), subsection (a) shall not apply to the following:

“(1) TRANSITION PROPERTY.—Property which is transition
property (within the meaning of subsection (e)).

“(2) QUALIFIED PROGRESS EXPENDITURE FOR PERIODS BEFORE
JANUARY 1, 1986.—In the case of any taxpayer who has made an
election under section 46(d)6), the portion of the adjusted basis
of any progress expenditure property attributable to qualified
progress expenditures for periods before January 1, 1986.

“(3) QUALIFIED TIMBER PROPERTY.—The portion of the adjusted
basis of qualified timber property which is treated as section 38
property under section 48 (a)1)(F).

9;%:) 35-PERCENT REDUCTION IN CREDIT FOR TAXABLE YEARS AFTER
1986.—

“(1) REDUCTION IN CURRENT YEAR INVESTMENT CREDIT.—Any
portion of the current year business credit under section 38(b)
for any taxable year beginning after June 30, 1987, which is
attributable to the regular investment credit shall be reduced
by 35 percent.

“(2) UNEXPIRED CARRYFORWARDS TO 1ST TAXABLE YEAR BEGIN-
NING AFTER JUNE 30, 1987.—Any portion of the business credit
carryforward under section 38(a)(1) attributable to the regular
investment credit which has not expired as of the close of the
taxable year preceding the 1st taxable year of the taxpayer
beginning after June 30, 1987, shall be reduced by 35 percent.

“(3) SPECIAL RULE FOR TAXABLE YEARS BEGINNING BEFORE AND
ENDING AFTER JULY 1, 1987.—In the case of any taxable year
beginning before and ending after July 1, 1987—

“(A) any portion of the current year business credit under
section 3&(b) for such taxable year, or

‘B) any portion of the business credit carryforward
under section 38(a)(1) to such year,

which is attributable to the regular investment credit shall be
reduced by the applicable percentage.

“(4) TREATMENT OF DISALLOWED CREDIT.—

“(A) IN GENERAL.—The amount of the reduction of the
regular investment credit under paragraphs (1) and (2) shall
not be allowed as a credit for any taxable year.

“(B) NO CARRYBACK FOR YEAR STRADDLING JULY 1, 1987;
GROSS UP OF CARRYFORWARDS.—The amount of the reduction
of the regular investment credit under paragraph (3)—

(i) may not be carried back to any taxable year, but
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“(ii) shall be added to the carryforwards from the
taxable year before applying paragraph (2).

“5) DEFINITIONS AND SPECIAL RULES.—For purposes of this
subsection—

‘“{A) APPLICABLE PERCENTAGE.—The term ‘applicable
percentage’ means, with respect to a taxable year beginning
before and ending after July 1, 1987, the percentage which
bears the same ratio to 35 percent as—

“(i) the number of months in such taxable year after
June 30, 1987, bears to
“(ii) the number of months in such taxable year.

“(B) REGULAR INVESTMENT CREDIT.—

‘i) IN GENERAL.—The term ‘regular investment
cxéed)it' has the meaning given such term by section
48(0).

“(ii) EXCEPTION FOR TIMBER PROPERTY.—The term
‘regular investment credit’ shall not include any por-
tion of the regular investment credit which is attrib-
utable to section 38 property described in section
48(a)(1)(F).

“C) PORTION OF CREDITS ATTRIBUTABLE TO REGULAR
INVESTMENT CREDIT.—The portion of any current year busi-
ness credit or business credit carryforward which is attrib-
utable to the regular investment credit shall be determined
on the basis that the regular investment credit is used first.

“d) FuLL Basis ADJUSTMENT.—

“(1) IN GENERAL.—In the case of periods after December 31,
1985, section 48(q) (relating to basis adjustment to section 38
property) shall be applied with respect to transaction prop-
erty—

“{A) by substituting ‘100 percent’ for ‘50 percent’ in
paragraph (1), and

“(B) without regard to paragraph (4) thereof (relating to
election of reduced credit in lieu of basis adjustment).

“(2) SPECIAL RULE FOR QUALIFIED PROGRESS EXPENDITURES.—If
the taxpayer made an election under section 48(q)(4) with re-
spect to any qualified progress expenditures for periods before
January 1, 1986—

‘(A) paragraph (1) shall not apply to the portion of the
adjusted basis attributable to such expenditures, and

‘(B) such election shall not apply to such expenditures for
periods after December 31, 1985.
“(e) TRANSITION PrROPERTY.—For purposes of this section—

“(1) TRANSITION PROPERTY.—The term °‘transition property’
means any property placed in service after December 31, 1985,
and to which the amendments made by section 201 of the Tax
Reform Act of 1986 do not apply, except that in making such
determination—

“(A) section 203(a}1)A) of such Act shall be applied by
substituting ‘1985’ for ‘1986’,

“(B) sections 203(bX1) and 204(aX3) of such Act shall be
ellg&li}ed by substituting ‘December 31, 1985" for ‘March 1,

“(C) in the case of transition property with a class life of
less than 7 years—

“(i) section 203(bX2) of such Act shall apply, and

“(i1) in the case of property with a class life—
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“(I) of less than 5 years, the applicable date shall
be July 1, 1986, and
“(II) at least 5 years, but less than 7 years, the
applicable date shall be January 1, 1987, and
“(D) section 203(b)3) shall be applied by substituting
‘1986’ for ‘1987°.

“(2) TREATMENT OF PROGRESS EXPENDITURES.—No progress
expenditures for periods after December 31, 1985, with respect
to any property shall be taken into account for purposes of
applying the regular percentage unless it is reasonable to expect
that such property will be transition property when placed in
service. If any progress expenditures are taken into account by
reason of the preceding sentence and subsequently there is not a
reasonable expectation that such property would be transition
property when placed in service, the credits attributable to
progress expenditures with respect to such property shall be
recaptured under section 47.”

(b} NormarizaTioN RuLes.—If, for any taxable year beginning
after December 31, 1985, the requirements of paragraph (1) or (2) of
section 46(f) of the Internal Revenue Code of 1986 are not met with
respect to public utility property to which the regular percentage
applied for purposes of determining the amount of the investment
tax credit—

(1) all credits for open taxable years as of the time of the final
determination referred to in section 46(f)(4XA) of such Code
shall be recaptured, and

(2) if the amount of the taxpayer’s unamortized credits (or the
credits not previously restored to rate base) with respect to such
property (whether or not for open years) exceeds the amount
referred to in paragraph (1), the taxpayer’s tax for the taxable
year shall be increased by the amount of such excess.

If any portion of the excess described in paragraph (2) is attributable
to a credit which is allowable as a carryover to a taxable year
beginning after December 31, 1985, in lieu of applying paragraph (2)
with respect to such portion, the amount of such carryover shall be
reduced by the amount of such portion. Rules similar to the rules of
this subsection shall apply in the case of any property with respect
to which the requirements of section 46(f)(9) of such Code are met.

(c) ConFORMING AMENDMENT.—The table of sections for subpart E
of part IV of subchapter A of chapter 1 is amended by adding at the
end thereof the following new item:

“Sec. 49. Termination of regular percentage.”

(d) EXCEPTION FOR CERTAIN AIRCRAFT USED IN ALASKA.—

(1) The amendments made by subsection (a) shall not apply to
property originally placed in service after December 29, 1982,
and before August 1, 1985, by a corporation incorporated in
Alaska on May 21, 1953, and used by it—

(A) in part, for the transportation of mail for the United
States Postal Service in the State of Alaska, and
(B) in part, to provide air service in the State of Alaska on
routes which had previously been served by an air carrier
that received compensation from the Civil Aeronautics
Board for providing service.
(2) In the case of property described in subparagraph (A)—



PUBLIC LAW 99-514—O0CT. 22, 1986 100 STAT. 2169

(A) such property shall be treated as recovery property
described in section 208(d)(5) of the Tax Equity and Fiscal
Responsibility Act of 1982 (“TEFRA”);

(B) “48 months” shall be substituted for “3 months” each
place it appears in applying—

(i) section 48(b)2)(B) of the Code, and

(ii) section 168(f)(8)}D) of the Code (as in effect after
the amendments made by the Technical Corrections
Act of 1982 but before the amendments made by
TEFRA); and

(C) the limitation of section 168(f)(8)(D)(iiXIII) (as then in
effect) shall be read by substituting “the lessee’s original
cost basis.”, for “the adjusted basis of the lessee at the time
of the lease.”.

(3) The aggregate amount of property to which this paragraph
shall apply shall not exceed $60,000,000.

(e) EFFECTIVE DATE.—

(1) In GENERAL.—Except as provided in this subsection, the
amendments made by this section shall apply to property placed
in service after December 31, 1985, in taxable years ending after
such date.

(2) EXCEPTIONS FOR CERTAIN FiLMS.—For purposes of determin-
ing whether any property is transition property within the
meaning of section 49(e) of the Internal Revenue Code of 1386—

(A) in the case of any motion picture or television film,
construction shall be treated as including production for
purposes of section 203(b)(1) of this Act, and written contem-
porary evidence of an agreement (in accordance with indus-
try practice) shall be treated as a written binding contract
for such purposes,

(B) in the case of any television film, a license agreement
or agreement for production services between a television
network and a producer shall be treated as a binding
contract for purposes of section 203(b)(1)(A) of this Act, and

(C) a motion picture film shall be treated as described in
section 203(b)(1)A) of this Act if—

(i) funds were raised pursuant to a public offering
fhielafore September 26, 1985, for the production of such

ilm,

(ii) 40 percent of the funds raised pursuant to such
public offering are being spent on films the production
of which commenced before such date, and

(iii) all of the films funded by such public offering are
required to be distributed pursuant to distribution
agreements entered into before September 26, 1985.

(3) NormaLizaTioN RULES.—The provisions of subsection (b)
shall apply to any violation of the normalization requirements
under paragraph (1) or (2) of section 46(f) of the Internal Reve-
nue Code of 1986 occurring in taxable years ending after Decem-
ber 31, 1985,

(4) ADDITIONAL EXCEPTIONS.—

(A) Paragraphs (¢) and (d) of section 49 of the Internal
Revenue Code of 1954 shall not apply to any continuous
caster facility for slabs and blooms which is subject to a
lease and which is part of a project the second phase of
which is a continuous slab caster which was placed in
service before December 31, 1935.
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(B) For purposes of determining whether an automaobile
manufacturing facility (including equipment and incidental
appurtenances) is transition property within the meaning
of section 49(e), property with respect to which the Board of
Directors of an automobile manufacturer formally ap-
proved the plan for the project on January 7, 1985 shall be
treated as transition property, but only with respect to
$70,000,000 of regular investment tax credits.

SEC. 212. EFFECTIVE 15-YEAR CARRYBACK OF EXISTING CARRY.-
FORWARDS OF STEEL COMPANIES.

(a) GENErRAL RULE.—If a qualified corporation makes an election
under this section for its 1st taxable year beginning after December
31, 1986, with respect to any portion of its existing carryforwards,
the amount determined under subsection (b) shall be treated as a
payment against the tax imposed by chapter 1 of the Internal
Revenue Code of 1986 made by such corporation on the last day
prescribed by law (without regard to extensions) for filing its return
of tax under chapter 1 of such Code for such 1st taxable year.

(b) AMounT.—For purposes of subsection (a), the amount deter-
mined under this subsection shall be the lesser of—

(1) 50 percent of the portion of the corporation’s existing
c:ilrryforwards to which the election under subsection (a) ap-
plies, or

(2) the corporation’s net tax liability for the carryback period.

(c) CorPORATION MAKING ELECTION MAY NoT USE SAME AMOUNTS
Unper SeEcTiON 38.—In the case of a qualified corporation which
makes an election under subsection (a), the portion of such corpora-
tion’s existing carryforwards to which such an election applies shall
not be taken into account under section 38 of the Internal Revenue
%)Sdf? of 1986 for any taxable year beginning after December 31,

(d) NeT Tax LiariLrty FOR CARRYBACK PEriop.—For purposes of
this section—

(1) IN GENERAL.—A corporation’s net tax liability for the
carryback period is the aggregate of such corporation’s net tax
liability for taxable years in the carryback period.

(2) NET TAX LIABILITY.—The term “net tax liability” means,
with respect to any taxable year, the amount of the tax imposed
by chapter 1 of the Internal Revenue Code of 1954 for such
taxable year, reduced by the sum of the credits allowable under
part IV of subchapter A of such chapter 1 (other than section 34
thereof). For purposes of the preceding sentence, any tax treated
as not imposed by chapter 1 of such Code under section 26(b)2)
cle such Code shall not be treated as tax imposed by such chapter

(3) CarryBaCK PERIOD.—The term ‘“‘carryback period” means
the period—

(A) which begins with the corporation’s 15th taxable year
preceding the 1st taxable year from which there is an
unused credit included in such corporation’s existing
carryforwards (but in no event shall such period begin
before the corporation’s 1st taxable year ending after
December 31, 1961), and

(B) which ends with the corporation’s last taxable year
beginning before January 1, 1986.
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(e) No RecomruTtaTioNn oF MiNniMUuM Tax, Erc.—Nothing in this
secti~n shall be construed to affect—

(1) the amount of the tax imposed by section 56 of the Internal
Revenue Code of 1986, or

(2) the amount of any credit allowable under such Code,

for any taxable year in the carryback period.
() REINVESTMENT REQUIREMENT.—

(1) IN GENERAL.—Any amount determined under this section
must be committed to reinvestment in, and modernization of
the steel industry through investment in modern plant and
equipment, research and development, and other appropriate
projects, such as working capital for steel operations ‘and pro-
grams for the retraining of steel workers.

(2) GENERAL RULE.—If this section applies to LTV Corpora-
tion, then, in lieu of the requirements of paragraph (1)—

(A) such corporation shall place such refund in a separate
account; and

(B) amounts in such separate account—

(1) shall only be used by the corporation—

() to purchase an insurance policy which pro-
vides that, in the event the corporation becomes
involved in a title 11 or similar case (as defined in
section 368(a)3)(A) of the Internal Revenue Code of
1954), the insurer will provide life and health
insurance coverage during the l-year period begin-
ning on the date such involvement begins to any
individual with respect to whom the corporation
would (but for such involvement) have been obli-
gated to provide such coverage the coverage pro-
vided by the insurer will be identical to the cov-
erage which the corporation would (but for such
involvement) have been obligated to provide, and
provides that the payment of insurance premiums
will not be required during such 1-year period to
keep such policy in force, or

(II) directly in connection with the trade or busi-
ness of the corporation in the manufacturer or
production of steel; and

(ii) shall be used (or obligated) for purposes described
in clause (i) not later than 3 months after the corpora-
tion receives the refund.

(g) DeFiNITIONS.—FoOr purposes of this section—

(1) QUALIFIED CORPORATION.—

(A) IN GeENERAL—The term ‘qualified corporation”
means any corporation which is described in section 806(b)
of the Steel Import Stabilization Act and a company which
was incorporated on February 11, 1983, in Michigan.

(B) CERTAIN PREDECESSORS INCLUDED.—In the case of any
qualified corporation which has carryforward attributable
to a predecessor corporation described in such section
806(b), the qualified corporation and the predecessor cor-
poration shall be treated as 1 corporation for purposes of
subsections (d) and (e).

(2) ExisTING CARRYFORWARDS.—The term  ‘“existing
carryforward” means the aggregate of the amounts which—

(A) are unused business credit carryforwards to the tax-
payer’s 1st taxable year beginning after December 31, 1986
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(determined without regard to the limitations of section
38(c) and any reduction under section 49 of the Internal
Revenue Code of 1986), and

(B) are attributable to the amount of the regular invest-
ment credit determined under section 46(a)(1) of such Code
(relating to regular percentage), or any corresponding provi-
sion of prior law, determined on the basis that the regular
investment credit was used first.

SEC. 213. EFFECTIVE 15-YEAR CARRYBACK OF EXISTING CARRY-
FORWARDS OF QUALIFIED FARMERS.

(a) GENERAL RULE.—If a taxpayer who is a qualified farmer makes
an election under this section for its 1st taxable year beginning after
December 31, 1986, with respect to any portion of its existing
carryforwards, the amount determined under subsection (b) shall be
treated as a payment against the tax imposed by chapter 1 of the
Internal Revenue Code of 1986 made by such taxpayer on the last
day prescribed by law (without regard to extensions) for filing its
return of tax under chapter 1 of such Code for such 1st taxable year.

(b) AmMouNT.—For purposes of subsection (a), the amount deter-
mined under this subsection shall be equal to the smallest of—

(1) 50 percent of the portion of the taxpayer's existing
carryforwards to which the election under subsection (a)
applies,

(2) the taxpayer’s net tax liability for the carryback period
(within the meaning of section 212(d) of this Act), or

(3) $750.

(c) TaxpavEr MakIiNG EvLecTioN May Nor Use SAME AMOUNTS
UNbpER SECcTION 38.—In the case of a qualified farmer who makes an
election under subsection (a), the portion of such farmer’s existing
carryforwards to which such an election applies shall not be taken
into account under section 38 of the Internal Revenue Code of 1986
for any taxable year beginning after December 31, 1986.

(d) No RecomruTtaTiOoN oF MINIMUM TAx, ETc.—Nothing in this
section shall be construed to affect—

(1) the amount of the tax imposed by section 56 of the Internal
Revenue Code of 1954, or

(2) the amount of any credit allowable under such Code,

for any taxable year in the carryback period (within the meaning of
section 212(d)(3) of this Act).

() DerFINITIONS AND SPEciAL RULEs.—For purposes of this
section—

(1) QuaLIFIED FARMER.—The term ‘“‘qualified farmer” means
any taxpayer who, during the 3-taxable year period preceding
the taxable year for which an election is made under subsection
(a), derived 50 percent or more of the taxpayer’s gross income
from the trade or business of farming.

(2) ExXISTING CARRYFORWARD.—The term  “existing
carryforward” means the aggregate of the amounts which—

(A) are unused business credit carryforwards to the tax-
payer’s lst taxable year beginning after December 31, 1986
(determined without regard to the limitations of section
38(c) of the Internal Revenue Code of 1986), and

(B) are attributable to the amount of the investment
credit determined under section 46(a) of such Code (or any
corresponding provision of prior law) with respect to section

. 38 property which was used by the taxpayer in the trade or
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business of farming, determined on the basis that such
credit was used first.
(8) FARMING.—The term “farming” has the meaning given
such term by section 2032A(e) (4) and (5) of such Code.

Subtitle C—General Business Credit Reduction

SEC. 221. REDUCTION IN TAX LIABILITY WHICH MAY BE OFFSET BY BUSI-
NESS CREDIT FROM 85 PERCENT TO 75 PERCENT.

(a) IN GENERAL.—Subparagraph (B) of section 38(c)1) (relating to
limitation based on amount of tax) is amended by striking out “85
percent”” and inserting in lieu thereof “75 percent”.

(b) ErrecTive DATE.—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1985.

Subtitle D—Research and Development
Provisions

SEC. 231. AMENDMENTS RELATING TO CREDIT FOR INCREASING RE-
SEARCH ACTIVITIES.

(a) 3-YEAR EXTENSION OF THE RESEARCH CREDIT.—

(1) IN cENERAL.—Section 30 (relating to credit for increasing
research activities) is amended by adding at the end thereof the
following new subsection:

“(h) TERMINATION.—

“(1) IN gENERAL.—This section shall not apply to any amount
paid or incurred after December 31, 1988.

“(2) COMPUTATION OF BASE PERIOD EXPENSES.—In the case of
any taxable year which begins before January 1, 1989, and ends
after December 31, 1988, any amount for any base period with
respect to such taxable year shall be the amount which bears
the same ratio to such amount for such base period as the
number of days in such taxable year before January 1, 1989,
bears to the total number of days in such taxable year.”

(2) CONFORMING AMENDMENT.—Subsection (d) of section 221 of
the Economic Recovery Tax Act of 1981 is amended—

(A) by striking out “, and before January 1, 1986" in
paragraph (1), and
(B) by striking out the last sentence of paragraph (2XA).
(b) DeFINITION OF QUALIFIED RESEARCH; CERTAIN RESEARcH Nort
ELiGIBLE FOR CREDIT.—Subsection (d) of section 30 (defining qualified
research) is amended to read as follows:
“(d) QUALIFIED RESEARCH DEFINED.—For purposes of this section—

“(1) IN ceNeraL.—The term ‘qualified research’ means

research—
“(A) with respect to which expenditures may be treated
as expenses under section 174,
“(B) which is undertaken for the purpose of discovering
information—
(i) which is technological in nature, and
“(ii) the application of which is intended to be useful
in the development of a new or improved business
component of the taxpayer, and
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“(C) substantially all of the activities of which constitute
elements of a process of experimentation for a purpose
described in paragraph (3).

Such term does not include any activity described in paragraph
(4).

“(2) TESTS TO BE APPLIED SEPARATELY TO EACH BUSINESS COMPO-
NENT.—For purposes of this subsection—

‘“(A) IN cENERAL.—Paragraph (1) shall be applied sepa-
rately with respect to each business component of the
taxpayer.

“(B) BUSINESS COMPONENT DEFINED.—The term ‘business
component’ means any product, process, computer software,
technique, formula, or invention which is to be—

(i) held for sale, lease, or license, or
“(ii) used by the taxpayer in a trade or business of the
taxpayer.

“(C) SPECIAL RULE FOR PRODUCTION PROCESSES.—Any plant
process, machinery, or technique for commercial production
of a business component shall be treated as a separate
business component (and not as part of the business compo-
nent being produced).

“(3) PURPOSES FOR WHICH RESEARCH MAY QUALIFY FOR
CREDIT.—For purposes of paragraph (1(C)—

“(A) IN cENERAL.—Research shall be treated as conducted

for a purpese described in this paragraph if it relates to—
“(1) a new or improved function,
“(ii) performance, or
“(iii) reliability or quality.

‘(B) CERTAIN PURPOSES NOT QUALIFIED.—Research shall in
no event be treated as conducted for a purpose described in
this paragraph if it relates to style, taste, cosmetic, or
seasonal design factors.

“(4) ACTIVITIES FOR WHICH CREDIT NOT ALLOWED.—The term
‘qualified research’ shall not include any of the following:

“(A) RESEARCH AFTER COMMERCIAL PRODUCTION.—AnNy re-
search conducted after the beginning of commercial produc-
tion of the business component.

“(B) ADAPTATION OF EXISTING BUSINESS COMPONENTS.—
Any research related to the adaptation of an existing busi-
nesii component to a particular customer’s requirement or
need.

“(C) DUPLICATION OF EXISTING BUSINESS COMPONENT.—
Any research related to the reproduction of an existing
business component (in whole or in part) from a physical
examination of the business component itself or from plans,
blueprints, detailed specifications, or publicly available
information with respect to such business component.

‘(D) SURVEYS, STUDIES, ETC.—Any—

“(i) efficiency survey,

“(ii) activity relating to management function or
technique,

“(iii) market research, testing, or development
(including advertising or promotions),

“(iv) routine data collection, or

‘“(v) routine or ordinary testing or inspection for
quality control.
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*(B) CoMPUTER SOFTWARE.—Except to the extent provided
in regulations, any research with respect to computer soft-
ware which is developed by (or for the benefit of) the
taxpayer primarily for internal use by the taxpayer, other
than for use in—

*(i) an activity which constitutes qualified research
(determined with regard to this subparagraph), or

‘(i) a production process with respect to which the
requirements of paragraph (1) are met.

“(F) FOREIGN RESEARCH.—Any research conducted outside
the United States.

“(G) SoclAL SCIENCES, ETC.—Any research in the social
sciences, arts, or humanities.

“(H) FUNDED RESEARCH.—Any research to the extent
funded by any grant, contract, or otherwise by another
person (or governmental entity).”

(c) REDUCTION IN CrEDIT; CREDIT FOR Basic RESEArRcH PAYMENTS
TO QUALIFIED ORGANIZATIONS.—

(1) In GeNERAL.—Subsection (a) of section 30 is amended to
read as follows:

“({a) GENERAL RuLE.—For purposes of section 38, the research
credit determined under this section for the taxable year shall be an
amount equal to the sum of—

“(1) 20 percent of the excess (if any) of—

“(A) the qualified research expenses for the taxable year,
over

“(B) the base period research expenses, and

‘(2) 20 percent of the basic research payments determined
under subsection (e)(1)(A).”

(2) DEFINITIONS AND SPECIAL RULES RELATING TO PAYMENTS FOR
BASIC RESEARCH.—Subsection (e) of section 30 (relating to credit
available with respect to certain basic research by colleges,
universities, and certain research organizations) is amended to
read as follows:

“(e) CREDIT ALLOWABLE WITH RESPECT TO CERTAIN PAYMENTS TO
QuALIFIED ORGANIZATIONS FOR Basic ReEseaArcH.—For purposes of
this section—

“(1) IN GENERAL.—In the case of any taxpayer who makes
basic research payments for any taxable year—

“(A) the amount of basic research payments taken into
agcount under subsection (a)}2) shall be equal to the excess
0 c—

“(1) such basic research payments, over
‘(‘i(ii) the qualified organization base period amount,
an

“(B) that portion of such basic research payments which
does not exceed the qualified organization base period
amount shall be treated as contract research expenses for
purposes of subsection (a)(1).

“(2) BASIC RESEARCH PAYMENTS DEFINED.—For purposes of this
subsection—

“(A) IN GENERAL.—The term ‘basic research payment’
means, with respect to any taxable year, any amount paid
in cash during such taxable year by a corporation to any
qualified organization for basic research but only if—
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‘(i) such payment is pursuant to a written agreement
between such corporation and such qualified organiza-
tion, and

“(1i) such basic research is to be performed by such
qualified organization.

“(B) EXCEPTION TO REQUIREMENT THAT RESEARCH BE PER-
FORMED BY THE ORGANIZATION.—In the case of a qualified
organization described in subparagraph (C) or (D) of para-
graph (6), clause (ii) of subparagraph (A) shall not apply.

“(3) QUALIFIED ORGANIZATION BASE PERIOD AMOUNT.—For pur-
poses of this subsection, the term ‘qualified organization base
period amount’ means an amount equal to the sum of —

“(A) the minimum basic research amount, plus

“(B) the maintenance-of-effort amount.

‘(4) MINIMUM BASIC RESEARCH AMOUNT.—For purposes of this
subsection—

“(A) IN GENERAL.—The term ‘minimum basic research
amount’ means an amount equal to the greater of —

“(i) 1 percent of the average of the sum of amounts
paid or incurred during the base period for—

“(I) any in-house research expenses, and

“(II) any contract research expenses, or

“(ii) the amounts treated as contract research ex-
penses during the base period by reason of this subsec-
tion (as in effect during the base period).

“(B) FLoor aMoUNT.—Except in the case of a taxpayer
which was in existence during a taxable year (other than a
short taxable year) in the base period, the minimum basic
research amount for any base period shall not be less than
50 percent of the basic research payments for the taxable
year for which a determination is being made under this
subsection.

“(5) MAINTENANCE-OF-EFFORT AMOUNT.—For purposes of this
subsection—

“C{A) IN GENERAL.—The term ‘maintenance-of-effort
amount’ means, with respect to any taxable year, an
amount equal to the excess (if any) of—

“(i) an amount equal to—

“(I) the average of the nondesignated university
contributions paid by the taxpayer during the base
period, multiplied by

“(II) the cost-of-living adjustment for the cal-
endar year in which such taxable year begins, over

“(ii) the amount of nondesignated university con-
tributions paid by the taxpayer during such taxable
year.

“(B) NONDESIGNATED UNIVERSITY CONTRIBUTIONS.—For
purposes of this paragraph, the term ‘nondesignated
university contribution’ means any amount paid by a tax-
&a)tzz)r to any qualified organization described in paragraph

“(i) for which a deduction was allowable under sec-
tion 170, and

“(ii) which was not taken into account—

“(I) in computing the amount of the credit under
this section (as in effect during the base period)
during any taxable year in the base period, or
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“(I1) as a basic research payment for purposes of
this section.
*(C) COST-OF-LIVING ADJUSTMENT DEFINED.—

“(1) In GENERAL.—The cost-of-living adjustment for
any calendar year is the cost-of-living adjustment for
such calendar year determined under section 1(fX3).

‘(i) SPECIAL RULE WHERE BASE PERIOD ENDS IN A
CALENDAR YEAR OTHER THAN 1883 OR 1984.—If the base
period of any taxpayer does not end in 1983 or 1984,
section 1(f{3)(B) shall, for purposes of this paragraph,
be applied by substltutmg the calendar year in which
such base period ends for 1987.

‘“{6) QUALIFIED ORGANIZATION.—For purposes of this subsec-
tion, the term ‘qualified organization’ means any of the follow-
ing organizations:

““A) EDUCATIONAL INSTITUTIONS.—Any educational
organization which—

“(i) is an institution of higher education (within the
meaning of section 3304(f)), and

“(ii) is described in section 170()(1)(A)ii).

“(B) CERTAIN SCIENTIFIC RESEARCH ORGANIZATIONS.—Any
organization not described in subparagraph (&) which—

‘(1) is described in section 501(cX3) and is exempt
from tax under section 501(a),

“(ii) is organized and operated primarily to conduct
scientific research, and

“(iii) is not a private foundation.

“4C) SCIENTIFIC TAX-EXEMPT ORGANIZATIONS.—Any
organization which—

“(1) is described in—

‘(D) section 501(cX3) (other than a private founda-
tion), or
“(IT) section 501(cX6),

“(ii) is exempt from tax under section 501(a),

“(iii) is organized and operated primarily to promote
scientific research by qualified organizations described
in subparagraph (A) pursuant to written research
agreements, and

“(iv) currently expends—

“(I) substantially all of its funds, or
“(ID substantially all of the basic research pay-
ments received by it,
for grants to, or contracts for basic research with, an
organization described in subparagraph (A).
‘D) CERTAIN GRANT ORGANIZATIONS.—Any organization
not described in subparagraph (B) or (C) which—

“(1) is described in section 501(c)3) and is exempt
from tax under section 501(a) (other than a private
foundation),

“{(ii) is established and maintained by an organization
established before July 10, 1981, which meets the
requirements of clause (1),

“(iii) is organized and operated exclusively for the
purpose of making grants to organizations described in
subparagraph (A) pursuant to written research agree-
ments for purposes of basic research, and
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“(iv) makes an election, revocable only with the con-
sent of the Secretary, to be treated as a private founda-
tion for purposes of this title (other than section 4940,
relating to excise tax based on investment income).

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

“(A) Basic rReseArRCH.—The term ‘basic research’ means
any original investigation for the advancement of scientific
knowledge not having a specific commercial objective,
except that such term shall not include—

“(i) basic research conducted outside of the United
States, and

“(ii) basic research in the social sciences, arts, or
humanities.

“(B) BaseE peErIOD.—The term ‘base period’ means the 3-
taxable-year period ending with the taxable year imme-
diately preceding the 1st taxable year of the taxpayer
beginning after December 31, 1983.

“C) EXCLUSION FROM INCREMENTAL CREDIT CALCULA-
TiIoN.—For purposes of determining the amount of credit
allowable under subsection (a)(1) for any taxable year, the
amount of the basic research payments taken into account
under subsection (a)(2)—

“(i) shall not be treated as qualified research ex-
penses under subsection (a)(1)(A), and

“(ii) shall not be included in the computatlon of base
period research expenses under subsection (a)1)(B).

“(D) TRADE OR BUSINESS QUALIFICATION.—For purposes of
applying subsection (b)1) to this subsection, any basic re-
search payments shall be treated as an amount paid in
carrying on a trade or business of the taxpayer in the
taxable year in which it is paid (without regard to the
provisions of subsection (b)X3)B)).

“(E) CERTAIN CORPORATIONS NOT ELIGIBLE.—The term ‘cor-
poration’ shall not include—

‘(i) an S corporation,

*“(ii) a personal holding company (as defined in sec-
tion 542), or

“(ili} a service organization (as defined in section
414(m)3)).”

(d) REsearcH CrEDIT TREATED AS OTHER BusiNEss CREDITS.—

(1) In geNerAL.—Section 38(b) (relating to current year busi-

ness credlt) as amended by this Act, is amended by striking out

“plus’ at the end of paragraph (2), by striking out the period at
the end of paragraph (3) and inserting in lieu thereof *, plus”,
and by adding at the end thereof the following new paragraph:

“(4) the research credit determined under section 41(a).”

(2) TRANSFER OF RESEARCH CREDIT TO SUBPART RELATING TO
BUSINESS CREDITS.—Section 30 (relating to credit for increasing
research activities) is hereby transferred to subpart D of part IV
of subchapter A of chapter 1 of the Internal Revenue Code of
1986 (as amended by this Act), inserted after section 40 of such
Code, and redesignated as section 41 of such Code.

(3) TECHNICAL AND CONFORMING AMENDMENTS.—

(A)i) Subsections (b) and (c) of section 28 are each
amended by striking out “‘section 30" each place it appears
and inserting in lieu thereof ‘‘section 41",
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(ii) Paragraph (2) of section 28(c) is amended by striking
out “section 30(b)”’ and inserting in lieu thereof “section
41(b)".

(iii) Paragraph (4) of section 28(d) is amended by striking
out “section 30(f)” and inserting in lieu thereof ‘‘section
41(0".

(iv) Subparagraph (D) of section 28(b)(1) is amended by
striking out “1985” and inserting in lieu thereof “1988”.

(B) Subsection (d) of section 38, as amended by this Act, is
amended by inserting “41(a),” after “40(a),”.

(C)i) Subsection (d) of section 39 (relating to carryback
and carry forward of unused credits) is amended by adding
at the end thereof the following new paragraph:

*(3) SIMILAR RULES FOR RESEARCH CREDIT.—Rules similar to
the rules of paragraphs (1) and (2) shall apply to the credit
allowable under section 30 (as in effect before the date of the
enactment of the Tax Reform Act of 1986) except that—

“(A) ‘December 31, 1985” shall be substituted for ‘Decem-
ber 31, 1983’ each place it appears, and

;(B) ‘January 1, 1986’ shall be substituted for ‘January 1,
1984’

(i) Subsection (g) of section 41 (relating to limitation
based on amount of tax), as redesignated by this section, is
amended to read as follows:

“{g) SpeciaL RULE For Pass-THRU OF CREDIT.—In the case of an
individual who—

“(1) owns an interest in an unincorporated trade or business,

“(2) is a partner in a partnership,

*“(3) is a beneficiary of an estate or trust, or

“(4) is a shareholder in an S corporation,

the amount determined under subsection (a) for any taxable year
shall not exceed an amount (separately computed with respect to
such person’s interest in such trade or business or entity) equal to
the amount of tax attributable to that portion of a person’s taxable
income which is allocable or apportionable to the person’s interest
in such trade or business or entity.”

(D) Subparagraph (B) of section 108(bX2) (relating to
reduction of tax attributes in title 11 case or insolvency), as
amended by this Act, is amended to read as follows:

“(B) GENERAL BUSINESS CREDIT.—Any carryover to or
from the taxable year of a discharge of an amount for
purposes for determining the amount allowable as a credit
under section 38 (relating to general business credit).”

(E) Paragraph (3) of section 280C(b) is amended—

(1) by striking out “section 30(f)(5)"" and inserting in
lieu thereof “section 41(f)(5)",

(ii) by striking out “section 30(f{1XB)” and inserting
in lieu thereof “section 41(f1XB)”, and

(iii) by striking out “section 30(fX1)” and inserting in
lieu thereof “section 41(fX1)”.

(F) Subsection (c) of section 381 is amended by striking
out paragraph (25) and by redesignating paragraph (26) as
paragraph (25).

(G) Section 936(h)(5XCXi)IXa) (defining product area re-
search) is amended by striking out “section 30(b)’ and
inserting in lieu thereof “section 41(b)".
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(H) Section 6411 (relating to tentative carryback and
refund adjustments) is amended—

(i) by striking out “by a research credit carryback
provided in section 30(g)(2)” in subsection (a),

(iD) by striking out “a research credit carryback or”
in subsection (a),

(iii) by striking out “(or, with respect to any portion
of a business credit carryback attributable to a re-
search credit carryback from a subsequent taxable year
within a period of 12 months from the end of such
subsequent taxable year)”’ in subsection (a), and

(iv) by striking out “unused research credit,” each
place it appears in subsections (a) and (b).

(I) Subparagraph (C) of section 6511(d)6) (defining credit
carryback) is amended by striking out “and any research
credit carryback under section 30(g)(2)”.

(J) The table of sections for subpart B of part IV of
subchapter A of chapter 1 is amended by striking out the
item relating to section 30.

(K) The table of sections for subpart D of such part is
amended by inserting after the item relating to section 40
the following new item:

“Sec. 41. Credit for increasing research activities.”

(e) DeNIAL oF CrepiT WitH RESPECT TO AMOUNTS FOR CERTAIN
LEaseEp PErRsoNAL PropeRTY.—Clause (iii) of section 41(b)2)A)
(defining in-house research expenses), as redesignated by subsection
(d), is amended to read as follows:

“(iiil) under regulations prescribed by the Secretary,
any amount paid or incurred to another person for the
right to use computers in the conduct of qualified
research.”

() DepuctioN For CERTAIN CONTRIBUTIONS OF SCIENTIFIC RE-
SEARCH ProPERTY.—Clause (i) of section 170(e}(4)(B) (relating to spe-
cial rule for contributions of scientific property used for research) is
amended to read as follows:

“(i) the contribution is to an organization described
in subparagraph (A) or subparagraph (B) of section
41(e)(6),”.

(g) EFFECTIVE DATE.—

(1) IN geNERAL.—Except as provided in this subsection (2), the
amendments made by this section shall apply to taxable years
beginning after December 31, 1985.

(2) SussecTION (a).—The amendments made by subsection (a)
shall apply to taxable years ending after December 31, 1985.

(3) Basic RESEARCH.—Section 41(a)(2) of the Internal Revenue
Code of 1986 (as added by this section), and the amendments
made by subsection (c)(2), shall apply to taxable years beginning
after December 31, 1986.

SEC. 232. EXTENSION OF CREDIT FOR CLINICAL TESTING EXPENSES FOR
CERTAIN DRUGS.

Subsection (e) of section 28 (relating to termination) is amended by
striking out “1987"” and inserting in lieu thereof “1990”.
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Subtitle E—~Changes in Certain Amortization
Provisions

SEC. 241. REPEAL OF 5.YEAR AMORTIZATION OF TRADEMARK AND
TRADE NAME EXPENDITURES.

(a) IN GENERAL.—Section 177 (relating to trademark and trade
name expenditures) is hereby repealed.
(b) TECHNICAL AND CONFORMING AMENDMENTS.—

(1) Paragraph (3) of section 312(n) is amended by striking out
u’ 177,1)-

(2) Subsection (a) of section 1016 (relating to adjustments to
basis) is amended by striking out paragraph (16) and by re-
designating paragraphs (17) through (27) as paragraphs (16)
through (26), respectively.

(3) The table of sections for part VI of subchapter B of chapter
1 is amended by striking out the item relating to section 177.

(¢) EFFECTIVE DATE.—

(1) IN cENERAL.—Ezxcept as provided in paragraph (2), the
amendments made by this section shall apply to expenditures
paid or incurred after December 31, 1986.

(2) TRANSITIONAL RULE.—The amendments made by this sec-
tion shall not apply to any expenditure incurred—

(A) pursuant to a binding contract entered into before
March 2, 1986, or
(B) with respect to the development, protection, expan-
sion, registration, or defense of a trademark or trade name
commenced before March 2, 1986, but only if not less than
the lesser of $1,000,000 or 5 percent of the aggregate cost of
such development, protection, expansion, registration, or
defense has been incurred or committed before such date.
The preceding sentence shall not apply to any expenditure with
respect to a trademark or trade name placed in service after
December 31, 1987.

SEC. 242. REPEAL OF AMORTIZATION OF RAILROAD GRADING AND
TUNNEL BORES.

(a) In GENERAL.—Section 185 (relating to amortization of railroad
grading and tunnel bores) is hereby repealed.
(b) TECHNICAL AND CONFORMING AMENDMENTS.—

(1) Subparagraph (B) of section 1082(a)(2) is amended by strik-
ing out “, 185,”.

(2) Paragraph (3) of section 1250(b) (defining additional depre-
ciation) is amended by inserting “(as in effect before its repeal
by the Tax Reform Act of 1986)" after “185”.

(3) The table of sections for part VI of subchapter B of chapter
1 is amended by striking out the item relating to section 185.

(c) EFFECTIVE DATE.—

(1) IN GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to that portion of
the basis of any property which is attributable to expenditures
paid or incurred after December 31, 1986.

(2) TRANSITIONAL RULE.—The amendments made by this sec-
tion shall not apply to any expenditure incurred—

(A) pursuant to a binding contract entered into before
March 2, 1986, or
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(B) with respect to any improvement commenced before
March 2, 1986, but only if not less than the lesser of
$1,000,000 or 5 percent of the aggregate cost of such
improvement has been incurred or committed before such
date.

The preceding sentence shall not apply to any expenditure with
rgsggect to an improvement placed in service after December 31,
19817.

SEC. 243. DEDUCTION FOR BUS AND FREIGHT FORWARDER OFPERATING

AUTHORITY.

(a) Bus OPERATING AUTHORITY.—

(1) IN GENERAL.—Subject to the modifications contained in
paragraph (2), section 266 of the Economic Recovery Tax Act of
1981 shall be applied as if the term “motor carrier operating
authority” included a bus operating authority.

(2) MobpirFicaTioNs.—For purposes of paragraph (1), section 266
of such Act shall be applied—

(A) by substituting ‘“November 19, 1982” for “July 1,
1980” each place it appears, and

(B) by substituting ‘“November 1982” for “July 1980" in
subsection (a) thereof.

(3) BUs OPERATING AUTHORITY DEFINED.—For purposes of this
subsection and section 266 of such Act, the term “bus operating
authority” means—

(A) a certificate or permit held by a motor common or
contract carrier of passengers which was issued pursuant to
sul:échapter IT of chapter 109 of title 49, United States Code,
an

(B) a certificate or permit held by a motor carrier au-
thorizing the transportation of passengers, as a common
carrier, over regular routes in intrastate commerce which
was issued by the appropriate State agency.

(b) FREIGHT FORWARDER OPERATING AUTHORITY.—

(1) INn GENERAL.—Subject to the modifications contained in
paragraph (2), section 266 of the Economic Recovery Tax Act of
1981 shall be applied as if subsection (b) thereof contained “or a
freight forwarder” after “contract carrier of property”.

(2) MobprFicaTions.—The maodifications referred to in this
paragraph are:

(A) 60-MONTH PERIOD TO BEGIN IN 1987.—The 60-month
period referred to in section 266(a) of such Act shall begin
with the later of—

(i) the deregulation month, or

(ii) at the election of the taxpayer, the 1st month of
the taxpayer’s 1st taxable year beginning after the
deregulation month.

(B) AUTHORITY MUST BE HELD AS OF BEGINNING OF 60-
MONTH PERIOD.—A motor carrier operating authority shall
not be taken into account unless such authority is held by
the taxpayer at the beginning of the 60-month period ap-
plicable to the taxpayer under subparagraph (A).

(C) ADJUSTED BASIS NOT TO EXCEED ADJUSTED BASIS AT
BEGINNING OF 60-MONTH PERIOD.—The adjusted basis taken
into account with respect to any motor carrier operating
authority shall not exceed the adjusted basis of such
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authority as of the beginning of the 60-month period ap-
plicable to the taxpayer under subparagraph (A).

(3) DEREGULATION MONTH.—For purposes of this section, the
term “deregulation month” means the month in which the
Secretary of the Treasury or his delegate determines that a
Federal law has been enacted which deregulates the freight
forwarding industry.

(c) SPECIAL RULE FOR MOTOR CARRIER OPERATING AUTHORITY.—In
the case of a corporation which was incorporated on December 29,
1969, in the State of Delaware, notwithstanding any other provision
of law, there shall be allowed as a deduction for the taxable year of
the taxpayer beginning in 1980 an amount equal to $2,705,188 for its
entire loss due to a decline in value of its motor carrier operating
authority by reason of deregulation.

(d) EFFECTIVE DATES.—

(1) Bus OPERATING AUTHORITY.—

(A) IN GENERAL.—Subsection (a) shall apply to taxable
years ending after November 18, 1982.

(B) STATUTE OF LIMITATIONS.—If refund or credit of any
overpayment of tax resulting from subsection (a) is pre-
vented at any time on or before the date which is 1 year
after the date of the enactment of this Act by the operation
of any law or rule of law (including res judicata), refund or
credit of such overpayment (to the extent attributable to
the application of such subsection) may, notwithstanding
such law or rule of law, be made or allowed if claim
therefore is filed on or before the date which is 18 months
after such date of enactment.

(2) FREIGHT FORWARDER OPERATING AUTHORITY.—Subsection
(b) shall apply to taxable years ending after the month preced-
ing the deregulation month.

SEC. 244. TREATMENT OF EXPENDITURES FOR REMOVAL OF ARCHITEC-
TURAL BARRIERS TO THE HANDICAPPED AND ELDERLY
MADE PERMANENT.

Paragraph (2) of section 190(d) (relating to expenditures to remove
architectural and transportation barriers to the handicapped and
elderly) is amended by striking out “1983, and before January 1,
1986” and inserting in lieu thereof “1983”

Subtitle F—Provisions Relating to Real Estate

SEC. 251. MODIFICATION OF INVESTMENT TAX CREDIT FOR REHABILITA-
TION EXPENDITURES.

(a) RepuctioN 1IN PERCENTAGE.—Paragraph (4) of section 46(b)
(relating to rehabilitation percentage) is amended to read as follows:
“(4) REHABILITATION PERCENTAGE.—
‘“{A) IN GENERAL.—The term ‘rehabilitation percentage’
means—

“(1) 10 percent in the case of qualified rehabilitation
expenditures with respect to a qualified rehabilitated
building other than a certified historic structure, and

“(ii) 20 percent in the case of such expenditure with
respect to a certified historic structure.

“(B) REGULAR AND ENERGY PERCENTAGES NOT TO APPLY.—
The regular percentage and the energy percentages shall
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not apply to that portion of the basis of any property which

is attributable to qualified rehabilitation expenditures.”

(b) SpeEciaL. RULES FOR QUALIFIED REHABILITATED BUILDINGS.—

Subsection (g) of section 48 (relating to special rules for qualified
rehabilitated buildings) is amended to read as follows:

“(g) SPEciAL RULES FOR QUALIFIED REHABILITATED BUILDINGS.—For

purposes of this subpart—
“(1) QUALIFIED REHABILITATED BUILDING.—For purposes of this
subsection—

‘‘A) IN GENERAL—The term ‘qualified rehabilitated
building’ means any building (and its structural compo-
nents) if—

“(cil) such building has been substantially rehabili-
tated,

“(ii) such building was placed in service before the
beginning of the rehabilitation, and

“(iii) in the case of any building other than a certified
historic structure, in the rehabilitation process—

“(I) 50 percent or more of the existing external
walls of such building are retained in place as
external walls,

“(II) 75 percent or more of the existing external
walls of such building are retained in place as
internal or external walls, and

“(II1) 75 percent or more of the existing internal
structural framework of such building is retained
in place.

“(B) BUILDING MUST BE FIRST PLACED IN SERVICE BEFORE
1936.—In the case of a building other than a certified
historic structure, a building shall not be a qualified re-
habilitated building unless the building was first placed in
service before 1936.

“(C) SUBSTANTIALLY REHABILITATED DEFINED.—

“(i) In GENERAL.—For purposes of subparagraph
(AXi), a building shall be treated as having been
substantially rehabilitated only if the qualified re-
habilitation expenditures during the 24-month period
selected by the taxpayer (at the time and in the
manner prescribed by regulations) and ending with or
within the taxable year exceed the greater of—

“(I) the adjusted basis of such building (and its
structural components), or

“(T1) $5,000.

The adjusted basis of the building (and its structural
components) shall be determined as of the beginning of
the 1st day of such 24-month period, or of the holding
period of the building, whichever is later. For purposes
of the preceding sentence, the determination of the
beginning of the holding period shall be made without
regard to any reconstruction by the taxpayer in connec-
tion with the rehabilitation.

“(ii) SPECIAL RULE FOR PHASED REHABILITATION.—In
the case of any rehabilitation which may reasonably be
expected to be completed in phases set forth in ar-
chitectural plans and specifications completed before
the rehabilitation begins, clause (i) shall be applied b
substituting ‘60-month period’ for ‘24-month period’.
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“(i11) Lessees.—The Secretary shall prescribe by
regulation rules for applying this subparagraph to les-
sees.

“‘D) ReconstrucTioN.—Rehabilitation includes re-
construction.

‘(2) QUALIFIED REHABILITATION EXPENDITURE DEFINED.—For
purposes of this section—

‘“(A) IN GENERAL.—The term ‘qualified rehabilitation
expenditure’ means any amount properly chargeable to
capital account—

(i) for property for which depreciation is allowable
under section 168 and which is—

“(I) nonresidential real property,

“(II) residential rental property,

“(III) real property which has a class life of more
than 12.5 years, or

“(IV) an addition or improvement to property or
housing described in subclause (I), (II), or (III), and

“(ii) in connection with the rehabilitation of a quali-
fied rehabilitated building.

“(B) CERTAIN EXPENDITURES NOT INCLUDED.—The term
‘qualified rehabilitation expenditure’ does not include—

“(1) STRAIGHT LINE DEPRECIATION MUST BE USED.—Any
expenditure with respect to which the taxpayer does
not use the straight line method over a recovery period
determined under subsection (¢) or (g) of section 168.
The preceding sentence shall not apply to any expendi-
ture to the extent the alternative depreciation system
of section 168(g) applies to such expenditure by reason
of subparagraph (B) or (C) of section 168(g)(1).

“(ii) CosT OF AcQuIsITION.—The cost of acquiring any
building or interest therein.

“(iii) ENLARGEMENTS.—Any expenditure attributable
to the enlargement of an existing building.

“(iv) CERTIFIED HISTORIC STRUCTURE, ETC.—AnNy
expenditure attributable to the rehabilitation of a cer-
tified historic structure or a building in a registered
historic district, unless the rehabilitation is a certified
rehabilitation (within the meaning of subparagraph
(C)). The preceding sentence shall not apply to a build-
ing in a registered historic district if—

‘“T) such building was not a certified historic
structure,

“(II) the Secretary of the Interior certified to the
Secretary that such building is not of historic
significance to the district, and

“(III) if the certification referred to in subclause
(ID occurs after the beginning of the rehabilitation
of such building, the taxpayer certifies to the Sec-
retary that, at the beginning of such rehabilitation,
he in good faith was not aware of the requirement
of subclause (II).

*(v) TAX-EXEMPT USE PROPERTY.—

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

“(IT) CLAUSE NOT TO APPLY FOR PURPOSES OF PARA-
GrRAPH (1) (0).—This clause shall not apply for
purposes of determining under paragraph (1XC)
whe(tiher a building has been substantially rehabili-
tated.

“(vi) EXPENDITURES OF LESSEE.—Any expenditure of a
lessee of a building if, on the date the rehabilitation is
completed, the remaining term of the lease (determined
without regard to any renewal periods) is less than the
recovery period determined under section 168(c).

“(C) CERTIFIED REHABILITATION.—For purposes of subpara-
graph (B), the term ‘certified rehabilitation’ means any
rehabilitation of a certified historic structure which the
Secretary of the Interior has certified to the Secretary as
being consistent with the historic character of such prop-
ert?: or the district in which such property is located.

‘(D) NONRESIDENTIAL REAL PROPERTY; RESIDENTIAL RENTAL
PROPERTY; CLASS LIFE.—For purposes of subparagraph (A),
the terms ‘nonresidential real property’, ‘residential rental
property’, and ‘class life’ have the respective meanings
given such terms by section 168.

“(3) CERTIFIED HISTORIC STRUCTURE DEFINED.—For purposes of
this subsection—

“(A) IN GENERAL.—The term ‘certified historic structure’
mﬁgr}l]s any building (and its structural components)
which—

“(i) is listed in the National Register, or

“(ii) is located in a registered historic district and is
certified by the Secretary of the Interior to the Sec-
retary as being of historic significance to the district.

“(B) REGISTERED HISTORIC DISTRICT.—The term ‘registered
historic district’ means—

‘(i) any district listed in the National Register, and

‘(i) any district—

‘(1) which is designated under a statute of the
appropriate State or local government, if such stat-
ute is certified by the Secretary of the Interior to
the Secretary as containing criteria which will
substantially achieve the purpose of preserving
and rehabilitating buildings of historic significance
to the district, and

“(II) which is certified by the Secretary of the
Interior to the Secretary as meeting substantially
all of the requirements for the listing of districts in
the National Register.

‘(4) PROPERTY TREATED AS NEW SECTION 38 PROPERTY.—Prop-
erty which is treated as section 38 property by reason of subsec-
tion (a)(1¥XE) shall be treated as new section 38 property.”

(c) Basis ApsusTMENT FOR CERTIFIED HisTorICc STRUCTURES.—Para-
graph (3) of section 48(g) (relating to special rule for qualified
rehabilitated buildings) is amended by striking out “other than a
certified historic structure”.

(d) EFFECTIVE DATE.—

(1) IN GENERAL.—Except as otherwise provided in this subsec-
tion, the amendments made by this section shall apply to
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property placed in service after December 31, 1986, in taxable
years ending after such date.

(2) GENERAL TRANSITIONAL RULE.—The amendments made by
this section and section 201 shall not apply to any property
placed in service before January 1, 1994, if such property is
placed in service as part of —

(A) a rehabilitation which was completed pursuant to a
written contract which was binding on March 1, 1986, or

(B) a rehabilitation incurred in connection with property
(including any leasehold interest) acquired before March 2,
1986, or acquired on or after such date pursuant to a
written contract that was binding on March 1, 1986, if—

(i) the rehabilitation was completed pursuant to a
written contract that was binding on March 1, 1986,

(ii) parts 1 and 2 of the Historic Preservation Certifi-
cation Application were filed with the Department of
the Interior (or its designee) before March 2, 1986, or

(iii) the lesser of $1,000,000 or 5 percent of the cost of
the rehabilitation is incurred before March 2, 1986, or
is required to be incurred pursuant to a written con-
tract which was binding on March 1, 1986.

(3) CERTAIN ADDITIONAL REHABILITATIONS.—The amendments
made by this section and section 201 shall not apply to—

(A) the rehabilitation of 8 bathhouses within the Hot
Springs National Park or of buildings in the Central
Avenue Historic District at such Park,

(B) the rehabilitation of the Upper Pontabla Building in
New Orleans, Louisiana,

(C) the rehabilitation of at least 60 buildings listed on the
National Register at the Frankford Arsenal,

(D) the rehabilitation of De Baliveriere Arcade, St. Louis
Centre, and Drake Apartments in Missouri,

. 1(E)dthe rehabilitation of The Tides in Bristol, Rhode
sland,

(F) the rehabilitation and renovation of the Qutlet Com-
pany building and garage in Providence, Rhode Island,

(G) the rehabilitation of 10 structures in Harrisburg,
Pennsylvania, with respect to which the Harristown Devel-
opment Corporation was designated redeveloper and re-
ceived an option to acquire title to the entire project site for
$1 on June 27, 1984,

(H) the rehabilitation of a project involving the renova-
tion of 3 historic structures on the Minneapolis riverfront,
with respect to which the developer of the project entered
into a redevelopment agreement with a municipality dated
January 4, 1985, and industrial development bonds were
sold in 3 separate issues in May, July, and October 1985,

() the rehabilitation of a bank’s main office facilities of
approximately 120,000 square feet, in connection with
which the bank’s board of directors authorized a $3,300,000
elagls)znditure for the renovation and retrofit on March 20,

(J) the rehabilitation of 10 warehouse buildings built
between 1906 and 1910 and purchased under a contract
dated February 17, 1986,

(K) the rehabilitation of a facility which is customarily
used for conventions and sporting events if an analysis of
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operations and recommendations of utilization of such facil-
ity was prepared by a certified public accounting firm
pursuant to an engagement authorized on March 6, 1984,
and presented on June 11, 1984, to officials of the city in
which such facility is located,

(L) Mount Vernon Mills in Columbia, South Carolina,

(M) the Barbara Jordan II Apartments,

(N) the rehabilitation of the Federal Building and Post
Office, 120 Hanover Street, Manchester, New Hampshire,

(0O) the rehabilitation of the Charleston Waterfront
project in South Carolina,

(P) the Hayes Mansion in San Francisco,

(Q) the renovation of a facility owned by the National
Railroad Passenger Corporation (“Amtrak”) for which
project Amtrak engaged a development team by letter
agreement dated August 23, 1985, as modified by letter
agreement dated September 9, 1985,

(R) the rehabilitation of a structure or its components
which is listed in the National Register of Historic Places, is
located in Allegheny County, Pennsylvania, will be substan-
tially rehabilitated (as defined in section 48(g)(1XC) prior to
amendment by this Act), prior to December 31, 1989; and
was previously utilized as a market and an auto dealership,

(S) The Bellevue Stratford Hotel in Philadelphia, Penn-
sylvania,

(T) the Dixon Mill Housing project in Jersey City, New
Jersey,

(U) Motor Square Garden,

(V) the Blackstone Apartments, and the Shriver-Johnson
building, in Sioux Falls, South Dakota,

(W) the Holy Name Academy in Spokane, Washington,

(X) the Nike/Clemson Mill in Exeter, New Hampshire,

(Y) the Central Bank Building in Grand Rapids, Michi-
gan, and

(Z) the Heritage Hotel, in the City of Marquette, Michi-
gan.

(4) ADDITIONAL REHABILITATIONS.—The amendments made by
this section and section 201 shall not apply to—

(A) the Fort Worth Town Square Project in Texas,

(B) the American Youth Hostel in New York, New York,

(C) The Riverwest Loft Development (including all three
phases, two of which do not involve rehabilitations),

(D) the Gaslamp Quarter Historic District in California,

(E) the Eberhardt & Ober Brewery, in Pennsylvania,

(F) the Captain’s Walk Limited Partnership-Harris Place
Development, in Connecticut,

(G) the Velvet Mills in Connecticut,

(H) the Roycroft Inn, in New York,

(D) Old Main Village, in Mankato, Minnesota,

(J) the Washburn-Crosby A Mill, in Minneapolis, Min-
nesota,

(K} the Lakeland marbel Arcade in Lakeland, Florida,

(L) the Willard Hotel, in Washington, D.C.,

(M) the H. P. Lau Building in Lincoln, Nebraska,

(N) the Starks Building, in Louisville, Kentucky,

(O) the Bellevue High School, in Bellevue, Kentucky,
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(P) the Major Hampden Smith House, in Owensboro,
Kentucky,

(Q) the Doe Run Inn, in Brandenburg, Kentucky,

(R) the State National Bank, in Frankfort, Kentucky,

(S} the Captain Jack House, in Fleming, Kentucky,

(T) the Elizabeth Arlinghaus House, in Louisville, Ken-
tucky,

(U) Limerick Shamrock, in Louisville, Kentucky,

(V) the Robert Mills Project, in South Carolina,

(‘{{V) the 620 Project, consisting of 3 buildings, in Ken-
tucky,

(X) the Warrior Hotel, Ltd., the first two floors of the
Martin Hotel, and the 105,000 square foot warehouse con-
structed in 1910, all in Sioux City, lowa,

(Y) the waterpark condominium residential prgject, to the
extent of $2 million of expenditures, and

(Z) the Apollo and Bishop Building Complex on 125th
%treﬁt, the Bigelow-Hartford Carpet Mill in New York, New

ork.

(5) REDUCTION IN CREDIT FOR PROPERTY UNDER TRANSITIONAL
RULES.—In the case of property placed in service after Decem-
ber 31, 1986, and to which the amendments made by this section do
not apply, subparagraph (A) of section 46(b)4) of the Internal
Revenue Code of 1954 (as in effect before the enactment of this
Act) shall be applied—

(A) by substituting “10 percent” for ‘“15 percent”’, and

(B) by substituting “13 percent” for “20 percent’.

(6) EXPENSING OF REHABILITATION EXPENDITURES FOR THE
FRANKFORD ARSENAL.—In the case of any expenditures paid or
incurred in connection with the rehabilitation of the Frankford
Arsenal during the 8-year period beginning on January 1, 1987,
such expenditures (including expenditures for repair and
maintenance of the building and property) shall be allowable as
a deduction in the taxable year in which paid or incurred in an
amount not in excess of the submissions made by the taxpayer
before September 16, 1986.

SEC. 252, LOW-INCOME HOUSING CREDIT.

(a) IN GENERAL.—Subpart D of part IV of subchapter A of chapter
1 (relating to business credits) is amended by adding at the end
thereof the following new section:

“SEC. 42. LOW-INCOME HOUSING CREDIT.

‘(a) IN GENERAL.—For purposes of section 38, the amount of the
low-income housing credit determined under this section for any
taxable year in the credit period shall be an amount equal to—

“(1) the applicable percentage of
*(2) the qualified basis of each qualified low-income building.

“(b) APPLICABLE PERCENTAGE: 70 PERCENT PRESENT VALUE CREDIT
FOR CERTAIN NEw BuiLpings; 30 PErRCENT PRESENT VALUE CREDIT
FOR CERTAIN OTHER BuiLpiNngs.—For purposes of this section—

“(1) BUILDING PLACED IN SERVICE DURING 1987.—In the case of
any qualified low-income building placed in service by the
taxpayer during 1987, the term ‘applicable percentage’ means—

“(A) 9 percent for new buildings which are not federally
subsidized for the taxable year, or
“(B) 4 percent for—
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“(1) new buildings which are federally subsidized for
the taxable year, and

“(ii) existing buildings.

‘(2) BUILDINGS PLACED IN SERVICE AFTER 1987.—

“(A) IN GENERAL.—In the case of any qualified low-
income building placed in service by the taxpayer after
1987, the term ‘applicable percentage’ means the appro-
priate percentage prescribed by the Secretary for the
month in which such building is placed in service.

‘(B) METHOD OF PRESCRIBING PERCENTAGES.—The percent-
ages prescribed by the Secretary for any month shall be
percentages which will yield over a 10-year period amounts
of credit under subsection (a) which have a present value
equal to—

‘i) 70 percent of the qualified basis of a building
described in paragraph (1)(A), and

“@i) 30 percent of the qualified basis of a building
described in paragraph (1)XB).

*(C) METHOD OF DISCOUNTING.—The present value under
subparagraph (B) shall be determined—

“(1) as of the last day of the 1lst year of the 10-year
period referred to in subparagraph (B),

“(ii) by using a discount rate equal to 72 percent of
the average of the annual Federal mid-term rate and
the annual Federal long-term rate applicable under
section 1274(d)(1) to the month in which the building
was placed in service and compounded annually, and

“(i1i) by assuming that the credit allowable under
this section for any year is received on the last day of
such year.

“(3) CROSS REFERENCE.—
“For treatment of certain rehabilitation expenditures as separate new
buildings, see subsection (e).—
“(c) QUALIFIED Basis; QuALIFIED Low-IncoME BuiLping.—For pur-
poses of this section—
“(1) QUALIFIED Basis.—

“(A) DeTErRMINATION.—The qualified basis of any quali-
fied low-income building for any taxable year is an amount
equal to—

(i) the applicable fraction (determined as of the close
of such taxable year) of

“(ii) the eligible basis of such building (determined
under subsection (d}(5)).

“(B) ArppricaBLE FrAacTION.—For purposes of subpara-
graph (A), the term ‘applicable fraction’ means the smaller
of the unit fraction or the floor space fraction.

“(C) Un1r FrRACTION.—For purposes of subparagraph (B),
the term ‘unit fraction’ means the fraction—

“(i) the numerator of which is the number of low-
income units in the building, and

“(il) the denominator of which is the number of
residential rental units (whether or not occupied) in
such building.

“(D) FLOOR SPACE FRACTION.—For purposes of subpara-
%_raph (B), the term ‘floor space fraction’ means the frac-

ion—
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“(i) the numerator of which is the total floor space of
the low-income units in such building, and

“(i1) the denominator of which is the total floor space
of the residential rental units (whether or not occupied)
in such building.

“(2) QUALIFIED LOW-INCOME BUILDING.—The term ‘qualified
low-income building’ means any building—

“(A) which at all times during the compliance period with
respect to such building is part of a qualified low-income
housing project, and

“(B) to which the amendments made by section 201(a) of
the Tax Reform Act of 1986 apply.

“(d) ELiGIBLE Basis.—For purposes of this section—

“(1) NEw BuiLpings.—The eligible basis of a new building is
its adjusted basis.

“(2) EXISTING BUILDINGS.—

“(A) In GeNERAL.—The eligible basis of an existing build-
ing is— '

*“(i) in the case of a building which meets the require-
ments of subparagraph (B), the sum of-—
“(I) the portion of its adjusted basis attributable
to its acquisition cost, plus
“(II) amounts chargeable to capital account and
incurred by the taxpayer (before the close of the
1st taxable year of the credit period for such build-
ing) for property (or additions or improvements to
property) of a character subject to the allowance
for depreciation, and
“(ii) zero in any other case.

*“(B) REQUIREMENTS.—A building meets the requirements
of this subparagraph if—

(i) the building is acquired by purchase (as defined
in section 179d)2)),

*“(ii) there is a period of at least 10 years between the
d?te of its acquisition by the taxpayer and the later
0 —

“d) the date the building was last placed in
service, or

“(II) the date of the most recent nonqualified
substantial improvement of the building, and

“(iii) the building was not previously placed in serv-
ice by the taxpayer or by any person who was a related
person with respect to the taxpayer as of the time
previously placed in service.

“C) AcquisiTioN cost.—For purposes of subparagraph (A),
the cost of any building shall not include so much of the basis of
such building as is determined by reference to the basis of other
property held at any time by the person acquiring the building.

‘(D) SPECIAL RULES FOR SUBPARAGRAPH (B) .—

“(i) NONQUALIFIED SUBSTANTIAL IMPROVEMENT.—For pur-
poses of subparagraph (B)(ii)—

. “(D IN GENERAL.—The term ‘nonqualified substantial
improvement’ means any substantial improvement if
section 167(k) was elected with respect to such improve-
ment or section 168 (as in effect on the day before the
date of the enactment of the Tax Reform Act of 1986)
applied to such improvement.
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‘(II) DATE OF SUBSTANTIAL IMPROVEMENT.—The date
of a substantial improvement is the last day of the 24-
month period referred to in subclause (III).

“(III) SUBSTANTIAL IMPROVEMENT.—The term
‘substantial improvement’ means the improvements
added to capital account with respect to the building
during any 24-month period, but only if the sum of the
amounts added to such account during such period
equals or exceeds 25 percent of the adjusted basis of the
building (determined without regard to paragraphs (2)
and (3) of section 1016(a)) as of the 1st day of such
period.

“(i1) SPECIAL RULE FOR NONTAXABLE EXCHANGES.—For pur-
poses of determining under subparagraph (B)(ii) when a
building was last placed in service, there shall not be taken
into account any placement in service in connection with
the acquisition of the building in a transaction in which the
basis of the building in the hands of the person acquiring it
is determined in whole or in part by reference to the
adjusted basis of such building in the hands of the person
from whom aquired.

“(iii) RELATED PERSON, ETC.—

‘) APPLICATION OF SECTION 179.-—For purposes of
subparagraph (B)(i), section 179(d) shall be applied by
substituting ‘10 percent’ for ‘50 percent’ in section
267(b) and 707(b) and in section 179(b)(7).

“(II) RELATED PERSON.—For purposes of subpara-
graph (B)(iii), a person (hereinafter in this subclause
referred to as the ‘related person’) is related to any
person if the related person bears a relationship to such
person specified in section 267(b) or 707(bX1), or the
related person and such person are engaged in trades
or businesses under common control (within the mean-
ing of subsections (a) and (b) of section 52). For purposes
of the preceding sentence, in applying section 267(b) or
707(b)X1), ‘10 percent’ shall be substituted for ‘50 per-
cent’.

“(3) ELIGIBLE BASIS REDUCED WHERE DISPROPORTIONATE STAND-
ARDS FOR UNITS.—The eligible basis of any building shall be
reduced by an amount equal to the portion of the adjusted basis
of the building which is attributable to residential rental units
in the building which are not low-income units and which are
above the average quality standard of the low-income units in
the building.

‘(4) SPECIAL RULES RELATING TO DETERMINATION OF ADJUSTED
BasIs.—For purposes of this subsection—

“(A) IN GENERAL.—Except as provided in subparagraph
(B), the adjusted basis of any building shall be determined
without regard to the adjusted basis of any property which
is not residential rental property.

“(B) BAsis OF PROPERTY IN COMMON AREAS, ETC., IN-
cLupED.—The adjusted basis of any building shall be deter-
mined by taking into account the adjusted basis of property
(of a character subject to the allowance for depreciation)
used in common areas or provided as comparable amenities
to all residential rental units in such building.
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‘C) No REDUCTION FOR DEPRECIATION.—The adjusted
basis of any building shall be determined without regard to
paragraphs (2) and (3) of section 1016(a).

“(5) ELIGIBLE BASIS DETERMINED WHEN BUILDING PLACED IN
SERVICE.—

“(A) IN ceENERAL.—Except as provided in subparagraph
(B), the eligible basis of any building for the entire compli-
ance period for such building shall be its eligible basis on
the date such building is placed in service.

‘(B) ELIGIBLE BASIS REDUCED BY FEDERAL GRANTS.—If,
during any taxable year of the compliance period, a grant is
made with respect to any building or the operation thereof
and any portion of such grant is funded with Federal funds
(whether or not includible in gross income), the eligible
basis of such building for such taxable year and all succeed-
ing taxable years shall be reduced by the portion of such
grant which is so funded.

“(6) CREDIT ALLOWABLE FOR CERTAIN FEDERALLY-ASSISTED
BUILDINGS ACQUIRED DURING 10-YEAR PERIOD DESCRIBED IN PARA-
GRAPH (2) (B) (il).—

“(A) IN GeNEraL.—On application by the taxpayer, the
Secretary (after consultation with the appropriate Federal
official) may waive paragraph (2)(B)(ii) with respect to any
federally-assisted building if the Secretary determines that
such waiver is necessary—

“(i) to avert an assignment of the mortgage secured
by property in the project (of which such building is a
part) to the Department of Housing and Urban Devel-
opment or the Farmers’ Home Administration,

‘(ii) to avert a claim against a Federal mortgage
insurance fund (or such Department or Administra-
tion) with respect to a mortgage which is so secured, or

“(iii) to the extent provided in regulations, by reason
of other circumstances of financial distress.

The preceding sentence shall not apply to any building
described in paragraph (7)(B).

‘(B) FEDERALLY-ASSISTED BUILDING.—For purposes of
subparagraph (A), the term ‘federally-assisted building’
means any building which is substantially assisted, fi-
nanced, or operated under—

19;571) section 8 of the United States Housing Act of

“(ii) section 221(d)(3) or 236 of the National Housing
Act of 1934, or

*(iii) section 515 of the Housing Act of 1949,

as such Acts are in effect on the date of the enactment of
the Tax Reform Act of 1986.

‘“(C) APPROPRIATE FEDERAL OFFICIAL.—For purposes of
subparagraph (A), the term ‘appropriate Federal official’
means—

“(1) the Secretary of Housing and Urban Develop-
ment in the case of any building described in subpara-
graph (B) by reason of clause (i) or (ii) thereof, and

“(ii) the Secretary of Agriculture in the case of any
building described in subparagraph (B) by reason of
clause (iii) thereof.
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“(T) ACQUISITION OF BUILDING BEFORE END OF PRIOR COMPLI-
ANCE PERIOD.—

“{A) In GeNEraL.—Under regulations prescribed by the
Secretary, in the case of a building described in subpara-
graph (B) which is acquired by the taxpayer—

“(i) paragraph (2)(B) shall not apply, but

“(ii) the credit allowable by reason of subsection (a) to
the taxpayer for any period after such acquisition shall
be equal to the amount of credit which would have
been allowable under sebsection (a) for such period to
the prior owner referred to in subparagraph (B) had
such owner not disposed of the building.

“(B) DESCRIPTION OF BUILDING.—A building is described in
this subparagraph if—

“(i) a credit was allowed by reason of subsection (a) to
any prior owner of such building, and

“(i1) the taxpayer acquired such building before the
end of the compliance period for such building with
respect to such prior owner (determined without regard
to any disposition by such prior owner).

“(e) REHABILITATION EXPENDITURES TREATED AS SEPARATE NEW

BuiLnmng.—

“(1) INn cenNeErAL.—Rehabilitation expenditures paid or in-
curred by the taxpayer with respect to any building shall be
treated for purposes of this section as a separate new building.

“(2) REHABILITATION EXPENDITURES.—For purposes of para-
graph (1)—

“(A) IN GENERAL.—The term ‘rehabilitation expenditures’
means amounts chargeable to captial account and incurred
for property (or additions or improvements to property) of a
character subject to the allowance for depreciation in
connection with the rehabilitation of a building.

“(B) CosT OF ACQUISITION, ETC, NOT INCLUDED.—Such term
does not include the cost of acquiring any building (or
interest therein) or any amount not permitted to be taken
into account under paragraph (3) or (4) of subsection (d).

*(3) AVERAGE OF REHABILITATION EXPENDITURES MUST BE $2,000
OR MORE.—

“(A) IN GENERAL.—Paragraph (1) shall apply to re-
habilitation expenditures with respect to any building only
if the qualified basis attributable to such expenditures in-
curred during any 24-month period, when divided by the
low-income units in the building, is $2,000 or more.

“(B) DATE OF DETERMINATION.—The determination under
subparagraph (A) shall be made as of the close of the 1st
taxable year in the credit period with respect to such
expenditures.

“(4) SpeciaL RULEs.—For purposes of applying this section
with respect to expenditures which are treated as a separate
building by reason of this subsection—

“(A) such expenditures shall be treated as placed in
service at the close of the 24-month period referred to in
paragraph (3)A), and

“(B) the applicable fraction under subsection (c)(1) shall
be the applicable fraction for the building (without regard
to paragraph (1)) with respect to which the expenditures
were incurred.
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Nothing in subsection (dX2) shall prevent a credit from being
allowed by reason of this subsection.

“(5) No DOUBLE COUNTING.—Rehabilitation expenditures may,
at the election of the taxpayer, be taken into account under this
subsection or subsection (d)2)(A)i)ID) but not under both such
subsections.

“(6) REGULATIONS TO APPLY SUBSECTION WITH RESPECT TO
GROUP OF UNITS IN BUILDING.—The Secretary may prescribe
regulations, consistent with the purposes of this subsection,
treating a group of units with respect to which rehabilitation
expenditures are incurred as a separate new building.

“(f) DEFINITION AND SPECIAL RULES RELATING TO CREDIT PERIOD.—
(1) CREDIT PERIOD DEFINED.—For purposes of this section, the
term ‘credit period’ means, with respect to any building, the
period of 10 taxable years beginning with the taxable year in
which the building is placed in service or, at the election of the
taxpayer, the succeeding taxable year. Such an election, once
made, shall be irrevocable.

*{(2) SPECIAL RULE FOR 1ST YEAR OF CREDIT PERIOD.—

“(A) In ceENErAL.—The credit allowable under subsection
(a) with respect to any building for the 1st taxable year of
the credit period shall be determined by substituting for the
applicable fraction under subsection (cX1) the fraction—

“(i) the numerator of which is the sum of the ap-
plicable fractions determined under subsection (c)1) as
of the close of each full month of such year during
which such building was in service, and

“(ii) the denominator of which is 12.

‘“(B) DISALLOWED 1ST YEAR CREDIT ALLOWED IN 11TH
YEAR.—AnNy reduction by reason of subparagraph (A) in the
credit allowable (without regard to subparagraph (A)) for
the 1st taxable year of the credit pericd shall be allowable
under subsection (a) for the 1st taxable year following the
credit period.

‘(3) SPECIAL RULE WHERE INCREASE IN QUALIFIED BASIS AFTER
1ST YEAR OF CREDIT PERIOD.—

“(A) CREDIT INCREASED.—If—

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

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

the credit allowable under subsection (a) for the taxable
year (determined without regard to this paragraph) shall be
increased by an amount equal to the product of such excess
and the percentage equal to % of the applicable percentage
for such building.

“(B) 1sT YEAR COMPUTATION APPLIES.—A rule similar to
the rule of paragraph (2)(A) shall apply to the additional
credit allowable by reason of this paragraph for the 1st year
in which such additional credit is allowable.

“(g) QuALIFIED Low-INcomME Housing Prosect.—For purposes o.

this section—

“(1) IN GENERAL.—The term ‘qualified low-income housing
project’ means any project for residential rental property if the
project meets the requirements of subparagraph (A) or (B)
whichever is elected by the taxpayer:
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“(A) 20-50 TesT.—The project meets the requirements of
this subparagraph if 20 percent or more of the residential
units in such project are both rent-restricted and occupied
by individuals whose income is 50 percent or less of area
median gross income.

“(B) 40-60 TesT.—The project meets the requirements of
this subparagraph if 40 percent or more of the residential
units in such project are both rent-restricted and occupied
by individuals whose income is 60 percent or less of area
median gross income,

Any election under this paragraph, once made, shall be irrev-
ocable. For purposes of this paragraph, any property shall not
be treated as failing to be residential rental property merely
because part of the building in which such property is located is
used for purposes other than residential rental purposes.

“(2) RENT-RESTRICTED UNITS.—

“(A) IN GENERAL.—For purposes of paragraph (1), a resi-
dential unit is rent-restricted if the gross rent with respect
to such unit does not exceed 30 percent of the income
limitation under paragraph (1) applicable to individuals
occupying such unit.

“(B) Gross RENT.—For purposes of subparagraph (A),
gross rent—

“(i) does not include any payment under section 8 of
the United States Housing Act of 1937 or any com-
parable Federal rental assistance program (with re-
spect to such unit or occupants thereof), and

“(ii) includes any utility allowance determined by the
Secretary after taking into account such determina-
tions under section 8 of the United States Housing Act
of 1937.

‘(3) DATE FOR MEETING REQUIREMENTS.—

*(A) PROJECTS CONSISTING OF 1 BUILDING.—In the case of a
project which does not have any other building in service,
such project shall not be treated as meeting the require-
ments of paragraph (1) unless it meets such requirements
not later than the date which is 12 months after the date
such project is placed in service.

“(B) PROJECTS CONSISTING OF MORE THAN 1 BUILDING.—In
the case of a project which has a building in service when a
later building is placed in service as part of such project,
such project shall not be treated as meeting the require-
melnts of paragraph (1) with respect to such later building
unless—

“(i) such project meets such requirements without
regard to such later building on the date such later
building is placed in service, and

“(ii) such project meets such requirements with
regard to such later building not later than the date
which is 12 months after the date such later building is
placed in service.

‘“(4) CERTAIN RULES MADE APPLICABLE.—Paragraphs (2) (other
than subparagraph (A) thereof), (3), (4), (5), (6), and (7) of section
142(d), and section 6652(j), shall apply for purposes of determin-
ing whether any project is a qualified low-income housing
project and whether any unit is a low-income unit.
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“(5) ELECTION TO TREAT BUILDING AFTER COMPLIANCE PERIOD AS
NOT PART OF A PROJECT.—For purposes of this section, the
taxpayer may elect to treat any building as not part of a
qualified low-income housing project for any period beginning
after the compliance period for such building.

“(h) LIMITATION ON AGGREGATE CREDIT ALLOWABLE WITH RESPECT
70 PROJECTS LOCATED IN A STATE.—

‘(1) CREDIT MAY NOT EXCEED CREDIT AMOUNT ALLOCATED TO
BUILDING.—No credit shall be allowed by reason of this section
for any taxable year with respect to any building in excess of
the housing credit dollar amount allocated to such building
under this subsection. An allocation shall be taken into account
under the preceding sentence only if it occurs not later than the
earlier of—

‘“(A) the 60th day after the close of the taxable year, or

“(B) the close of the calendar year in which such taxable
year ends.

“(2) ALLOCATED CREDIT AMOUNT TO APPLY TO ALL TAXABLE
YEARS ENDING DURING OR AFTER CREDIT ALLOCATION YEAR.—Any
housing credit dollar amount allocated to any building for any
calendar year—

“(A) shall apply to such building for all taxable years in
the compliance period ending during or after such calendar
year, and

“(B) shall reduce the aggregate housing credit dollar
amount of the allocating agency only for such calendar
year.

*“(3) HOUSING CREDIT DOLLAR AMOUNT FOR AGENCIES.—

“(A) In cENErRAL.—The aggregate housing credit dollar
amount which a housing credit agency may allocate for any
calendar year is the portion of the State housing credit
ceiling allocated under this paragraph for such calendar
year to such agency.

‘“(B) STATE CEILING INITIALLY ALLOCATED TO STATE HOUS-
ING CREDIT AGENCIES.—Except as provided in subpara-
graphs (D) and (E), the State housing credit ceiling for each
calendar year shall be allocated to the housing credit
agency of such State. If there is more than 1 housing credit
agency of a State, all such agencies shall be treated as a
single agency.

*(C) STATE HOUSING CREDIT CEILING.—The State housing
credit ceiling applicable to any State for any calendar year
shall be an amount equal to $1.25 multiplied by the State
population.

*(D) SPECIAL RULE FOR STATES WITH CONSTITUTIONAL HOME
RULE CITIES.—For purposes of this subsection—

“d) INn ceENErAL—The aggregate housing credit
dollar amount for any constitutional home rule city for
any calendar year shall be an amount which bears the
same ratio to the State housing credit ceiling for such
calendar year as—

“(I) the population of such city, bears to
“(II) the population of the entire State.

*(ii) COORDINATION WITH OTHER ALLOCATIONS.—In the
case of any State which contains 1 or more constitu-
tional home rule cities, for purposes of applying this
paragraph with respect to housing credit agencies in
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such State other than constitutional home rule cities,
the State housing credit ceiling for any calendar year
shall be reduced by the aggregate housing credit dollar
amounts determined for such year for all constitutional
home rule cities in such State.

*(iii) CONSTITUTIONAL HOME RULE CITY.—For purposes
of this paragraph, the term ‘constitutional home rule
city’ has the meaning given such term by section
146(d)(3XC).

“(E) STATE MAY PROVIDE FOR DIFFERENT ALLOCATION.—
Rules similar to the rules of section 146(e) (other than
paragraph (2)(B) thereof) shall apply for purposes of this
paragraph.

“(F) PopuLaTiON.—For purposes of this paragraph, popu-
lation shall be determined in accordance with section 146().

“(4) CREDIT FOR BUILDINGS FINANCED BY TAX-EXEMPT BONDS
SUBJECT TO VOLUME CAP NOT TAKEN INTO ACCOUNT.—

“(A) IN GeENERAL.—Paragraph (1) shall not apply to the
portion of any credit allowable under subsection (a) which is
attributable to eligible basis financed by any obligation the
interest on which is exempt from tax under section 103 and
which is taken into account under section 146.

“(B) SPECIAL RULE WHERE 70 PERCENT OR MORE OF BUILD-
ING IS FINANCED WITH TAX-EXEMPT BONDS SUBJECT TO
VOLUME CAP.—For purposes of subparagraph (A), if 70 per-
cent or more of the aggregate basis of any building and the
land on which the building is located is financed by any
obligation described in subparagraph (A), paragraph (1)
shall not apply to any portion of the credit allowable under
subsection (a) with respect to such building.

‘“(5) PORTION OF STATE CEILING SET-ASIDE FOR CERTAIN PROJECTS
INVOLVING QUALIFIED NONPROFIT ORGANIZATIONS.—

“(A) IN GENERAL.—Not more than 90 percent of the State
housing credit ceiling for any State for any calendar year
shall be allocated to projects other than qualified low-
income housing projects described in subparagraph (B).

““(B) PROJECTS INVOLVING QUALIFIED NONPROFIT ORGANIZA-
TiIoNS.—For purposes of subparagraph (A), a qualified low-
income housing project is described in this subparagraph if
a qualified nonprofit organization is to materially partici-
pate (within the meaning of section 469(h)) in the develop-
ment and operation of the project throughout the compli-
ance period.

“(C) QUALIFIED NONPROFIT ORGANIZATION.—For purposes
of this paragraph, the term ‘qualified nonprofit organiza-
tion’ means any organization if—

“(i) such organization is described in paragraph (3) or
(4) of section 501(c) and is exempt from tax under
section 501(a), and

“(ii) 1 of the exempt purposes of such organization
includes the fostering of low-income housing.

“(D) STATE MAY NOT OVERRIDE SET-ASIDE.—Nothing in
subparagraph (E) of paragraph (3) shall be construed to
permit a State not to comply with subparagraph (A) of this
paragraph.

‘/(6) SPECIAL RULES.—
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‘(A) BUILDING MUST BE LOCATED WITHIN JURISDICTION OF
CREDIT AGENCY.—A housing credit agency may allocate its
aggregate housing credit dollar amount only to buildings
located in the jurisdiction of the governmental unit of
which such agency is a part.

“B) HOUSING CREDIT DOLLAR AMOUNT MAY NOT BE CARRIED
OVER, ETC.—

“i) No carryoveEr.—The portion of the aggregate
housing credit dollar amount of any housing credit
agency which is not allocated for any calendar year
may not be carried over to any other calendar year.

“(ii) ALLOCATION MAY NOT BE EARLIER THAN YEAR IN
WHICH BUILDING PLACED IN SERVICE.—A housing credit
agency may allocate its housing credit dollar amount
for any calendar year only to buildings placed in serv-
ice before the close of such calendar year.

“¢C) AGENCY ALLOCATIONS IN EXCESS OF LiMIT.—If the
aggregate housing credit dollar amounts allocated by a
housing credit agency for any calendar year exceed the
portion of the State housing credit ceiling allocated to such
agency for such calendar year, the housing credit dollar
amounts so allocated shall be reduced (to the extent of such
excess) for buildings in the reverse of the order in which the
allocations of such amounts were made.

“(D) CREDIT ALLOWABLE DETERMINED WITHOUT REGARD TO
AVERAGING CONVENTION, ETC.—For purposes of this subsec-
tion, the credit allowable under subsection (a) with respect
to any building shall be determined—

“(i) without regard to paragraphs (2)(A) and (3XB) of
subsection (f), and

“(ii) by applying subsection (f)(3XA) without regard to
‘the percentage equal to % of'.

“(7) OTHER DEFINITIONS.—For purposes of this subsection—

‘“(A) HousiNG CREDIT AGENCY.—The term ‘housing credit
agency’ means any agency authorized to carry out this
subsection.

“(B) POSSESSIONS TREATED AS STATES.—The term ‘State’
includes a possession of the United States.

“(i) DEFINITIONS AND SpPECIAL RULES.—For purposes of this sec-
tion—

“(1) COMPLIANCE PERIOD.—The term ‘compliance period’
means, with respect to any building, the period of 15 taxable
years beginning with the lst taxable year of the credit period
with respect thereto.

“(2) DETERMINATION OF WHETHER BUILDING IS FEDERALLY SUB-
SIDIZED.—

*“(A) IN GENERaL.—Ezxcept as otherwise provided in this
paragraph, for purposes of subsection (b)(1), 2 new building
shall be treated as federally subsidized for any taxable year
if, at any time during such taxable year, there is outstand-
ing any obligation the interest on which is exempt from tax
under section 103, or any below market Federal loan, the
proceeds of which are used (directly or indirectly) with
respect to such building or the operation thereof.

“(B) ELECTION TO REDUCE ELIGIBLE BASIS BY OUTSTANDING
BALANCE OF LOAN.—A loan shall not be taken into account
under subparagraph (A) if the taxpayer elects to exclude an
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amount equal to the outstanding balance of such loan from
the eligible basis of the building for purposes of subsection
(d).

“(C) BELOW MARKET FEDERAL LOAN.—For purposes of
subparagraph (A), the term ‘below market Federal loan’
means any loan funded in whole or in part with Federal
funds if the interest rate payable on such loan is less than
the applicable Federal rate in effect under section 1274(d)(1)
(as of the date on which the loan was made).

“(3) LOow-INCOME UNIT.—

“(A) IN GeENERAL.—The term ‘low-income unit’ means any
unit in a building if—

“(i) such unit is rent-restricted (as defined in subsec-
tion (g)2)), and

‘“(ii) the individuals occupying such unit meet the
income limitation applicable under subsection (g)1) to
the project of which such building is a part.

“(B) ExcepTioNs.—A unit shall not be treated as a low-
income unit unless the unit is suitable for occupancy and
used other than on a transient basis.

“(C) SPECIAL RULE FOR BUILDINGS HAVING 4 OR FEWER
UnNtts.—In the case of any building which has 4 or fewer
residential rental units, no unit in such building shall be
treated as a low-income unit if the units in such building
are owned by—

“(i) any individual who occupies a residential unit in
such building, or

“(ii) any person who is related (as defined in subsec-
tion (d)(2)(D)(iii)) to such individual.

“(4) New BUILDING.—The term ‘new building’ means a build-
ing the original use of which begins with the taxpayer.

“(5) ExisTING BUILDING.—The term ‘existing building’ means
any building which is not a new building.

“(j) RECAPTURE OF CREDIT.—

“(1) IN GENERAL.—If—

“(A) as of the close of any taxable year in the compliance
period, the amount of the qualified basis of any building
with respect to the taxpayer is less than

“(B) the amount of such basis as of the close of the
preceding taxable year,

then the taxpayer’s tax under this chapter for the taxable year
shall be increased by the credit recapture amount.

‘“(2) CREDIT RECAPTURE AMOUNT.—For purposes of paragraph
(1f), the credit recapture amount is an amount equal to the sum
of —

‘“(A) the aggregate decrease in the credits allowed to the
taxpayer under section 38 for all prior taxable years which
would have resulted if the accelerated portion of the credit
allowable by reason of this section were not allowed for all
prior taxable years with respect to the excess of the amount
described in paragraph (1)B) over the amount described in
paragraph (1)(A), plus i

“(B) interest at the overpayment rate established under
section 6621 on the amount determined under subpara-
graph (A) for each prior taxable year for the period begin-
ning on the due date for filing the return for the prior
taxable year involved.



PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2201

No deduction shall be allowed under this chapter for interest
described in subparagraph (B).

‘43) ACCELERATED PORTION OF CREDIT.—For purposes of para-
graph (2), the accelerated portion of the credit for the prior
taxable years with respect to any amount of basis is the excess
of—

“{A) the aggregate credit allowed by reason of this section
(without regard to this subsection) for such years with
respect to such basis, over

“(B) the aggregate credit which would be allowable by
reason of this section for such years with respect to such
basis if the aggregate credit which would (but for this
subsection) have been allowable for the entire compliance
period were allowable ratably over 15 years.

“(4) SPECIAL RULES.—

“{A) Tax BENEFIT RULE.—The tax for the taxable year
shall be increased under paragraph (1) only with respect to
credits allowed by reason of this section which were used to
reduce tax liability. In the case of credits not so used to
reduce tax liability, the carryforwards and carrybacks
under section 39 shall be appropriately adjusted.

“(B) ONLY BASIS FOR WHICH CREDIT ALLOWED TAKEN INTO
AccoUNT.—Qualified basis shall be taken into account
under paragraph (1XB) only to the extent such basis was
taken into account in determining the credit under subsec-
tion (a) for the preceding taxable year referred to in such
paragraph.

“(C) NO RECAPTURE OF ADDITIONAL CREDIT ALLOWABLE BY
REASON OF SUBSECTION () (3).—Paragraph (1) shall apply to
a decrease in qualified basis only to the extent such de-
crease exceeds the amount of qualified basis with respect to
which a credit was allowable for the taxable year referred
to in paragraph (1)(B) by reason of subsection (£)(3).

“(D) No CREDITS AGAINST TAX.—Any increase in tax under
this subsection shall not be treated as a tax imposed by this
chapter for purposes of determining the amount of any
credit under subpart A, B, or D of this part.

“(E) NO RECAPTURE BY REASON OF CASUALTY L0SS.—The
increase in tax under this subsection shall not apply to a
reduction in qualified basis by reason of a casualty loss to
the extent such loss is restored by reconstruction or replace-
ment within a reasonable period established by the Sec-
retary.

*(5) CERTAIN PARTNERSHIPS TREATED AS THE TAXPAYER.—

‘A) IN cENERAL.—For purposes of applying this subsec-
tion to a partnership to which this paragraph applies—

“@) such partnership shall be treated as the taxpayer
to which the credit allowable under subsection (a) was
allowed,

“(i1) the amount of such credit allowed shall be treat-
ed as the amount which would have been allowed to the
pﬁ_rtnership were such credit allowable to such partner-
ship,

*(iii) paragraph (4)A) shall not apply, and

“(iv) the amount of the increase in tax under this
subsection for any taxable year shall be allocated
among the partners of such partnership in the same
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manner as such partnership’s taxable income for such
year is allocated among such partners.

‘“(B) PARTNERSHIPS TO WHICH PARAGRAPH APPLIES.—This
paragraph shall apply to any partnership—

‘i) which has 35 or more partners each of whom is a
natural person or an estate, and
“(ii) which elects the application of this paragraph.

‘(C) SPECIAL RULES.—

“(i) HUSBAND AND WIFE TREATED AS 1 PARTNER.—For
purposes of subparagraph (B)}i), a husband and wife
(and their estates) shall be treated as 1 partner.

“(ii) ELECTION IRREVOCABLE.—Any election under
subparagraph (B), once made, shall be irrevocable.

(6) NO RECAPTURE ON DISPOSITION OF BUILDING WHERE BOND
PoSTED.—In the case of a disposition of a building, the taxpayer
shall be discharged from liability for any additional tax under
this subsection by reason of such disposition if—

‘““(A) the taxpayer furnishes to the Secretary a bond in an
amount satifactory to the Secretary and for the period
required by the Secretary, and

“(B) it is reasonably expected that such building will
continue to be operated as a qualified low-income building
for the remaining compliance period with respect to such
building.

“(k) AprLicATION OF AT-Risk RuLEs.—For purposes of this sec-
tion—

“(1) IN GENERAL.—Except as otherwise provided in this
subsection, rules similar to the rules of section 46(cX8) (other
than subparagraph (D)Xiv)(I) thereof), section 46(cX9), and sec-
tion 47(d)(1) shall apply in determining the qualified basis of any
building in the same manner as such sections apply in deter-
mining the credit base of property.

‘(2) SPECIAL RULES FOR DETERMINING QUALIFIED PERSON.—For
purposes of paragraph (1)—

g ‘“(A) IN GENERAL.—If the requirements of subparagraphs
(B), (C), and (D) are met with respect to any financing
borrowed from a qualified nonprofit organization (as de-
fined in subsection (h}5)), the determination of whether
such financing is qualified commercial financing with re-
spect to any qualified low-income building shall be made
without regard to whether such organization—

“(i) 1s actively and regularly engaged in the business
of lending money, or

“(ii) is a person described in section 46(c8XDXivXII).

“{B) FINANCING SECURED BY PROPERTY.—The require-
ments of this subparagraph are met with respect to any
financing if such financing is secured by the qualified low-
income building.

“(C) PORTION OF BUILDING ATTRIBUTABLE TO FINANCING.—
The requirements of this subparagraph are met with re-
spect to any financing for any taxable year in the compli-
ance period if, as of the close of such taxable year, not more
than 60 percent of the eligible basis of the qualified low-
income building is attributable to such financing (reduced
by the principal and interest of any governmental financing
which is part of a wrap-around mortgage involving such
financing).
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‘D) REPAYMENT OF PRINCIPAL AND INTEREST.—The
requirements of this subparagraph are met with respect to
any financing if such financing is fully repaid on or before
the earliest of—

“(i) the date on which such financing matures,

“(ii) the 90th day after the close of the compliance
period with respect to the qualified low-income build-
ing, or -

“(i11) the date of its refinancing or the sale of the
building to which such financing relates.

‘“(3) PRESENT VALUE OF FINANCING.—If the rate of interest on
any financing described in paragraph (2XA) is less than the rate
which is 1 percentage point below the applicable Federal rate as
of the time such financing is incurred, then the qualified basis
(to which such financing relates) of the qualified low-income
building shall be the present value of the amount of such
financing, using as the discount rate such applicable Federal
rate. For purposes of the preceding sentence, the rate of interest
on any financing shall be determined by treating interest to the
extent of government subsidies as not payable.

“(4) FAILURE TO FULLY REPAY.—

“(A) IN GeNERAL.—To the extent that the requirements of
paragraph (2XD) are not met, then the taxpayer’s tax under
this chapter for the taxable year in which such failure
occurs shall be increased by an amount equal to the ap-
plicable portion of the credit under this section with respect
to such building, increased by an amount of interest for the
period—

“(i) beginning with the due date for the filing of the
return of tax imposed by chapter 1 for the 1lst taxable
year for which such credit was allowable, and

"(i1) ending with the due date for the taxable year in
which such fatlure occurs,

determined by using the underpayment rate and method
under section 6621.

“(B) APPLICABLE PORTION.—For purposes of subparagraph
(A), the term ‘applicable portion’” means the aggregate de-
crease in the credits allowed to a taxpayer under section 38
for all prior taxable years which would have resulted if the
eligible basis of the building were reduced by the amount of
ﬁnell)ncing which does not meet requirements of paragraph
(2x D).

“(C) CERTAIN RULES TO APPLY.—Rules similar to the rules
of subparagraphs (A) and (D) of subsection (j)(4) shall apply
for purposes of this subsection.

“(1) CERTIFICATIONS TO SECRETARY.—

“(1) CERTIFICATION WITH RESPECT TO 1ST YEAR OF CREDIT
PERIOD.—Not later than the 90th day following the close of the
1st taxable year in the credit period with respect to any quali-
fied low-income building, the taxpayer shall certify to the Sec-
retary (in such form and in such manner as the Secretary
prescribes)—

“(A) the taxable year, and calendar year, in which such
building was placed in service,

“(B) the adjusted basis and eligible basis of such building
as of the close of the 1st year of the credit period,
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“C) the maximum applicable percentage and qualified
basis permitted to be taken into account by the appropriate
housing credit agency under subsection (h),

‘(D) the election made under subsection (g) with respect
to the qualified low-income housing project of which such
building is a part, and

“(E) such other information as the Secretary may require.

In the case of a failure to make the certification required by the
preceding sentence on the date prescribed therefor, unless it is
shown that such failure is due to reasonable cause and not to
willful neglect, no credit shall be allowable by reason of subsec-
tion (a) with respect to such building for any taxable year
ending before such certification is made.

“(2) ANNUAL REPORTS FROM HOUSING CREDIT AGENCIES.—Each
agency which allocates any housing credit amount to any build-
ing for any calendar year shall submit to the Secretary (at such
time and in such manner as the Secretary shall prescribe) an
annual report specifying—

“(A) the amount of housing credit amount allocated to
each building for such year,

“(B) sufficient information to identify each such building
and the taxpayer with respect thereto, and

“(C) such other information as the Secretary may require.

The penalty under section 6652(j) shall apply to any failure to
submit the report required by the preceding sentence on the
date prescribed therefor.

“(m) REGcuLATIONS.—The Secretary shall prescribe such regula-

tions as may be necessary or appropriate to carry out the purposes
or this section, including regulations—

“1) dealing with—
“(A) projects which include more than 1 building or only
a portion of a building,
“(B) buildings which are placed in service in portions,
“(2) providing for the application of this section to short
taxable years, and
“(8) preventing the avoidance of the rules of this section.

“(n) TERMINATION.—

“(1) In geENERAL.—Except as provided. in parargraph (2), the
State housing credit ceiling under subsection (h) shall be zero
for any calendar year after 1989.

“(2) CARRYOVER OF 1989 LIMIT FOR CERTAIN PROJECTS IN
PROGRESS,—

“(A) In gENERAL.—The aggregate housing credit amount
of any agency for 1989 which is not allocated for 1989 shall
be treated for purposes of applying this section to any
building described in subparagraph (B) as the housing
credit amount of such agency for 1990,

“(B) DescripTioN.—A building is described in this
subparagraph if—

‘(i) such building is constructed, reconstructed, or
rehabilitated by the taxpayer,

“(ii) more than 10 percent of the reasonably antici-
pated cost of such construction, reconstrcution, or re-
hagilitation has been incurred as of January 1, 1989,
an

“(iii) such building is placed in service before Janu-
ary 1, 1991.
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“(C) CERTAIN RULE NOT TO APPLY.—Subsection (h)(6)(B)i)
shall not apply for purposes of this paragraph.”

(b) Low-IncoME HousING CrepIT TREATED As OTHER BUSINESs
CREDITS.—

(1) Subsection (b) of section 38 (relating to current year busi-
ness credits), as amended by this Act, is amended by striking
out “plus” at the end of paragraph (3), but striking out the
period at the end of paragraph (4) and inserting in lieu thereof
“ plus”’, and by adding at the end thereof the following new
paragraph:

“(5) the low-income housing credit determined under section
42(a).”

(2) Subsection (d) of section 38 is amended by inserting
“42(a),” before “46(a)”.

(c) REcaPTURE Tax Not To REpuce MiNiMmuMm Tax.—Paragraph (1)
of section 55(c), as amended by section 701 of this Act, is amended by
inserting “or section 42(j)"’ after “‘section 47”.

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

“Sec. 42. Low-income housing credit.”

(e) ErrecTIVE DATE.—

(1) In ceNERAL.—The amendments made by this section shall
apply to buildings placed in service after December 31, 1986, in
taxable years ending after such date.

(2) SPECIAL RULE FOR REHABILITATION EXPENDITURES.—Subsec-
tion (e) of section 42 of the Internal Revenue Code of 1986 (as
added by this section) shall apply for purposes of paragraph (1).

(f) TRANSITIONAL RULES.—

(1) LIMITATION TO NON-ACRS BUILDINGS NOT TO APPLY TO CER-

TAIN BUILDINGS, ETC.—
(A) IN GENERAL.—In the case of a building which is part
of a project described in subparagraph (B)—
(1) section 42(c)}2XB) of the Internal Revenue Code of
1986 (as added by this section) shall not apply, and
(ii) such building shall be treated as not federally
subsidized for purposes of section 42(b)(1)(A) of such
Code.
(B) PrROJECT DESCRIBED.—A project is described in this
subparagraph if—
(i) an urban development action grant application
with respect to such project was submitted on Septemn-
ber 13, 1984,
(ii) a zoning commission map amendment related to
such project was granted on July 17, 1985, and
(iii) the number assigned to such project by the Fed-
eral Housing Administration is 023-36602.
(C) ADDITIONAL UNITS ELIGIBLE FOR CREDIT.—In the case of
a building to which subparagraph (A) applies and which is
part of a project which meets the requirements of subpara-
graph (D), for each low-income unit in such building which
is occupied by individuals whose income is 30 percent or
less of area median gross income, one additional unit (not
otherwise a low-income unit) in such building shall be
treated as a low-income unit for purposes of such section 42.
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(D) PrOJECT DESCRIBED.—A project is described in this
subparagraph if—

(i) rents charged for units in such project are re-
stricted by State regulations,

(ii) the annual cash flow of such project is restricted
by State law,

(iii) the project is located on land owned by or ground
leased from a public housing authority,

(iv) construction of such project begins on or before
December 31, 1986, and units within such project are
placed in service on or before June 1, 1990, and

(v) for a 20-year period, 20 percent or more of the
residential units in such project are occupied by
individuals whose income is 50 percent or less of area
median gross income.

(E) MAXIMUM ADDITIONAL CREDIT.—The maximum annual
additional credit allowable under section 42 of such Code by
reason of subparagraph (C) shall not exceed 25 percent of
the eligible basis of the building.

(2) ADDITIONAL ALLOCATION OF HOUSING CREDIT CEILING.—

(A) In GENERAL.—There is hereby allocated to each
housing credit agency described in subparagraph (B) an
additional housing credit dollar amount determined in
accordance with the following table:

The additional

For calendar year: allocation is:
18T oottt st s s $3,900,000
L1988 ..t e $7,600,000
BBttt e e s et e $1,300,000.

(B) HoUSING CREDIT AGENCIES DESCRIBED.—The housing
credit agencies described in this subparagraph are:

(i) A corporate governmental agency constituted as a
public benefit corporation and established in 1971
under the provisions of Article XII of the Private Hous-
ing Finance Law of the State.

(ii) A city department established on December 20,
1979, pursuant to chapter XVIII of a municipal code of
such city for the purpose of supervising and coordinat-
ing the formation and execution of projects and pro-
grams affecting housing within such city.

(iii) The State housing finance agency referred to in
subparagraph (C), but only with respect to projects
described in subparagraph (C).

(C) ProJecT DESCRIBED.—A project is described in this
subparagraph if such project is a qualified low-income hous-
ing project which—

(1) receives financing from a State housing finance
agency from the proceeds of bonds issued pursuant to
chapter 708 of the Acts of 1966 of such State pursuant
to loan commitments from such agency made between
May 8, 1984, and July 8, 1986, and

(ii) is subject to subsidy commitments issued pursu-
ant to a program established under chapter 574 of the
Acts of 1983 of such State having award dates from
such agency between May 31, 1984, and June 11, 1985.

(D) SPECIAL RULES.—

(i) Any building—
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(I) which is allocated any housing credit dollar
amount by a housing credit agency described in
clause (iiD) of subparagraph (B), and

(ID which is placed in service after June 30, 1986,
and before January 1, 1987,

shall be treated for purposes of the amendments made
by this section as placed in service on January 1, 1987.

(i) Section 42(c)(2)(B) of the Internal Revenue Code of
1986 shall not apply to any building which is allocated
any housing credit dollar amount by any agency de-
scribed in subparagraph (B).

(E) ALL UNITS TREATED AS LOW INCOME UNITS IN CERTAIN
cases.—In the case of any building—

(i) which is allocated any housing credit dollar
amé)unt by any agency described in subparagraph (B),
an

(1i) which after the application of subparagraph (DXii)
is a qualified low-income building at all times during
any taxable year,

such building shall be treated as described in section
42(b)(1XB) of such Code and having an applicable fraction
for such year of 1.

(3) CERTAIN PROJECTS PLACED IN SERVICE BEFORE 1987.—

(A) INn GeNERAL.—In the case of a building which is part
of a project described in subparagraph (B)—

(1) section 42(c)2XB) of such Code shall not apply,

(ii) such building shall be treated as placed in service
during the first calendar year after 1986 and before
1990 in which such building is a qualified low-income
buiilding (determined after the application of clause (1)),
an

(iil) for purposes of section 42(h) of such Code, such
building shall be treated as having allocated to it a
housing credit dollar amount equal to the dollar
amount appearing in the clause of subparagraph (B) in
which such building is described.

(B) ProJECT DESCRIBED.—A project is described in this
subparagraph if the code number assigned to such project
by the Farmers’ Home Administration appears in the fol-
lowing table:

The housing
credit dollar

The code number is: amount is:
(1) 492B4553664........c.cccceviierine e crerrereresesenrer s srsssan s $16,000
(11) 4927742022446 .......occvrvvvieeerrieeecereer e cens e serssnenas $22,000
(ii1) 49270T4227608T ..o rersees e rsanenes $64,000
(iv) 49027074238T293....ceieerieeeiiriciiiee et e $48,000
(v) 4927074218234 .....ovreerieiereceeerienresseserveneesssssastienes $32,000
(v1) 492TOTA22T4019....ccooieieerir e i s resr e $36,000
(vil) H1460TA2345074 ..o srteiees $53,000.

(C) DETERMINATION OF ADJUSTED Basis.—The adjusted
basis of any building to which this paragraph applies for
purposes of section 42 of such Code shall be its adjusted
basis as of the close of the taxable year ending before the
first taxable year of the credit period for such building

(D) CERTAIN RULES TO APPLY.—Rules similar to the rules
of subparagraph (E) of paragraph (2) shall apply for pur-
poses of this paragraph.
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(4) DEFINITIONS.—For purposes of this subsection, terms used
in such subsection which are also used in section 42 of the
Internal Revenue Code of 1986 (as added by this section) shall
have the meanings given such terms by such section 42.

Subtitle G—Merchant Marine Capital
Construction Funds

SEC. 261. PROVISIONS RELATING TO MERCHANT MARINE CAPITAL

CONSTRUCTION FUNDS.

(a) Purpose.—The purpose of this section is to coordinate the

application of the Internal Revenue Code of 1986 with the capital
construction program under the Merchant Marine Act, 1936.

(b) AMENDMENT OF 1986 Copk.—Chapter 77 (relating to mis-

cellaneous provisions) is amended by adding at the end thereof the
following new section:

“SEC. 7518. TAX INCENTIVES RELATING TO MERCHANT MARINE CAPITAL

CONSTRUCTION FUNDS.

“(a) CEILING ON DEPOSITS.—

“¢1) IN gENERAL.—The amount deposited in a fund established
under section 607 of the Merchant Marine Act, 1936 (herein-
after in this section referred to as a ‘capital construction fund’)
shall not exceed for any taxable year the sum of:

“(A) that portion of the taxable income of the owner or
lessee for such year (computed as provided in chapter 1 but
without regard to the carryback of any net operating loss or
net capital loss and without regard to this section) which is
attributable to the operation of the agreement vessels in
the foreign or domestic commerce of the United States or in
the fisheries of the United States,

“(B) the amount allowable as a deduction under section
167 for such year with respect to the agreement vessels,

“(C) if the transaction is not taken into account for
purposes of subparagraph (A), the net proceeds (as defined
in joint regulations) from—

“(i) the sale or other disposition of any agreement
vessel, or

*(ii) insurance or indemnity attributable to any
agreement vessel, and

“(D) the receipts from the investment or reinvestment of
amounts held in such fund.

“(2) LIMITATIONS ON DEPOSITS BY LESSEES.—In the case of a
lessee, the maximum amount which may be deposited with
respect to an agreement vessel by reason of paragraph (1)(B) for
any period shall be reduced by any amount which, under an
agreement entered into under section 607 of the Merchant
Marine Act, 1936, the owner is required or permitted to deposit
for such period with respect to such vessel by reason of para-
graph (1)B).

“(3) CERTAIN BARGES AND CONTAINERS INCLUDED.—For pur-
poses of paragraph (1), the term ‘agreement vessel’ includes
barges and containers which are part of the complement of such
vessel and which are provided for in the agreement.

*“(b) REQUIREMENTS AS TO INVESTMENTS.—
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“(1) IN GENERAL.—Amounts in any capital construction fund
shall be kept in the depository or depositories specified in the
agreement and shall be subject to such trustee and other fidu-
clary requirements as may be specified by the Secretary.

“(2) LIMITATION ON FUND INVESTMENTS.—Amounts in any cap-
ital construction fund may be invested only in interest-bearing
securities approved by the Secretary; except that, if such Sec-
retary consents thereto, an agreed percentage (not in excess of
60 percent) of the assets of the fund may be invested in the stock
of domestic corporations. Such stock must be currently fully
listed and registered on an exchange registered with the Securi-
ties and Exchange Commission as a national securities ex-
change, and must be stock which would be acquired by prudent
men of discretion and intelligence in such matters who are
seeking a reasonable income and the preservation of their
capital. If at any time the fair market value of the stock in the
fund is more than the agreed percentage of the assets in the
fund, any subsequent investment of amounts deposited in the
fund, and any subsequent withdrawal from the fund, shall be
made in such a way as to tend to restore the fund to a situation
in which the fair market value of the stock does not exceed such
agreed percentage.

“(3) INVESTMENT IN CERTAIN PREFERRED STOCK PERMITTED.—
For purposes of this subsection, if the common stock of a
corporation meets the requirements of this subsection and if the
preferred stock of such corporation would meet such require-
ments but for the fact that it cannot be listed and registered as
required because it is nonvoting stock, such preferred stock
shall be treated as meeting the requirements of this subsection.

“(c) NONTAXABILITY FOR DEPOSITS.—

“(1) IN geNeEraL.—For purposes of this title—

‘(A) taxable income (determined without regard to this
section and section 607 of the Merchant Marine Act, 1936)
for the taxable year shall be reduced by an amount equal to
the amount deposited for the taxable year out of amounts
referred to in subsection (a){1)(A},

“(B) gain from a transaction referred to in subsection
(a)(1)XC) shall not be taken into account if an amount equal
to the net proceeds (as defined in joint regulations) from
such transaction is deposited in the fund,

“C) the earnings (including gains and losses) from the
investment and reinvestment of amounts held in the fund
shall not be taken into account,

“(D) the earnings and profits (within the meaning of
section 316) of any corporation shall be determined without
regard to this section and section 607 of the Merchant
Marine Act, 1936, and

“(E) in applying the tax imposed by section 531 (relating
to the accumulated earnings tax), amounts while held in
the fund shall not be taken into account.

“(2) ONLY QUALIFIED DEPOSITS ELIGIBLE FOR TREATMENT.—Para-
graph (1) shall apply with respect to any amount only if such
amount is deposited in the fund pursuant to the agreement and
not later than the time provided in joint regulations.

“(d) EsTABLISHMENT OF ACCOUNTS.—For purposes of this section—

“(1) IN ceNeraL.—Within a capital construction fund 3 ac-
counts shall be maintained:
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“(A) the capital account,

“(B) the capital gain account, and

“(C) the ordinary income account.

“(2) CapriTaL accouNT.—The capital account shall consist of—

“(A) amounts referred to in subsection (a)}1)B),

“(B) amounts referred to in subsection {(a)(1)(C) other than
that portion thereof which represents gain not taken into
account by reason of subsection (c)}1)(B),

“(C) the percentage applicable under section 243(a)(1) of
any dividend received by the fund with respect to which the
person maintaining the fund would (but for subsection
©X1)ICH be allowed a deduction under section 243, and

O;(D) interest income exempt from taxation under section
103.

“(3) CaprtaL GAIN AccOUNT.—The capital gain account shall
consist of—

“(A) amounts representing capital gains on assets held
for more than 6 months and referred to in subsection
(aX1)C) or (a)1)XD), reduced by

‘“{B) amounts representing capital losses on assets held in
the fund for more than 6 months.

“(4) ORDINARY INCOME ACCOUNT.—The ordinary income ac-
count shall consist of—

“(A) amounts referred to in subsection (a)(1)(A),

“(B)i) amounts representing capital gains on assets held
for 6 months or less and referred to in subsection (a)(1XC) or
{a)1)(D), reduced by

“(ii) amounts representing capital losses on assets held in
the fund for 6 months or less,

“(C) interest (not including any tax-exempt interest re-
ferred to in paragraph (2)D)) and other ordinary income
(not including any dividend referred to in subparagraph (E))
received on assets held in the fund,

“(D) ordinary income from a transaction described in
subsection (a)1XC}, and

“(E) the portion of any dividend referred to in paragraph
(2)XC) not taken into account under such paragraph.

*(5) CAPITAL LOSSES ONLY ALLOWED TO OFFSET CERTAIN GAINS.—
Except on termination of a capital construction fund, capital
losses referred to in paragraph (3)(B) or in paragraph (4)(B)(ii)
shall be allowed only as an offset to gains referred to in para-
graph (3)(A) or (4)(B)1), respectively.

“(e) PURPOSES OF QUALIFIED WITHDRAWALS.—

“(1) IN GENERAL.—A qualified withdrawal from the fund is
one made in accordance with the terms of the agreement but
only if it is for:

“(A) the acquisition, construction, or reconstruction of a
qualified vessel,

“(B) the acquisition, construction, or reconstruction of
barges and containers which are part of the complement of
a qualified vessel, or

“(C) the payment of the principal on indebtedness in-
curred in connection with the acquisition, construction, or
reconstruction of a qualified vessel or a barge or container
which is part of the complement of a qualified vessel.

Except to the extent provided in regulations prescribed by the
Secretary, subparagraph (B), and so much of subparagraph (C)
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as relates only to barges and containers, shall apply only with
respect to barges and containers constructed in the United
States.

“(2) PENALTY FOR FAILING TO FULFILL ANY SUBSTANTIAL
OBLIGATION.—Under joint regulations, if the Secretary deter-
mines that any substantial obligation under any agreement is
not being fulfilled, he may, after notice and opportunity for
hearing to the person maintaining the fund, treat the entire
fund or any portion thereof as an amount withdrawn from the
fund in a nonqualified withdrawal.

“(f) TAx TREATMENT OF QUALIFIED WITHDRAWALS.—

“(1) ORDERING RULE.—Any qualified withdrawal from a fund

shall be treated—
“(A) first as made out of the capital account,
“(B) second as made out of the capital gain account, and
“(C) third as made out of the ordinary income account.

‘(2) ADJUSTMENT TO BASIS OF VESSEL, ETC., WHERE WITH-
DRAWAL FROM ORDINARY INCOME ACCOUNT.—If any portion of a
qualified withdrawal for a vessel, barge, or container is made
out of the ordinary income account, the basis of such vessel,
barge, or container shall be reduced by an amount equal to such
portion.

“(3) ADJUSTMENT TO BASIS OF VESSEL, ETC., WHERE WITH-
DRAWAL FROM CAPITAL GAIN ACCOUNT.—If any portion of a
qualified withdrawal for a vessel, barge, or container is made
out of the capital gain account, the basis of such vessel, barge, or
container shall be reduced by an amount equal to such portion.

‘“(4) ADJUSTMENT TO BASIS OF VESSELS, ETC., WHERE WITHDRAW-
ALS PAY PRINCIPAL ON DERT.—If any portion of a qualified with-
drawal to pay the principal on any indebtedness is made out of
the ordinary income account or the capital gain account, then
an amount equal to the aggregate reduction which would be
required by paragraphs (2) and (3) if this were a qualified
withdrawal for a purpose described in such paragraphs shall be
applied, in the order provided in joint regulations, to reduce the
basis of vessels, barges, and containers owned by the person
maintaining the fund. Any amount of a withdrawal remaining
after the application of the preceding sentence shall be treated
as a nonqualified withdrawal.

“(5) ORDINARY INCOME RECAPTURE OF BASIS REDUCTION.—If any
property the basis of which was reduced under paragraph (2),
(3), or (4} is disposed of, any gain realized on such disposition, to
the extent it does not exceed the aggregate reduction in the
basis of such property under such paragraphs, shall be treated
as an amount referred to in subsection (g)(3)(A) which was
withdrawn on the date of such disposition. Subject to such
conditions and requirements as may be provided in joint regula-
tions, the preceding sentence shall not apply to a disposition
where there is a redeposit in an amount determined under joint
regulations which will, insofar as practicable, restore the fund
to the position it was in before the withdrawal.

“(g) TAX TREATMENT OF NONQUALIFIED WITHDRAWALS.—

“(1) IN GENERAL.—Except as provided in subsection (h), any
withdrawal from a capital construction fund which is not
(c]lualiﬁled withdrawal shall be treated as a nonqualified with-

rawal.
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“(2) ORDERING RULE.—Any nonqualified withdrawal from a
fund shall be treated—

“(A) first as made out of the ordinary income account,

“(B) second as made out of the capital gain account, and

“(C) third as made out of the capital account.

For purposes of this section, items withdrawn from any account
shall be treated as withdrawn on a first-in-first-out basis; except
that (i) any nonqualified withdrawal for research, development,
and design expenses incident to new and advanced ship design,
machinery and equipment, and (ii) any amount treated as a
nonqualified withdrawal under the second sentence of subsec-
Lion (f(4), shall be treated as withdrawn on a last-in-first-out
asis.
“(3) OPERATING RULES.—For purposes of this title—

“(A) any amount referred to in paragraph (2)A) shall be
included in income as an item of ordinary income for the
taxable year in which the withdrawal is made,

“(BY any amount referred to in paragraph (2XB) shall be
included in income for the taxable year in which the with-
drawal is made as an item of gain realized during such year
from the disposition of an asset held for more than 6
months, and

“(C) for the period on or before the last date prescribed
for payment of tax for the taxable year in which this
withdrawal is made—

(i) no interest shall be payable under section 6601
and no addition to the tax shall be payable under
section 6651,

(i) interest on the amount of the additional tax
attributable to any item referred to in subparagraph
(A) or (B) shall be paid at the applicable rate (as defined
in paragraph (4)) from the last date prescribed for
payment of the tax for the taxable year for which such
item was deposited in the fund, and

“(iii) no interest shall be payable on amounts re-
ferred to in clauses (i) and (ii) of paragraph (2) or in the
case of any nonqualified withdrawal arising from the
application of the recapture provision of section 606(5)
of the Merchant Marine Act of 1936 as in effect on
December 31, 1969.

“(4) INTEREST RATE.—For purposes of paragraph (3XC)ii), the
applicable rate of interest for any nonqualified withdrawal—

“{A) made in a taxable year beginning in 1970 or 1971 is 8
percent, or

“(B) made in a taxable year beginning after 1971, shall be
determined and published jointly by the Secretary of the
Treasury or his delegate and the applicable Secretary and
shall bear a relationship to 8 percent which the Secretaries
determine under joint regulations to be comparable to the
relationship which the money rates and investment yields
for the calendar year immediately preceding the beginning
of the taxable year bear to the money rates and investment
vields for the calendar year 1970.

“(5) AMOUNT NOT WITHDRAWN FROM FUND AFTER 25 YEARS
FROM DEPOSIT TAXED AS NONQUALIFIED WITHDRAWAL.—

“(A) IN GeENErRAL.—The applicable percentage of any

amount which remains in a capital construction fund at the
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close of the 26th, 27th, 28th, 29th, or 30th taxable year
following the taxable year for which such amount was
deposited shall be treated as a nonqualified withdrawal in
accordance with the following table:

*1f the amount remains in the fund at the The applicable
close of the— percentage is——
26th taxable year ... 20 percent
27th taxable year ............. et ie e —— et aaeper e are s renean 40 percent
28th taxable Year ............oooivneircce s 60 percent
29th taxable year ... 80 percent
30th taxable Year ... 100 percent.

“(B) EARNINGS TREATED AS DEPOSITS.—The earnings of any
capital construction fund for any taxable year (other than
net gains) shall be treated for purposes of this paragraph as
an amount deposited for such taxable year.

“(C) AMOUNTS COMMITTED TREATED AS WITHDRAWN.—For
purposes of subparagraph (A), an amount shall not be
ireated as remaining in a capital construction fund at the
close of any taxable year to the extent there is a binding
contract at the close of such year for a qualified withdrawal
of such amount with respect to an identified item for which
such withdrawal may be made.

“(D) AUTHORITY TO TREAT EXCESS FUNDS AS WITHDRAWN.—
If the Secretary determines that the balance in any capital
construction fund exceeds the amount which is appropriate
to meet the vessel construction program objectives of the
person who established such fund, the amount of such
excess shall be treated as a nonqualified withdrawal under
subparagraph (A) unless such person develops appropriate
program objectives within 3 years to dissipate such excess.

“(E} AMOUNTS IN FUND ON JANUARY 1, 1987.—For pur-
poses of this paragraph, all amounts in a capital construc-
tion fund on January 1, 1987, shall be treated as deposited
in such fund on such date.

“(6) NONQUALIFIED WITHDRAWALS TAXED AT HIGHEST MAR-
GINAL RATE.—

“(A) IN GENERAL.—In the case of any taxable year for
which there is a nonqualified withdrawal (including any
amount so treated under paragraph (5)), the tax imposed by
chapter 1 shall be determined—

‘(‘i(i) by excluding such withdrawal from gross income,
an
“(ii) by increasing the tax imposed by chapter 1 by
the product of the amount of such withdrawal and the
highest rate of tax specified in section 1 (section 11 in
the case of a corporation).
With respect to the portion of any nonqualified withdrawal
made out of the capital gain account during a taxable year
to which section 1(i) or 1201(a) applies, the rate of tax taken
into account under the preceding sentence shall not exceed
28 percent (34 percent in the case of a corporation).

“(B) Tax BENEFIT RULE.—If any portion of a nonqualified
withdrawal is properly attributable to deposits (other than
earnings on deposits) made by the taxpayer in any taxable
year which did not reduce the taxpayer’s liability for x
under chapter 1 for any taxable year preceding the taxable
yvear in which such withdrawal occurs—





