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INTRODUCTION
This document provides a brief description of possible
further Ways and Means Committee amendments to H.R. 4170 (Tax
Reform Act of 1983), as reported by the Committee on October 21,
1983 (H. Rep. No. 98-432).
The possible additional amendments to H.R. 4170 described
in this document are: (I) miscellaneous changes to existing
titles of H.R. 4170; (II) effective date changes to H.R. 4170
provisions; (III) additional revenue-raising items; and (IV)
highway use tax alternatives. The revenue raising items
include: (A) a "tax freeze proposal; (B) partnerships and other
pass-through entities; (C) taxation of corporations and their
shareholders; (0) time value of money and other accounting
issues; (E) debt obligations; (F) compliance provisions; (G)
employer/employee benefit provisions; (H) miscellaneous
provisions relating to tax-motivated transactions; and (I) tax
straddles.
h

This document does not include a description of previously
approved Committee amendments to H.R. 4170 (technical
corrections and miscellaneous provisions approved on November
16, 1983).
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1.

MISCELL.1\NEOUS AMENDMEN1'S TO Il.R. 4170

_~Ic.:tc.:e",m=---_ _~_ _ _ _ _ _"T""_ _ _ _ _ _-::C:.:o~rnm=i:..;t:..;t:..:·e~'20.:......:D:.:i:..:I:..:I=--___ ,-_ _ _

Tit~e

I--Ta~-Exempt

Sugge,:; ted Change

Entity

Leasing

The bill contains rules
relating to allocationB by
partnerships with both
taxable and tax-exempt
partnerB.

The language of that
provision would be
clad fled.

Title II--Life Inuurance Tax'
I\ct of 190-1
Dividends received
deduction (Bec.
005 (a) (4))

1.

2.

Definition of
"tentative LICTI" for
a controlled group
(sec. 006(c))

The bill'allows a company
the full ' dividendsreceived deduction for
100-percent dividends,
except to the extent that
such dividends are distributions out of taxexempt interest or
dividends which are not
100-percent dividendB.

The hill provideo that all
life companies in a controlled group Bhall be
treated as one life
company for purposes of
computing the tentative
LICTI for the group,
whether or not the group
can fila a consolidated
return.

Extend similar troatment
to dividendn received hy n
foreign company which
would be 100--percent
dividends if Bection
l504(b) (3) did not apply
for purposes of section
243 (b) (5) •

provide specific regula tory au thod ty for the
Secretary to prescribe
proper adjustments to be
made in the application of
this provision 90 that a
109s from operations of.
any member of a group will
reduce the tentative LICTI
from such group only once.

1

Item

3.

4.

COlnputation of tax
reserves and
prescribe~ method
(sec. 807(d) (3) (i li)

COIIUllHtee Dill

~he

•

Computation of tax
reserves and use of
prevailing commissioners' standard
tables (sec.
007 (d) (5)).

Suggested Change

bill provldes that the
tax reserve method for
noncancellable A&n
contracts is a 2-year full
preliminary term method.

The bill

provid~s

a

special rule for contracts

issued before 1948 when no
commissioners' standard
tables were issued.

Provide a special rule to
allow a company to use the
net level reserve method
in computing reserves for
noncancellabie A&II, fOl"
tax purposes, if it was
usino such method as of
12-31-82 and continues to
usc such method for annual
statement reporting
purposes.

In additlon to the current
Rpecial rule for contracts
issued before 1940, (1)
provide general re~ulatory
authority to prescribe
appropriate tahles If no
standard tahle i~ applicable when a conLract Is
issued, and (2) require
the use of the tah Ie \~h Ich
generally yields th~
lowest reserves if there
are mUltiple prevailing
commissioners' standard
tables that c;)n he IIserl
Cor a particular reserve.

Item

5.

6.

computation of an
additional reserve for
qualified sUbstandard
risks (sec. B01 (e) (5) •

Determination of the
equity base for
purposes of applying
the differential
earnings rate (sec.
B09(a) (4)).

Committee Dill

The bill provides that a
qualified substandard risk
means any substandard risk
if, among other things,
"the net surrender value
under the contract may not
be used to systematlcally
pay premium charges for
such risk."

Clarify that a subr.t<lnd;wi
risk meets this requirement if "the net surrender
value under the contract
is not regularly used to
pay premium chnrges for
such risk."

The bill provides that a
company's equity base
shall include the excess
of statutory reserves over
tax reserves.

Clarify that ror purposcs
of computing the equity
base, statutory reserves
shall not include nny
rescrve attributable to
deferred and uncollected
premiums i~ such items
have not been included in
lif.e insurance 9ros1'1
income.

Item

7.

Definition of comcompany's share ani!
policyholders' share
(Sp.c. Ol2(f)).

Committee Bill

The bill provides that the
term "gross investment
income" shall not include
IOO-percent dividends.

Su

Clarify that the term als')
shall not include any
dividends that would be
IOO-percent dividends hut
for the fact that the
recipient is a foreign
company.

Item

9.

(a) Reserves computed
on ·the new basis:
fresh start (bill ~ec.
216(b) (2)).

Re insurance
transactions, etc.,
after September 27,
1993 (bill sec.
216 (b) (3) ) •

(b)

Commit tee Bi 11

The bill provides that no
adjustments attributable
to a change of basis in
computing reserves before
1994 shall be ta~en into
account after 1993.

The bill provine s that the
fresh start provisions
would not apply to
reserves transferred (or
expenses transferred)
under reinsurance agreements entered into,
modifierl, or terminaterl,
nor to reserve
strengthening, After
September 21, 1993.

Su

estcd Change

Retain the S'lme provision
with respect to ~ecreaRes
in reserves. Morllfy the
provision with respect to
increases in reserves to
to allow such adjustments
to be tal<en into .:tccount
to the extent that the
amount of the adjustments
that would be taken into
account after 1903 exceeds
the amount of any fresh
start arljustment allowed
unner the bill wlth
respect to the contracts
to which reserve increase
was attributable. Also,
clarify that no premium
income shall be recognized
to the extent such premium
is rlirect1y related to an
increase in reserve
adjustment disallowed
under the provision as
modified.

Clarify that denial or the
fresh start re1a~es
only to such activities
occurring after September
21, 1983, and before
January 1, 1984.

Committee Bill

Item

9.

Transitional rules for
life insurance
contracts issued
during 1984 (sec.
7702(i)

(1».

The bill provides that any
contract issued during
1984 shall be treated an
meeting the requirements
of the new definition of
life insurance if such
contract would meet the
present requirements of
section 101(f) or if such
contract (that is not a
flexible premium contract)
would meet the requirements of the new cash
value accumulation test by
substituting 3 percent for
4 percent.

Expand the transitional
rules to cover ~ny
contract issued during
1984 pursuant to an
existing plan of insurance
if the contract (whether
or not a flexible premium
contract) would meet the
requirements of section
101(f), or if such
contract would meet
certain definitIonal rules
provided for irreplaceable
ll.fe contracts.

Item

10.

timitntion on interest
deduction in case of
lHe insurance loans
(sec. 264 (d) ) •

COJ11Illittea Bill

The bill provides an
overall limitation on
interest deduction in the
case of life insurance
loans determined by
multiplying the annual
deficiency interest rate
by the applicable dollar
amount. For individuals,
the applicable dollar
amount would be $250,000
($500,000 for a joint
return): for corporations,
etc., the applicable
dollar amount would be
$500,000 x the number of
qualified lives.

Su

Clarify that <I qUilllfled
life meang any individual
for which the corporation,
etc., held a policy of
life insurance, had an
outstanding life insurance
loan, and the face amount
of such policy is not less
than 10 Percent of the
highest [ace amount of a
policy carried by the
corporation, etc., on the
life of an individual
having an outstanding life
insurance loan.

~ernL______________________~r-____~c~o~mm~i~t~t~e~e-=B~i~l~l______________r-______~uUgeated-CbangQ _________________________________________

Title IV--Simpllfication
l(a).

(b).

Transfer of
property between
spouses or incident
to divorce (sec.
422)

Gift and estate tax
treatment (sec. 426)

Transfers of property
between spouses or
incident to divorce will
be non-taxable, carryover
basis transactions.

Clarify that investment
tax credit will not be
recaptured.

Under present law, there
is no gift tax liability
for transfers of property
to spouse in settlement of
marital or property rights
pursuant to written
agreement where divorce
occurs within 2 years of
agreement.

Extend rules to cover
transfers pursuant to
agreements executed within
one year after divorce
occurs.

The bill provides estate
tax deduction for
transfers pursuant to
these written agreements.

____~~·an~__________________~---------c~o~mm~~it~t~e~e~B~il~l~------------_.--______~u~~rulg~-------------------------------------2.

"At-risk" rules
for losses.
(sec. 432)

The bill provides that an
active trade or business
of a subchapter C
corporation (other than a
personal holding company
or personal service
corporation) will not be
subject to any at-risk
rules. A trade or
business will be required
to have three, full-time
non-owner employees, one
full-time employee
actively managing the
business, and its
"out-of-pocket" business
expenses must exceed 15
percent of gross income.

(1) The corporate
partner rules would be
expanded to apply to all
general corporate
partners.
(2) The present rules
relating to the treatment
of personal holding
companies as not being a
component member of an
affiliated group of
corporations would be
eliminated and replaced
with a rule that the
income of a personal
holding company could not
be offset by tbe losses
allowed by reason of the
trade or business
exception to the at-risk
rule.

10
____~~~___________________r------~c~o~mm~l~·t~t~e~e~D~l~·l~l~------------_r----______~uy~d-Cbange--------------------------------------·-------3 (a).

4.

Definition of
resident alien.
(sec. 451)

Treatment of certain
related party trsnsactions (sec. 492)

Green card holders may be
present in the United
States for up to ten days
without losing nonresident
alien (NRA) status.

The ten-day exception
would not apply to green
card holders.

The bill treats certain
students, teachers, and
diplomats (including
employees of international
organizations) as NRAs
unless they intend
permanently to reside
here.

Delete the intent
exception. All these
individuals would be NRAs.

The bill treats certain
individuals as NRAs if
they are teachers,
students, or diplomats at
all times when present
here. An individual
present for 183 days on a
diplomatic visa and one
day on a tourist visa
would be a resident for
the year.

Days present as a teacher,
student, or diplomat would
not count as days of
presence (against the
l83-day test).

Applies the present law
rules denying losses
between related parties to
transactions between
controlled corporations
(using a 50-percent
control test).

Would not apply to
transactions with a
controlled OISC.

1 0 (I\)

committee Bill____________or________~~ggest~hangD
Title VI--Technical
Correctlons
1.

2.

3.

Alternative minimum
tax (sec. 611 (a) )

TRAC leases (sec.
612(d) )

Section 304--Related
corporation transactions (sec. 6l2(k))

TEFRA provided that income
from limited partnership
interests, etc. is
investment income for
purposes of computing the
amount of "below the line"
interest allowed in
computing the minimum tax.

The bill made the TRAC
. provision of TEFRA
inapplicable where the
lessee treated itself as
the owner for tax
purposes.

The bill provides that the
assumption of liabilities
by a corporation of
acquisition debt to a
related party may give
rise to dividend
treatment.

Clarify that this rule
applies whether or not the
deductions from the
limited partnership
interest exceeds the
income.

The provision in the bill
would apply only where the
lessee treated itself as the
owner (for some or all tax
purposes) and the lessor did
not treat ItSelf as the
owner.
It would be clarified that
this rule would not apply
where the creditor had
terminated its interest in
the corporation (under
rules similar to the rules
relating to redemptions):.
the provision in the bill
would not apply to
transactions before
October 21, 1983.

11
~~. L-

4.

5.

_ _________________

Targeted jobs credit

~

__

committee Bill

Present law is unclear as to
whether a qualified summer
youth or a cooperative
education youth who continues
to work for the same employer,
after the summer, as a member
of another targeted group is
required to submit to a second
determination of whether the
youth is economically
disadvantaged.

~

gg~a~anga

_______________________________________________

The original determination that
a qualified summer youth or
cooperative education youth is
economically disadvantaged
would continue to be valid with
respect to the eligibility of
the individual as a member of
another targeted group, if the
individual continues to work
for the same employer.

Subchapter S

(a).

Post-termination
period deduction
(Code sec. ~37l(e))

Present law allows
tax-free cash
distributions during a
"post-termination" period.

Allow corporations to
elect to make taxable
distributions during this
period.

(b).

Application of
corporate preference
rules to S corporations (Code sec. 291)

Section 291 is
inapplicable to S
corporations.

Apply section 2~1 to S
corporations during the
first 3 years after change
of status from C
corporation status.

Committee Bill

(c).

Accounting for year
election terminates.
(Code sec. 1362(e) (2)

(d).

6.

Accumulated
adjustments amount
(Code sec. 1368)

Certain Leased Employees

rn_yge~~~

___________________________________

Present law provides a
pro-rata allocation of
income for the full year
in which an election
terminates unless
shareholders consent to
closing the books.

Make the pro-rata
allocation inapplicable
where more than 50 percent
of stock is sold or
exchanged during
termination year.

Present law provides for
tax-free distributions to
extent of amount in an
"accumulated adjustments
account," which is
essentially an amount
equal to undistributed
income.

Clarify that the account
could be negative; all
distributions during the
year would reduce the
account proportionately;
and the .account could be
reduced by non-deductible
expenses other than those
related to producing
tax-exempt income

If a business uses "leased"
employees, then the leased
employees are generally
treated as employees of the
business in testing whether a
pension plan of the business
meets the nondiscrimination
standards for Lax
qualification. A safe harbor
exception is provided if the
leasing company has a pension
plan that meets special standards. Recently, some businesses have taken the position
that the exception applies Lo
their own, common-law employees if those employees are
nominally employed by a leasing company.

The safe harbor for leased
employees could be clarified
to indicate that a common-law
employee of a business must be
taken into account as an
employee of the business without regard to the safe harbor
rule.

12
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SOCIAL SECURITY TECHNICAL AMENDMENTS TO H.R. 4170
Ite~

Title VI--Technical
Cove~age

House Bill

Su

Requi~es social security
coverage fo~ employees
entering o~ re-ente~ing
civilian Federal service
after military se~vice

Limit amendment so that
civilian employees not
previously unde~ social
security can se~ve in
the milita~y and return
to civil service without
changing their status as
CSRS participants:

Cu~~ent

Allow service for
international organizations to count as
non-covered service,
to prevent unintended
disruption in Fedetal
pension system status

Co~~ections

of Fede~nl Employees
with Breaks in Service
(bill sees. 641 and 643)

law also ~equi~es
social security cove~nge
a year b~eak in
service fo~ Fede~al
employees even if that
employment was a tou~ of
duty on behalf of the
' Federal government(i.e.
in international
afte~

o~ganizations)

SOCIAL SECURITY TECHNICAL AMENDMENTS TO H.R. 4170
Item

Present Law

Su

Allows Congressional
staff to be exempt
from either CSRS or
OASDI coverage if
withdraw from CSRS
after Dec. 31, 1983

Requires coverage
under one plan or
the other if reenter legislative
branch employment
within 365 days:
OASDI coverage Is
required if break
is longer than 365
days

Exempts from OASDI
coverage only those
legislative branch
employees actually
covered by CSRS on
Dec. 31, 1983, whether
in Congressional or
executive branch
employment, or as
CSRS annuitants

Conforms treatment
of those covered
by non-CSRS Federal
retirement systems
(e.g. State Dept.,
CIA) to that of
employees and
annuitants covered
by CSRS

ested Chanqe

Title VI--Technlcal Corrections
Coverage of legislative
branch employees
(bill sec. 641(j»

15

SOCIAL SECURITY TECHNICAL AMENDMENTS TO II.R. 4170
Item

Present Law

Su

Reimbursement for panel
members for travel and
compensation per day is
not allowed under current
law, contrary to specific
language in P.L. 98-21

Allows travel expenses
to be paid according
to Senate procedures;
allows panel members
to be paid if they
are re-employed
annuitants

Title VI--Technical Corrections
Congressional Panel on
Social Security Organization
(bill sec. 642)

16
_---1~~nL

________________________

Title.VlI--Tax-Exempt Bonds.

1.

Exception from volume
cap for certain bonds

r

s~mmlttee Bill

------Ir----S..!l.!lurull..elLCbang'O-----i----- ----

The Committee bill imposes a
$150 per capita volume cap on
the lOBs and student loan bonds
that a State can issue during
any year. A Committee
amendment to the bill provides
an exception to the volume cap
in the case of bonds to finance
multi-family housing.

The proposal is to provide
another exception to the volume
cap for bonds which meet the
following requirements:
(1) the bond proceeds are
used to finance convention or
trade show facilities,
airports, docks, Wharves, or
mass commuting facilities: and
(2) the facilities are owned
by a governmental unit (i.e.,
no cost recovery deductions or
tax credits are allowable with
respect to the facilities).

17

_____ I~te~I~I,__________________________r_~c~o~mm~~i~t~te~e=-B~i~l~l________________- , r -__~S3!UYeate~gl~A~------------------------------------

2.

Repeal of advance refunding
of certain IDBs

IDBs for convention or trade
show facilities, airports,
docks, wharves , mass commuting
fac~lities, or parking
facilities may be advance
refunded.

Prohibit advance refunding of
such facilities.
Effective date.--Refunding
bonds issued after the da te of
enactment.

_ _Hem

commi ttee 8i 11

Suggested Change

3.

Exception for multi-family
housing from volume cap

The Committee amendment provided
that lOBs issued to finance
multi-family housing projects which
meet the Internal Revenue Code rules
are exempt from the volume cap.
Other provisions of the Committee
amendment require multi-family .
housing projects financed under
section ll(b) of the Housing Act to
comply with the Code rules.

The proposed amendment would clarify
that the volume cap would not apply
to any public housing program
obligation under section ll(b) of
the Housing Act.

4.

Preference in volume cap for
projects in process

The Committee amendment provides
priority in the use of the $150
volume cap for projects which
received an inducement resolution
prior to October 19, 1983.

The proposed amendment would limit
the priority rule to projects which
received an inducement resolution
after December 31, 1982, and before
octobeJ: 19, 1983.

5.

Exception for multi-family
housing to Federal guarantee
rule

The Committee amendment provided
that lOBs issued to finance
.
multi-family housing which meet the
rules of the Internal Revenue Code
would not be subject to the
restriction on combining tax-exempt
financing with Federal guarantees.
Other provisions of the Committee
amendment require multi-family
housing projects financed under
section ll(b) of the Housing Act to
be comply with the Code rules.

The proposed amendment would clarify
that the Federal guarantee rule
would not apply to a public housing
program obligation under section
ll(b) of the Housing Act.

18
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Co~} !!.-ee Bi I.L ... ----------~-r--

6.

Exception for certain
organizations from Federal
guarantee rule

7.

Exception to use of lOBs to
finance existing facilities
where rehabilitation occurs

8.

Exception for Multi-family
housing to arbitrage rules

The Committee amendment provides
exceptions from the rule prohibIting
the combination of tax-exempt
financing and Federal guarantee to
guarantees by the Federal Housing
Administration, the Veterans'
Administration, and any guarantee of
student loans.

The proposed amendment would provide
additional exceptions to the Federal
guarantee rule in the case of the
Federal National Mortgage
Association, the Federal Home Loan
Mortgage Corporation, the Government
National Mortgage Association, and
the Student Loan Market Assocation.

The Committee amendment provides an
exception to the rule which
prohibits lOBs to be used to finance
existing facilities in connection
with the acquistion of a building
where there are rehabilitation
expenses of at least 15% of the
combined cost of the building and
rehabil i tat ion.

The proposed amendment would clarify
that the rehabilitation expenses
need not be financed from the
proceeds of the tax-exempt bond,
that the rehabilitation expenses
must be incurred by the person
acquiring the building, and that the
rehabilitation expenses must occur
within 2 years of the later of the
date of acquisition or the date the
obligations are issued.

The Committee amendment provided
that lOBs issued to finance
multi-family housing projects which
meet the Internal Revenue Code rules
are exempt from the arbitrage rules
applicable to single-family housing
bonds. Other provisions of the
Committee amendment require
multi-family housing projects
financed under section ll(b) of the
Housing Act to comply with the Code
rules.

The proposed amendment would clarify
that the arbitrage rules would not

app~y t~ a public housing program

obligation under section IICb) of
the Housing Act.

20
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--------------,r---~.~. nne~l~--------------------------

Titl'e VIII-Miscellaneous
1.

Death of military
and civilian
employees.

A committee amendment
provided relief for military
and civilian employees dying
as the result of injuries
sustained overseas.

This provIsion would be
deleted because it passed
~he House as separate
legislaton (H.R. 4206).

21

Committee Bill

2. Capital gains treatment
for portion of gain on
condominium conversions.

Capital gain treatment is
available for appreciation
in value of qualifying
condominium units prior
to determination date,
reduced by depreciation
recapture.

Determination date is
earliest of
(1) day on which taxpayer
adopted a conversion plan,
(2) day on which substantial
improvments were first made
in anticipation of conversion,
or
(3) day on which form of
ownership changed to
condominium units.

ggceted CbaU{,/.c _ _ _ _ _ _ _ _ _ _ _ _ __ _ _ _ _ _ _ _ _ __

No change.

Alternative 1: Determination
date would be day on which
taxpayer adopted a conversion
plan only if such date was
not more than 2 years earlier
than (2) or (3) at left.
Alternative 2: Determination
date would be day on which
taxpayer adopted a conversion
plan and converted 10 percent
of units, otherwise (if earlier)
(2) or (3) at left.
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Tr.CANICAL CIIANGES
TITLE X - Medicare nudget Reconciliation Amendments

Item

House Bill

Suqqe~ted

Chanq~

TITLE X--Medicare nudget
Reconciliation 1\mendment~
1.

Title Ibill Fee. 1000)

"Medicare nudget Reconciliation Amendments of 1983."

"Medicare Budqet Reconciliation Amendments of 1984."

2.

Us~

of accreditin9 organizations for certain entities furnishing services
Ibill sec. 1030)

Omitted 1961(f) (psychiatric)
hospitals

Add 1861 (f)

3.

Miscellaneous printinq and
form"t error!>

II.

EFFECTIVE DA'l'ES --

II.

R. 4170

Title I--Tax-Exempt Entity
Leasing

1.

Allocations by
partnerships, etc.
with taxable and
tax-exempt entities as
partners, etc.

May 23, 1983

October 21, 1983. (This
provision was not contained in
H.R. 3110, as introduced on ~lay
23,1983.)

Title II--Life Insurance Tax
Act of 1984

1.

Definition of life
insurance contract
(sec. 1702).

Contracts issued after
December 31, 1983.

Clarify that in the case
of a master contract, the
date taken into account as
the issue date with
respect to any insured
shall be the first date on
which such insured is
covered under such
contract.

2.

Group-term life
insurance--extension
of nondiscrimination
rules and $50,000 cap
to retired employees
(sec. 79).

Apply to taxable years
beginning after December
31, 1983, but not to any
group-term life insurance
plan in existence on
September 27 , 1983, but
only with respect to an
individual covered by the
plan on such date, and in
an amount in excess of the
insurance overage of such
individual on such date.

Clarify that the provisions also shall not
apply to any group-term
life insurance plan of the
employer (or a successor
employer) which is a
comparable successor to an
existing plan.
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Title III--Private
Foundations

1.

Deduction limitations
for contributions to
private foundations
(bill sec. 302)

2(a)

Exemption of certain
operating foundations
from section 4940
excise tax (bill sec.
303(a))

(b)

Exemption of certain
operating foundations
from section 4945
expenditure
responsibility rules
(bill sec. 303(b))

Contributions made in
taxable years
beginning after 1983
(rule on qualified
appreciated stock
sunsets 12/31/93)

Contributions made in
taxable years
beginning after 1984
(rule on qualified
appreciated stock
sunsets 12/31/94)

Taxable years
beginning after 1983

Taxable years
beginning after 1984

Grants made after 1983

Grants made after 1984
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3.

4.

Reduction in section
4940 excise tax on
investment income
where payout increases
(bill sec. 304)

Amendments to section
4942 payout
requirements (blll
sec. 305)

Taxable years
beginning after 1983

Taxable years
beginning after 1984

Taxable years
beginning after 1983
(transitional rule for
pre-1984 years)

Taxahle yei'lrs
beginning after 1904
(transitional rule for
pre-1985 years)

Taxable events
occurring after 1983

Taxable events
occurring after 1984

5.

Abatement of first
tier excise taxes
(bi II sec. 306)

6.

Definltion of family
member under section
4946 (bill sec.
307(b))

.January 1, 1984

January 1, 1985

7.

Annual notice
disclosure requirement
under section 6104
(bill sec. 307(c))

January 1, 1984

January 1 , 1985

____~~ill__ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _~r_--~c~o~mm~i~t~t~e~e~B~1~
· I~I~------------_r------

8:

Amendments to section
4943 excess business
holdings divestiture
rules (bill sees.
308-311, 3l5(b))

Generally, effective
dates relate to date
of enactment

9.

Termination of status
as sUbstantial
contributor (bill sec.
314)

Taxable years
beginning after 1983

___ S~ested
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Chung~ ___________________________________________

Same as bill except to extend
applicability of provision as
to disposition of post-1969
gifts or bequests to cover
situations where initial
five-year divestiture period
ends on or after 11/1/83

Taxable years
beginning after 1984

27
~~um

______________________________~C~o~mm~i~t~t~c~e~8~i~I~1~______________________-LPk[~O~p~o~s~nUJ~____ ,___________________________________ . _______ _

1. . Individual
estimated tax
(sec. 411)

Taxable years beginning
after December 31, 1983

Taxable years beginning
after December 31, 1984
Revenue effect.--Comparison with H.R. 4170
Fiscal Years, 1964-87
(Billions of Dollars)

2(a). Treatment of
property between spouses or
incident to
divorce.
(sec.
422)

(b). Alimony.
(sec. 423)

-.7

Applies to transfers after
date of enactment

Applies to decrees and
agreements executed after
1983

+.1

+.7

Also allow taxpayers to elect
to have this provision apply to
transfers after December 31,
1983 and on or before date of
enactment

Apply to decrees and
agreements executed after
1984
~

effect.

Fiscal Years, 1964-87
(Oillions of Dollars)

~t£uL______________________~______~C~o~m~m~i~t~t~c~c~B~i~l~l~____________- r________~~.o~p~o~sga~l_____ ~-------------------------------------

(c). Dependency
exemption. (secs.
424 and 427)

3(a). Definition of
resident alien
(sec. 451)

(b). Treatment of
community property
income of
nonresident
aliens.
(sec.
452) •

Applies to taxable years
beginning after December
31, 1983

Apply to taxable years
beginning after December
31, 1904

Taxable years beginning
after December 31, 1983,
with no counting of days
of presence before that
time unless the alien was
a resident under existing
law before that time

Apply to taxable years
beginning after December
31, 1984, with no counting
of days of presence before
that time unless the alien
was a resident under
existing law before that
time

Individuals who hold green
cards on January 1, 1985
will not be taxable as
residents until they
re-enter the United States.

Existing green card holders
would be taxable as
residents starting January
1, 1985, whether or not they
re-enter the United States.

Taxable years beginning
after December 31, 1983

Apply to taxable years
beginning after December
31, 1984
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~~·mL________________________-,~__~c~o~"~~~i~t~t~·e~e~D~i~l~l~________________, -____-L'L.~O~P~o~S~~U]L_____ .____________________________________ .__________

4.

5.

6.

7.

Elimination of Governmentsupplied strip stamps
for distilled spirits
containers (sec. 473)

Rollover of certain partial
distributions from
qualified plans.
(sec. 491)

Treat certain retailers
of gasoline as producers

Move tax on aviation gasoline to retail level.

Stamps may be used only until
January 1, 1985

Distributions made after
December 31, 1983

Purchases after date of enactment.

Purchases after December 31,
1983

Stamps could be used until July
1, 1985

Apply to distributions
made after date of
enactment

purchases after June 30, 1984.

Purchases after June 30, 1984

- - -- -- ---- - - - -- --Title VI--Technica1
C~r.rections
Section 338 stock
purchases (sec. 612(j))

The provisions are
retroactive as if enacted
in TEFRA.

The provision relating to tile
liquidation of an acquired
corporation (sec. 269) would
apply only to liquidations
after October 21, 1903; the
change in the definition oE
purchase and the treatment of
consolidated groups would not
apply to purchases before
October 21, 1903 if. the
taxpayer elects; and the time
for making a section 330
election for purchases before
Sept. 1, 1903, would be
extended to 60 days after date
of enactment

EFFECTIVE DATES -- H.R. 4170
Item

31
House Bill

Su

Auxiliary benefits
will be withheld on
the same basis as
primary benefits;
effective for months
after April 1983

Effective 2nd month
after month of enactment of H.R. 4170

Title VI--Technical Cor[cctions
Application of ForeIgn
Work Test (bill sec.
64l(g))
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BFFECTIVE OATES -- H.R. 4170
It m

House Dill

Suggested Change

The FICA treatment of
employee contributions
to a state "pickup"
plan is effective upon
enactment of this Act

Effective as if this
had been
enacted as part of the
Social Security Amendments of 1983

Title VI--Technical Corrections
FICA treatment of "pickup"
Plan (bill sec. 644)

provi~ion

"II

EFFECTIVF. DATE CII1\NGF.S
'l'1'1'J.E VI - Technicill I\ml!ndments I\ct
IIollsn nill

Item

Suqqrstnd Chllnqe

Title VI--T£>chnical Corrections
Subtitl~ D Part II - Changes
in mpdicare-relntn~ provisionn
of the Socifll Security I\ct
1. Profussional RQvinw Orqanizatiens (bill sec. 646) -

r.rquirement that medicarn
hospitals have a" aqreement
with a transition VERO by
January 1, 1984

Pequlrp.s aqrr.r.mcnt within
60 days afteT dfltp. of
enactment of this I\ct.

2. Group I\ppp.al~ Under the
Prcwic1er Rr.imbursement
Peview Boar~ .bill ~ec.

Effective with respect to IInv
appeal brou«]ht on or after date
of enactmnnt of the Social
Security I\mendlRent£l of 1983

IInv "ppeal brouqltt on "r
after date of ~nnctm~nt
of the Tax Reform IIct of
1904

I\pplip.d implementlltion schedule
of proposed rn~ulations (Srpt.l,
19031 and final requlations (Dec.
31, 1903) to all pro v islr.lIs of
mutlicare proGpor.t:i"p' paYment, Includinq state wflivers

Puhlicntfon of PToposr.d stat£>
mtlvur rnqulatiolls IN Hav J,
I~04 nnd final requlntionp hv
I\ugust 1, 1904

6461

3. " Modicare prospnotivp.

payment state wAiver
(bill ~ec.

regulatlon~

(,461

F.ffective date for specisl premiull1
provi6ions for tlln workino aqed 90
cnys nfter dflt.p of enactmp.nt

4. Horklnq I\qed Premium Penalty
(hill Bec~ (117)

Titln

Effectivr hpqinnlnQ July 19RII

VIII-Hiscnllan~ous

j
Pre-ERISA cash and
deferred plans (sec. 807)

Plan years beginning after
December 31, 1983.

I

I

Plan yeaTS beginning afteT dale
of enactment.
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EFFECTIVE DATES -- n.R. 4170
I tern

Bouse Bill

Su

Title 'IX--Socia1 Security Disability
Benefit Reform

Bill applies to cases
pending in SSA or in
court on date of enactment or initiated on or
after enactment

Insert "only" into
effective date, to
insure prospective
application of amendment
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J~FFECT JVE

TITLJ~

nA'I'I!~

CIIIINC>F.S

X - "'cdicare Rurlflet IIp.cnnciliation Jlmr.mdmp.ntEl

ILclO

llollse Pf.ll

f,l!gqest(>(\

Chi1nq~

X--Mp.flic~r(> nudqet
Heconci l:tntion IImpndments

TITLR

1.

2.

P~yment for flutpatif~"t
diaflnostic laboriltorv tppf·r.
(biil Gee . 1001)

Cov~rilqe of ~~,"i"iBtratinn
of hppH~ltin R vaccine

F.~tahliRh payment rat>?!l hc>p(>d
on 60% of prevailing chnrgf!S
for vpar heqinninq July 1, 1983

.lulv 1, 1')04

Statp.wide/reqional nption durinq
thn.,! "Pflr pprind up.ginning
t1arch 1, 198~

,"Tn]\.'

1, 19A4

Effective for sprvicfHl fnrnishen
nn or after March 1, ]9A4

Julv 1, 1984

F.fff'ct"·e for servicf's furni~hprl
on or aftpr January 1, 1984

,Tulv 1, J984

(bill sec . 1003)
3.

P;ocemakf!r. reimburs.!ltlf'nt
rpview itnd reform (hil]
1004)

Reqnl~~jons

effecti"p Fp.bnHlrv 1,

19114

Octf'hf'J· 1, 1984

f:"C.

rr>rretar\nl review of rei~hl1rsp
mpnt for physicians' sf'rvic~R
reliltp.d to implnnt~tion nf
pncnmakerR bv Jlpril 1, 1904
4.

Payment for phypicians'
r.p.rvices furnish~d to
hoppital inpatients (hl]J
sec. 1007)

f'ctobf!r 1,

1!l~"

Roll hr,ck phVRicif'n fpes to .1I1n(>
1~03 level, efff'ctive Jnnuarv 1,
]904. Provide no catch-no whpn
I1pdati nq Julv 1, 19114 - ,Tune JO,
I'H1'; •

Frpp?p. phYsician fpr. " "t- ,TI1n!'
E'1l4 lpvpl, eff'f'ctiv~ Jul" J,
19114. Provif\p nn cat-r.h-up "It"n
IIp(lntinq .1111" 1., 19no; - ,llll'P. :10,
J!lllfi.

Phvsicinn aqreempnt~ with honpitnlp
nff(>ctivp J~nllnry 1, 19f14

Julv 1, ] QfI"
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lIollsl" Ri.ll

Item
5.

Removinq

of nursc
ctnc~th('ti I'1tn from DRGbased paym('nt~ fhill
Sf'c.

6.

cost~

1038)

Determlnation of hospital
area waqe index fbill sec.
1039)

Suqqe~ted

Effncti,re for COl'1t reportinlJ pf'rim"s
on or after Octoher 1, 1983 and
bpfore October 1, 191.1(;

S~cretarv's

rcport dur

~R~

1, 1984

Chanqe

Octoher 1, IQn4
Or.tohcr 1, 1986

.lun€' 1, 1984

?n~,hf'fnrp

III.
~ _tc'~

1.

Additional Revenue Raising Items
A. TAX FREEZE

____________________r -________~P~u~b~l~i~c~L~&~W~____________ l

Foreign earned
income.

The maximum amount of
income earned abroad
excluded from taxable
income is scheduled to
increase from $80,000 in
1983, in $5,000 annual
increments, to a permanent
level of $95,000 in 1986.

.17

possible Modifications
Tax Freeze as Originally pr o p o~.T-___________________

'rhe proposal would
f.reeze it at $80,000 until
1987 and increase it, in
$5,000 increments, to
$95,000 in 1989.

The modification would
freeze it at $80,000 until
1988, instead of 1987 and
increase it in $5,000
increments, to $95,000 in
1990.
Reven_~ .!:~~~~~

Fiscal Years, 19B4-B7
[Billions of nollar s J

.1

2.

3.

Expensing.

Investment credit for
used property.

The amount of personal
property which businesses
may elect to expense each
year is scheduled to
increase from $5,000 in
1983 to $7,500 in 1984 and
1985 and to $10,000
.
thereafter.

The maximum amount of
used property eligible for
the investment credit is
scheduled to increase from
$125,000 to $150,000 in
1985.

The proposal would
freeze it ~~ $5,000
through 1986, increasing
to $1,500 in 1987 and 1988
and $10,000 thereafter.

The credit would be
frozen at $125,000 until
1987.

.2

.1

The modification would
freeze it at $5,000 through
1987, increasing to $7,500 in
1988 and 1989 and $10,000
thereafter.
Revenue effect.- FIscal Years, 1904-B7
[Billions o( Oollar s )
1984

~<J.8~

.2

.4

1'11 ; ('

1"117

.4

.4

0 -1

(;7
1.4

The credit would be frozen
at $125,000 until 1988.
Revenue effect.- F b oca 1 Yea r s, 1984- 07
[Billions o f n011a rs)
1984

1985

19B6

1987

.1

.I

~4 -~ 7

.3

JR

~w-__________________- ,__________~P~u~b~l~i~c~L~a~w~____________.-__________~~~~~______________- r_________p_o_s_s_i_b_l_e__M_o_d_i_f_i_c_a_t_i_o_n_s__

4.

5.

'Net interest
exclusion.

Limits on pension
plans.

Starting in 1985,
individuals will be able
to exclude 15 percent of
interest income to the
extent such income exceeds
certain interest
deductions, up to a
maximum exclusion of $450
for single persons and
$900 for married couples.

The dollar limits on the
contributions to and
benefits from taxqualified pension plans
are scheduled to be
indexed for inflation in

The exclusion would be
postponed until 1987.

The modification would
postpone the exclusion until
1988.
Revenue effect.-Fiscal Ye ars, 1984-07
[Billions of Dollars)
1904

The proposal would
freeze the dollar limIts
at current levels until
1987 when they would be
indexed.

1986.

19 ,15

1,'10(,

1987

84- 117

1.0

2.9

3.1

7.0

The modification would freeze
the dollar limits at current
levels until 1988 when they
would be indexed.
Revenue effect.-Fiscal Ye ars, 1984-87
(Billions of Doll a rsj
1984

1985

1986

1987

_~~~

.1

6.

Employee stock
ownership plans.

The tax credIt for
employer contributions to
an employee stock
ownership plan (ESOP) Is
scheduled to increase from
one-half of one percent of
payroll in 1983 and 1984
to three-fourths of one
percent in 1985.

The proposal would
freeze the credit at the
present rate through 1986.

1'he modification would
freeze the excise tax at 16
cents until January 1, 19110.
Revenue effect.-Fiscal Years, 1904-07
[Billions of Dollarsj
1!:'84

1985

1986

•3

.6

1987~" -_ ~Z

•7

1.7

JJ
possible modifications
Public L<\w

7.

Top estate and gIft
tax rate.

The maximum estate and
g1ft tax rate 1s scheduled
to be reduced from 60
percent in 1983 to 55
percent In 1984 and 50
percent in subsequent
years.

The proposal would
freeze the 60-percent [ate
uut11 1986 and would
reduce the r~te to 55
percent in 1967 and 50
percent thereafter.

The modification would
freeze the 60 percent rate
until 1967 and would reduce
the rate to 55 percent in
1966 and 50 percent
thpreilfter.
~~vcnue

effect.-Fiscal Ye ars, 1984-07
[Billions of Dollarsl

1~~

8.

Windfall profit tax on
newly d1scove[ed oil.

The windfall profit tax
rate on newly discovered
oil is scheduled to
decline from 25 percent in
19B3 to 22.5 percent in
1984, 20 percent 1n 1985,
and 15 percent in
subsequent years.

The" proposal would freeze
the 25-percent rate through
1986 and then reduce the
rates to 22.5 percent for
1987, 20 percent for 1966 and
15 percent for 1989 and
future years.

Cigarette excise tax.

The excise tax rate on
cigarettes are scheduled
to be cut In half (e.g.,
from 16 cents per pack to
8 cents per pack) after
September 30, 1985.

The excise tax rate
would be frozen at 16
cents per pack until
January 1, 1967.

.!.986
. <1

1987
.5

The modification would
freeze the 25 percent rate
through 19B7 and then reduce
the rates to 22.5 percent for
1966, 20 percent for 1969 and
15 percent for 1990 and
future years.
Revenue effect.- - Fisc al y;~; , 1984 - 87
[Billions of Dol l a r s l
1984

9.

.!2 85
.1

1985

1986

1987

04 - 0Z

The modification would
freeze the excise tax at 16
percent until January 1,
1968.
Revenue effec t. -VOil r s, 198 4-8 7
lBillion s of Dol1ars l

Fi ~ca l

1904

1. 9 0 5

19116
1.9

.!.2~~

0. 4 - 117

1.9

3.6

possible modifications

Public Law
10 •. Tel'ephone excise tax.

The 3-percent telephone
excise tax is scheduled to
expire after 1985.

The expiration would be
delayed until 1987.

The expiration would be
delayed until 1988.
Revenu,=- !..[fec~
Fis~n1

Years, 1904-87
[BiJ lions of Dollars)

1984

1985

1')U6
1.2

11.

Finance leasing.

Liberalized leasing
rules regarding limited
use property and fixed
price purchase options are
scheduled to take effect
in 1984.

The proposal would restore
pre-198l law until 1986
effective on January 1, 1984.
Transition rules would be
provided for cases when
construction has already begun
or bindin9 contracts have been
signed.

1907

84-.Ql

2.0

3.2

The freeze would be
modified to restore pre-1981
law until 1988, effective on
date of Committee action.

Fiscal Year~, 1984-87
[Billions of Dollars]
1984

1985

198r.

.1

.4

1.0

1987

84-07

1.5

3.0
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B. PARTNEltSlfIPS AND OTHER PASS-THROUGIf ENTITIES

I'os!-lible ~fcj(\JTIcii1:~-________~I~t~c~m~___________________I----------P~r~cEs£e~n~t~L~a~w~--------____~------~~d~m~i~n~i~s~t~r~a~t~i~o~n!-!p~r~o~p~o~s~~~l~__________a_"u ()L"~r I' tQnQQ ~~ ____ _
1.

Use of allocations to
affect income or loss

a.

Allocations with
respect to contributed
property

Partners who contribute
property to a parnership may
elect to allocate income, gain
or loss, and depreciation or
depletion to reflect
variations between the basis of
the property and its fair
market value. In the absence
of the election, income, gain
or loss, with respect to
contributed property can be
effectively shifted among
members of the partnership.

The allocation of income, etc.,
with respect to contributed
property would be made mandatory
so that a partnership would
generally have to allocate
pre-contribution appreciation
or depreciation to the
contributing partner.

Effective date.--Contribut Ions made after April I,
1984.
~

effect.--

Fiscal Years, 1984-87
(BIllions of Dollars)

0.1

0.1

0.2

0. 4

Effective date.--Contribut Ions made-aIter March 31,
1984.

42

---------------------------------.-----------------------------------r-------------------------------------j;o!;B1TJl(~ HodlTrC5Tll)lI~------

______~-=I~t~c~m~__________________ I----------~p~r~e~s~e~n~t~L~a~w~----------___ I-----~~~d~n~l1~n~i~s~t~-r~.a~t~-i~o~n I'ropus~l __________Dlld Q1u~~ PrQUu~illf;L _____ _

b.

Allocations of
partnership losses

The In6 Act prohibitr:d
retroactive alJocation of
partnership deductions to
partners entering late in the
year by requiring each
partner's various interests
during the year to be taken
into account in determining
his distributive share of
partnership items.
It may be possible to avoid
t.he 1976 I-etl-oactive
allocation rules through the
use of tiered partnerships or,
in the case o[ cash method
partller!'lhip~;. by delay Q[
lH;luill paYIllr:nts.

To the extent a loss
allocated to a partner exceeds
his basis in the partnership,
the loss is not deductible. A
limited partner's basis includes
his share of non-recourse debt of
the partnership. In Raphan v.
U.S., the u.S. claims court treate
as-a nonrecourse debt of the
partnership a debt guaranteed by
the general partner as a third
party.

In the case of cash basis
partnerships and tiered
partnerships, the Secretary
would be required to provide
methods for allocating partnership items among partners that
~ake into account the varying
interests of the partners during
the taxable year.

Also, reverse the holding
in Raphan ~ U.S.

For cash basis partnerships,
certain items such as taxes,
interest and rents would be
allocated proportionately over
the periods to which they relate,
so that a partner could deduct
only those items actually accrued
while he was a partner.

Effective date.--Items paid or
accrued aftel- April 1, 1984.

Effective date.--Items paid
or accrued aIter March 31,
1984.

~

effecl.--

Fiscal Years, 1984-87
[BIllions of Dollars)
1984

1985

1986

1987

84-87

0.1

0.1

0.2

4)
---------------------------------r----------------------------------~--------------------.--------------- 1 -- j'os9TG1~T ~ iQ-II ~-.-------

. Item

2.

Use of partnerships to
convert character of
income or to defer
income
a.

Character of gain
or loss on
contributed
property

Present Law

Present law provides that if
certain ordinary income
property of a partnership is
distributed to a partner, its
character as ordinary income
property is preserved in the
hands of the distributee for 5
years.
No comparable rule applies
to property contributed to a
partnership. Thus, it may be
possible to change the
character of property from
ordinary income to capital
gain or from capital loss to
ordinary loss through a
contribution to a partnership.

Admillistration Propo""'s""'<I~1~___. I-----'-i1:..:.1lI1 Other. rroI!Q~ill..!..q _ _ _ _ _ _. _

If unrealized receivables
are contributed to a
partnership, their ordinary
income character would be
preserved in the hands of the
partnership.
If inventory is contributed
to a partnership, its ordinary
income character would be
preserved in the hands of the
partnership for 5 years.
Also, if a capital asset
with a value less than its
basis (i.e., a built-in loss)
is contributed to a
partnership, that loss would
be treated as a capital loss
if recognized by the
partnership within 5 years.
Effective date.--Property
contributed after April 1,

Fiscal Years, 1984-87
(Billions of Dollars)
1984

Effective date.--Property
contrlbuted after Mar c h 31.
1984.

1984.

1985

1986

1987

84-87

0.1

0.1

0.2

Item
b.

Organizational fees and
other capital
expenditures

Present Law

I\dministration Proposal

Generally, amounts expended
to organize or promote a
partnership must be
capitalized. Other payments
for property or service may
also be required to be
capitalized. These
capitalization requirements
may, in effect, be avoided
when the payee is also a
partner by allocating a
greater share of gross income
to that partner.

Provide that when a partner
performs services for, or
transfers property to, a
partnership and receives a
related allocation of
partnership income or gain,
the transaction will be
treated as occurring between
the partnership and a person
who is not a partner. Thus,
the amount pf the allocation
would be capitalized.
Effective date.--Services
performed or-prQperty
transferred after February 29,
1984.

~ effect.--

Fiscal Years, 1984-81
[Billions of Dollars)

.!2.!!.1

~

1986

1981

0.1

0.1

~
0.1

-..ossrl.iTeMoillTrc~lOi':;--

and Other ProposaJs

EffectIve date.--Oate
CommIttee act~on.

of
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. Item

c.

Disguised sales

Present Law
A partner may avoid
recognition of gain on the
sale of property to his
partnership or another partner
by characterizing the
transaction as a contribution
of the property followed by a
distribution of cash or other
property to the partner.

Administration ProDosal
Provide that a transfer of
property to a partnership and
a related transfer to the
contributing partner would be
treated as occurring between
the partnership and a person
who is not a partner and thus
would be treated as a sale.
Effective date.--Transfers
after April r;-I984.
~

effect.--

Fiscal Years, 1984-87
(BIllions of Dollars)
1984

1985

1986

1987

84-87

Effective date.- - Oa Le
COHUllittee action.

of
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Item

d. Tiered Partnerships

Present Law

Ordinary income property
Amounts received by a
transferor partner in exchange
for all or part of his
partnership interest that are
attributable to his interest
in ordinary income assets of
the partnership are treated as
ordinary income.

Possible Modificatl.ons
and Other Prop_~",aAl...
s _ __

Administration ProDosal

.I

Treat a partnership that own
interests in another
partnership as owning its
proportionate share of the
ordinary income assets
directly. A similar rule
would apply to interests in
trusts.

If ordinary income assets
are held in a second
partnership in which the
distributing partnership holds
. an interest, the rules
characterizing income
attributable to ordinary
income assets may be avoided.
Bffective date.--Distributlons, sales, or exchanges
after March 31, 1984.
Revenue effect.-Nl\

47

. Item

Present: Law

Administration ProDoBdl

posBiore Modificat-~onB
and Oth~r PCODo!lal!l

Basis strips
Present law permits
partnerships to elect to
increase the basis of their
assets by the amount of any
basis that is dlost" when a
distributee partner's basis in
his interest is substituted
for the basis of distributed
property.

Eliminate the elective basis
adjustment for distributions
of interests in partnerships
that have not elected to make
basis adJustmenls.

Thus, a partnership
distributing high basis
property to a low basis
partner will experience an
increase in the basis of its
other property, but the
distributee partner will lose
basis and be exposed to be
exposed to greater gain if the
distributed property is sold.
This result can be avoided
by contributing the high basis '
property to a lower tier
partnership which has not
elected to make basis
adjustments on contributions,
and by distributing the
partnership interest to the
low basis partner. The result
is that the partnership
property of the first
partnership will experience a
basis increase without
reducing the basis in the
contributed property.

Effective date.--Olstr1buttons aHer<1iitc of
Committee action.
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Item

3. Like-kind exchanges of
partnershIp Interests

Present Law

Present law permits
like-kind exchanges of
property held for productive
use or investment to be made
tax-Cree. These rules do not
apply to inventory, stock,
certificates of trust or
beneficial interests, or other
securities or evidences of
indebtedness. In some cases,
the courts have permitted
tax-free like-kind exchanges
of partnership interests. The
Treasury has not acquiesced in
these holdings.

Possible Modl.fications
n,nll2.J'"n:Jj'~3j'lUi"L_ _~
Admi n is tra tion Prol!.o.~~aAl_ _ _I-_.,.;a~n!..!:d~Ol.!..lOJt:hWLje!rL.Jt>!:.J·"ULI

Provide that lax-free
like-kind exchange treatment
is not available for exchanges
of interests in different
partnerships.

Effective date.--Exchanges
after Aprll r;-l964, subject
to binding contract exception.

Rev~~.-

Fiscal Years, 1964-87
[Billions of Dollars]

0.2

0.6

0.7

1.5

Effective date.--Exchanges
subject

af~fi ~1984,

to a binding contract
exception.
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. Item
4.

Transactions in mutual
fund shares

Present Law
Mutual fund distributions
from capital gain income are
taxed as long-term capital
gain to its shareholders even
when made to a shareholder who
has held the share for one
year or less.
If a shareholder who has
held the share less than 31
days sells his shares in the
mutual fund at a loss after a
capital gain dividend has been
received, the loss is treated
as long-term rather than
short-term to the extent of
the capital gain dividend.
Similar rules apply to real
estate investment trusts.

Administration Proposal
Losses on stock held for 6
months or less would be
treated as long-term losses to
the extent of any capital gain
dividends paid on the stock.
There would be an exception
for periodic redemption plans.

Effective date.--Losses
with respectt:()hoiding
perIods beginning after
enactment.
~

effect.--

Fiscal Years, 1984-87
[Billions of Dollars)

.1

.1

.2

Posoible Modifications
and Other ProDosals

50

Item
5.

Multiple trusts

Present Law
Grantors of trusts may
reduce present taxation by
establishing mUltiple trusts
for the same beneficiaries
which take advantage of the
separate graduated rate
applying to each trust.

Administration ProDoeal

Posaible Molll.flcations
and Other ProDosals
Trusts established by the
same grantors for
substantially the same
beneficiaries with a principal
purpose of tax avoidance would
be consolidated for tax
purposes under Treasury
regulations .
Effective date.--Taxable
years beginning-after
Committee action .
Revenue ef fect.--

6.

Trusts distributions

Beneficiaries are taxed on
amounts distributed from a
trust (or estate) to the
extent of the trust's (or
estate's) distributible net
income. The trust (or estate)
is allowed a deduction for
amounts taxed to its
beneficiaries.
Distributions of appreciated
property are deemed to carry
out distributable net income
to the extent of the
property's value at the time
of distribution. The basis of
the property in the hands of
the beneficiary is its value
to the extent it carries out
distributable net income.

Distributions of property
would carry out distributable
net income only to the extent
o( the property's basis.
Accordingly, the
beneficiary's basis would
be the same as the trusts'
(or estate's) and the
appreciation would no
longer be exempted from
tax.
Effective dale.-Distributions <\ f.ler date of
Committee action.

NI\
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Item

6.

Trusts distributions
(cont. )

p()OBj~IncaEfim,-.------

Present Law

Under these rules,
of appreciated
property result in exemption
of the appreciation from tax
to the extent that the trust
(or estate) has distributable
net income.
di~tributions

Administration Proposal

() nll 0 l II C1 l' TU PO...,'..,I0"-'1,...,0"--______

C.

Item
1.

Dividends Received
Corporations
a.

Tl\Xl\TION OF CORPORl\TIONS l\ND TIIEIR SIIl\REIIOLDERS

Present Law

Administration Proposal

£I

Debt-financed
portfolio stock

When a corporation borrows the
funds used to purchase
dividend-paying stock, interest
on the acquisition indebtedness
is generally deductible against
ordinary income. Dividends
received by a corporation are
eligible for an 85-percent
dividend received deduction.
Thus, a corporation that
borrows to finance purchases of
portfolio stock effectively
converts ordinary income to
dividend income which is taxed
at a maximum rate of 6.9
percent.

The deduction for interest on
debt incurred by a corporation
that is directly attributable
to an investment in stock would
be disallowed in an amount
equal to the dividends received
deduction on the leveraged
stock.
Effective date.--Leveraged
stock Investments entered
into after the date of
enactment.
Revenue effect.
Fiscal Years, 1964-87
[Billions of Dollars]

52

Poss:tble MOtH t lca tJ.ons
and Other Proposals

53

+__-1~!!rW!B:!!.!:l.!;!!L.R.!::2.l!Q.!~
l\dmJ ni stra tion Proposa l'-___I__Pos9J.hle Modi ficil tIons _ _ __

__ _ _:..-.--=I~t::.:-e::!m!!___________t_----JP~rr:e~s!!:e~n!lt.t-L!!a~W~---_ _ _
b.

Extraordinary dividends
received by corporations

Dividends received by a
corporation generally have
no effect on its basis in
the stock of the
distributing corporation.
As a result, a corporation
can buy stock for $100,
receive a $15 extraordinary
dividend on it, and then in
short order sell the stock
for $85. While some portion
(generally 15 percent) of
the $15 dividend will be
taxed as ordinary income to
the recipient corporation,
the transaction, which has
no economic consequences,
will also generate $15 of
short-term capital loss on
the sale of the stock. This
is an attractive transaction
for corporations that have
capital gains which can be
sheltered by the loss on the
sale of stock.

~a:!.!n.!!d~o~t=.!l.!!le=..!t"'_2p"_"!r!o.!oLlP~OLlSi?!a!.,l"_!sL_

If a corporate shareholder
does not hold stock for at
least one year, the fair
market value of any
extrordinary dividend (to
the extent not subject to
tax) would reduce its basis
in the stock. Extraordinary
dividends would include
dividends received within
any 90-day period with a
fair market value,equal to
or greater than 10 percent
(five percent in the case of
preferred stock) of the
taxpayer's basis in th~
stock. Extraordinary
dividends would also include
dividends received within
anyone-year period with a
fair market value equal to
or greater than 20 percent
of the taxpayer's basis in
the stock (common or
preferred) •

1In exception [or
1I0n-deep-in-the money
covered cnlis cOllld he m,Hle
[or purposes o[ the holdln'J
period rule.

54
Poss~ble

Item

Present Law

Administration

ModihcClhons

propos~aal~_____ ~____a~nd~O~thue~r~P~r~o~)D~(o~sa~le-s_______

The one-year ho1din9
period (as well as the
lS-day and 90-day periods
under present law) would be
limited to exclude any
period during which the
taxpayer is grantor of an
in-the-money option with
respect to the stock, or any
period that the taxpayer's
risk of loss is
substantially diminished
because of holding other
positions. A corporate
shareholder's holding period
for property received as a
dividend could not exceed
its holding period for its
stock in the distributing
corporation.
Effective date.--Stock
positions acquired after
date of enactment.

The basis adjustment could be
effective for distributions
made after date of Committee
action.

Revenue effect.-Fiscal Years, 1904-87
[Billions of Dollars)

.1

.1

.2
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POSSl

Item
c.

Certain dividends
received from
regulated investment
companies

Present Law

A regulated investment
company (RIC) is not subject
to ~ederal income tax to the
extent it distributes its
income to shareholders. If
at least 75 percent of a
RIC's gross income consists
of dividends from domestic
corporations, then the
entire amount of the RIC's
dividends to its
shareholders is eligible for
the a5-percent
intercorporate
dividends-received deduction
(sec. 854). Taxpayers have
organized RICs, expressly
·for corporate investors, to
take advantage of the tax
provision that permits the
pass-through of interest
income (taxable at a maximum
rate of 46 percent) to
corporations as tax-favored
dividend income (the maximum
rate on which is only 6.9
percent).

Administration Proposal

ble

MOLl f lei} t .I.OIl5
Pro[Jo~ills

nnd other

The 75-percent rule of
present law could be raised to
100 percent for corporate .
shareholders.
Effective date.--Taxable
years after date of enactlTlent.
Revenue

~ffe£!.--

Fiscal Years, 1984 - 87
[Billions of Dollars1

.1

.1

.2
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Item
d.

Dividends received
deduction compliance

Present Law
A broker who holds stock
in street name for a
customer may lend that stock
to another customer for use
in a short sale. The
short-seller sells the
borrowed stock with the
expectation that the price
of the stock will decline
and expects to be able to
purchase stock to return to
the lending broker at a
price below the proceeds of
the sale. If a dividend is
paid on the borrowed stock,
the short-seller must pay
the lender an amount in lieu
of the dividend. The actual
dividend is received by the
purchaser in the short sale.
If the borrowed stock
belonged to a corporate
client of the broker, the
corporation is not entitled
to the dividends received
deduction on the amount of
the payment received in lieu
of the dividend.

Administration Proposal

Pos!lllJle Modlflcabol1s
and Olher Proposals
The broker reporting rules
would be amended to require
brokers to provide a statement
to corporate customers of
amounts paid in lieu of
dividends by reason of short
sales.
Effective date.--January 1,
1985.
~

effect.--

Fiscai Years, 1984-87
[Billions oC Dollars!
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Item

2.

Ordinary nonliquidatinq
dividends of appreciated lropert y
lTriClud nq royalty
trusts).

Administration Proposal

Present Law

Generally, a distribution of
appreciated property by a
corporation with respect to its
stock is not a taxable event to
the distributing corporation. As
an exception to the general
nonrecognition rule, however,
taxable gain is recognized to the
distributing corporation on
distributions of appreciated
property in certain redemptions.
Distributions of appreciated
property in regular dividend
transactions generally are not
taxable events to the
distributing corporation.

Any ordinary, nonliquidating
distribution of appreciated
property to a noncorporate
shareholder would be taxable to
the distributing corporations.
Certain exceptions of present
law (relating to, among other
things, partial liquidations,
carryover basis situations, and
distributions of qualifying
stock) would remain.
Effective date.-Distrlbutlons-aIter the date of
enactment with a transition
rule to exclude transactions
substantially underway on
February 1, 1984.
Revenue effect.-Fiscal Years, 1984-87
[Billions of Dollars]
1984

1985

.

1986

1987

.1

.1

'.~

84-87

.2

Possible Modificatlons
and Other )'ronollit 19

'iO

Item

J.

Investment companies that
accumulate earnings----

Present Law

n corporation may deduct 85
percent of the dividends it
receives on portfolio stock
investments. Furthermore, gain
on the sale of stock held by an
individual for more than one year
is generally taxed as long-term
capital gains at rates not in
excess of 20 percent.
As a result, an investment
company can be set up to be
widely-held by individual
investors and to invest in
dividend-paying stocks. The
investment company itself would
pay no dividends. Rather, its
shareholders would hold the stock
for at least a year and then sell
it at a price that reflects
dividends received and retained
by the company. Their gains
would generally be long-term
capital gain, so individual
shareholders would essentially be
recognizing dividend income at a
tax rate substantially below 50
percent. The company may take
the position that it is not
subject to the accumulated
earnings tax because it is
wide1v-held, an argument some
courts have embraced in other
contexts.

Administration Proposal

It would be made clear that the
mere fact that a company is
widely held does not exempt it
from the accumulated earnings
tax. Also, the neL capital loss
deduction would be denied for
mere investment or holding
companies.
Effective date.--Taxable years
beginning after the date of
enactment.
Revenue effect.-Fiscal Years, 1984-87
(Billions of Dollars)
1984

1985

1986

.1

.1

1987

84-87
.2
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Item

4.

Present Law

Possible ModitJ.cat~ons
and Other Proposals

Administration Proposal

Expenses incurred in
connection with
short sales-A short sale is a
transaction in which the
investor borrows stock,
sells the stock and later
buys stock to repay the
loan. Amounts paid by the
taxpayer to the lender in
lieu of dividends are
deductible against ordinary
income. A taxpayer can
create short-term capital
gain and ordinary loss by
selling short before a
dividend payment date and
closing the short sale after
the dividend date in a
transaction with essentially
no economic consequences.

In the case of a short
sale of stock, payments in
lieu of dividends would not
be deductible against
ordinary income unless the
short sale is held open for
at least 16 days. No
deduction would be allowed
for payments in lieu of
extrordinary dividends,
unless the short sale is
held open for at least one
year. The disallowance
amounts would be treated as
part of the basis of the
short seller in the stock
acquired to close the short
sale.
Effective date.--Short
sales opened after the date
of enactment.
~

effect.--

Fiscal Years, 1984-87
[Billions of Dollars]
1984

1985

1986

1987

84-87
.i
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Item
5.

Transfers of partnership
interests £I corporations

Present Law

When a paftnership interest is
sold, any gain is ordinary income
to the extent attributable to
certain ordinary income items of
the partnership. When a
corporation distributes property,
or sells proDer~v in the course
of certain complete liquidations,
recapture income is taxed to the
corporation while non-recapture
gain attributable to appreciation
in the transferred property goes
unrecognized. However, it has
been argued that the corporate
recapture provisions do not apply
to the distribution of an
interest in a partnership that
holds recapture property.
Thus, taxpayers have argued
that to avoid recapture, a
corporation may contribute
recapture property to a
partnership and distribute the
partnership interest to its
shareholders, or sell it in the
course of liquidation.

Administration ProDosal

A corporate distribution or a
liquidating sale of a partnership
interest would be treated as a
transfer of the distributing
corporation's allocable share of
certain recapture items held by
the partnership. The amount of
income recognized would be
limited to the gain the
corporation would have recognized
had it sold the partnership
interest.
Effective date.--Dispositions
after April r;-I984.
Revenue effect.-Fiscal Years, 1984-87
[Billions of Dollars)

.1

.1

.1

.2

The effective date could be
the date of Committee action. ,

fi1

,
6.

a.

Item

Present Law

Administration Proposol

Poss~15Ie Mod~t~cat~ons

and Oth~T ProooQills

Transactions involring
foreign corPorat ons
Certain tcansfecs of
appceciated property
to foreign corporations

Under section 367, certain
transfers of appceciated
assets to foreign corporations
in ceo[ganizations and
liquidations, which would be
tax-free, are taxable If the
Intecnal Revenue Service rules
that one of the pcincipal
puc poses of the transfers was
the avoidance of Federal
income tax. Under Intecnal
Revenue Secvice guidelines,
generally, transfers of
property used in the active '
conduct of a foreign trade or
business are not taxed.
However, also under those
guIdelines, transfers of
assets containing built-in
gain (such as inventory and
accounts receivable) are
genecally taxed.
Judicial interpretation of
the principal purpose test has
reduced the ability of the
Intecnal Revenue Service to
administer section 367. In
addition, the Internal Revenue
Service'S current ruling
policy permits the tax-free
transfec of intangible
propecty abcoad, where the
development of the property
generated significant U.s. tax

The rules governing transfers
of appreciated pcoperty abcoad
would be amended to provide
foc gain recognition without
cegacd to purpose, unless the
property is tcansferred foc
use in an active trade or
business abcoad. Cectain
transfecs of assets containing
built-in gain would
automatically be subject to
tax. Tcansfers of stock would
be subject to the active trade
oc business test. In addition,
transfecs of intangibles foc
less than full considecation
would be subject to tax. Full
consideration would include an
arm's length royalty. Finally,
the cucrent Intecnal Revenue
Service policy on incorporations
of foreign branches could be
codified.
The provIsion could he ma de
effective January 1, 1985.
Effective date.--Transfers
after July 1~85.
~~.--

Fiscal Years, 1984-67
[Billions of Dollars)
1965

1966

1987

84-87

.1

•I
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Possible Madifl.cations

. Item
Certain transfers of
appreciated property
to foreign corporations

Administration Proposal

benefits but the income
derived from the property may
escape u.s. taxation.
Finally, the courts have
rejected the Internal Revenue
Service's requirement that
certain losses be recaptured
upon the incorporation of a
foreign branch by a U.S.
person.

and Other

p,.nnnQ"l ..

63

,

b.

Item

Decontrol of foreign
corporations

Present Law
Under section 1248, when a
U.S. taxpayer who is a
lO-percent shareholder of a
controlled foreign corporation
sells or exchanges stock in a
taxable transaction, the gain
is treated as ordinary
(dividend) income to the
extent of the shareholder's
pro rata share of the
corporation's post-l962
accumulated earnings and
profits. A U.S. corporation
that disposes of stock by
distributing it as a
dividend-in-kind or in the
course of liquidation, in a
transaction eligible for
nonrecognition treatment to
the u.s. corporation, is also
required to include in income
its share of post-1962
accumulated earnings and
profits. Taxpayers have taken
the position that section 1248
does not apply if a controlled
foreign corporation that is
wholly owned by a U.S.
corporation issues new shares
for shares of the u.s.
corporation. If this position
were sustained, such a
transaction could lead to
permanent exemption from I].S.
corporate tax of the earnings
of the controlled foreign
corporation accumulated prior
to the exchange.

Administration PrQPooa]
Certain exchanges by a
controlled foreign corporation
of its newly issued stock for
shares of its u.s. parent
corporation would be treated
as a sale or exchange by the
U.S. parent of stock in the
controlled foreign corporation.
Effective date.--Date of
enactment.
Revenue effect.-Fiscal Years, 1984-87
[Billions of Dollars]

l'o!jslLle MQ(hflcatlolls
lIml Othgr I',·op.,,:w] $ _
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Item

Present Law

Administration Proposal

Possible Modl.flcatlons
and Other Proposals

I

-j

1
I

c.

Recharacterization of
U.S. income as
foreign income

The United States insists on
taxing the "U.S. income" of
U.S. taxpayers. U.S.
taxp~yers' "foreign income"
can be free of U.S. tax, under
the foreign tax credit. U.S.
taxpayers can place the
"foreign" label on some U.S.
income (such as interest and
insurance premiums) by routing
it through a foreign
corporation. This foreign
corporation distributes
"foreign" dividends to its
U.S. owners. This newly
"foreign" income may escape
U.S. (or foreign) tax.

The proposal would prevent
re-Iabelling of U.S. income as
foreign. If a corporation, 10
percent (or more) of whose
gross income is U.S. income
(including U.S. business
income), pays interest or
dividends to a U.S. taxpayer,
a pro rata portion of the
payment would be U.S. income.
Thus, if 75 percent of a
corporation's gross income is
U.s. income (over a three-year
period), 75 percent of the
dividends and interest it pays
U.S. income. It would apply
only to 50-percent U.S.-owned
corporations.

Effective date.--The
proposal would apply to income
earned by paying corporations
after date of enactment.
Revenue effect.-Nl\
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Item
d.

Recharacterization of
interest income as
dividend income

Present Law
A U.S. taxpayer's foreign
interest income cannot escape
both U.S. and foreign tax
(under the United States'
separate foreign tax credit
limitation that prevents
foreign taxes on non-interest
income from offsetting U.S.
tax on foreign interest
income). U.S. taxpayers seek
to circumvent this rule by
creating foreign subsidiaries
to earn (oreign interest
income (for example, by
depositing money in foreign
banks). When the U.S.
taxpayer is taxable on the
earnin9s of its foreign
subsidiary, its income is
dividend income, not interest
income. Thus, newly
recharacterized "non-interest"
income may totally escape both
U.S. and (oreign tax.

Administration Proposal

Possible Modl.flcatlons
and Other Propo:.als
The committee could treat
foreign dividends as interest
to the extent that the paying
corp~ration's earnings and
profits arise trom interest.
This rule would apply only it
10 percent or more of the
paying corporation's e a rnings
and profits arise from
interest. [t would apply only
to 50-percent U.S.-owned
corporations.
Effective date. --The
proposal would apply to ill come
earned by paying corporatiuns
after the date of enactment.
Revenue eftect . -Fiscal Years, 1964 - 67
[Billions of Dollars]
1984

1965

1966

1967

.1

6·t - 57

.1

66

Item
e.

Use of territories to
avoid U.s. tax on
foreign investors

Present Law
Payments of U.S. source
dividends, and other
~assive Income to foreign
Investors are generally
s~bject to a 30-percent U.S.
wIthholding tax. The United
States does not tax payments
of passive income to
corporations organized in
Guam, the Northern Mariana
Islands, or the U.S . Virgin
Islands. Some argue that
foreigners who wish to invest
in the United States may avoid
both U.S. and territorial tax
by channeling their investments through conduit corporations in these territories.
inte~est!

}\dministration ProDosal

Poss1ble ModJ.f1catJ.olls
and Other I'rolJorals
Interest, dividends, and
other passive income paid fl"om
U.S. sources to corporations
organized in Guam, the
Marianas, or the Virgin
Islands could be subject to
U.S. tax unless the bulk of th
recipient's gross income is
from its territory and unless
the bulk of its beneficial
owners are local residents.

Effective date.--Payments
after date of Committee action
~

Temporary Treasury
regulations subject dividends
and interest paid by
territorial conduit
corporations to territorial
withholding tax. Guam is
:ontesting these regulations
In court.

effect.--

Fiscal Years, ]904-07
[Billions of Dollars)
1985

1986

1987
.1

84-87
.2
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Item
f.

Source of shipping
income

Present Law
In general, the United
States taxes all U.S. income,
but not all foreign income, of
united States persons. In
general, the United States
does not tax the foreign
income of non-United States
persons (such as foreign
corporations). Under present
law, shipping income can be
almost all foreign even if the
voyage is between two U.S.
ports or a U.S. port and a
foreign port.

Administration ProDosal

Posslble Modlflcatlons
and Other Prol)o~als
Income earned for
transportation that begins and
ends in the United States (or
U.S. possessions) would be U.S.
income. Transportation
includes services income and
leasing income. It includes
income from ships, airplanes,
and containers.
Effective date.--Date of
enactment. - Ilevenue effect.-Fiscal Years, 1984-87
[Billions of Dollars)

.1

.I

.2
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g.

Foreign collapsible
corporations

Sales of inventory yield
income, not capital
galn. "Collapsible" corporations' assets generally
include inventory. Generally,
a shareholder's gain on the
sale or liquidation of a
collapsible corporation is
ordinary income rather than
capital gain. However, if a
collapsible corporation
consents to recognize ordinary
income on disposition of its
inventory and the like, the
shareholder gets capital gain
treatment on the sale or
liquidation of the
corporation.
or~inary

Some take the position that
a foreign corporation can give
consent to recognize ordinary
income. If so, enforcement of
the consent is impractical.

PrrJJ)osals

The committee could require
U.S. shareholders to pay tax
at ordinary income rates on
disposition of a foreign
collapsible corporation. That
is, disregard any consent~ of
foreign corporations to
recognize ordinary income 011
dispo~ition of noncapital
assets.
Effectivp. date.--Date
of enactment-.Revenue effect.-Fiscal Years, 1984-87
[Billions of Dollars)

J
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Item
PossibTe Mod1tlcatlons
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7.

Transactions in stock
warrants

It could be provided that no
gain or loss is recognized by a
corporation on any transaction
with respect to a warrant to
buy or sell its own stock.

Present law is unclear as to
the tax consequences of dealing a
corporation's own warrants. A
corporation dealing in its own
stock does not recognize gain or
loss. Under present law,
taxpayers with a gain may take
the position that no gain is
recognized and taxpayers with a
loss may report the loss.

Effective date.--Warrants
acquIred or lapsed after date
of enactment.
Revenue effect.-Fiscal Years, 1984-07
[Billions of DollarsJ

8.

Exchange

'2!

deb~

for stock

Under present law a corporation
recognizes gain when it buys back
.its debt at less than par value.
The gaIn may be deferred.
HO~lever, a corporation does not
recognize gaIn when the debt is
repurchased by issuing its own
stock. Thus a corporation is
treated differently where it
raises cash to discharge its
debts by issuing new stock and
where it discharges the stock by
issuing stock directly.

It coulfl be pr nvid ell that lhe
5cope of the "stock for (} eht ~
exception be limited to in !1() lv~"t
l or bankrupt corporations.

I

Revenue ef feet.-Fiscal Years, 1984 -87
[oillions of DollarsJ
~

1985

~

NA

l1Q2

84 - 87
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Item
9.

Present Law

Administration Proposal

Poss~b.le Mod~fJ.catlOns

and Other Proposals

Distribution 2! ~ ~ !
corporatlon--Earnlngs
~~

Earnings and profits of a
corporation are reduced by the
principal amount of its
obligations distributed to
shareholders. Generally, for
noncorporate shareholders, the
amount of a distribution taken
into account is the fair market
value of the property
distributed. A long-term
obligation bearing little or no
stated interest may have a
present fair market value well
below its stated redemption
price. The result may be to
eliminate corporate earnings and
profits at the cost of a
relatively small dividend to
shareholders.

Th~ earnings and profits rules
could he amended to provide that
earnings and profits are reduced
only to the extent of the fair
market value of the corporation's
debt distributed to its
shareholders. Also such
obligations could be made subject
to the original issue discount
rules.

Effective date.-Distrlbutlons-aIter date of
enactment.
Revenue effect.-Fiscal Years, 1984-87
[Biliions of Dollarsl

Not available.

7L

Item
10.

Definition of affiliated
~ of corporations

Present Law

Present law allows an
affiliated group of corporations to file a consolidated
return. For certain tax rules,
an affiliated group of corporations is treated as a single
corporation. Affiliation can
be achieved even though
convertible preferred stock
with a Significant equity value
is owned by outsiders.
Furthermore, affiliation can be
avoided by the issuance of
non-votIng common stock havIng
a small equity value to
outsiders.

hdministration Proposal

l'ossJ.ble MoUlTfCiiTI OUR
and Other Proposals
The definitLon of "affiliated
group" (section l504(al) could
be amended to requIre 80
percent of the equity as well
as 80 percent of the voting
power in order to consolidate.
Effective date.--Taxable
years beginning af.ter December
31, 1984 with appropriate
transitional rules.

D.
Item
1.

TIME VALUE OF

MONl~Y

Present Law

Deferred eayment
transactlons
(a)

Time for inclusion or
deduction of deferred
interest.

In general, in a discount
lending transaction (where all
or a portion of the interest is
not payable currently), the
borrower is treated as having
paid, and the lender as having
received, the annual unpaid
interest, which was then relent
to the borrower. This matches
the interest inclusion by the
lender with the interest
deduction by the borrower. The
original issue discount (010)
ru1es,do not apply to
obligations issued in exchange
for property where neither the
obligation nor the property is
publicly traded; to obligations
issued by individuals; as to
holders of discount
obligations, to obligations not
held as capital assets; or to
deferred payments for services
or use of property.

J\ND

01'mm

l\CCOUN'l'ING ISSlIES

Administration Proposal
Extend the 010 rules to
obligations issued for
nontraded property, issued for
services or use of property,
issued by individuals, and not
held as capital assets. The
interest element in obligations
issued for nontraded property,
services, or use of property
would be compared to a test
rate. The test (safe harbor)
rate would be 120 percent of an
average yield on Federal
obligations of similar maturity
(the "applicable Federal rate").
This yield would be redetermined
semiannually for 3 categories of
maturities (short-, medium-, and
long-term). If interest were
not paid at least at this rate,
interest would be imputed at a
rate equal to 130 percent of the
applicable Federal rate and
annually included in the income
of the lender and deducted by
the borrower. The Secretary
would be authorized to require
any lender disposing of an OlD
obligation within these rules to
provide adequate information
such that the transferee could
determine his taxable income.
Exceptions to these rules would
be provided for sale of
principal residences, certain
sales of farms, and sales
involving total payments of
$250,000 or less.
Effective date.--Transactions
entered into after December 31,
1904.
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1'0!:ls1blc Nodi hc;) tlOIlS---and Other Proposals

Apply a test rate equal to
110 percent of the applicable
Federal rate, and impute
interest at a rate of 120
percent of the Federal rate if
the test rate is not satisfied.
Clarify application of 010
with respect to nonresident
aliens,
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Item
(b)

Measurement of interest in
deferred payment
transactions.

Present Law

If the parties to a deferred
payment sale fail to state
interest at a safe-harbor rate
fixed by regulation, interest
is imputed at a higher rate
fixed by regulation. The
safe-harbor rate is a simple
interest rate; the imputed rate
is a compound rate. Imputed
interest is allocated among
deferred payments in proportion
to the amount of the payment,
without regard to the period of
time that has elapsed since the
sale.

Administration ProDosal

The adequacy of the interest
element in a deferred payment
sale would be tested against a
self-adjusting compound rate of
interest which approximates a
market rate. This test
(safe-harbor) rate would be the
same rate applied under the
proposed amendments to the 010
rules: 120 percent of the
applicable Federal rate. If
insufficient interest were
stated, interest would be imputed
at a rate equal to 130 percent of
the applicable Federal rate.
Interest income would be
recognized by the lender and
interest expense would be
deducted by the borrower on an
economic accrual basis according
to the taxpayer's normal method
of accounting.
Effective date.--Transactions
entered Into-aIter December ]1,
1984.
.

Fiscal Years, 1984-87
(Billions of Dollars]
1984

1985

1986

1987

84-87

.2

.6

1.0

1.4

3.2

Possible Modltlcatlolls
and Other Proposals

Provide a safe harbor rate
of 110 percent of the
applicable Federal rate and an
imputed rate of 120 percent uf
the applicable Federal rate.
Effective date. --The changes
requlring computation of
interest on a compound basis
and which allocate interest to
payments on an economic
accrual basis would apply to
transaclions entered into
after the date of committee
action, except those subject
to a binding commitment on
that date. The changes to the
safe-harbor and imputed
interest rates would apply to
transactions entered into
after December ]1, 1984.
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Possible Mod1ficat10ns
__________~I~t~e~m~__________________~--------~P~r~e~s~e~n~t~L~a~w~----------__4-_____A~d~m=i~n=i~s~t~r~a~t=i~0~n~P~r~0~p40~s~a=l______ r_--~a~n~d~O~t~h~e:r~Proposal~
2.

Premature accruals

Under the accrual method of
accounting, an expense is
deductible when-(1) all events have occurred
the fact of liability, and

(2) the amount of the
liability can be estimated
with reasonable accuracy.
The proper time for
deducting expenses for w~ich
economic performance has not
yet occurred is the subject of
controversy under present law.

nequire that economic
performance must occur bef.ore
all events establishing the
fact of liability will be
considered to have occurred.
Exce~tions.--Items for which
speclflc tlming rules are
provided under the Code, such
as bad debts and vacation pay.

NOL carrybacks.--Provide a
lO-year carryback for losses
arising from certain deferred
liabilities (or, if earlier, to
the year decommissioning
liability arose in the case of
nuclear power facilities).
Effective date.--Expenses
accrulng after-Gate of
enactlTlent.
'Revenue

effect~

Fiscal Years, 1984-87
[Oillions of Dollars)

.3

.6

.6

.6

2.2

75

Item
3.

Prepaid expenses

- Present Law
Except with respect to
interest and prepayments by
farm syndicates, present law
is unclear as to the proper
timing of a deduction for
prepaid items by cash melhod
laxpayers.
In the case of interest,
deduclions are allowed only
for the year to which the
interest relates. A similar
rule applies to prepaid
expenses of farm syndicates. -

Administration Pronosal
Tax shelter organizations
would not be permilled lo
deduct any amount prior to the
time it would be properly
deductible under the accrual
melhod of accounling.
Tax shelter organizations
would be-(1) partnerships and other
entities (other than regular
corporations) interests in
which are offered for sale in a
registered offering:
(2) partnerships or other
enterprises in which more than
35 percent of the losses are
allocated to limited partners
or limited entrepreneurs (for
this purpose, individuals who
have actively participated in
the management of the
enterprise would not be treated
as limited partners or
entrepreneurs); and
(3) any entity, plan or
arrangement having the
principal purpose of tax
avoidance or evasion.
~tive date.--Prepaymenl S
after date of enactment.

Fiscal Years, 1964-67
[Billions of Dollars]

.1

.3

.1

.1

0.6

Possible "'od~fica hons
and Other Proposals

Item
4.

Deferred like-kind
exchanges.

Administration Proposal

l'oss1ble Modlf1catlons
and Other Proposals

No gain or loss is
recognized on the exchange of
business or investment
property for property of
like-kind.

Property received more than
90 days after the taxpayer
transfers the relinquished
property would not be treated
as like-kind property.

The 90-day period could
be extended to 180 days
(but not beyond the due
date for the return).

Under the case law, an
intended like-kind exchange
transaction may be held open
for as much as 5 years.

Effective date.--Transfers
of property after date of
enactment.

Present Law

Revenue

~

Fiscai Years, 1984-87

5.

LIFO conformity
The "Lasl-In-First Out"
(LIFO) method of inventory
accounting may not be used for
tax purposes unless it is also
used in reporting to
shareholders, partners, other
proprietors, benefIciaries, or
for credit purposes. An issue
has arisen as to whether a
parent company is subject Lo
the LIFO conformity rules when
the inventory is held by a
subsidiary company.

1984

1985

1986

1987

.1

.1

.1

.1

84-87
.5

Apply the LIFO conformity
requirement to a controlled
group of corporations.
Effective date.--Taxable
years beginning after date
of enactment.
Revenue effect.
Fiscal Years, 1984-87
[Billions of Dollars]

.1

.2

.2

.5
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Item

6.

Inclusion of tax
benefi t items in
income

Present Lnw

Administration Proposal

An individual taxpayer who
receives a State tax refund
may exclude from income the
excess of the zero bracket
amount over the taxpayer's
other itemized deductions for
the year in which the State
taxes were deducted. This
exclusion is permitted even
though the deduction of this
amount in the prior year
resulted in a tax benefit.

and Other Pr.oposals
Provide that where a
taxpayer recovers a
previously-deducted amount,
the recovered amount is
excluded from gross income
only to the extent such amount
did not reduce income subjec t
to tax.
Effective date. -- Amounts
recovered af~December 31,
1983.
Ilevenue effe·c t.--

7.

Below market-interest
and interest-free
loans

Loans between family members
generally result in taxable
gifts in an amount equal to
the value of the interest that
is not charged. No income tax
consequences result, however,
to either the lender or the
borrower. Loans by
corporations to their
shareholders, and loans to
persons providing services by
persons for whom the services
are provided generally do not
have any Federal tax
consequences.

Low-interest and
interest-free loans would be
recharacterized as (1) a loan
to the borrower at a statutory
interest rate, and (2) either
a gift (in the case of a
family transaction), dividend
(in a corporation-shareholder
transaction), or compensation
(in a transaction involving
services'. The borrower would
be treated as paying interest
on the loan at the statutory
rate, reSUlting in income to
the lender and a deduction to
the borrower. The Secretary
would be directed to issue
regulations providing
exceptions for non-tax
motivated transactions.

Fiscal Years, 1984-87
[Billions of Dollars]
1984

1985

1986

1987

84 - 87

0.2

0. 3

0.3

0.8
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Item

Possible ModltJ.callons

Present Law

Administration Propooal

lllld

Other l'ropo1}i:lls

Effective date.--Date of
committee action (other than
demand loans repaid within 60
days of such date).
Revenue effect.-Fiscal Years, 1984-87
[Billions of Dollars]

1r

8.

Income averaging

Income averaging is
available to taxpayers with
"averageeble income".
Averageab1e income is current
year taxable income in excess
of 120 percent of average
taxable income in the 4
preceding years.
In effect, income averaging
widens the tax brackets by a
factor of five with respect to
averageab1e income.

.1

.1

.1

.3

The 120-percent requirement
could be increased to 140
percent and only the three
prior years taken into aceDun
Income averaging would be
modified so that it, in effec
widens the tax brackets by a
factor of four, not five, wit
respect to averageable income
Effective date.--Taxab1e
years begIrinrng-after
December 31, 1983.
~

effect.--

Fiscal Years, 1984-87

.1

2.0

1.9

2.1

6.1

E.
Item

79

DEBT OBLIGATIONS ACQUIHED AT 11 OISCOUNT

l'o~wlhle MoifITJC11l101l!1

Administration Pl-opo9al

Present Law

dlUl

Other 1"-oIlOili!Di_ _ _ _

1. Debt obligations acquired at
~dlscount

a.

Market discount

Market discount serves as a
substitute for coupon
interest. However, upon the
disposition of a marketdiscount bond issued by a
corporation or a governmental
unit and held for more than
one year, capital gain
treatment is accorded to the
appreciation in value
attributable to market
discount. When a taxpayer
borrows the funds used to
purchase a market-discount
bond, interest on the
acquisition indebtedness
generally can be deducted
currently against ordinary
income. Thus, a taxpayer who
leverages the purchase of a
market-discount bond
effectively converts ordinary
income to capital gain.

Gain on the redemption or
sale of a market-discount bond
would be recognized as
interest income to the extent
of accrued market discount.
Taxpayers could elect to
accrue the discount under an
economic accrual formula or
under a less complex, but also
less generous, linear formula.
The proposal would not apply
to tax-exempt obligations.
Effective date.--Bonds issued
on or after date of enactment.

Interest deduc tions
allocable to indebt edness
incurred to purchase or carry
a market-discount bond would
be deferred, to the extent
such interest exceeds interest
income from the bonds.
Effective ~ate.--Obllgatloos
acqulre~ after date of
enactment.
Rev~nue £~~~~~ .--

Fisca l Years , 1984- 87
[Billions o f Dol l ars )

Revenue effe£!:.-Fiscal Years, 1984-87
(Billions of Dollar s )
1984

1985

]906

1987

84-87

(1.2

0.7

0.1

0 .1

1.0

Note: This est imat e r epres ents
the combined effect s of t his
proposal as well as thp
proposal G- l( c ) co nc erning
short - term ob lig at io ns i ssued
at a discount.

110
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Item

b.

Zero coupon municipal
bonds

Present Law

Original issue discount on
noninterest-bearing
obl"igations issued by a
municipality is exempt from
tax under the general rule of
section 103(a). Under
Internal Revenue Service
rulings, tax-exempt original
issue discount is apportioned
ratably among the original
holder and subsequent
purchasers of a bond. The
application of this rule
permits the holder of a zero
coupon municipal bond to
generate an artificial loss by
disposing of the bond prior to
maturity.

1\dministrntion

No proposal.

l'o~sl~M()Jlflcat1t),-'S-·-----

PropoGa~]"'-._____ I. _----=.;iI:.:..II::o;d~Other

l'ropo!El..U;_ __

Tax-exempt original issue
discount would be accrued
under an economic accrual
formula. The holder of a zero
coupon municipal bond would
receive a basis adjustment to
reflect the economic accrual
of the dis~ount.
Effective date.--Obligations
issued after September 3, 1902
(date of enactment of TEFRA)
and acquired after date DE
Committee action.

Year~, lQ04-R7
'Billions of Doltars!

Ft~cal

1904

1985

198~

1"17

04-07
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Item
c.

Certain short-term
obligations issued at
a dIscount

Present Law
For governmental obligations
(Treasury bIlls) issued at a
discount and payable without'
interest at a fixed maturity
not exceeding one year, the
acquisition discount is not
considered to accrue until the
obligation is paid at maturity
or otherwise disposed of.
ThIs rule applies regardless
of whether the taxpayer uses
the accrual or the cash method
of accounting. A similar rule
applies to cash-basis
taxpayers who hold other
obligations with a maturity of
one year or less (e.g., bank
certificates of deposit).
Taxpayers who make leveraged
purchases of obligations
eligible for the special rules
are able to defer tax
liability on unrelated income.

Administration Proposal
No proposal.

Possible Modlf~caT~ons
a nd Other P}:'~o!.!!p~o~s~a~l~sS!.-_ _ __
To deal with leveraged
purchases of short-term
discount obligations, interest
deductions on indebtedness
incurred to purchase or carry
such obligations would be
deferred until the interest on
the obligations is included in
income.
The committee may also wish
to review the scope of the
provision that permits tax
deferral on Treasury bills.
Under present law, tax
deferral is available to all
taxpayers. One possibility
would be to require
accrual-basis taxpayers and
cash-basis taxpayers who
acquire Treasury bills in the
course of a tra~e or business
to account for the acqllisition
dIscount on the accrual basis,
(egar<lless of whether ttl<>
Treasury bill is
debt-financed. If this rule
were adopted, taxpayers could
be permitted to spread the
payment of any net tax
liability over a 10 year
period.
Effective date.--Obliqations
acquIred after date of
enactment.
Revenue effect.-Sre item G-I(a).
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Item
2.

Income from factoring
trade receivables

Present Law
A seller who sells goods for
the buyer's receivable (a
transferable debt) may sell
that receivable to a third
party--a factor--at a
discount. If a U.S.-owned
factor is in a tax haven, it
may earn income free of U.S.
tax. That income may be
eligible for deferral, and it
may be foreign-source income
that is sheltered by excess
foreign tax credits.
When a foreign subsidiary of
a U.S. corporation invests in
U.S. property (for example, by
lending funds to its U.S.
parent), that investment is
taxable as a dividend to the
U.S. parent. Some taxpayers
allege that this rule does not
apply to a foreign factoring
subsIdiary that buys
receivables from its U.S.
parent.

PosnI"!£! MOlrrrJcati01I-s---

1\dministration-R!:.Q.!lQ.",u.:o.i.l=l_ _ _ I _ _ _<=·u,-,-Il__'
When a foreign factoring
subsidiary of a U.S. owner
gets cash for a receivable
that (1) it bought from a
related person, and (2) the
related person had taken in
exchange for inventory, tax the
U.S. owner on that factoring
income. Treat income from a
related U.S. person's
receivables as u.s. income.
Treat payments of cash from
a foreign subsidiary to a
related U.S. person for
receivables arising from the
U.S. person's sales of
inventory as investments in
U.S. property. Thus, payments
of cash for receivables would
be taxable as dividends to the
U.S. parent.
Effective date.--Transfers
after da~of Committee action.
Revenue

~:~fect.

Fiscal Years, 1984-87
(Bi 11 ions of Dolla rsl
1984

~185

0.1

1986

0.2

1987

84-87

0.3

0.7

~)IJ!iJ..[_.D:Q[~W~_ __

F. COMPLIANCE PROVISIONS

Item
1.

Promoter's customer
lists

Present Law
Promoters of tax-oriented
investments are not required
to keep customer lists
available to the IRS.

Administration Proposal
None.

0]

PossIble Modlfl~dElonn
and Other l'rnoosals
Require promoters o[
investments that of[er tax
representaLions to maintain
cuslomer lisls in the manner
provided by Treasury
regulations.
Pen~.--$50 per failure to
list a customer up.to $50,000
per year.

Effective date.--date of
enactment.

2.

Promoter
penalty

. TEFRA provided for a penalty
on promoters of abusive tax
~~:~ters equal to the greater

$1,000, or
10 percent of income from
the activity.

None.

Increase the lO-percent
penalty to 20 percent.
Effective date.--Day after
the date of enactment.

04

Item
3.

4.

Practice of
Appraisers

Foreclosure
reporting

Present Law

Administration Proposal

The Treasury has no
authority to prevent disreputable appraisers from providing appraisals for use on
tax returns or from appearing
in proceedings before the
Treasury.

None.

Foreclosures in satisfaction of a debt or forgiveness of a debt may give rise
to income to the debtor which
may be treated as ordinary
income under the recapture
rules.

None.

Possible Modl.J:l.catl.ons
and Other Proposals
~rovide that the Treasury
may bar appraisers who aid or
assist in the preparation of
false returns or other
documents from practice before
the Treasury.
Effective date.--Date of
enactment.

Require pe rso lls l'~n(li n9 in
lhe course of a lrade or
business to reporl lo the IRS
when lhere is a foreclosur e ,
satisfaction of the d~bl by
acquisition or properly, or an
abandonmenl of securily [or a
loan.
(97)
Penalties.--Sama a D [or
other inf.ormation returns
(generally $50 per failure) .
Effeclive dale.--Foreclosures, elC::-after December
3l, 1904.
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Item
5.

Mortgage interest
reporting

Present Law
No informational reporls are
required with respect to
amounts deductible by
indiviudal taxpayers who
itemize their deductions.

Administration Proposal
None.

PossIble ModIficatIons
and Other ProDosal!;
Require perfiOllS (includin~1
governmental units) who
receive mortgage interest
payments in the course of a
trade or business to report
annually to the IRS the amount
of the interest, and the
person from whom the payment
is received. The payor would
have to be provided a copy of
the report. ~ayments
aggregating less than $600
would be exempt;
Penalties.--Same as those
for other Information returns
(generally $50 per failure).
Effective date.--Payments
after December JI, 1984.

G.

Sales or exchanges of
partnership interests

When a partnership interest
is sold or exchanged, the
transferred partner may have
reportable gain or loss. In
addition, if the value
received is attributable to
appreciated inventory or
unrealized receivables that
could produce ordinary income
if sold by the partnership,
the transferor will be treated
as having realized ordinary
income.

None.

When partnership interests
are fiolrl or exchanged, require
the partnership to inform the
IRS, the seller and the buyer
of the fair market value of
the allocable share of
unrealized receivables and
inventory.
Penalties.--Same as for the
information returns (generally
$50 per failure).
Effective date.--Sales or
exchanges after-December 31,
1984.

OG

Item
7.

8.

IRA reporting

Reporting of State income
tax refunds

Present Law
An individual generally may
deduct the amount of qualified
IRA contributions made for a
year, either during the year
or before the due date of the
income tax return for the
year. In the absence of
reporting by the trustee or
issuer, the IRS has difficulty
verifying whether
contributions were made and
the year to which they relate.

State and local governments
are required to provide
information to the IRS on
refunds of State or local
income tax, and to supply a
copy to the taxpayer in
January of the following year.
Under temporary regulations,
the Treasury has provided that
reporting is not required when
the officer making the refund
determines that that
individual received no Federal
tax benefit from the tax
payment to which the refund
relates.

Administration Proposal
None.

Possible Mo<l~tlcat10ns
and Other Proposals
Clar ify the authoci ty of the
Treasury to require reporting
on contributions to IRAs by
the trustee or issuer.
Reports would include amount
and year to which contribution
relates.
Penalties.--Same as for
other information returns
(generally $50 per failure).
Effective date.--Contributions m~after April
15, 1984, and relating to 1984
and subsequent years.

None.

Codify the provisions of the
temporary regulations
providing exceptions from the
reporting requirement.
Effective date.--Refunds an<
credits an~ offsets allowed
after December ]1, 1902.
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Item
9.

Revenue effect of
compliance provisions

Present Law

Administration Pronosal

Possible Modlflcat~ons
and Other I'ronosiils

The proposals in items 1-9
would increasp. revenller; by

Fiscal Years, 1984-87
IBillions of Dollars)

0.1

0.2

0.3

G.
Item
1.

EMPJ,OYER-El4PLOYEE ITEMS

Pres en t J.aw

Administration Proposal

aa
P09s1blc Mod1f1cat10119

and Other l'ropoJill).w;s'-_ __

Welfare Benefit Plans
a.

Employer deductions

Generally, an employer's
contribution to a fund which
is part of a welfare benefit
plan is deductible in the year
the contribution is made, even
though the benefits for which
the contribution is used may
not be paid to the employee
for many years. This is
similar to the tax treatment
of contributions to a
qualified pension plan, which
is subject to many more
requirements than a welfare
plan. Contributions for
post-retirement medical
benefits of qualified plans
are not taken into account in
computing whether benefits
under those plans satisfy the
prescribed limits. An accrual
method taxpayer may accrue
vacation pay that is payable
before the close of the
succeeding taxable year, even
though it will not be paid
until a much later year.

Generally, an employer's
deduction for a contribution
to a funded welfare benefit
plan would be allowed at the
same time and in the same
amount as if the benefit were
provided directly by the
employer under an unfunded
plan. In addition, for
certain insurance-type
benefits, a deduction would be
allowed for an addition to a
reserve, which generally would
be limited to 50 percent of
the average annual payments
for these benefits during the
past 3 years; higher reserves
would be allowed in certain
cases. Contributions for
post-retirement medical
benefits provided under a
qualified pension plan to
owners of more than 5 percent
of the employer would be
considered as a plan contrifor purposes of applying the
limits. An accrual method
taxpayer could deduct the
amount necessary so that its
vacation pay account is the
amount reasonably expected to
be paid before the end of the
succeeding year.
Effective date.--Contributions
made after March 31, 1981.
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Item
1.

Present Law

AdminIstration Propooal

P05s1ble Modltlcal:lOIiS
and Other PrQQQF111 s

Welfare Benefit Plans
(cont.)
b.

Tax-exempt funding

A tax-exempt supplemental
unemployment beneflt trust or
voluntary employees'
beneficiary association (VEBA)
mar be established and mainta ned by an employer as a
funding medium for welfare
benefits. Traditionally,
VEBAs have been used by
employee organizations to provide life, health, accident,
disability, and unemployment
benefits and to provide customary recreational facilities.
A VEBA may not be used by an
employer to fund deferred compensation, but VEBAs have been
used recently to accumulate
deductible funds set aside to
provide severance pay to the
operator of a professional
corporation.

The rules providing for
benefits permitted to he paid
from a VEBA would be clarified
to exclude deferred
compensation benefits
essentially equivalent to
wages. The rules requiring
notice to the IRS oC a claim
of exempt status for a benefit
organization would be
clarified. The investment
income oC a benefit
organization would be subject
to the tax on unrelated
business income to the extent
assets exceed permitted level s ,
and contributions of property
from an employer to a relnted
exempt benefit organization
would be treated ns a
transaction between related
parties.
Effective date.- - Taxable years
beginning aftir December ]1,
1984.
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Item
1.

PreRcnt Law

Administration Proposal

Poss~ble Modlt~ca tJ.ons
and Other ProJ)o~a] sil.-_ _ _.

Welfare Benefit Plans
- - - - - - - - (cont.)
c.

Discrimination rules
for plans of exempt
benefi t organizations

A VEBA is subject to
standards that forbid
discrimination in favor of
employees who are officers,
shareholders, or highly compensated. The rules are not
clearly defined.

The rules prohibiting
discrimination would be
clarified. If a benefit is of
a type for which
.
nondiscrimination is required
as a condition of an exclusion
of gross income, the ex~mpt
organization ~ould provld~ the
benefit only If lhe benefit
conforms to the specified
standard. Other benefits
could not discriminate in
favor of highly compensated
employees as to eligibility or
benefit level. Also, a
benefit for highly - paid, etc . ,
employees could not exceed 25
percent of the benefit
provided to all employees.
Effective date.- - Taxable years
beglnnlng after December 31 ,
1984.

Item
1.

Present Law

AdminIstration Proposal

POSSJ.blc ModJ.fJ.catJ.ofls
and Other Propogal s

Welfare Benefit Plans
d.

Coordination with
treatment of deferred compensation

Deductions for contributions to a nonqualified
deferred compensation plan are
not allowed until a benefit is
includible in the employee's
income, but the Code does not
provide a clear distinction
between deferred compensation
and welfare benefits.

Deferred compensation would
include any arrangemen t for
deferring the receipt of
compensati on or any unfunded
deferred benefit.
Effective date .- -Amounl s
paid or lncurred after Mar c h
31, 1984.

Item

2.

Treatment of
managemenl
unions

Present: Law

The nondiscrimination rules
for qualified pension plans
and statutory fringe benefits
generally provide that
nondiscrimination rules do not
apply to employees covered by
a collective bargaining
agreement. Recently,
organizations of management
employees have claimed such
status and have established
plans that discriminate in
favor of highly-paid employees.

Administration Proposal

Possible Modlf1cat10ns
and Other ProDosals

PresenL law CQuld be
clarified to prevent
organizations consisling
primarily of owners, officers,
or executives of the employer
from using exclusions designed
for legitimate collective
bargaining units.

Effective date.--April 1,

1904.

--

C))

'Item
p.-----' L
_ .
Poa81ble Modlflcatlona
______~~~________________~--------E·~r8!4HI~lenl~tj~a~lwt------------t-----~Ald~m!nln118~lt~:r~a~tUl~oWnLlP~rC0n2DOI~!lla~11l_~·___!--~.~aln~Id~O~.t~:h~r PrpQ9~18
Pension Plani consisting
only of emp oyee
contrTIiutlons

Nondeductible contributions
may be made by an employee
under a qualified pension plan
or tax-sheltered annuity
(within limits) and may generally be withdrawn without
penalty by the employee at any
time permitted by the plan.
The investment earnings on
nondeductible employee contributions are not taxed until
distributed. If a distribution occurs before pension
benefits start, the employee
contributions , withdrawals of
which are tax free, are
considered to be distributed
before any taxable income.
Recently, some employers have
adopted qualified retirement
plans under which all
contributions are made by
employees. These plans permit
withdrawals to be made by
check or credit cards at any
time. The plans often are
regarded as checking accounts
with tax-free investment
income.

A pension plan subs lantially
all of lhe accru ed be neflls o(
which are altributable to
employee contribullons would
not be considered to be a
qualif.ied plan.

Effective date.- - plan years
beginning after March 31,
1984.
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Po s sible Modll:TCaElom;
Other. Pcopos::ll s'---_ _ __
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4.

Nondiscrimination rules
for cash-or-deferred
arrangements

Under a cash-or-deferred
arrangement (a Sec. 401(k)
plan), discrimination is
measured by comparing tax-free
elective deferrals by the
highest paid 1/3 of employees
with the deferrals by the
other employees. In some
cases, employees with low or
moderate pay fall into the
upper 1/3 group, which may
permit larger deferrals by
other members of the top 1/3
group. In addition, despite
legislative history indicating
a contrary intent, employer
social security contributions
may be taken into account
under a sec. 40I(k) plan in
testing for discrimination.

Social Security contributions
could be excluded in determining
whether a cash-or-deferred
arrangement is nondis criminatol'Y.

Effective date.--PLan
y e a r s beg1nning after
December 31, 1984.

5.

Revenue effect of employee
benefit Items -

Revenue effect.
Fiscal Years, 1984-1987
[Billions of Dollars]
!J01 1985 198G 1987 84-87
0.1

0.2

0.3

0.6

If.

Item
1.

95

MISCELLANEOUS PROVISIONS

Present Law

Administration Proposal

Possiule MOOlrJ.catlOns
and OtlJ!lf. Pro--'lo1L<I ~

Avoid~nce of rules
-relatIng t o transfers of
depreclahle prdper~ --

~ ~ .t~payers

In order to prevent
tax-motivated transactions,
transfers between related
parties often receive special
treatment under the Internal
Revenue Code. One provision
provides that a transferor will
be treated as receiving ordinary
income rather than capital gain
on the transfer of property to a
related party when that property
is depreciable property in the
hands of the transferee (section
1239) •
, The courts have held that the
transfer of a patent application
as opposed to a patent does not
fall within this anti-abuse rule
because the application itself
is not depreciable property (Lan
Jen Chu v. Commissioner, 486 F.2d
696 (ISt Cir., 1973». However,
once the application is granted,
the transferee can depreciate the
resulting patent.

The provision of the Code
relating to gains from the sale
of depreciable properly between
related parties (section 1239)
could be amended to treat a
patent application an
depreciable property, thus
requiring that any gain
recognized to the trans(erp.e be
treated as ordlriary income
rather than capital gain.
That provision could also be
broadened to cover sales he twe en
a taxpayer and a trust in which
the taxpayer or the taxpayer's
spouse have,a beneficial
interest (other than a remote
contingent interest).
Effective date.--Transfers
i'lr:: t i o ll.

after<Ja~oICOmmittee

Revenue effect.-Fiscal Years, 1984 - R7
[Billions of Dollars}

.1

.2

.3

.6
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2.

Item
Collapsible corporations

Present Law
In general, a collapsible
corporation is one formed or
availed of principally for the
manufacture, construction,
production, or purchase of
certain types of property with
the view to the sale or exchange
by the shareholders of their
stock (or of the liquidation of
the corporation) before the
realization by the corporation
of a "substantial" part of the
taxable income to be derived
from such property. If a stock
in a collapsible corporation is
sold, exchanged, or the
corporation is liquidated in
whole or in part (i.e.,
collapsed), or in the case of
certain distributions, any gain
recognized by any shareholder In
any such sale, exchange,
liquidation, or distribution
which would otherwise be
long-term capital gain is
considered ordinary income.
Under court decisions, a
corporation will have realized a
"substantial" part of the
taxable income to be derived
from the property if the
corporation realizes as little
as one-third of the taxable
income to be derived from the
property. Present law also
provides an exception to
collapsible corporation
treatment (the "70/30" rule).
In general, under this rule, if
70 percent or less of a
shareholder's total gain in a

Administration Pronosal
The substantial part
requirement would be defined to
be "two-thirds" of the taxable
income to be derived from the
property.
Conforming changes will be
made to the "70/30" rule to
prevent corporations from
otherwise avoiding the
collapsible corporation
provision.
Effective date.--Date of
enactment.
~

effect.--

Fiscal Years, 1984-87
(Billions of DollarsJ

0.1

0.2

0.3

Possible Mod~f~catlons
and Other Prol)osals
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Item

Present Law
taxable year is attributable to
collapsible assets of the
corporation, then none of the
r.ecognized gain in such year is
treated as ordinary income.
(H.R. 4170 contains similar
rules with respect to gain from
condominium conversions.)

Poss~ble MoCI~11catl0ns

AdmInistration ProDosal

and Other Proposals
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Item
3.

Payment of Excise Tax
Revenues to-Puerto RICO and
the Virgin ISIaiidS.-- - -

Present Law
A special excise tax is
imposed on articles coming
into the u.s. from Puerto Rico
and the Virgin Islands. The
tax is equal to the excise tax
imposed on like articles of
u.s. manufacture.
Revenues from the special
tax are paid to Puerto Rico
and the Virgin Islands.
Puerto Rico presently
conducts a program under which
distilled spirits from the
u.s. are redistilled in Puerto
Rico and reshipped to the
U.S., thereby enabling Puerto
Rico to receive an excise tax
payment.

1\dministration Proposal
No proposal.

Possihle Mod1f1catlolls
and Other I'rolJofJals
Revenues from excise tax on
articles coming into the u.s.
from Puerto Rico and the
Virgin Islands would be paid
to those possessions only in
the following cases-(1) In the case of
distilled spirits, if at least
90 percent of the distilled
spirits were originally
distilled in Puerto Rico or
the Virgin Islands;

(2) In the case of any
article subject to Federal
excise tax which comes into
the U.S. from Puerto Rico, if
50 percent or more of the
value of the article is
attributable to Puerto Rican
input;
(3) In the case of any
article subject to Fede~al
excise tax, if the applicable
possession provides no subsidy
to the industry involved of a
kind different [rom that
provided to industry gene~ally.
A general exemption would be
provided for rum; cane neutral
spirits would be exempt from
tests 2 and 3.
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Presen t J.aw
1\dministrlltion Proposal
(IIld Olher l'rOill!Il~iI..!.l>l.s_____

Effective date.--the
proposal generally would apply
to articles coming into the
U.S. after March 1, 1964.
A transition rule would
permit rebates with respect to
$50 million tax on redistilled
spirits coming into the U.S.
from Puerto Rico between March
l, 1964, and .J u 1 Y l, 19 0 4 •
Reduced spending. -Fiscal Years, 1904-87
[Billions of Dollars]
1984

1965

1966

1967

.1

.2

.2

.3

84 - 67
.6

I.

Item

TAX STP~DDLES

Present Law

Administration Proposal

100

Posslble Nodlflcatlons
and other Proposals

The tax straddle rules
require the deferral of losses
from certain actively traded
personal property or positions
in such property, to the
extent the taxpayer has
unrecognized gain at the close
of the taxable year on
offsetting positions.
positions are offsetting if
there is a substantial
diminution in the risk of loss
from holding one position
because the taxpayer holds the
other position.
1.

~trad~lo~

options.

in stock

Stock and stock options
traded on U.S. exchanges that
have an exercise period less
than the minimum long-term
capital gain holding period
are excluded from the loss
deferral and other straddle
rules. Because the long-term
holding period is one year and
exchange traded options have a
maximum exercise period of
approximately nine months, all
such options are excluded from
the straddle rules.

~or investors (other than
professional options traders
or market makers) apply the
loss-deferral rule to
straddles consisting of
offsetting positions in
exchange-traded stock options
or stock and an offsetting
stock option position, with an
exception for covered call
options that are not
deep-in-the-money.

Extend the loss deferral
rule to any straddle involving
stock, except a straddle all
of the legs of which are
stocks.

In addition, the holding
period of stock would not run
if the taxpayer grants an
in-the-money option to buy
stock held by the taxpayer.

In ] i ': !I ·-.r 1 '!" ,1- ; n'1 I:h'
holding period of optione~
stock, recharacterize any
long-term gain on the stock to
the extent of any short-term
los~ on the option.

Effective date.--Positions
estafiITsrte.J after October 31,
1983.
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Item
2.

Present Law

Administration Proposal

Posslble Modltlcatlons
and Other Propo!)a]s

Market makers.

(a) Characterization of
gains and losses

O~tions traders on security
exc an~.--GaIn or-loss from
transactIons in options
written or acquired by options
market makers (or professional
options traders) are treated
as ordinary income or loss.

Commodity
traders.--Historically,
professional commodity traders
have been treated as realizing
capital gain or loss from
their transactions. For
commodity traders, each
regulated futures contract
held at the end of the taxable
year is treated as if it were
disposed of at its fair market
value, and any gain or loss is
taxed as if it were 60 percent
long-term and 40 percent
short-term, reSUlting in a
maximum tax rate of 32%.

Tax options market makers
(or professional options
traders) under a
mark-to-market system. Tax
rates currently applicable to
options professionals (a
maximum rate of 50 percent)
would be retained.
Effective date.--positions
establIshed after the date of
enactment.

Extend the 32-percent
maximum tax rate available to
profe6sional commodity traders
to professional options
\:raderfl.
Jlrovide expressly that both
professional options traders
and professional r.ommodity
traders are to be treated as
buying and selling capital
assets.
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Item

(b) ' fledging exemption

Present Law

Options market makers are
exempted from the tax straddle
rules with respect to
transactions entered into for
the purpose of maintaining
hedged positions. Moreover,
an options trader is
considered to be a dealer in
property subject to the
option.

Administration ProDosal

No proposal.

Poss1ble Mod1flcat1ons
and Other Proposals

Provide that the hedging
exemption would not apply to
options traders unless they
are dealers with respect to
the underlying property. For
all persons who claim the
hedging exemption, limit the
deductibility of ordinary
losses from hedging
transactions to income derived
in the conduct of the trade or
business to which the hedging
relates.

10)

Item
3.

Mixed straddles

Poss~ble

Present Law

In the case of a straddle
consisting of an RFC (gain on
which is taxable at a maximum
rate of 32 percent) and a
non-RFC (gain on which is
taxable at a maximum rate of
50 percent), depending on
which leg of the straddle
generates gain, unrelated
short-term capital gain can be
converted to long-term capital
gain and unrelated long-term
capital gain can be converted
to short-term capital gain.
Treasury is provided with
regulatory authority to
prevent the conversion of
short-term capital gain to
long-term capital gain.

Administration Proposal

No proposal. Regulations
have not yet been issued.

110d~t~catlons

and Other

PToDo~~ls

Broaden Treasury's
regulatn,y authority to permit
correction of inQquitlQ~.
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Item
4.

Present Law

Administration Proposal

Possible Mod1t1cat10ns
and Other ProDosals

New options products
(a) cash-settlement options

It is unclear whether the
tax rules for the taxation of
options apply to
exchange-traded options that
settle only in cash.
Taxpayers with losses on these
options may claim ordinary
loss treatment.

Clarify present law to
provide expressly for capItal
gain or loss treatment on
transactions in
cash-settlement options.
Effective date.- - Positions
established after October 31,
1983.

(b) Options on futures
Requlated futures contracts
'(RFCS) traded on domestic
boards of trade designated as
contract markets by the
Commodity Futures Trading
Commission are marked to
market at the close of the
taxable year and treated as 60
percent long-term capital gain
or loss and 40 percent
short-term capital gain or
loss, resulting in a maximum
tax rate of 32 percent. Some
taxpayers claim that options
on RFCs constitute RFCs, while
other taxpayers cla i m that
options on RFCs are subject to
the general [uies for the
taxation of options (taxable at
a maximum rate of 50 percent).

Provide that gain or loss is
recognized upon the exercise
of an option on an RFC.
Effective date.--Positions
establIshed after the date of
enactment.

Tax options on RFCs undp.r
the mark-to- market system
applicable to RFCS (at a
maximum tax rate of 32
percent).
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Item
c.

Exchange-traded options

(i) Equity based options

Present Law
Exchange-traded options are
subject to the general rules
for the taxation of options
(taxable at a maximum rate of
50 percent), and the tax
straddle rule that requires
loss deferral.

Administration Proposal

PossIble ModifIcatIons
and Other Pro~o~als

Retain present law for all
exchange-traded options.

Retain present law.

Options on narrow-bancd
stock indexes and options on
individual stoqks helrl hy
investors would remain subject
to the general rules
(including the loss ~pf n rral
rulc) •
Options on broad-bas:d stock
indexes would be subJcct to
mark-to-market with a 32 - per c ent
maximum rate.

(ii) Nonequity based options

Retain prescnt law.

Tax all nonequiLy lJd 5 C<1
listcd options under the
mark-to-market system. ~xtcnd
the 32 percent maximum tax
rate applicable to
professional commocHty trader s
ttl h o ld~r s of no ne qui t y lJa flcd
listed opt l'")lIs.
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Item

5,

Elections

Present Law

When the mark-to-market
system was enacted, commodity
traders were given elections
to apply the mark-to-market
rules to positions held on or
before the date of enactment.
Under one provision, taxpayers
could elect to apply the rules
to all positions held during
the taxable year that included
the general effective date.
If this election was made, any
net tax liability could be
paid in five equal annual
installments, with interest.
Under the other provision,
taxpayers could elect to apply
the rules to all positions
held on the general effective
date.

Administration ProDosal

Possible Modlflcatlons
and Other ProoQl';a.l!;

No proposal.

l?rovide transition'll rul'1'l.

IV.

, Item
lIeavy vehicle use tax
1. Tax rate effective July 1,
1984.

2. Special rules for small
owners.
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IIIGHWAY USF. ANO OIF-SEL FUEL 'I'AXES

Present Law

Administration Prooosal

Possible Modltlcatlons
and Oth",r ProDo!'JaJ"

Under 33,000 Ibs.--no taXI
33,000-55,000 Ibs.--$50 per
year, plus $25 per 1,000
Ibs. over 33,000 Ibs.7

Under 55,000 Ibs.--no taxf

Under 55,000 Ibs.--no taXI

55,000-80,000 Ibs.--$600 per
year, plus $40 ($44 on
July 1, 1986, $48 on
July 1, 1987, $52 on
July 1, 1988) per 1,000
Ibs. over 55,000 Ibs.f

'55,000-80,000 lbs.--$50 per
year, plus $24 per 1,000
Ibs. over 55,000 Ibs.

55,000-72,000 Ibs.--$150 per
year, plus $20 per 1,000
Ibs. over 55,000 Ibs.

Over 80,000 1bs.--$1,600 per
year ($1700 on July 1, 1986,
$1,800 on July 1, 1987,
,$1,900 on July 1, 1988).

Over 80,000 Ibs.--$650 per
year

Over 72,000 Ibs.--$500 per
year

Tax rate for year beginning
July 1, 1984, is $3 per
1,000 Ibs. if 26,000 Ibs.
or morer

Same as present law.

Tax rate for year beginning
July 1, 1984, is $3 per
1,000 pounds if 55,000 Ibs.
or more

Tax rate after June 30, 1985,
same as general tax rate
with 1-year delay I

Tax rate after June 30, 1985,
same as general rate
(item 1)

Tax rate after June 30,
same as general rat e
(ilem 1)

5,000-mile exemption and
proration for theft or
casualty not effective until
July 1, 1985.

Same as present law.

5,000-mil~

exemption and
proration for theft or
casualty effective
July 1, 1984

198~,

J..

HIGHW1\Y USE 1\ND DmSEI. FUEL T1\XES (Cont 'el) •

] on

Highway diesel fuel tax
3. Rate of tax through
September 30, 1988.

4. Exemption from diesel
differential for fuel
used in vehicles under
10,000 lbe.

9 cents per gallon

15 cents per gallon,
effective July 1, 1984
(i.e., diesel differential
of 6 cents per gallon)

14.5 cents por gallon,
effective July 1, 1904
(i.e., diesol di~feren
tial of r,.S cents per
gallon)

Rebate of actual diesel
differential paid or
standardized amount for
year, claimed annually on
income tax form of payee.

Rebate of standardi?cd
amount for lire o[
vehicle, claimed one
time on income tax form
of owner.

