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INTRODUCTION

This document,! prepared by the staff of the Joint Committee on Taxa-
tion, provides a comparison of the substantive revenue provisions of H.R.
4333 as passed by the House and the Senate. (A comparison of the technical
corrections provisions of the bill is included in a separate staff document,
JCX-30-88.)

The first part of this document provides a list of identical substantive rev-
enue provisions (including identical effective dates) in the House bill and the
Senate amendment. The second part is a comparison of the differing substan-
tive revenue provisions in the House bill and the Senate amendment: (1) diesel
fuel excise tax collection and exemption procedures; (2) additional simplifica-
tion and clarification provisions; (3) extensions and modifications of expiring
tax provisions; (4) other substantive revenue provisions; (5) revenue-increase
provisions; (6) railroad unemployment and retirement provisions; and (7) Social
Security Act and Medicare and Medicaid amendments.

! This document may be cited as follows: Joint Committee on Taxation, Comparison of
Substantive Revenue Provisions of H.R. 4333 as Passed by the House and the Senate (JCS-17-88),
October 12, 1988.



LIST OF IDENTICAL SUBSTANTIVE REVENUE PROVI-

COMPARISON OF DIFFERING SUBSTANTIVE REVENUE
PROVISIONS ...ttt escssenenes

I. Diesel Fuel Excise Tax Collection and Exemption Procedures
(Sec. 310 of the House bill and Secs. 301-303 of the Senate
amendment).........................

II. Additional Simplification and Clarification Provisions............

A. Sanction for Violation of the Health Care Continuation
Rules (Sec. 321 of the House bill and Sec. 431 of the Senate
AMENAMENL)...ccviiviiieiiieiirieieiicte e e et eteeneeee e ereesannes

B. Nondiscrimination Rules for Statutory Employee Benefit
Plans (Sec. 322 of the House bill and Sec. 432 of the
Senate amendment).........co.cocoevveiverriieeneiineeeeenaeeeeenenes

C. Estate and Gift Tax: Estate Freezes (Sec. 204(s) of the
House bill and Sec. 433 of the Senate amendment).......

D. Tax Treatment of Indian Fishing Rights (Secs. 411-414 of
the Senate amendment) (H.R. 2792 passed by the
House)

II1. Extensions and Modifications of Expiring Tax Provisions.....

A. Extension of Exclusion for Employer-Provided Educa-
tional Assistance (Sec. 301 of the House bill and Sec. 788
of the Senate amendment).......c..ce.ccevueeeveieeevncreeeceneenen.

B. Extension of Exclusion for Employer-Provided Group Legal
Services (Sec. 789 of the Senate amendment).

C. Low-Income Rental Housing Tax Credit.......c..ccccureneunenn
1. Extension of low-income rental housing tax credit (sec.

302 of the House bill).......
2. Modifications to the low-income rental housing tax
credit (secs. 368-369 of the House bill and sec. 786
of the Senate amendment)..........cccccovvcreeniininennnnn.

D. Qualified Mortgage Bonds and Mortgage Credit Certifi-
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1. Extension of authority to issue qualified mortgage

bonds (QMBs) and mortgage credit certificates
(MCCs) (sec. 303 of the House bill and sec. 787 of the
Senate amendment)..........cccccceveveenriniencnreneriennennn.
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2. Modification to QMB and MCC requirements (sec. 303
of the House bill and secs. 737 and 739 of the Senate
AamMendment)........ccueveieriiieiiceer e

E. Extension of Special Student Loan Bond Arbitrage Rules
(Sec. 790 of the Senate amendment)...

F. Extension of Business Energy Tax Credltﬁ for §o]ar,
Geothermal, and Ocean Thermal Property (Sec. 791 of the
Senate amendment)

G. Research and Development Provisions .
1. Extension of research tax credit (sec. 305 of the House

bill and sec. 793 of the Senate amendment) ............
2. Denial of deduction for amounts allowed as a research
credit (sec. 306 of the House bill).......c.ccoeeenennene..
3. Allocation and apportionment of R&D expenses (sec.
307 of the House bill and sec. 796 of the Senate
amendment) .........cooceeveeeierneeeeene e e et e

H. Extension of Targeted Jobs Tax Credit (sec. 308 of the
House bill and sec. 792 of the Senate amendment).......

I. Treatment of Mutual Fund Shareholder Expenses for Pur-
poses of the 2-Percent Floor on Miscellaneous Itemized
Deductions (sec. 309 of the House bill)...........ccccoeeueeece.

J. Financially-Troubled Financial Institutions:
Reorganizations, NOLs, and FSLIC/FDIC Assistance
Payments (sec. 794 of the Senate amendment)..............

[V. Other Substantive Revenue Provisions ..........ccccceverieeniirennes

A. Individual Provisions.......«o i s i e
1. Treatment of certain payments to colleges for right to
purchase athletic tickets (sec. 331 of the
House bill and sec. 728 of the Senate amendment).

2. Nonrecognition of gain on sale of old residence where
one spouse dies before occupying new residence (sec.

333 of the House bill) ..o,

3. Full deductibility of meals provided to employees on cer-
tain vessels or drilling rigs (sec. 334 of the House bill)

4. Treatment of certain innocent spouses (sec. 335 of the
House bill)...coccococceinmn et i .

5. Interim treatment of certain amounts awarded to
Christa McAuliffe Fellows (sec. 336 of the House bill)

6. Election by parent to claim unearned income of depen-
dent on return (sec. 733 of the Senate amendment)
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11.

B. Accounting/Agriculture Provns:ons.

1

C. Pension and Employee Benefit Provisions

1.

2}

. Above-the-line deduction for jury pay that employee

must surrender to employer (sec. 755 of the Senate
AMENAMENL) .eeeeieiiieeieeeeteeceeeeteeesree e ceeeesneeennenens

. Medical expense deduction for costs of service animals

to assist handicapped individuals (Senate amendment,
Committee Report)lc oo it i i,

. Medical expense deduction for certain radon mitigation

costs (sec. 800G of the Senate amendment).............
Education savings bonds and modification of student
dependency exemption............cccvueeeveviniineniecncneenen.
a. Education savings bonds (Senate amendment) ......
b. Dependency exemption for certain students (Senate
AMNENAIMENI) 5ie e ofs o srs 5 2ers selolss o o nar ol o 51006

c. State prepaid tuition plans (Senate amendment)...
Exclusion of gain on sale of principal residence by
certain incapacitated taxpayers age 55 or over
(Senate amendment)..

Repeal uniform capitalization rules for certain producers
of animals; depreciation of certain farm property...
a. Uniform capitalization rules for certain producers of
animals (sec. 338(b) of the House bill and sec. 795(b)

of the Senate amendment) s

b. Treatment of single-purpose agricultural or
horticultural structures (sec. 339 of the House bill

and sec. 795(c) of the Senate amendment)..........

c. Treatment of property used in a farming business
(sec. 340 of the House bill and sec. 795(d) of the
Senatetamendmern )

. Treatment of certain trees (sec. 800M of the Senate
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. Treatment of livestock sold on account of drought (sec.

708 of the Senate amendment)..........ccccooeeveeevereennnenn

. Treatment of certain pledged installment obligations

(sec. 341 of the House bill and sec. 753 of the Senate
amendment)siiicciviiioesrissresasrossarssiris

. Treatment of certain payments received as a result of

crop losses due to drought conditions (Senate
e din e ) S ———

Employee benefit nondiscrimination rules for church
plans and cafeteria plans (sec. 710 of the Senate
amendment).crec T

Eligible deferred compensation plans: Modifications to
section 457 (sec. 350 of the House bill and sec.
111(eX11) of the Senate amendment)........................
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. Section 403(b) nondiscrimination rules and certain other

pension requirements (sec. 352(a) of the House bill and
sec. 711 of the Senate amendment)..........................

. Required beginning date for public employees (sec.

352(b) of the House bill and sec. 720 of the Senate
AMENAIMENL) ... .evieeeiiieeceeeccree et eeeeeeeeeeeeeeeenes

. Limitations on contributions and benefits under

qualified plans maintained by public employers (sec.
352(c) of the House bill and sec. 716 of the Senate
am eI L) e

. Minimum participation rule .........c..cccoovoeivnnnereinn,

a. Minimum participation rule for certain public retire-
ment plans (sec. 352(d) of the House bill)...........

b. Minimum participation rule for police and firefighters
(sec. 712 of the Senate amendment)......................

c. Study of effects of minimum participation rules (sec.
718 of the Senate amendment)............cccocoereeunene.

. Permit IRA acquisitions of State-issued coins (sec. 719

of the Senate amendment).............ccoevveerverersrnecnnnn.

. Application of pension funding rules to multiple

employer plans (sec. 721 of the Senate amendment)

. Application of section 415 plans limits for police and

firefighters (sec. 800J of the Senate amendment)....
Employee leasing safe harbor rule (sec. 715 of the
Senateramendment)
Air transportation of cargo and passengers treated as
same service for purpose of fringe benefit inclusion
(sec. 353 of the House bill)......cccoeeeeveeicniecccceeecnneee.
Excise tax on disposition of stock by an ESOP not to
apply to certain involuntary dispositions (sec. 354 of
the House bill and sec. 800E of the Senate amend-

Interest exclusion for refinanced ESOP loans (sec. 800
of the Senate amendment).............ccccoeveuvniriinncncnnne
Nondiscrimination rules for cafeteria plans (sec. 800B
of the Senate amendment).........ccoeeeveevveiveeciueecnennne
Cash or deferred arrangements of railroad employees
(sec. 800P of the Senate amendment).......................
Application of sec. 415 limits to collectively bargained
agreements (sec. 800W of the Senate amendment).
Application of sec. 89 nondiscrimination rules to small
employers (sec. 800X of the Senate amendment)....
Allocation of assets in case of plan spin-offs (sec. 800Z
of the Senate amendment)
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E. Excise Tax Provisions........cccoccveveeivineannn,

F. Foreign Provisions........

1. Treatment of certain workers’ compensation funds (sec.
345 of the House bill)........oocovciviiiiiiineiicnecccceennen
2. Prepaid tax certificates (sec. 349 of the House bill)...
3. Phase-in of property and casualty insurance company
discounting rules for certain hospital insurers (sec. 758
of the Senate amendment) ...
4. Diversification requirements for variable contraets (see.
8000 of the Senate amendment)....

I. Certain repairs not treated as manufacturing for the
retail excise tax on trucks (sec. 729 of the Senate
amendment)

2. Reduced gasoline excise tax rate for gasoho
(sec. BOOA of the Senate amendment)...........c..o.....

3. Application of annnal distilled spirits occupational tax

a. Exemption for certain educational organizations
receiving distilled spirits tax-free for research pur-
poses (sec. 727 of the Senate amendment)..........

b. Exemption for certain small plants producing ex-
clusively for fuel uses (sec. 752 of the Senate
T T e G O e T T o e

4. Allow quarterly payment of excise tax on bows and ar-

rows (sec. 379 of the House bill)..

5. Commencement date of Oil Spill Liability Trust Fund
and excise tax on petroleum (sec. 384 of the House
bill)..

6. Harbor maintenance tax to be imposed onee on certain
Alaska, Hawaii, or possessions cargo (sec. 800Y of
the Senate amendment).......occcooiveiiiiiiieciicieenn,

7. Study of eigarette excise tax and effects of smoking on

health care casts; economic impact of tobacco excise

taxes (sec. 378 of the House bill and sec. 736 of the

Senate amendment)..

1. Foreign currency transactions (sec. 358 of the Hous
bill and see. 744 of the Senate amendment)...........

. Chain deficit rule for eontrolled foreign corporations
(see. 746 of the Senate amendment).......................

3. Qualified possession source investment income (sec. 747
of the Senate amendment)........coccoveeiceiinicerininennnn.

4. Banks organized in possessions (sec. 749 of the Senate
AMENAMENL) ..o

b. Gambling winnings of nonresident aliens (sec. 360 of the
House bill).....coooiceceee

5. Controlled foreign insurance corporations owned by
U.S. persons (see. 797 of the Senate amendment).
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I. Exempt Organizations...........

7. Tax exemption for Enjebi Community Trust Fund (sec.
383 of the House bill).......ccoooooiiiiiniiiciececnee
8. Cost-of-living allowances for judicial branch employees
outside the U.S. (sec. 759 of the Senate amendment)
9. Dividends paid by U.S. corporations (sec. 112(g) (1Xb)
of the Senate amendment)............ccooveeuieeiveinneonnn.
10. Study of definition of U.S. resident (sec. 800N of the
Senate amendment).........ccceeevveveiieieieevseieeeeee.
11. Bermuda and Barbados income tax treaties (sec. 1013
of the Senate amendment)

G. Estate Tax Provision...........cccoocveveiiieiieineennn.

1. Special use valuation of farm property for estate tax
purposes (sec. 370 of the House bill and see. 706 of
the Senate amendment........cccocoooeviviinciniccciinennnnne.
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1. Clarification of definition of manufacturing for qualified
small-issue bonds (sec. 362 of the House bill).........
2. Extension of minimum period for calculating TRAN
safe-harbor complianee (sec. 363 of the House bill)
3. Application of the security interest test to bond finan-
cing of hazardous waste elean-up funds (sec. 738 of

the Senate amendment)...........coooevivviiviviveeencicnnnn..
4. Tax-exempt finaneing for certain high-speed rail
facilities (sec. 739 of the Senate amendment).........

5. Clarification of Treasury Department arbitrage rebate
regulatory authority with respect to governmental
bonds (see. 363(b) of the House bill)........ocovveenn...

6. Application of arbitrage rebate requirement to bona
fide debt service funds (sec. 364 of the House hill and
see. 740 of the Senate amendment)........coooceenane.

7. Certain volunteer fire departments to qualify for tax-
exempt financing (sec. 365 of the House bill).........

8. Disregard of pooled financings in determination of
qualification for small-issuer exception (Senate
amendment)

1. Effective date for UBIT treatment of income from cer-
tain games of chance (sec. 724 of the Senate
AMENAMENt ). ...

2. Purchasing of insurance by tax-exempt hospital serv-
ice organizations (sec. 725 of the Senate amendment)

3. Determination of operating foundation status for cer-
tain purposes (sec. 387 of the House bill)...............

4. Treatment of exempt organization expenditures to in-
fluence the nomination or appointrient of individuals
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5. Discharge of indebtedness income of rural mutual or
cooperative utility companies (sec. 386 of the House
bill and sec. 707 of the Senate amendment)...........

J. Taxpayer Bill of Rights (Secs. 763-785 of the Senate

A T T 11 ) et

K. Other Administrative Provisions .

1. Tip reporting (House bill, Committee Report...........

2. Provisions relating to previously-required studies (sec.
393 of the House bill)......coveiiiisiiiiatinesismmnemnisness

3. Repeal of Treasury authority to prescribe class lives
(sec. T98 of the Senate amendment).......................

4. Repeal of reporting requirements for windfall profit
tax (sec. 208 of the Senate amendment).................

L. Corporate/Personal Holding Company Provisions............

1. Authority to pay refunds to fiduciary of insolvent

members of affiliated groups (sec. 385 of the House

2. Certain ownership changes not counted during
bankruptcy (sec. 741 of the Senate amendment)....
3. Application of Code section 7503 for purposes of Woods
Investment Co. effective date (sec. 388 of the House

4. Application of rules on personal holding company in-
come to broker-dealers (sec. 743 of the Senate
ATNE TN E N ) vl

5. Elimination of dividends received from banks from per-
sonal holding company income of bank holding com-
panies (sec. 392 of the House bill)..........covverrnrnnnncns

6. Substantiation of certain charitable contributions of in-
ventory property by closely held corporations (sec.
800C of the Senate amendment)............cccocoeennenne.

7. Relief from recognition of corporate level gain involv-
ing transfer of residential cooperative units (sec. 8001
of the Senate amendment)........c.ccerevueevenenrenccnennnes

MR MiscellaneauS N roVISiOn S e reansnes

1. Bad debt reserve exception for small banks (sec. 742
of the Senate amendment)...........cccoueveveerenennennnen.

2. Certain discharge of debt income not included in ad-
justed book income (sec. 391 of the House bill).....

3. Carryover of nonconventional fuels tax credit under
the minimum tax (sec. 750 of the Senate amendment)

4. Treatment of certain sales of residential lots and
timeshares for the adjusted current earnings (ACE)
provision under the corporate alternative minimum
tax (Senate amendment).........c..cccovveneinriinnineneennnns
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. Exemption of certain religious schools from Federal
unemployment tax (Senate amendment)..................

6. Deductibility of adoption expenses (Sense of Senate)

7. Status of certain dependent care providers (Senate
DO T oo oo s Ty o

N L rade ROy STamS s e isrr:
1. Change in due date of GAO trade study (sec. 734 of the
Senate amendment)...........c.cocceiiiiiiiieinnieneeeene

2. Limitation on CBI ethanol imports (sec. 761 of the
Senate amendment)..........cccueveeeeeiriveeieniniii e

3. Calculation of relative values for operations of
petroleum refineries in a foreign trade zone (Senate
AMeNndmMeENt).......c..oceeiiieiiiiriee e

4. Trade Act technicals (sec. 800V of the Senate
amendment)......ccccooveuereieiiininiiec e

5. Iraqi trade sanctions (Senate amendment) .................

6. Study of United States-Japan trade (Senate amend-
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V. Revenue-Increase Provisions...........ccevvvcncviiinncnniiiseninnes
A. Revenue-Increase Provisions Included in the House Bill and
the Senate Amendment........ccocccovvveeririecnininniriennenin

1. Corporate estimated tax payments (sec. 314 of the
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House bill and sec. 700 of the Senate amendment).
. Treatment of single premium and other investment-
oriented life insurance contracts (secs. 313 and 348
of the House bill and sec. 701 of the Senate
AMENAMENL).ceineiieriiieirieeeiieereeeeeee e reeraseeseeesneenees
. Repeal of special rules allowing loss transfers by Alaska
Native Corporations (sec. 315 of the House bill and
sec. 702 of the Senate amendment)...........cccceeeeeenees
. Update IRS valuation tables (sec. 371 of the House bill
and sec. 704 of the Senate amendment) ..................

B. Other Revenue-Increase Provisions..........coccreeevcrceccenenn.
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Reduction in dividends received deduction for portfolio
stock (sec. 311 of the House bill) ........ccoccverennnnnens
Repeal of completed contract method of accounting for
long-term contracts (sec. 312 of the House bill)......
AR R ER TR T oo coramnaommn oo oo
a. Limitation on unreasonable mortality and expense
charges for definition of life insurance (sec. 346 of

the House bill).....ccocoviriivmicicnnninniinnnienieinens

. Estate tax provision
a. Disallow marital deduction where spouse is not a cit-
izen of the United States (sec. 372 of the House bill)
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5. Tax-exempt bonds..........ccccveeviricvernrerercrirnrnenreriseeenns

9;

10
11

a. Restrictions on issuance of pooled financing bonds

(sec. 304 of the House bill)........ccocourvivuirinnnnnnn.

b. Student loan bonds.........cccoceeeriivcniiienreienn,

(1) Reduction in permitted purpose arbitrage on

loans financed with tax-exempt student loan

bonds (sec. 366 (a) and (b) of the House bill)....

(2) Loan origination and bond redemption re-

quirements for student loan bonds (sec. 366(c) of

the House bill)....cccocerireiiieciniiiiciciecceeinne

c. Restrictions on bonds used to provide residential

rental housing (sec. 367 of the House bill)..........

. Excise tax provisions..........cccecececerreseeeieeevenrereenesnnns

a. Excise tax on pipe tobacco (sec. 380 of the House bill)

b. Modification of distilled spirits flavors credit (sec. 703
of the Senate amendment)......................

. Increase in penalty for bad checks (sec. 382 of the House
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. Pension reversions of qualified plan assets: temporary

increase in excise tax (sec. 799 of the Senate

amendment).........

Denial of deduction for certain residential telephone

service (sec. 337 of the House bill)......ccceveenee........

. Information reporting by partnerships with tax-exempt

partners (Senate amendment).............ccceovvevveveennnnn.

. Options subject to wash sale rules (Senate amendment)

VI. Railroad Unemployment and Retirement Provisions..............

A. Railroad Unemployment Amendments (secs. 501-514, 516,

an
by

d 518-523 of the Senate amendment) (H.R. 2167 passed
the House)

B. Railroad Retirement Provisions (secs. 531-534 of the Sen-
ate amendment) (H.R. 2167 passed by the House)...........
C. Reports and Study (secs. 515 and 517 of the Senate amend-
ment) (H.R. 2167 passed by the House)...........cccceevrvennnne.

VII. Social

Security Act Amendments; Medicare and Medicaid

Amendments PGV W s

A. Social Security Act Amendments.........cccoevreereerecereernrnnnn.
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. Interim benefits in cases of delayed final decisions (sec.
401 of the House bill) .
. Application of earnings test in year of individual's death
(sec. 402 of the House bill).......ccccooeveeivinrececiccrennee,
. Exemption from reduction in “windfall” benefit (sec.
403 of the House bill)........ccccooeeiiiiiniiiieceeee
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the Social Security Boards of Trustees (sec. 405 of the
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. Payment of lump-sum death benefits to legal represen-

tatives of widows and widowers who die before receiv-
ing payment (sec. 409 of the House bill)....................
Requirement of social security number as a condition
for receipt of social security benefits (sec. 410 of the
House bill and sec. 604 of the Senate amendment)....
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establish entitlement for certain reduced widow's and
widower’s benefits (sec. 411 of the House bill and sec.
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19. National Academy of Social Insurance (secs. 901-916
of the Senate amendment)........c.ccooeieiveniniiiinine

20. Exemption from FICA tax for certain agricultural
workers (sec. 709 of the Senate amendment)..........

21. Certain State or local government pension contributions
not included in FICA wage base (see. 762 of the Sen-

ate amendment).. ...

22. Required use of consumer price index for urban con-
sumers by Federal officer or agency in determining
certain cost-of-living increases (sec. 800R of the Sen-

ate amendment)..................

23. Study of disability applications involving
complex (ARC) (Senate amendment)............ccuo.nee.

B. Public Assistance Provisions....
1. Moratorium on emergency assistance and AFDC special
needs regulations (sec. 611 of the Senate amendment)

(H.R. 4352 passed by the House)..........ccccccoeceunen.

2. Disregard of certain housing assistance for SSI reci-
pients (sec. 423 of the House bill and sec. 612 of the
Senatesamendment) it e

3. Moratorium on AFDC quality control (sec. 421 of the
House bill) (H.R. 1720 as passed by the Congress)

4. AFDC foster care independent living initiatives (sec.
424 of the House bill and sec. 921 of the Senate
amendmenIE ) ol e s aas

C. Provision Regarding Report of National Commission on
Children: Delay in Commission’s Reporting Date (sec. 621
ofsthelSenatefamendment). .
D. Unemployment Compensation Provision: Due Dates for
Self-Employment Demonstration Projects for Unemploy-
ment Compensation Beneficiaries (sec. 422 of the House
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E. Medicare and Medicaid Amendments (secs. 801-815 of the
Senate amendment)....... o
1. Hospital payments for eatas mp ic illness (sec.
the Senate amendment)..........cccviveveveeverceieieenrennnnn.

2. Treatment of certain hospitals as rural hospitals for cer-
tain purposes (sec. 802 of the Senate amendment).
3. Demonstration projects with respect to chronic
ventilator-dependent units in hospitals (sec. 803 of the
Senate amendment)
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. Increase in authorization for the patient outcome assess-

. Payment adjustmen

. Clarification of covered certified nurse midwife services

. Election of personnel policy for commission employees

(sec. 804 of the Senate amendment)...........

ment research program (sec. 805 of the Senate
amendment)

o organizations with risk-s anng
contracts (sec. 806 of the Senate amendment)........
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(sec. 808 of the Senate amendment)........................

. Coverage of psychologist services when provided on-

site at a community mental health center or off-site
as part of a treatment plan (sec. 809 of the Senate
amendment). .
Trip fees for clinica ; -
ate amendment)i.cio e coi i aicasonsessanssrissassisnssasns
Requirement of physician care and plan with respect
to outpatient physical therapy services limited to the
provision of such services to medicare beneficiaries
(sec. 811 of the Senate amendment)........................
Delay in issuance of final regulations concerning the use
of voluntary contributions or provider-paid taxes by
states to reeeive federal matching funds (sec. 812 of
the Senate amendment)....
Formula modification for determmmg state expen
ditures under the medicaid long-term care waiver
program (sec. 813 of the Senate amendment).........
Extension of time period for certain intermediate care
facilities for the mentally retarded to submit plans
of correction or reduction (sec. 814 of the Senate
amendment)
Nursing facility decertification hearing procedures (sec.
815 of the Senate amendment)...........ccceeevcinerecnns
Medicare coverage of medical attendant on commercial
airline (see. 800K of the Senate amendment)..........
Extension of moratorium on elinical lab demonstration
project (Senate amendment)..........ccccoveuirneuruceicuennne
Medicare coverage of nurses as assistants at surgery
(sec. 631 of the Senate amendment).........cccccveveennn
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LIST OF IDENTICAL SUBSTANTIVE REVENUE PROVISIONS

The following is a listing of identical substantive revenue provisions (in-
cluding identical effective dates) included in H.R. 4333 as passed by the House
and the Senate. These revenue provisions are therefore not described in the
spreadsheet comparison.

Individual Provision

o Business use of automobiles by rural letter carriers (sec. 332 of the
House bill and sec. 760 of the Senate amendment).

Accounting Provisions

e Repeal uniform capitalization rules for free-lance authors,
photographers, and artists (sec. 338(a) of the House bill and sec. 795(a)
of the Senate amendment).

o Election of producers of pistachio nuts to deduct preproductive period
costs currently (sec. 338(c) of the House bill and sec. 800(D) of the Sen-
ate amendment).

e Treatment of stock held in trust in determining whether certain cor-
porations may use the cash method of accounting (sec. 342 of the House
bill and sec. 754 of the Senate amendment).

Pension and Employee Benefit Provisions

e Treatment of joint and survivor annuities under QTIP rules (sec. 323
of the House bill and sec. 713 of the Senate amendment).

o Allow rural telephone cooperatives to establish section 401(K) plans (sec.
351 of the House bill and sec. 714 of the Senate amendment).

o Study of tax treatment of certain technical services personnel (sec. 355
of the House bill and sec. 723 of the Senate amendment).

Insurance Provisions

e Treatment of church self-insured death benefit plans as life insurance
(sec. 343 of the House bill and sec. 717 of the Senate amendment).

e Minimum tax treatment of structured settlement arrangements (sec.
344(a) of the House bill and sec. 757 of the Senate amendment).

 Repeal of general creditor requirement for certain personal injury
liability assignments (sec. 344(b) of the House bill and sec. 757 of the
Senate amendment).

Excise Tax Provisions

¢ Certain tolerances permitted in determination of wine excise tax (sec.
374 of the House bill and sec. 730 of the Senate amendment).

e Gasoline wholesalers permitted to claim refunds on behalf of certain
exempt users (sec. 375 of the House bill and sec. 731 of the Senate
amendment).

e Exemption from truck excise tax where benefit accrues to the United
States (sec. 376 of the House bill and sec. 800H of the Senate
amendment).

e Exemption from harbor maintenance tax for cargo donated overseas
for humanitarian purposes (sec. 377 of the House bill and sec. 726 of
the Senate amendment).

Foreign Provisions

e Dual resident companies (sec. 356 of the House bill and sec. 745 of the
Senate amendment).

e Election to treat passive foreign investment company (PFIC) stock as
stock in a qualified electing fund (sec. 357 of the House bill and sec.
732 of the Senate amendment).

* Treatment of certain insurance branches of controlled foreign corpora-
tions (sec. 361 of the House bill and sec. 748 of the Senate amendment).

e Debt-equity ratio of Netherlands Antilles finance subsidiaries (sec. 359
of the House bill and sec. 800L of the Senate amendment).

Other Administrative Provision

¢ Disclosure of return information to certain cities (sec. 381 of the House
bill and sec. 735 of the Senate amendment).

Miscellaneous Provisions

¢ Repeal of limitation on Treasury long-term bond authority (sec. 389 of
the House bill and sec. 421 of the Senate amendment).

® One-year extension of place-in-service rule for nonconventional fuels
tax credit (sec. 390 of the House bill and sec. 751 of the Senate
amendment).

Revenue-Increase Provisions

e Valuation of group term life insurance (sec. 347 of the House bill and
Senate amendment).

e Repeal special rates and credits for foreign estates (sec. 373 of the House
bill and Senate amendment).

Vil



Item

Present Law

House Bl

1L DIESEL FUEL EXCISE TAX
COLLECTION AND EXEMPTION
PROCEDURES (Sec. 310 of the
House bill and secs. 301-303
of the Senate amendment)

(a) Excmptions from tax

The excise taxes on diesel and nongasoline aviation
fuels are imposed on the sale of the fuels by a
producer. Producers include wholesale distributors as
well as refiners and certain other intermediate persons
(other than retailers) in the distribution chain.

Exemptions are provided from the diesel fuel tax for
Slll.e and local governments, farms, nonprofit
ional org: and b use other than
as a fuel in a highway "vehicle. The tax on
nongasoline aviation fuel applics only to fuel used in
noncommercial aviation.

Treasury is authorized to it tax-free sales in the
case of diesel fuel for use in a diescl-powered train;
usc as commercial aviation fuel;, use other than as a
motor fuel; use by a State or local government.

(b) Treasury requircments
Producers of taxable fuels must register with

Treasury and satisfy Treasury bonding requirements.

(2) Expansion of excmpt persons able to
fucls tax-free
The bill makes mandatory and extends the curreat
provisions allowing certain tax-free purchases of diesel
and nongasoline aviation fuels to all off-highway business
users.

(b) Treasury requirements

(1) Exempt users may purchase such fuels tax-free
when they purchase in bulk direcldy from a producer
(including a wholesale distributor) and when
Treasury-prescribed registration, financial responsibility,
and information reporting requirements are met. Marine
retail dealers who exclusively sell diesel fuel to water
users are treated as producers. Treasury is authorized to
issue regulati ded information reporting
requirements on both seller and exempt purchasers.

(2) Treasury is required to issue initial rules
regarding registration and financial sibility
requ for pt users purchasing fuel tax-free
within 30 days after the date of enactment.

(a) Expansion of excmpt persons able to
purchasc fucls tax-free
Same as the House bill, except also extends the
tax-free purchase rule to private buses currently ecligible
for a full or partial refund of the dicsel fuel tax.

(b) Treasury requircments
(1) Same as the House bill

(2) Same as the House bill, except Treasury is
required to issue such rules before October 1, 1988.



Present Law

House Bill

Senate Amendment

(c) Refunds of tax

(1) Since April 1, 1988, the cxemptions from these
fucls taxes arc realized through refunds or credits,
rather than tax-free sales as under prior law.

(2) A person entitled to a refund of $1,000 or
more during any one of the first threc calendar
quarters of a ycar may file a claim for refund of tax
aid for that quarter. Otherwise, the refund claim can
Ee made only at the end of the calendar year.

(d) Intcrest on rcfunds

No interest is paid on refunds of these excise taxes

(c)

(1) A special, one-time refund is provided for
off-highway exempt uscrs newly authorized to purchase
dicsel fucl tax-free. Such users may file a claim for
refund of tax paid after March 31, 1988 and before July
1, 1988, regardless of the amount of tax.

(2) No provision.

(d) Interest on refunds

(1) The special refund, (c)X1) above, iz to be made
with interest, determined at the regular deficiency rate
paid by the Federal Government on overpayments of
tax.

(2) No provision.

Effective date---Generally, applies to such fuels sold
after June 30, 1988.

(c) Refunds

(1) Same as the House bill, except that the claim
for the special refund may be made for tax paid after
March 31, 1988, and before October 1, 1988.

(2) The refund threshold is chan so that an
exempt uscr may file for a refund if at least $750 in
tax (in the aggregate) is paid as of the end of any of
the first 3 calendar quarters (without waiting until after
the end of the year).

(d) Interest on refunds

(1) The special refund, (c)(1) above, is to be made
with interest, determined at the interest rate charged by
the Federal Government on tax deficiencies.

(2) Where fuel is purchased tax-paid by an exempt
user (e.g., from a retail dealer), State and local
governments and off-highway exempt users (other than
bus operators) will be paid interest on refund claims at
the regular deficiency rate.

Effective date.~Generally, applics to such fucls sold
after Scptember 30, 1988.




Item

Present Law

IL ADDITIONAL SIMPLIFICATION
AND CLARIFICATION PROVISIONS

A. Sanction for Violstion of
Health Care Continuation
Rules (sec. 321 of the House
bill and sec. 431 of the
Senate amendment)

Certain group health plans are required to satisfy
health care continuation rules (sec.162(k) of the Code).
In general, pursuant to these rules, an employer is
required to provide qualified beneficiaries with the
opportunity to participate for a specified period in the
employer’s health plan after the occurrence of s
qualifying event that otherwise would have terminated
such participation. If a plan subject to the health care
continuation rules fails to satisfy the rules, all
deductions for expenses paid or incurred for group
health plans by m empY:lyer maintaining such plan are
disallowed for the year in which the failure first occurs
and all subsequent years up to and including the year
in which the failure is corrected. In addition, the

lusion from i for employer-provided health
coverage does not apply to the employer’'s highly
compensated employees for the time of the failure to
satisfy the health care continuation rules.

In general--The House bill replaces the present-law
sanctions for failures to satisfy the health care
continuation rules with an excise tax.

Amount of cxcise tax.~The amount of the excise tax
is $100 per day during the noncompliance period with
respect to s failure to satisfy the health care continuation
rules. The tax applies scparately with respect to each
qualified beneficiary for whom s failure occurs.

Noncompliance period.--The noncompliance period
generally begins on the date a failure first occurs and
ends on the carlier of (1) the date the failure is
corrected, or (2) the date that is one year after the last
date on which the employer could have boen required to
provide continuation coverage to the qualified beneficiary.
Subject to special rules described below, the
noncompliance period does not start on the date the
failure first occurred if it can be established that none
of the persons who could be liable for the tax knew, or
should have known, that the failure existed. In such a
case, the noncompliance period does not begin until any
of such persons knew or should have known of the
failure.

In general.-Same as the House bill, with the
exceptions noted below.

Amount of cxcisc tax.--Same as House bill, except
that if a failure occurs with respect to members of the
same family, the excise tax applies only once with
respect to the failure.

Noncompliance period.-Same as the House bill, except
that the general noncompliance period begins on the date
a failure first occurs and ends on the earlier of (1) the
date the failure is corrected, or (2) the date that is the
last date on which the employer could have been
required to provide continuation coverage.



Item

Present Law

House Blll

A. Sanction for Vieolation of
Health Care Continuation Rules--Coat.

Grace iod.--The excise tax generally does not apply
to any falure if such failure was due to reasonable
cause and not to willful neglect and the failure is
corrected within the first 30 days of the noncompliance
period.

Audit rule.—A special audit rule overrides the
inadvertent-failure and grace-period rules. Under the
audit rule, if a failure with respect to a qualified
beneficiary is not corrected by the date a notice of
examination of income tax liability is sent to the
employer and the failure occurred or continued during
the period under examination, the excise tax is not to be
less than the lesser of (1) $2,500 or (2) the excise tax
determined without regard to the inadvertent-failure and
grace-period rules. failures for any year are more
than de mi with to the employer (or
multicmployer plan in the case of coverage under such a
plan), $15,000 is mbmmted for 52500 for that year
with respect to such (or multiempl e plan)

P

and any other person liable with respect to the failure.

Maximum liability.--In the case of failures with
respect to plans other than multiemployer plans, the
maximum excise tax for failures during an employer’s
taxable year is the lesser of (1) 10 percent of the total
amount paid or incurred by the employer during the

eceding taxable year for the employer’'s group health
plans, or (2) SS(X)(XX). In the case of failures with

to a multi loyer plan, the maximum ecxcise tax
for failures during the taxable year of the trust that is
part of the plan is the lesser of (1) 10 percent of the
total amount paid or incurred by the trust to provide
medical care, or (2) $500,000. These caps on the
amount of the excise tax do not apply if the failure is
due to willful neglect.

Grace period.--Same as House bill.

Audit rule.--Same as the House bill, except that if the
excise tax is imposed on a person other than the
j)loyer (or multiemployer plan in the case of coverage
er such a plan), only violations of the continuation
covenge rules by such other person are taken into
in deter g her the violat are de
minimis.

Maximum liability,--Same as the House bill



Item

Present Law

House Bill

A. Sanction for Violation of
Health Care Continuation Rules--Cont.

Liable persons--In the case of a failure with respect
to coverage provided by a plan other than a
multiemployer plan, the employer is liable for the excise
tax. In addition, any other person is liable for the tax

if the person (1) is ible for ad
prmndmg benefits under the plan pursuant to | legully
ble written agr and (2) failed to perform

one or more of such responsibilities and thereby caused
(in whole or in Put) the failure. In addition, another
person may be lbable for the excise tax if the person
fails to comply with a written request of the employer
(or qualified beneficiary or plan administer) to make
available to qualified beneficiarics the same benefits that
the person provides to similarly situated active
employees. In the case of a multiemployer plan, the
rules described above Ap?ly, except that "multiemployer
plan” is substituted for "employer”.

Waiver.--The Secretary may waive all or part of the
excise tax if the failure is due to reasonable cause and
not to willful neglect to the extent the tax would be
unduly burdensome relative to the failure.

date.--Taxable years beginning after Dx b

Effective
31, 1988.

Liable personsa—Same as the Housc bill, except that
the Senate amendment does not contain the provision
providing that persons arc liable for the excise tax if
they are responsible for administering or providing
benefits under a written agreement.

Waiver.--Same as the House bill, except that the
Sccretary may waive to the extent the tax would be
excessive.

Effective date.-Same as the House bill.




Item

Present Law

B. Noodiscrimination Rules for Statutory
Employee Beneflt Plans (Sec. 322 of the
House bill and sec. 432 of the Senate
amendment)

a. Treamuy rules

b. Good falth

c. Testing perlod

d. Testing date

(a) Present law does not require the Secretary to
issue rules under section 89 by any specified date.

(b) With respect to any y requirement, in the
absence of rules issued by the Secretary, taxpayers are
required to comply with the statute based on its terms
and its legislative history.

(c) Under present law, each plan is tested for
discrimination under section 89 based on its plan year.
If an employer maintains plans of the same type with
different plan years, generally such employer is required
to apply the nondiscrimination rules to all such plans
during each such plan year because application of the
nondiscrimination rules generally requires aggregation of
all plans of the same type.

(d) Under present law, the nondiscrimination rules
generally apply based on benefits available and provided
during the entire year.

(8) The Secretary is required to issue rules by
October 1, 1988, providing guidance under section 89 on
which employers may rely. Such guidance is to address
those arcas not islative

dd d by the or legi
history and with re to which emrloyen need
immediate guidance in order to comply with the

nondiscrimination rules.

(b) Until the issuance of rules by the Secretary, an
employer’s pli with its ble interpretation
of section 89 based on the statute and its legislative
history, if made in good faith, constitutes compliance
with section 89.

(c) An employer may designate in its plans a common
12-month period for testing all or some of its plans even
if such plans have different Elm years and even if none
of the plans’ plan years is the same as the common
12-month testing period. (The testing period chosen by
the employer, whether it is this common 12-month period
or cach plan year, is referred to as the testing year.)

(d) Generally, the nondiscrimination rules are applied
based on the benefits available and provided on onc day
in a year (with appropriate adjustments for plan design
changes and highly compensated employee elections).

The testing date is required to be designated in the plan
and comsistently applied. For years beginning in 1989,
however, the conmstency requirement does not apply.

Also, the sworn statements regarding family status and
core health coverage from another employer generally are
required to relate to the facts in existence on the plan’s
testing date. This requirement does not apply to years
beginning in 1989.

(a) The Senate amendment modifics the House bill
with respect to the issuance of rules by the Secretary by
specifying that the rules are to include guidance with
respect to the qualification requirements and the line of
business or operating unit rules. The guidance with
respect to the line of business or operating unit rules is
to address the treatment of headquarters employces in a
manager that facilitates administration of the rules within
the expressed intent of the legislation.

(b) Same as the House bill.

(c) Same as the House bill.

(d) Same as the House bill.



Present Law

House Bill

f. Yaluation

g Comparahility

(e) Under present law, employers are required to
rate with ion 89 based on data
thh respect to all of their employees.

(f) For purposes of the nondiscrimination rules under
section 89, the Secretary is to promulgate tables that
establish the relative values of accident or health
coverage with any set of characieristics.  Such tables
may use an identifiable standard plan as o reference

t. These tables are to provide the

(e) Employeru are entitled to demonstrate compliance
with section 89 on the basis of a statistically valid

(¢) The sampling rules of the House bill are modified
by providing that sampling is treated as valid if the

random sample of emplo Le:s that is not i with
rules prescribed by the retary. Such random
sampling may be performed only by an independent third
party. For this purpose, umphng is treated as valid
only if the le size produce a
99-percent level of confidence t.hat the sample results
have a margin of error not greater than two percent.

(f) Under the House bill, any rules issued by the
Secretary with respect to the valuation of accident or
health coverage are effective as of the latest of (1) the
first testing year beginning at least 6 months after
issuance ? such rules, (2) the first testing year beginning
after D ber 31, 1990, or (3) the effective date

of valuing accident or health coverage.

Such tables are to be adjusted in certain instances to
take into account the specific coverage and group
involved. For le, in determining the value of
discriminatory covenge, the actual costs expended by
the employer may be taken into account and allocated
among all coverages, including the discr
coverage, on the basis of the relative values of such
coverages, as determined under the tables.

(8) Under present law, for purposes of applying the
80-percent test to accident and health plans, in general,
a group of plans are comparable and may be

egated as one plan if the least valuable plan has a
value of at least 9; percent of the value of the most
valuable plan.

specified by the Secretary for such rules. In addition,
the House bill provides a temporary special valuation
rule that applies prior to the effective date of rules
issued by the Secretary.

The House bill also provides that both during and
after the application of the temporary special valuation
rule, in determining the benefits provided under a
multiemployer plan, an employer generally may treat the
contribution it makes to the plan on behalf of an
employee as the benefit provided to the employee under
such muitiemployer plan. This special rule for
multiemployer plans does not apply to a multiemployer
plan that covers any professional (e.g., a doctor, lawyer,
or investment banker).

(8) Under the House bill, an employer may elect to
reduce the 95-percent figure to 80 percent. owever, in
any yecar that election is made, the 80-percent test is
modified to be a 90-percent test.

| method and sample size produce a 95-percent
level of confidence that the sample results have a margin
of error not greater than three percent.

(f) The Senate amendment modifies the House bill
provision regarding the effective date of rules unued by
the Secretary with respect to the val of or
bealth coverage by requiring that such rules be effective
no carlier than the first year beginning at least 1 year
after the issuance of such rules.

The Senate amendment modifies the House bill with
respect to the special valuation rule for benefits provided
under a multiemployer plan based on the em !Kloyer
contribution. The amendment provides that
is to prescribe rules for the allocation of contnbuuons
that relate to benefits of different types. Under such
rules, the allocation may be based on the prior year's
claims or premiums, if this is rcasonable under the
circumstances. The amendment also clarifies that an
employer may value benefits provided under a
multiemployer plan under the generally applicable
valuation rules without regard to the special rule.

(g8) The eral standard for comparability--that the
least vnlunbfmplm have a value equal to at least 95
percent of the value of the most valuable plan -- is
modified by subatituting 90 percent for 95 percent.



Present Law

Senate Amendment

b Comparability safe harbor

(h) No provision.

(h) No provision.

(h) For purposes of the 80-percent test, a group of
plans are treated as comparable with respect to a group
of employees if:

(1) such plans are available to all ploy within
the group on the same terms; and

(2) the difference in annual cost to the employees
between the plan in the group with the smallest
employee cost and the plan in the group with the
largest employec cost is not more than $100 (indexed
beginning in 1990 for increascs in the consumer price
index).

For purposes of the $100 allowable cost differential,
employee contributions may be compared only with oulier
employee contributions made on the same basis (ie.,
after-tax as opposed to pre-tax). If the employer clects
to test covenge of employces scparately from coverage

of and dents, the ;" owable cost
differential may be allocated between coverage of
cmployees and coverage of spouses and depeadents in
any way clected by the employer (e.g., $40 for employec
coverage and $60 for coverage of spouses and
dependents).

In addition, any other plan may be aggregated with
the group of plans described above if such other plan is
comparable (under the otherwise apphcable comparability
standard) to the plan within the group with the largest
employer-provided benefit.

A plan also may be treated as comparable to the
group of plans described above with respect to an
employee if (1) the employee is cligible under the plan
wi(ﬁin the group with the largest employer-provided
benefit, (2) the contribution under the plan outside the
group is within the range permitted with respect to the
group of plans, and (3) the employer-provided benefit
under the plan outside of the group is less than the
employer-provided benefit under the plan within the
group with the largest such benefit. The first two
requirements in the prior sentence only apply to
nonhighly compensated employees.



Present Law

L Benefits test aggregation

(i) Under present law, in applying the 75-rrccnt
benefits test to plans other than accident or health
plans (but not in applying the test to accident or health
plans), the employcr may aggregate with such plans all
plans of one or more different types (i.c., plans
providing benefits excludable under one or more
different Code sections). Thus, all accident or health
plans may be aggregated with plans of a different type
to help the non-accident or health plans satisfy the
75-percent test, but not to help the accident or health
plans satisfy such test. However, if accident or health
plans are aggregated with plans of a different type,
certain ial rules for accident or health plans do not
apply. Specifically, coverage of employees may not be
tested separately from coverage of spouses and
dependents and individuals may not be disregarded
based on receipt of core health coverage from another
employer.

(i) No provision.

(i) The Senate amendment liberalizes in two respects

an employer’s ability to aggregate plans of different
for purposes of the 75-percent bencfits test. First,

the amendment allows benefits of one or more types to
be aggregated with all accident or health benefits in
order to help the accident or health benefits satisfy the
7S5-percent benefits test. If the employer clects to test
employee accident or health coverage scparately from
coverage of sp and dependents, the non-accident or
health benefits may be aggregated all with the employee
coverage, all with the coverage of spouses and
dependents, or partially with respect to each (provided
that there arc no benefits of the same type not
aggregated with either).

The second modification of the aggregation rules is
that an employer may aggregate accident and heaith
benefits with benefits of a different type for purposes of
the 75-percent benefits test cven if the employer clects to
apply the 75-percent benefits test separately to coverage
of employees and coverage of employees’ spouses and
dependents. In the event of such scparate testing, the
employer may aggregate with the benefits of another
type the employee coverage, the coverage of the spouscs
and dependents, or both; however, for purposes of this
aggregation, no employee or family member may be
disregarded based on the reccipt of other health coverage
or on not having a family.



Present Law

House Bill

Senate Amendment

}Hmﬂnmnﬁhﬁgmdnh
90-percent/50-percent

k. Definition of plan

(§) Under present law, any elective contributions that
an employes may make under a cafeteria plan are
disregarded for purposes of the 90-percent/50-percent
test.

(k) Generally, under present law, each different
option is a separate plan.

(j) No provision.

(k) Under the House bill, each different option is
valued scparately, but is not considered a separate plan.
A plan is a group of options with comparable values
(under the otherwisc applicable comparability rules).
With respect to the nondiscrimination rules, the effect of
these changes is only one of terminology rather than of
substance. (For con , the p -law terminology
is used throughout this document.)

1HOR=

(j) Under the Senate amendment, clective contributions
under a cafeteria plan may be taken into account for
purposcs of the 90-percent/SO-percent test if the following
requircments are satisfied:

(1) the percentage of highly d ploy
eligible under the plan is equn lo or less than the
percentage of highly p ploy Ligibl
under the plan;

(2) all employees cligible under the plan are eligible
under the same terms and conditions; and

(3) no highly compensated employee eligible under the
ﬁ:n is eligible outside of the cafeteria plan for any

efit of the same type that is not available on the
same tcrml and condmom to every nonhighly

p ploy ligible under the plan.

Under the Senate amendment, an employer may
establish a limit on the available elective contributions
taken into account with to any employee for
purposes of the 90-percent/. cent test.

(k) Same as the House bill.



Present Law

House BIl

L Plan definition group-term life
losurance

(1) Generally, under present law, if two
insurance coversge vary in any way, they
considered scparate plans.

s of
il be

(1) The House bill provides an exception to the
general rule that if two types of insurance coverage vary
in any way, they will be considered scparate plans.
Under this exception, under rules prescribed by the
Secretary if, with re?ea to group-term life insurance
coverage, the required employee contributions vary
according to the age of the ecmployee, this variation will
not preclude treatment of the coverage as a single plan.

S =

(1) Under the Senate amendment, the House bill
exception applies in the same manner to group-term life
insurance coverage under which required employee
contributions vary according to the age of the employee,
but only up to a specified limit (e.g., the employee's
cost may not exceed $X per $1,000 of coverage).

The S d also del the House bill
provision under which an employer that uses the
exception in the House bill for age-related costs or the
exception provided above must use the same exception
with respect to all group-term life insurance coverage of
the employer. Under the amendment, if one of the
exceptions is used with respect to a plan, the same
exception must be used with respect to all plans
aggregated with such plan for purposes of 50-percent
test and the 80-percent test. In addition, for E.‘"P““
of applying the 90-percent/50-percent test and the
75-percent test, the employer must elect to apply the
tests as if it had used the general rule or one of the
two exceptions with respect to all plans being tested.




Present Law

House Bill

m Swom statements

n QOther coverage

(m) For purposes of applying the bencfits test to
accident or health plans, an employer generally may
clect to disregard any employee or family member of
an employee if such individual is covered by a health
lan that provides core benefits and that is maintained
gy lnother employer of the unployee or of the
(Scc sec. BHg)H2Xd)).
For pnrpom of the same tes, if the employer clecu to
test scparatoly the coverage of sp and d

(m) The present-law rules governing sworn statements

(m) Under the Senate amendment, the right of an

are modified by (1) not requiring that the st s be
on an IRS form; and (2) directing the IRS to supply
language for inclusion on appropriate employer documents
(such as enrollment forms). In addition, after initial
enrollment, the sworn statements are required to be
collected no more frequently than once every three years
cxcepl to the extent that an employee otherwisc makes

the employer may disrcgard employees who do not
have a spouse or dependent. In general, an employer
who elects either of these optional rules is required
annually to obtain and maintain adequate swom
statements on an IRS form to demonstrate whether
individuals have core health coverage from another
employer and whether employees have families.

Present law permits employers to secure the sworn
statements from a statistically valid sample of all
employees.

(n) Under present law, for purposes of applmg the
75-percent bencfits test to accident or health p
employer genera.lly may dm'egud any employee or
family of an employee if such individual
receives core health coverage from another employer of
the employee or of the employee's spouse or
dependents.

with respect to an employee benefit program
(mcludmg an clection not to participate).

Further, no highly ployee (or family
member) may be d.uregndcd “based on lheu receipt of
other core health coverage unless the employee has the
right, if such other coverage ccases, to elect health
coverage from the employer without regard to whether it
otherwise is open scason. For all purposes, such election
is to be on the same terms as if such employee initially
had clected health coverage from the employer and at a
subscquent open secason was changing such coverage. A
similar rule applies in the case of the treatment of an
employee as not having a family. The modifications
described in this aph apply to years beginning
after December 31, 1989.

Also under the bill, an employer (“first employ
may treat an individual as having core health covenfe
from another employer without a sworn statement if (1)
the first employer makes corc health coverage available
to the individual at no cost, and (2) such coverage and
all other core health coverage from the first employer
are rejected.

(n) The House bill expands the "other coverage" rule
in two respects. First, under the bill, an individual
could be disregarded based on core health coverage
reccived from another employer of any family member,
including a Euem. Second, with respect to testing
accident or health coverage, the 80-percent test is
modified to have two parts: (1) the present-law
80-percent coverage requirement with the “other
coverage” rule described above, and (2) a requiurement
that the plan be available to 80 percent of the
employer’s nonhighly compensated employees.

yee to clect health coverage from the employer
thhoul regard to whether it is scason is to be on
the same terms as if the employee initially had opted
out of health coverage (individual coverage or coverage
of his or ber spouse and dependcnu as the case may
be) and at a sub was electi
coverage. Thus, if the :mployet generally requu'el such
employees to demonstrate evidence of insurability at n
scason, the employer may do so under this special n:re
Also, the coverages required to be made available to the
employee are those, if any, thu would be avuhble
during open scason to a similarly situated ploy

(n) Samec as the House bill.
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o. Line of business

(0) Under present law, generally, if an employer is
treated as operaling scparale lines of business or
operating units for a year (sec. 414(r)), the employer
may apply the section 89 nondiscrimination rules

ately to each arate line of business or operating
unit for that year. is rule does not apply, however,
to any plan that does not satisfy the classification test
on an employer-wide basis. The classification test
generally is based on prior-law section 410(b)(1}(B) (as
modified judicially and administratively in the future),
but with the present-law definitions of highly
compensated employees and excluded employees.

For purposes of the rule described above, a bona
fide line of business or operating unit is not treated as
scparate unless (1) it has at least 50 employees; (2) the
employer notifies the Secretary with respect to the line
or unit; and (3) either certain guidelines are satisfied
or a determination is received from the Secretary.
There is a safe-harbor method of satisfying the third
requirement based on the proportion of highl
compensated and nonhighly compensated employees in
the line of business or operating unit (sec. 414(rX3)).

In addition, an operating unit is not recoﬁgnizpd for
purposes of these rules unless, for a bona fide business
reason, it is operated separately in a geographic arca
significantly separate from another operating unit in the
same line of business.

Present law provides special rules for allocating
employees who work for more than one line of
business or operating unit to a particular line of
business or operating unit. The first step in such
allocation is to allocate to a line of business or
oFcrlting unit any amgloyee who performs a majority
of his or her service for such line of business or
operating unit.

(0) Generally, the safe-harbor rule for lines of
business or operating units (sec. 414(r)3)) may be
applied based on the proportions of highly compensated
employees in the preceding testing year.

The present-law rules that allocate to a line of
busincss or operating unit any employee who performs a
majority of his or her services for such line of busincss
or operating unit are modified so that only employees
who perform at least 75 percent of their services for a
particular line of business or operating unit are required
to be allocated to such line or unit.

The modifications described above with respect to
scparate lines of business or operating units also apply
for qualified plan purposes.

LE =

(0) Generally, same as the House bill but with 1wo
additional provisions. Under the Senate amecndment,
activities are considered geographically scparate for
purposes of the rating unit rules if they are at least
35 miles apart. addition, for testing years beginning
in 1989, the classification test--passage of which is
required Lo use the scparate line of business or rating
unit rule--is to be the prior-law section 410(b)(1XB) test
without regard to any modification of such test by the
Secretary. These two provisions only apply for purposcs
of section 89 (and thus would not apply for purposes of
the qualified plan coverage test).
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p Acquisitions and dispesitions

¢ Definition of highly compensated
employees

r. Excluded employees mnder
plans

(p) Under present law, a special rule applies to
fac'lrim(e the application of sections 89 and 410(b) in
the casc of certain dispositions or acquisiti of a
business.

(q) In general, under present law, an employee,
including a self-employed individual, is treated as highly
compensated with respect to a year if, at any time
during the year or the preceding year, the employee
(1) was a S-percent owner of the employer (as defined
in sec. 416(1)); (2) received more than $75,000 in
annual compensation from the employer; (3) received
more than go,ooo in annual compensation from the
employer and was a member of the top-paid group
(generally, the top 20 percent by compensation) during
the same year, or (4) was an officer of the employer
(generally, as defined in sec. 416(i)).

(r) Generally, under present law, for purposes of the
nondiscrimination rules, employees who have not
completed one year of service (or, in the case of core
health benefits, six months of service) are disregarded.
However, the one-year and six-month figures gencrally
are reduced to the shortest initial service requirement
applicable to any employee for eligibility in a plan of
the same type.

(p) No provision.

(q) Employers are entitled to elect to determine their
high?y compensated employees under a simplified method.
The simplified method is the same as present law with
the following exception. An electing employer is not
required to determine the cmployees who (1) received
more than $75,000 in annual compensation from the
employer, or (2) received more than $50,000 in annual
compensation from the employer and were members of
the top-paid group. In licu of these determinations, the
employer is required simply to determine the employees
who received more than $50,000 in annual compensation
from the employer.

An employer is not entitled to make this election with
respect to a current testing year unless (1) the employer
did not maintain a top-heavy plan (sec. 416) at any
time during such year, and (2) at all times during such
year, the employer maintained business activities and
employees in at least two geographically separate arcas.

(r) Under the House bill, the initial service
requirement applicable under a multiemployer plan is not
taken into account in determining the extent to which
the one-year and six-month figures are reduced. This
special rule for multiemployer plans does not apply to a
multiemployer plan that covers any professional (e.g., a
doctor, lawyer, or investment banker).

(p) Under the Senate amendment, the Secretary is
authorized to prescribe additional rules with respect to
the application of sections 89 and 410(b) in the case of
certain business transactions. Such rules should facilitate
the application of sections 89 and 410(b) in such cases,
but at the same time ensure that repcated transactions do
not provide a means of avoiding section 89 or section
410(b).

(q) The Senate amendment modifies the House bill
rule providing an alternative mecans of determining an
emplo}yer'u highly compensated employes. The

del the requir that an employer
operate in at least two geographic arcas and not
maintain any top-heavy plans in order to use this
alternative rule.

(r) The Senate amendment extends the rule in the
House bill with respect to the initial waidng period for
multiemployer plans to employees excluded based on
their age, part-time status, or seasonal status. Thus, the
exclusion (or lack thercof) under a multiemployer plan
(as defined under the House bill) of employees based on
age, part-lime status, or scasonal status would not affect
the employer’s ability to disregard employees based on
different age, part-time, or seasonal rules.
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(s) Under present law, under certain circumstances,
employees who normally work less than 17-1/2 hours
per weck are disregarded in applying the
nondiscrimination rules. There also are special rules
for employees who work less than 30 hours per week.

(s) The House bill provides a simplified method of
determining the number of hours an employee is
considered to work normally in a week. Until the end
of the applicable testing year in which an employee
commences work, an employee is considered to work
normally the average number of hours such employee is
scheduled to work during such year (disregarding any
time the employee is not ployed by the employer).
The determination of the average scheduled hours is to
be made in good faith and is to take into account
periods in which it is expected that hours will be higher
due to, for example, scasonal business cycles.

For subsequent testing yecars, an employee is
considered to work normally the average number of
hours worked during the preceding testing year
(disregarding any time the employee was not

(s) The House bill method for determining the number
of hours an employee is considered to work normally in
a weck is modified. Under the Senate amendment, for
a testing year, an employee is considered to work
normally the average number of hours worked during the
period in the testing year prior to the testing date. If
such period is less than 60 days, an employee is
considered to work normnlly (1) the average number of
hours worked during the prior testing year, or (2) if the
employee did not work at least 60 days during the prior
teting year, the average number of hours such employee
is scheduled to work, as of the testing date, during the
longer of (i) the next 60 days, or (ii) the period
between the testing date and the end of the testing year.
For Eurpom of all of the above rules, iods durin

ich an employee does not work are disregarded.

d

7
by the employer). In determining the number of hours
an employce has worked or is scheduled to work, rules
similar to the qualified plan "hour of service” rules
apply.

t follows the House bill with retpect to how
scheduled hours are to be determined and the definition
of hours worked.

In addition, present law permits the employer-provided
benefit to be proportionately reduced under q)ecigcd
rules for employees who normally work less than 30
hours per week. These rules may not be applied,
however, for any purpose in a plan year unless during
such year morc than 50 percent of the nonexcludable
employees (determined without regard to hn’ﬂ:)viaiml)
normally work at least 30 hours per wecl

amendment would allow the proportional reduction
without regard to the 50-percent test described in the
preceding sentence.
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t Definition of compensation

(t) For purpose of applying the nondiscrimination
rules to group-term insurance, compensation, as defined
under section 414(s), may be taken into account
(subject to the limitation under sec. 401(a)(17)), so that
coverage that is proportional to such compensation is
nondiscriminatory.

(u) Under present law, certain employee benefit
plans, including accident or health plans, arc subject to
certain qualification rules. One of those rules is that
the plan is required to be in writing.

(t) No provision.

(u) Employers are entitled to comply with the written
plan requirement of section 89(k)(1)(A) for any plan
year beginning in 1989 by completing the required, full
written documentation by the end of such plan year.
For years beginning after 1989, rules prescribed by the
Secretary are to permit employers a reasonable period to
move a written plan evid by a collection of
scparate written documents to a written plan evidenced
by a stand-alone document.

(t) The Senate amendment modifies the definition of
compensation for purposes of applying scction 89 to
group-term life insurance. Under the amendment, for
testing years beginning in 1989 and 1990, an employer
may apply section 89 to group-term life insurance by
using, in lieu of compensation as defined under section
414(s), base compensation. Thus, for exzmple overtime
and bonuses are disregarded. For testing years beginning
after December 31, 1990, the employer may use basc
compensation, or another definiti p
provided that based on the expenenoe in the prior year
such definition of compensation is not duu:nmmatory A
definition of pensation will be
nondiscriminatory if the ratio of (i) the average
compensation of the nonhighly compensated employees
under the alternative definition to (i) the average
compensation of the nonhighly compensated employees
under section 414(s) is at least 90 percent of the same
ratio for highly campensated employees.

(u) The Senat d del the implication in
the bill that, after a transition period, the wnung
requirement may only be satisfied by a stand-alone
document.
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w. Penalty for faflure to report

(v) Benefits provided by anplog'en to former
employees are subject to section

(w) Except to the extent provided by the Secretary,
if an employer (mcludmg an employer exempt from
tax) does not report the discriminatory excess to the
affected employees and the IRS on Forms W-2 by the
duc date (with any extension) for filing such Forms
W-2, ail benefits of the same type provided to such
employees are subject to an employer-provided sanction
without regard to whether the employees report some
ar all of the benefits as income. Under this sanction,
the employer is liable for a tax at the highest
individual rate on the total value of benefits of the
same type provided to employees with respect to whom
the employer failed to report the discriminatory excess.
This tax, however, does not apply if the employer can
demonstrate that the failure to report was due to
reasonable cause.

(v) Employees who ulled from service prior to
January 1, 1987, generally may be dlsugudetr

applying the nondiscrimination rules to former employees,
except with respect to benefit increases after the cffective
date of section 89.

(w) The penalty tax on the employer for the failure
to report discriminatory excess with respect to an
employee is the penalty tax determined under present law
reduced, prior to multi })bcnion by the highest individual
rate, by the the discriminatory cxaeu.I{mperly
reported by the employer in a tmely fashion. e
same rule a hel in the case of amounts includible by
reason of a failure to satisfy the qualification rules.

(v) The Senate amendment makes three modifications
to the House bill with respect to former t:nployeel.
First, the mdfllher rule applies to all
separated service prior to January 1, 1989 (uther
than .hnunry 1, 1987), with resgect to the level of
benefits provlded on December 1988. Second, any
Federally mandated increasc with respect to an employee
who separated from service prior to January 1, 1959 is
not considered a benefit increase and thus would be
included within the grandfather rule. Third, a benefit
increase after December 31, 1988, with respect to an
employee who separsted from service before January 1,
1989, is disregarded if (1) it is provided in the same
manner to employees who scparated from service after
December 31, 1988, as it is to employees who scparated
from service befon January 1, 1989, and (2) the bcncﬁt

is y with respect to empl
who separated from service after December 31, A
benefit increase will be considered provided in lhc same
manner to the two groups of former employees if it is
provided to the same rcasonable classes of former
employees within cach group (e.g., all employecs who
satisfied certain reasonable length of service
requirements).

(w) Under the Senate amendment, the penalty for
failure to report income includible under section 89 only
applies to the portion of the employee’s benefit that
bears the same relationship to the total benefit as the
unreported amount bears to the entire amount that should
have been reported.
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x. Dependent care assistance

z Reporting requirements for
multiemployer plans

(x) Under present law, a benefits test applies to
dependent care assistance programs that are not

(x) The House bill allows employers to eclect to take

as satutory emplo benefit plans under section 89
(sec. 12%(dX8)). For purposes of applying this benefits
test to salary reduction amounts, employees with
compensation (as defined in sec. 414(qX7)) below
$25,000 are to be disregarded.

(y) Under present law, employers are allowed to
limit the elections of highly compensated employees
under a ctfe(cnl plan to the exient necessary to
comply with th licabl rules (e.g.,

. 89 or sec. 12§(c)(7)) However, these limitations
are to be applied in the manner prescribed for
allocating discriminatory excess among highly
compensated employees.

(z) Under present law, employers are required to file
information returms with respect to group-term life
insurance plans, accident or health plaxu group legal
scrvices plans, cafeteria plans, ed assistance
programs, and dependent care assistance proynml (sec.
6039D).

into employees with compeasation below $25,000
for purposcs of applying the dependent care benefits test
to salary reduction amounts.

(y) No provision.

(z) No provision.

Effective date-Except as otherwise provided, these
rovisions are effective as if included in the Tax Reform
Act of 1986.

(x) Genenlly, same as the House bill but with an
additional provision. The Senate amendment clarifics
that the nondiscriminstion tests that a'Eply to dependent
carc assistance programs, other than the concentration
test (sec. 12%(dX4)) and the bencfits test (sec. 129(dX(8)),
apply only to the availability of the program, not to the
utilization of the program. This provision is a
clarification of present law retroactive to the addition of
the relevant nondiscrimination tests.

(y) Under the Senate amendment, the limits could be
spplied in any manner used consistently by the employer
that precludes employer discretion during the year in
which the limitation applics. For years beginning after
December 31, 1989, such nondiscretionary method is
required to be established in the plan document prior to
the beginning of the year to which the method applics.

(z) Under the Senatc amendment, in the case of
benefits provided under a multiemployer plan, the
Secretary is to allocate the report 128 renponsﬂnlny with
respect to the plan under section 6039D
cmployer and the multiemployer plan bued on the
agreement between the parties.

With resp to any multiemployer plan, this provision
is effective retroactively to the ‘date that section 6039D
first applied to the plan.

Effective date.-Same as the House bill.
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C. FEstate and Gift Tax: Estate Freezes
(sec. 204(s) of the House bill and sec. 433
of the Senate amendment)

1

Scope of provision

Section 2036(c) includes certain transferred property
in the transferor’s estate. The section applies if a
person holds a substantial interest in an enterprise and
in effect transfers property having a disproportionately
large share of the potential appreciation in such
person’s interest in the enterprise while retaining a
disproportionately large share of the income of, or
rights in, the enterprise.

(a) Language stating that the retained income or
rights must constitute a "disproportionately” large share
of such income or rights is elimi d. In addition, the
substantial interest requirement is met if the transferror
holds a substantial interest in the enterprise cither before
or after the disproportionate transfer.

Effective date.--The elimination of the language
requiring that the retained income or rights constitute a
disproportionately large share of such rights is effective
for decedents dying after December 31, 1987. The
change with respect to the substantial interest test is
effective for disproportionate transfers on or after June
21, 1988.

(b) Section 2036(c) does not apply by reason of the
retention of certain interests. One such interest is
qualified debt, which, among other things, is required to
have a fixed maturity date within 15 years of issue, and
not to be subordinated by its terms to the claims of
general creditors. In addition, qualified debt must not
grant voting rights or place any limitation (other than in
a case where the debt is in default) upon the exercise
of voting rights by others.

Effective date.--Decedents dying after December 31,
1987.

(a) No provision.

(b) Same as the House bill, except that qualified debt
necd not have a fixed maturity date within 15 years of
the date of issue. In addition, such debt need not by
its terms be subordinated to claims of general creditors.
Finally, the requirement that qualified debt not grant
voting rights permits voting rights when there is a
default as to payment of interest or principal.

Effective date.—-Same as House bill, except that a
taxpayer with an interest in an enterprisc qualifying
unLr a statutory exception on January 1, 1990, is
treated as if his interest was excepted from section
2036(c) from December 17, 1987.
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2

Deemed gift

Under section 2036(c), the value of the transferred
property is includible in the transferor's gross estate if
the transferor retains an interest in the enterprise for
his life. It is includible regardiess of whether the
transferee retains his interest in the enterprise or the
transferror makes subsequent transfers which restore
proportionality to the holdings in the enterprise.

If cither the original transferror transfers his retained
interest, or the original transferec transfers the transferred
property to a person other than the original transferror
or a member of the original transferror's family, then
the original transferror is treated as making a gift of
property to the original transferee equal to the amount
which would have been includible under section 2036(c)
in his estate had the transferror died at that time. No
amount is later included in the transferror's estatc under
section 2036(c) to the extent of prior deemed gifts.
Terminations, lapses and other changes in any interest in
property of the transferror or transferee are treated as
transfers for this purpose.

Effective date.--Disproportionate transfers occurring on
or after June 21, 1988.

Same as the House bill, except that terminstions,
lapses and other changes in interests in the enterprisc
are not treated as transfers. In addition, a deemed gift
occurs upon the transfer of property to the original
transferror, but the of the d d gift is reduced
by the excess of the fair market value of such property
over the consideration paid by the original transferror.
Finally, the deemed gift is reduced by the value of the
transferror’s right to recover the gift tax from the
transferce (described below).

Effective date.-Same as the House bill.

3.

Regulatory authority

Under section 2036(c), an individual and his spousec
are treated as onc person.

The Secretary of the Treasury is granted regulatory
authority to prescribe circumstances in which an
individual and spouse shall not be treated as one person.
In addition, the Secretary of the Treasury is required to
prescribe regulations as arc appropriate to carry out the
purposes of section 2036(c) and to prevent avoidance of
its purposes through distributions or otherwise.

Effective date.--Decedents dying after December 31,
1987.

Same as the House bill.

Effective date.—Same as the House bill.
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4. Right of contribution

An executor has no right under Federal law to
recover a portion of the estate tax attributable to
property includible under section 2036 from the owner
of such property.

If any part of the gross estate consists of property
includible by reason of section 2036, the estate may
recover from the person receiving the property an
amount which bears the same ratio to the total estate
tax paid as the value of the includible property bears to
the taxable estate. A similar right is created with
respect to deemed gifts. The right of contribution does
not apply if the decedent otherwise directs in a provision
of his will specifically referring to the statute.

Effective date.—-Decedents dying after December 31,
1987.

Same as the House bill, ¢ t that there is no right
of contribution against a charitable remainder trust.
addition, where the decedent lacks a will, there is no
right of contribution if the decedent so directs in a
revocable trust.

Effective date.~Same as House bill, except that the
right of contribution for gift tax applics with respect to
di?rq)cnianle transfers made on or after June 21,
1988, and the right of contribution for
includible in the estate under section 2036(a) or section
2036(b) applics with respect to property includible by
reason of transfers made after the date of enactment.

S:

Adjustments

Appropriate adjustments are made for the value of
the retained interest.

No provision.

The provision directing that appropriate adjustments be
made for the value of the retained interest is replaced
by one requiring that rules similar to section 2043 be
applied in determining the adjustment for the
consideration received. In addition, the Secretary of the
Treasury is directed to perform a study as to the
appropriate adjustment under section 2036(c).

Effective date,—Decedents dying after December 31,
1987. The Secretary is required to report the results of
the study to the Committee on Finance of the Senate
and the Committee on Ways and Means of the House
of Representatives oot later than January 1, 1990.

Zil =
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D. Tax Treatment of Indian Fishing
Rights (H.R. 2792, as by the
House, and secs. 411-414 of the Senate
amendmeant)

a. Income derived from exercise of
fishing rights

b. Definition of flshing rights-related
activity

c Defloition of qualified Indian entity

(a) Indians gencrally are subject to Federal tax in
the same manner as other U.S. citizens, absent a
geaﬁc Federal C ly, the Tax

ourt has ruled in three cases that income derived by
Indians from protected fishing activitics u taxable, and
the Internal Revenue Service has defi in

(a) No provision, but a separate bill, H.R. 2792,
provides that income derived by individual members of
an Indian tribe, or by a qualified Indian entity, from
fishing rights-related activity is cxempt from Federal and
State tax, mcludmg income, social security, and
insurance taxes.

other cases.

Various treatics, Federal statutes, and executive orders
reserve to Indian tribes (mostly in the West and Great
Lakes regions) rights to fish for subsistence and
commercial purposes both on and off reservations.
Because the treaties, statutes, and executive orders were
adopted before passage of the Federal income tax, they
do not expressly provide whether income derived b
Indians from protected fishing activities is exempt {rom
taxation.

ployment P

(b) Defines fishing rights-related activity to mean, with
respect to an Indian tribe, any activity directly related to
harvesting, processing, or transporting fish harvested in
the exercise of a recognized fishing right of such tribe
or to sclling such fish but only if substantially all of
such harvesting was performed by members of such
tribe.

(c) Defines a qualified Indian entity as an entity in
which (1) all of the equity interests are owned by tribal
members; (2) substantially all of the management
functions are performed by tribal members; and (3) if
the entity engages in substantial processing or
transporting of fish, at least 90 percent of the annual
?xou receipts are derived from the exercise of frolectcd

shing rights of tribes whose members own at least a 10
percent equity interest in the entity.

(a) Same as H.R. 2792.

(b) Same as H.R. 2792.

(c) Same as H.R. 2792, except the Treasury
Department is provided authority to issue regulations that
exempt an entity from the requirement that, if the entity
engages in substantial processing or transporting of fish,
at least 90 percent of the annual gross receipts must be
derived from the exercise of protected fishing rights of
tribes whose members own at least a 10 percent equity
interest in the entity.
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(d) Provides that if income from fishing rights-related
activity is exempt from Federal tax, then such income
may not be subject to tax under State or local law,

(c) Provides that income from protected Indian fishing
activitics is exempt fram Federal taxes only to the
extent provided for by the bill. Provisions securing any
fishing right for any Indian tribe in any treaty, law, or
executive order shall not be construed to provide an
excmption from Federal tax.

Effective date.--All periods beginning before, on, or
after the date of enactment.

(d) Same as H.R. 2792.

(e) Provides that nothing in the bill shall create any
inference as to the cxistence or nonexistence, or the
scope, of any exemption from tax for income derived
from fishing rights secured by any treaty, law, or
executive order.

Effective date.~-Same as H.R. 2792.




Item

IIL EXTENSION AND MODIFICATIONS
OF EXPIRING TAX PROVISIONS

A. Extension of Exclusion for
Employer-Provided Educational Assistance
(sec. 301 of the House hill and sec. 788
of the Senate amendment)

Under prior law (taxable years beginning before
January 1, 1988), an employee's gross income for
income and employment tax purposes did not include
amounts paid or incurred by the employer for
educational assistance provided to the employee (without
regard to whether the education was job-related) if such
amounts were paid or incurred pursuant to an
educational assistance program that met certain
requirements (sec. 127). This exclusion, which expired
for taxable years beginning after December 31, 1987,
was limited to $5250 of educational assistance provided
with respect to an individual during a calendar year
and was not available for education involving sports,
games, or hobbies.

Extension,—The section 127 exclusion for educational
assistance is restored retroactively to the date of
expiration and il cxtended so that it cxpires for taxable
Kc‘:n begir ber 31, 1990. The prior-law
imit of $5250 L g $1,500.

education.--The exclusion does not apply

to any pnymenl for, or the provision of any benefits
with respect to, any graduate-level courses of a kind
normally taken by an individual pursuing a program
leadxng to a law, business, medical, or similar advanced

or professional degree For this purpose, the
phrase "graduate-level course” means a course taken by
an individual who (1) has reccived a bachelor’s degree
(or the equivalent thereof), or (2) is receiving credit
toward a more advanced degree.

The ion 127 li ion with to
graduate- lcvel courses does not affect the cligibility of
beaefits paid to gxndune teaching or
research assistants at colleges or universitics to be
luded from i under 117(d) subject to the
compensation limitation of section 117(c).

Sports, games, and hobbics.--The bill chnﬁeu that
education with respect to a subj consid

a sport, game, or hobby, such s photography or
gardening, is ineligible for the exclusion unless such
education (1) has a reasonable relationship to an activity
maintained by the employee for profit, (2) has a
reasonable relationship to the business of the employer,
or (3) is required as part of a degree program.
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--The section 127 exclusion is restored
rcu'oacuvely to the date of expiration and is extended s0
that it expires for taxable years beginning
December 31, 1988.

D education,--Same as the House bill,
except the prior-law rules relating to benefits provided to
graduate teaching and research assistants are retained
under sections 117(d) and 127.

Sports, games, and hobbics,--Same as the House bill



Item Present Law House Bill Senate Amendment

A. Extension of Exclusion for Single trust.--No provision. Single x:n.m-‘lx was unclear under prior law whether
Employer-Provided Educational the prohibition on providing employees with a choice
Assistance--Continued between nontaxable educational assistance benefits under

section 127 and other remuneration includible in gross
income prohibited the provision of taxable and nontaxable
educational assistance benefits from a single trust. The
provision clarifies the prior-law rules so that it is
permissible to pay taxable and nontaxable educational
assistance benefits from the same trust.

Effective date,--Date of en The d ] Effective date.-Generally cffective as of the date of
with resp=ct to the $1,500 limit and graduate-level the expiration of the exclusion. The provisions with
education apply to taxable years beginning after respect to hobbics and single trust are considered to be
December ;l, 1988. The amendment with respect to retroactive clarifications of prior law.
hobbics is considered a retroactive clarification of prior
law.




Item

Present Law

House Bill

Sepate Amendmeat

B. Extension of Exclusion for
Employer-Provided Group Legal Services
(sec. 789 of the Senate amendment)

Under prior law, amounts contributed by an
employer to a qualified group legal services plan for an
employee or amounts reimbursed to an employee for
legal services under such a plan were excluded from
the employee’s gross income (sec. 120). In addition,
under prior law, an organization, the exclusive function
of which was to provide legal services or
indemnification against the cost of legal services as part
of a qualified group legal services plan, was entitled to
tax-exempt status (sec. 501(c)(20)). The exclusion for
group Iegal services benefits and the tax exemption
expired for taxable years ending after December 31,
1987.

No provision.

The Senate amendment restores the exclusion for group
legal services and the exemption for group legal services
organizations retroactively to the date of expiration and
extends them so that they expire for taxable years
ending after December 31, 1988. The exclusion is
limited to an annual premium value of $70. The
provision under a tax-exempt trust of group legal
services benefits in cxcess of the $70 annual limit and
taxable solely for that reason will not cause the trust to
lose its tax-exempt status. Similarly, for taxable years
ending before January 1, 1989, the provision under a
cafeteria plan of a group legal services benefit that is
taxable solely because the annual $70 limit will not
disqualify the cafeteria plan.

Effective date,-The provision is effective as of the
date of the expiration of the exclusion and exemption.
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Item

C. Low-Income Rental Housing Tax
Credit

1. Extenslon of the low-i rental
housing tax credit (sec. 302 of the House
bill).

A credit is allowed in annual installments over 10
years for qualifying low-income rental housing (Code
sec. 42). To qualify as a credit project, at least 40
percent of the housing units in the project must be
occupied by tenants havmg incomes of 60 t or
less of the area or 20 p of the
housing units must be occupied by tenants having
incomes ot' 50 percent or less of the area median
income. rty on which a low-income housing
credit is clum ceases to qualify as low-income rental
housing or is disposed of beforc the end of a 15-year
credit compliance period, a portion of the credits may
be recaptured. Credit authority is scheduled to expire
after December 31, 1989.

The low-income rental housing credit is extended for
one year, through December 31, 1990.

Effective date--Date of enactment.

No provision.

2. Modificati to the {

housing tax credit (sec. 368 and 369 of
the House bill and sec. of
amendment)

A tax credit payable in annual installments over 10
ears is available for qualifying low-income reatal
ousing. Credit authority is granted by State agencies
subject to an annual credit authority limitation for each
State.

(a) To be a qualified low-income project, an allocation
of credit authority must be received from the State in
the year in which the building is placed in service.
States may not carryover unused credit authority from
one year to the next. A limited exception to these
rules permits carry over of credit authority from the
last year of authorized credit authority if a project is
cither new construction or a substantial rehabilitation,
more than ten percent of anticipated costs were incurred
before 1989, and the building is placed in service by
the end 1990.

®) To qu:hfy as a credit project, the pro;ect must
meet lo tenant p
s. In addiu the gross rent chuged to
low-income tenants may not exceed thirty percent of the
licable area qualifying as low
income. Qualifying tenant mcnmeu are adjusted for
family size.

(a) No provision.

(b) The bill would provide that changes in family size
resuiting from death, divorce, separation, and
abandonment be disregarded in determining the maximum
gross rent that may be charged an existing low-income
teoant.
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(a) The amendment permits a building to be placed in
service in the year in which the credit allocation is
received or in cither of the two succeeding years
provided that at least ten percent of the expected project
costs were paid by the end of the year in which the
credit allocation was received. The ameodment applies
anly to credit allocations for new construction and
substantial rehabilitations.

(b) No provision.
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Present Law

House Bill

2. Modifications to the low-income rental
bousing tax credit-continued.

(c) If property for which a low-income housing credit
is claimed ccases to qualify as low-income rental
housing or is disposed of, a portion of the credits may
be recaptured. Partnerships having more than
thirty-five partners, with no more than fifty percent of
the partnership interest being held by corporations, may
elect to have the recapture determined at the
partnership level rather than at the partner level.

(c¢) The bill removes the restriction on corporate
ownership for certain large partnerships. The bill also
reverses the election of prior law, making large
partnerships subject to recapture at the partnership level
rather than the partner level, unless they clect otherwise.

(d) Committee report language is provided to clarify
that a housing project is not disqualified from receiving
a credit allocation solely b the developer undertook
the project as a condition of receiving zoning variances
for other, non-low-income-housing property.

Effective date --Generally, as if included in the Tax
Reform Act of 1986; however, those partnerships which
under existing law did not elect recapture at (Ee
partmership level will have until six months after the
date of enactment to elect to retain that treatment.

(¢) No provision.

(d) No provision.

Effective date.—Effective for all credit allocations made
after December 31, 1987.
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Present Law

House Bill

Senate Amendment

D. Qualified Mortgage Bonds and
Mortgage Credit Certificates.

1. Extension of authority to lssue .
qualified mortgage boods (QMBs) an
mortgage credit certificates (MCCs) (sec.
303 of the House bill and sec. 787 of the
Senate amendment)

Qualified mortgage bonds arc tax-cxempt bonds, the
proceeds of which are used to make mortgage loans to
qualifying first-time homecbuyers. These bonds are
issued subject to State private activity volume
limitations. States and local governments may elect to
trade bond authority and issue mortgage credit
certificates.  Authority to issue qualified mort
;nd mgﬂg:ge credit certificates expires after
1, 1988.

ge bonds
mber

The bill extends for two yecars, through December 31,
1990, authority to issue qualified mortgage bonds and
mortgage credit certificates.

Effective date Date of enactment.

The amendment extends for six months, through Junc
30, 1989, authority to issue qualified mortgage bonds and
mortgage credit certificates.

Effective date Date of cnactment.

2. Modification to QMB and MCC
requirements (sec. 303 of the House hill
and secs. 737 and 739 of the Senate
amendment)

(a) Qualifying iocome Umits: family
size adjustment

(b) Qualifying Income limits; high and
low housing cost areas

(s) Income limits are not adjusted for family size.

(b) To be a qualifying buyer, the income of the
mortgagor cannot exceed 115 percent of the higher of
area or State median income. The income limit is not
adjusted for family size. (A limit of 140 percent
exists for certain financing in designated targeted arcas.)

(a) The bill adjusts the applicable income limit for
family size. In one or two person families, the income
of the income of the mortgagor cannot exceed 100
percent (120 percent for targeted areas) of area median
income. Larger families retain the 115 percent (140
percent targeted) test.

(b) Mortgagors incomes are tested by reference to area

dian i and adj are made to the income
limitations in thosc arcas where housing costs are high
or low compared to national standards.

(a) No provision.

(b) Adjustments are provided for high housing cost
arcas. The choice of higher of arca or State median
income is retained.



Present Law

House Bill

(c) Modification of qualifying purchase
price llmitations

(d) Modification of arbitrage rebate rules

(¢) Requirement to lend proceeds within
three years and to redeem outstanding

(N Recapture of special subsidy for
certain bigher income beneficiaries

(c) The purchase price of the homes assisted with
QMBs and MCCs may not cxceed 90 percent (110
percent in targeted arcas) of the average area purchase
price of homes in the area. Ground leases are
capitalized under Treasury regulations, but only if the
rental amount is known for the entire term of the
lease.

(d) Issuers of qualified mortgage bonds and qualified
veterans' mortgage bonds are permitted to retain
arbitrage profits camed on nonpurpose investments
(rather than rebate these profits as is required of other
tax-exempt bond issuers) provided those profits are used
to benefit assisted homebuyers.

(¢) There is no statutory period in which bond
proceeds must be spent nor a redemption requirement
for unspent procceds.

(f) The special subsidy provided by qualified mortgage
bonds and mortgage credit certificates is not recaptured.

(c) No provision.

(d) The bill uires issuers of qualified mortgsge
bonds and qualified veterans’ mortgage bonds to rebate
to the Pederal government arbitrage profits eamed on
nonpurpose investments.

(¢) The bill requires all proceeds of qualified mortgage
bonds to be used to finance loans within three years of
the date of issue. Unexpended proceeds must be used to
redeem outstanding bonds. In addition, prepayments of
loans must be used to redeem outstanding bonds.

(f) The bill requires the recapture of all or part of the
subsidy of the qualified mortgage bond or mortgage
credit certificate on dispositions of bond- or
certificate-assissted housming which occur within ten years
of the original purchase gy certain high income
mongs!gon (where income has increased substantially
since they acquired the home). The maximum amount
recaptured is 1.25 percent of the original balance of the
loan for cach year the loan is outstanding, or 50
percent of the gain, whichever is less. The 1.25 percent
per year is phased-out during the second five years of
the recapture period.

Effective date —(2)(a)-(¢) Bonds issued after December
31, 1988. For (2Xf), loans originating after December
31, 1988, except loans originated after that date are
exempt if made with bond proceeds subject to binding
contracts entered into prior to June 23, 1988, or from
bonds issued before August 1, 1988, pursuant to State
bond volume allocations applied for before July 1, 1988.

(¢) The amendment directs the Treasury to provide, in
its regulations, a method for determining the capitalized
value for ground leases in cases where the lease term
has at least 35 years remaining with the rent known for
at least the first 10 years, but not the entire term.

(d) No provision.

(¢) No provision.

(f) No provision.

Effective Date For (2)(b), bonds issued after
December 31, 1988. For (2)(c), bonds issued after the
date of enactment.
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Item Present Law House Blll Senate Amendment

E. Extension of Special Stud Loan Generally, any arbitrage profits earned on nonpurpose No provision. Provides a 6-month don of the ption,
Bood Arbitrage Rules (sec. 790 of the investments acquired with the gross proceeds of any through July 1, 1989.
Senate amendment) tax-exempt bond must be rebated to the United States.
In addition, temporary periods when bond procceds may Effective date.--Date of cnactment.
be mveued in hlghcr yleldmi s are ily
onds. The Tax Reform

Act of 198J Frowded an exception from these
requirements certain qualified student loan bonds
issued before January 1, 1989.

F. Extension of Business Energy Tax Three business energy tax credits are scheduled to No provision. These credits are extended through June 30, 1989, at
Credits for Solar, Geothermal and Ocean expire after December 31, 1988: the present (1988) tax credit rates.
Thermal Property (sec. 791 of the Senate (1) Business solar--10% credit
amendmeat) (2) Geothermal--10% credit Effective date.--The cxtension is effective on and
(3) Ocean thermal-15% credit. after January 1, 1989.

These credits were extended through 1988 in the
Tax Reform Act of 1986, with the tax credit rates
shown above cffective for calendar year 1988.
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House Bill

G. Research and Development Provisions

1. Extension of research tax
credit (sec. 305 of the House bill and sec.
793 of the Senate amendment)

A 20-percent tax credit is allowed for the amount of
qualified research expenditures paid or incurred by a
taxpayer during a taxable year that exceeds the average
amount of the taxpayer’s yearly qualified research

expenditures in the base period (generally, the preeeding'

three taxable years). The credit also applies to certain
payments to universities for basic research.

Under present law, the credit is scheduled to expire
after December 31, 1988.

of credit.--The present-law research credit
(including the university basic rescarch credit) is extended
for two additional years, i.e., for qualified rescarch
expenditures incurred through December 31, 1990.

GAQ .--The General Accounting Office is directed
to conduct a study of the structure, operation, and
effectivencas of the credit, and to submit a report on the
study (including any r dations for targeting the
credit more effectively and otherwise improving the
credit) to the Committee on Ways and Means by
December 31, 1989.

Effective date.--Datc of cnactment.

Exicnsion of credit.--The present-law research credit
(including the university basic rescarch credit) is extended
for three additional months, i.e., through March 31,
1989. A pro rata rule applics for purposes of
computing the extended credit, pursuant to which the
taxpayer's qualified rescarch expenditures (or basic
rescarch payments) for January 1, 1989 through March
31, 1989 are deemed equal to onec-quarter of the
taxpayer’s actual quaﬁ%ed research expenditures (or
basic research payments) for January 1, 1989 through
December 31, 1989.

GAQ study.--No provision.

Effective date.—-Date of enactment.

2. Denial of deduction for
amounts allowed as a research credit (sec.
306 of the House bill)

Under present law, the amount of the taxpayer's
scction 174 or other deduction for rescarch expenditures
is not reduced by the amount of any section 41 credit
also allowed to the taxpayer for the same research
expenditures.

No deduction (under sec. 174, sec. 170, or otherwise)
is allowed for that portion of the taxpayer's qualified
research expenses or basic rescarch payments otherwise
allowable as a deduction for the year that equals the
amount of the taxpayer’'s section 41 credit determined
for that year. A similar rule applies where the taxpayer
capitalizes, rather than expenses, qualified research
expenses pursuant to section 174.

Under the provision, the taxpayer may elect not to
claim the full amount of the credit that otherwisc would
be available, thereby avoiding reduction of the section
174 deduction where the limitation imposed by the
alternative minimum tax prevents full use of the credit.

Effective date.--Taxable years beginning after December
31, 1988.

No provision.
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3. Allocation and apportionment of R&D
(sec. 307 of the House hill and sec. 796
of the Senate amendment)

For certain taxable ‘ye-n beginning before
August 14, 1981 and for ycars beginning after August
1, 1987, R&D ecxpenses were and are allocated between
U.S. and foreign source income under detailed 1977
regulations designed to allocate and apportion R&D

U.S. persons must allocate 64 percent of U.S. R&D
expenses (other than any such amounts allocated to one
E’eoguphical source because of legal requirements) to

.S. source income and 64 percent of expenses for R&D
conducted outside the United States to foreign source

to

expenses on the basis of their r ib

U.S. source and foreign source net income. For the

intervening years, R&D expenses were allocated and

apportioned under statutory rules designed with

Euuculu emphasis on encouraging R&D activity in the
nited States.

P ve countr

The remainder of U.S. and foreign R&D
cxpenscs are to be allocated on the basis of gross sales
or (subject to n lumt) gross mcune The amount of
R

Xp d to fi source on the
basis of gross income in all cases must be at least 30
p of the t all d to foreign source income
on the basis of gross sales. The bill also clarifies the

treatment of expenses for R&D conducted in space, the
high scas, and Antarctica.

Effective date,—~With respect to US. R&D expenses,
effective for taxable years beginning after August 1,

1987, and before January 1, 1991. With respect to
foreign R&D e: scs, effective for taxable ycars
beginning after June 21, 1988, and before January 1,
1991.

Same as the House bill.

Effective M-Eﬁecuve for the first four months of
the first taxable ning after August 1, 1987.
In determining which Rg.n expenses were incurred in
which four-month period of thu taxable year, R&D
expenses are to be treated as if incurred ratably
throughout the taxable year.
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H. Extension of the Targeted Jobs Tax
Credit (sec. 308 of the House bill and
sec. 792 of the Senate amendment).

1. Tax credit provisions

A tax credit is available on an elective basis to
employers of individuals from one or more of nine
targeted groups. The nine groups consist of individuals
who are either recipients of payments under
means-tested transfer program, economically
disadvantaged (as measured by family income), or
disabled. The credit generally is equal to 40 percent
of the first $6,000 of qualified first year wages. A
credit equal to 85 percent of up to gB(IX) of wages to
any disadvantaged youth is also
allowed. The employer’s deduction for wages must be
reduced by the amount of the credit. The credit is
scheduled to expire December 31, 1988.

The credit is for two years, through December 31,
1990. The g of ically disadv youth
is restricted to cmployees aged 18 v.hrough 21.

8

Effective date.--The provision applies with respect to
targeted-group individuals who bcgm work for the
employer after December 31, 1988 and before January 1,
1991.  Under the provisioa, the credit does not apply
with respect to individuals who begin work for the
employer after December 31, 1990.

The credit is extended for 6 months.
disadvantaged youth employ
85 percent to 40 percent.

The credit for
s is reduced from

Effective date.—The provision applies with respect to
targeted-group individuals who begm work for the
employer after December 31, 1983 and before July 1,
1989. Under the provision, the credit does not apply
with respect to individuals who begin work for the
employer after June 30, 1990.

2. Authorization of appropriations

Present law also authon'zes appropriations for
dministrative and ity exp relating to the
credit through Scplember 0, 1988. These monies are
to be used by the Internal Revenue Service (IRS) and
Department of Labor to inform employers of the credit
program.

The authorization for lppropnauons is extended for two
years, October 1, 1988-Sep 30, 1990.

The authorization for appropriations is extended for one
year, October 1, 1988-September 30, 1989.
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L Treatment of mutual fund
sharehoider expenses for
purposes of the 2-percent
floor on miscellaneous
itemized deductions (sec. 309
of the House bill)

S

Miscellancous employee and investment expenses
generally are deductible by itemizers only to the extent

Expenses of publicly offered mutual funds are not
treated as miscellancous itemized deductions of

that they exceed 2 percent of the uxplxe d
gross income. As enacted in the Tax Reform Act of
1986, this 2-p floor applies with respect to

indirect deductions through regulated investment

companies (mutual funds); iec., certain investment

expenses of such funds do not directly reduce the

amount of the fund's income that is taxable to the

lhareholde.r. bul ‘may be ded d by the sharcholder as
i ns subject to the 2-p floor.

The Omnibus Budget Reconciliation Act of
1987 delayed treatment of expenses of pubhcly offered
mutual funds as mis until
taxable years begi after Dx ber 31, 1987. A
publicly offered ‘mutual fund is a mutual fund the
shares of which are (1) continuously offered pursuant
to a public offering (under sec. 4 of the Securities Act

33), (2) regularly traded on an established

securities market, or (3) held by no fewer than S00
g_euom at all times during the taxable year. The

reasury Department may preacribe regulations
decreasing the minimum sharcholder requirement for
mutual funds that experience a loss of sharcholders
through net redemptions of their shares.

harcholders subject to the 2-percent floor.

date --Taxable years beginning after D

& &

Effective
31, 1987.

No provision,
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J Fnancally Troubled Financial
Institutions: Reorganizations, NOLs, and
FSLIC/FDIC Assistance Payments (sec. 794
of the Senate amendment)

The following three rules applying to financially
troubled thrift institutions are scheduled to expire
December 31, 1988:

(1) Gross income of a domestic savings and loan
association does not include assistance payments from
the Federal Savings and Loan Insurance Corporatioa
("FSLIC") and no basis reduction is required on
account of such payments;

(2) Certain FSLIC-assisted acquisitions of financially
troubled thrift institutions may qualify as tax-free
reorganizations, without regard to the continuity of
interest requirement; and

(3) Special rules apply to the carryforward of net
operating losses, built-in losses, and excess credits of a
thrift institution that has certain ownership changes

No provision

The three preseat law rules for financially troubled
thrift institutions are ded for six hs, through
June 30, 1989, with a modification.

Under the modification, net operating losscs existing at
the time of the regulatory assistance, interest expense,
and loan portfolio built-in losses are reduced by an
amount cqual to 50 t of the tax-free FSLIC
assistance payments. the casc of taxable asset
acquisitions, there is no reduction in deductions on
account of any payments made to make up the
difference between the fair market value of the asscts
transferred and the liabilities assumed.

The above rules are also applied during the six-month
period to financially troubled banks and to payments
made to such banks by the Federal Deposit Insurance
Corporation ("FDIC").

Effective dates.-{1) The extension of the tax-free
treatment of assistance payments with the S50-percent
cutback, and the application of these rules to banks,
apply to assistance payments made pursuant to
acquisitions occurring after December 31, 1988 and
before July 1, 1989, and to other assistance payments
made during such period unless pursuant to an
acquisition occurring on or before December 31, 1988.

(2) The extension of tax-free reorganization rules, and
the application of thesc rules to bmﬁ:, apply to
u::auisiliom after December 31, 1988 and before July 1,
1989.

(3) The extension of the carryforward rules, and the
application of thesc rules to banks, apply to ownership
cggngeo occurring after December 31, 1988 and before
July 1, 1989.
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IV. OTHER SUBSTANTIVE REVENUE
PROVISIONS

A. Individual Provisions

1. Treatment of certaln payments to
colleges for right to purchase athletic
tickets (sec. 331 of the House bill and
sec. 728 of the Senate amendment)

Pursuant to IRS guidelines, if a payment to or for a
college (c.g., to the college’s athletic scholarship
program) entitles the payor to purchase seating at the
college's athletic stadium, the payment is not deductible
as a charitable contribution if such tickets would not
have been readily available to the taxpayer without
making the payment.

If a taxpayer makes a payment to or for a college
that would be deductible as a charitable contribution but
for the fact that the taxpayer thereby receives (directly
or indirectly) the right to purchase scating in the
college's athletic stadium, 80 percent of such payment is
treated as a charitable contribution, whether or not
tickets would have been readily available to the taxpayer
without making the payment.

As under p law, no paid for the actual
purchase of tickets is deductible as a charitable
contribution. The provision does not apply if the
taxpayer receives tickets or scating (rather than the right
to purchase tickets) in return for the payment.

Effective date.--Amounts paid in taxable years
beginning after December 31, 1983 (ie., beginning with
the year in which the original IRS ruling on this issuc
was published).

Same as the House bill, except for effective date.

Effective date.—Same as the House bill, except that
the statute of limitations is waived for closed years
(beginning after 1983) if the taxpayer files a refund claim
within one year after the date of enactment

2. Nonrecognition of gain oa sale of old
residence where one spouse dies before
occupying new residence (sec. 333 of
House bill)

In general, a married couple filing jointly may
defer recognition of gain on the sale of their principal
residence if the sales price of the old residence is
reinvested in a new principal residence within a
specified period of time.

This provision for nonrecognition of gain does not
apply if one spouse dies after the date of sale of the
old residence and before the date of purchase of the
new residence.

The present-law rule on nonrecognition of gain
applics where the surviving spouse purchases a new
principal residence within the ified period of time.

date.—Sales and h

Effective of old resid
after December 31, 1984.

No provision.
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3. Full deductibility of meals provided
to employees oo certain vessels or drilling
rigs (sec. 334 of the House bill)

AT oiherischallowableibre ded
expense for food or beverages (including
employer-provided meals to employees) is reduced by 20
percent, subject to certain exceptions.

for any

(a) Vessels.--The percenuge reduction rule does not
apply to an otherwise allowable deduction for e
of food or beverages that (1) are required by Federal
law (46 US.C. sec. 10303) to be provided to crew

s of a cial vessel, or (2) are provided to

crew bers of a cial vessel operating on the
Great Lakes, the St. Lawrence Seaway, or the U.S.
inland waterways that is of a kind that would be
required by Federal law to provide food or beverages to
crew members if operated at sea. (Thus, for example,
the provision would not apply with respect to fishing
boats or formﬁl vessels operating on the inland
Wllel'lel.) owever, the present-law percentage
to apply with respect to
expenses of food or beverages provided to crew members
of is the pr use of which is for luxury
water transportation, such as cruise ships, passenger
liners, or yachts.

Effective date.--Taxable years beginning after December
31, 1988.

(b) Drilling rigs--The percentage reduction rule does
not apply to an otherwise allowable deduction for
expenses of food or beverages that are provided by an
employer on an oil or gas platform or drilling rig if
such gluform or rig is located ecither offshore or in the
United States north of 54 degrees north latitude.

Effective date.--Taxable years beginning after December
31, 1987.

(a) No provision.

(b) No provision.
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4. Treatment of certain lnnocent spouses
(sec. 335 of the House hill)

Pursuant to the Tax Reform Act of 1984, a se
filing a joint retum is relicved of liability if (1) 'lr::e
is a substantial understatement of tax liability
attributable to a grossly erroncous item of the other
P (2) the sp blishes that in signing the
return he or she did not know that there was a
substantial understatement; and (3) ukmg into account
all the facts and ci itable to hold
the spouse liable for the deﬁcwncy in tax attributable
to the understatement.

If (1) on a joint return filed before
January 1, 1985, there was an understatement attributable
to disallowed deductions of the other spouse the amount
of which exceeded the taxable income shown on the
return, (2) the spousc cstablishes that in signing the
return that he or she did not know (or have reason to
know) that there was such an understatement, (3) the
marriage terminated, and (4) the net worth of the spouse
immediately following the termination of the marriage
was less SIO(X% then the spouse is relieved of
liability for tax (including interest, penalties, and other
amounts) for the year to the extent the liability is
attributable to the understatement.

A refund (without interest) is allowed notwithstanding
any law or rule of law if a refund claim is filed within
one year of the date of enactment.

Effective date.—-Returns filed before January 1, 1985
(the effective date of the 1984 Act provision relating to
innocent spouses).

No provision.
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Howse BIll

S. Interim treatment of certain amounts
awarded to Christa McAuliffe Fellows
(sec. 336 of the House bill)

Under the Christa McAuliffe Fellowship Program, the
Federal Government awards fellowships annually to
outstanding teachers. The sward may be used only for
an education improvement project approved by the
Department of Education. Project purposes may include
(1) development of specnl innovative programs, (2)
consultation with or assistance to other school districts,
(3) model teacher programs and staff development, or
(4) sabbaticals for study, research, or academic
improvement. Under tKe program as currently
structured, checks made out to the teacher are issued
on the basis of monthly budget submissions showing
amounts aceded for carrying out the approved project.

The Federal statute establishing the McAuliffe
Fellowship Program did not include rules for the
Federal income tax treatment of program awards. In
gencral, nonscholarship uvudo to individuals are

ludible in the 's gross i

L4

The amount of a Christa McAuliffe Fellowship that is
expended, in accordance with the terms of the grant, on
an approved school project for the benefit and use of a
school or school system is to be treated as a grant to
the school, and hence is not to be includible in the
teacher’s gross income. Any amount retained or used
directly or indirectly for the personal benefit of the
teacher, such as for a sabbatical trip or as compensation
for services in connection with the project, is includible
in the teacher’s gross income.

Effective dats.--Fellowship amounts received prior to
July 1, 1990.
4

No provision.




Item

Present Law

6. Election by parent to claim
unearned income of certain children (sec.
733 of the Senate amendment)

The unearned income of a child under the age of 14
in excess of a specified amount is taxed to the child
at the top marginal rate of his or her parents. A
dependent child with any unearmmed income must file a
tax return if his or her total income excecds $500.

No provision.

A parent is permitted to elect to include uneamed
income of a child on the parent’s income tax return if
the income of the child is less than $5,000 and consists
entirely of interest, dividends, or Alaska Permanent Fund
dividends. The election is not available if estimated tax
payments for the taxable year are made in the child's
name and social socurity number.

date.~Taxable years beg after Dx b

Effective
31, 1988.

7. Above-the-line deduction for jury pay
that employee must surrender to employer
(sec. 755 of the Senate amendment)

If an employer requires its employee to surrender to
the employer amounts received as jury pay, in return
for continuing the employee’s normal while on
jury service, the amount of surrendered jury pay is
deductible only if the employee itemi deducti
only to the extent exceeding two percent of the
employee’s adjusted gross income.

No provision.

An above-the-line deduction is allowed for jury pay
surrendered by an employee to the employer, in return
for continuing the employee’s normal salary while on
m service. (Thus, where the provision applics, the

uction is available to both itemizers an itemizers,
and is not subject to the two-percent floor.)

Effective date.—Taxable years beginning after Decemb
31, 1986 (the cffective date of the 1986 Act provision
imposing the two-percent floor).
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Item

Present Law

House Bill

e

8. Medical expense deducﬂon {or costs
of service animals to assist h PP
tndividuals (Senate amendmun)

IRS rulings specifically provide that amounts paid to
acquire, train, and maintain a dog for the purpose of
auwtmg a blmd or deaf taxpayer are eligible for the

for 1 expenses (Rev. Rul.
55-261, 1955-1 C.B. 307; Rev. Rul. 68-295, 1968-1
C.B. 92).

No provision.

clarifies that cqsts incurred with respect to a dog or
other service animal in order to asmst individuals with
any type of physical dxnbﬂxuca are cligible for the

1 cmnx ded

Effective date.--Date of enactunent.

The legislative history of the Senate amendment ‘

9. Medical expense deduction for certain
radon mitigatioo costs (sec. 800G of the
Senate amendment)

Taxpayers who itemize deductions are allowed to
deduct medical expenses of the taxpayer, spouse, or a
dependent, to the extent that such expenses cxceed 7.5
percent of adjusted gross income. The cost of a
permanent improvement to a residence may be
deductible as a medical expense if the expenditure is
directly related to medical care, but only for any
portion of the cost that exceeds the increased value of
the property attributable to the improvement.

No provision.

Specified types of home improvement costs incurred
to mitigate radon gas exposure are treated as medical
care cxpeoscs eligible for the section 213 deduction.
This provision applies only if the taxpayer shows,
through measurements taken by a State or by a person
lpptovcd by the EPA, that radon lcvels in the
taxpayer's home exceeded the level of safety
recommended by the EPA.

The specified types of home improvements for
mitigating radon gas exposure are: (1) sub-slab
ventilation; (2) drain-tile ventilation; (3) block-wall
ventilation; and (4) sump ventilation. In addition,
Treasury regulations may provide that installation of air
heat exchangers and air filtration systems as wcll as
other techniques may be eligible for the deduction, if the
taxpayer shows that onc of the four specified techniques
listed above failed to reduce the concentration of radon
gas in the air of the resid to the r ded safe
level.

Effective date.-Taxable years beginning after
December 31, 1987.




Education savings bonds and
modification of student
dependency exemption

a. Education savings bonds
(sec. of the Senate
amendment)

b. Dependency exemption for
certaln students (sec. _
of the Senate amendment)

(<) Prepald tuition plans
(sec. of the Senate
amendment)

(a) An exclusion from gross income or deferral of

taxation is not allowable for interest or other income
ifically because the taxpayer uses the income for
educational expenses.

Taxation of interest accruals on U.S. Series EE
savings bonds may be deferred by cash basis taxpayers
as long as the bonds are not redeemed.

X

(b) A taxpayer generally may not claim a
dependency deduction for a dependent whose gross
income for the year exceeds the dollar exemption
amount ($1950 in 1988). However, this gross income
text does not apply if the dependent is (1) a child of
the taxpayer and (2) a full-time student at a qualified

educational organization, regardless of the student’s age.

(¢) No provision.

(a) Interest income camed on a qualified U.S.
savings bond is excluded from gross income, if the bond
is transferred to an cligible educational institution as
payment for the tuition and required fees of a taxpayer,
or a taxpayer's spouse or dependents. The amount
excludible is the lesser of (1) the amount of otherwise
includible income transferred, or (2) the amount of
qualified higher education expenses.

The exclusion is phased out for a taxpayer with
AGI between $60,000 and $80,000, with 67% cxcluded
between $60,000 and $70,000, and 34% excluded between
$70,000 and $80,000. The exclusion is completely
phased out for AGI above $80,000. For a taxpayer who
is a dependent of another taxpayer, the phaseout is
applied to the AGI of both taxpayers. e phascout
amounts are indexed in calendar years after 1988.

Transfer of savings bonds is made allowable for
these purposes.

date —Transfer of qualified U.S. savings
bonds issued after the date of enactment.

(b) A taxpayer may not claim a dependency

ption for a dependent child who is a student who
has attain=d 24 years of age at the close of the
calendar year, unless the child's gross income for the
year is less than the dollar exemption amount. If the
parent cannot claim an exemption for the child pursuant
to this rule, the child could claim an exemption on his
or her own return.

Effective date.--Taxable years beginning after
December 31, 1989.

(Floor amendment, a. and b., above, by Senator
Kennedy, adopted by 94-0.)

(c) The amendment extends similar benefits regarding
the exclusion of income used to pay tuition and required
fees to certain prepaid tuition plans which have been
established by several States.

(Floor dment by Senator Riegle, adopted by voice
vote.)




Item

Present Law

House Bill

11. Exclusion of gain on sale
principal residence by certain |

In general, a taxpayer may exclude from gross

taxpayers age S5

Ly

$125,000 of gain from the sale of a principal
residence, if the uxpazer (1) hes arttained age S$
before the sale, and (2) has used the residence as a
principal residence for 3 or morc years of the § years
receding sale of the residence. Several special rules
ave been enacted, but none applies to the situation of
s taxpayer who has been incapable of self-care in such
residence.

No provision.

If a taxpayer owns and uscs any property as the
taxpayer's principal residence for any l-year period
within a S-year period ending immediately before a
period of time during which the taxpayer becomes
physically or mentally incapable of sclf-care in such
residence, then the taxpayer shall be treated as using
such property as the taxpayer's principal residence during
such peniod of time and while lKe taxpayer is residing in
any facility (including a nursing home) licensed by a
State or political subdivison to care for any individual
in the taxpayer's
condition.

Effective date.--Any sale or exchange after September
30, 1988, in taxable years ending after such date.
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Item

B. Accounting/Agriculture

Provisioos
1. Repeal uniform capitalization rules
for certain cers of animals;

depreciation of certaln farm property

a. Uniform capitalization rules for
certaln producers of animals
(sec. 338(b) of the House bhill and sec.
795(b) of the Senate amendment)

339 of the House bill and sec. 795(c) of
the Senate amendment)

c. Treatment of property used in a
farming business (sec. 340 of the House
bill and sec. 795(d) of the Senate
amendment)

a. The uniform capitalization rules apply to the
production of an animal in a farming business if (1)
the animal has a preproductive period of more than
two years, or (2) the taxpsyer cngaged in the farming
business is 8 corporation, partnership or tax shelter that
is required to usc an accrual method of accounting.

b. Por purposes of the modified accelerated cost
recovery system, single-purpose agricultural or
horticultural structures arc assigned a scven-year
recovery period.

c. The applicable depreciation method in a farming
business is generally the same as for other business
(ie., 200 percent declining balance method for Eroperty
with recovery periods of less than 15 years). Farmers
who are subject to the uniform capitalization rules, but
elect to deduct preproductive period expenditures are
required to depreciate ail farming assets using
alternative depreciation system (i.e., straight-line method
with longer recovery periods).

a. The uniform capitalization rules do not apply to
otherwise deductible expenses thet are incurred by a
taxpayer in connection with the production of animals in
any farming business other than & farming business of a
corporation, partnership or tax shelter that is required to
usc an accrual mecthod of accounting.

Effective date.--Costs incurred after December 31,
1988.

b. Single-purpose agricultural structures that are used
for housing, raising, and feeding poultry arc assigned a
recovery period of 8 years, and all other single-purpose
agricultural or horticultural structures are assigned a
recovery period of 12 years.

Effective date.—Property placed in service after
December 31, 1988, excep! for property placed in
scrvice before hnuuy . 1990 which is (l) constructed,
reconstructed, or acquired pursuant to a written contract
binding on July 14, 1988, or (2) comstructed or
reconstructed by the taxpayer and such work began by
July 14, 1988,

c. Property used in the trade or business of farming
is depreciated using the 150 percent declining balance
method, except that taxpayers who elect to deduct
preproductive period expenditures are still required to use
the alternative deprecistion system.

date.--Property placed in service after
December 31, 1988, exocgt for property placed in
service before July 1 9 which ts (1) constructed,
reconstructed, or acquired pursuant to a written contract
binding on July 14, 1988, or (2) constructed or
reconstructed by the taxpayer and such work began by
July 14, 1988.

a. Same as the House bill.

b. All single-purposc agricultural or borticultural
structures are assigned a ten-and-a-half year recovery
period.

Effective date.—Same as the House bill.

c. Same as the House bill
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Item

Present Law

Senate Amendment

2. Treatment of certaln trees (sec.
800N of the Senate amendment)

Under the ADR system, trecs lnd vines are classified
as land impr with o int life of 20 years.
Thus, under the modified ACRS lyl(em. depreciation
deductions for trees and vines generally are calculated
usmg s ﬁl\een year recovery period and the 150%
‘wnhtcwnchtomughthne
at a time to maximize the d

o

No provision.

Provides thet depreciation deductions for trees or vines
bearing fruit or nuts generally are calculated using the
straight line method over a ten year recovery period.

Effective date.--Property placed in service after December
31, 1988.

3. Treatment of livestock sold om

A cash method taxpayer whose principal trade or
business is farming and who is forced to sell certain
livestock due to drought conditions mey clect to include
any income from the sale of the livestock in the
taxable year following the taxable year of the sale.
The election generally does not apply to cattle, horses,
and other livestock held for draft, breeding, dairy or
sporting purposes.

No provision.

The one-year elective deferral of income is extended
to cattle, horses, and other livestock held for draft,
breeding, dairy or sporting purposecs.

Effective date.—Sales and exchanges occurring after
December 31, 1987.

(sec. 341 of the House bill
and sec. 753 of the Senate
amendment)

If any indebtedness is secured directly by an
installment obligation that arises out of the sale of
non-farm real that is used in 2 taxpayer's
trede or busincss or that is held for the production of
rental income where the aclhn§ price of the real
property exceeds $150,000 (e ““nondealer real property
metallment obligation™), the net proceeds of the secured
indebtedness are treated es & psyment on the
installment obligation. This rule generally applies to
nondealer real property installment obligations that are
pled"ged as security for a loan after December 17,

§

The rule thet treats the net proceeds of an
indebtedness as & payment on 2 nondealer real p
mn&ﬂmenl obhganon dou not lpply to 2 pledge ?mch

l‘

7 1987, to secure an
indeb xfthe d umcurredloreﬁmnoe
indebtedness that (1) was ding on D« ber 17,
1987, and (2) was ‘bythe dealer real

opeﬂ! installment obligetion on that date and at all
& fter until d:es refi g occurred. This
exception does oot npply to the extent that the principal

of the i g from the refinancing
meodn the prmcxpd amount of the refinanced
y before the refinancing. For
purposes of the excepuon, a refinancing attributable to
the creditor’s calling of indebtedness is treeted as o

of the indebted if the refinancing is

provided by & person other than the creditor or a person
related to the creditor.

Effective date.--Effective as if included in the Revenue
Act of 1987.

g .

bill, ex cep( the excepton to
only if (1) the taxpayer Is

to reflnance the indebtedness,
provided by a person other
the creditor. In
extend the deferral period
Indebtedness.

£
i

gig

i

or
refinancing
or a person related to
refinancing
term of the

ié
£
=

58
ik

T
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Effective date.~Same as the House bill.

S. Treatment of certain payments
received as a result of crop losses due to
drought conditions (Senate ameadment)

A cash method taxpsyer who receives insurance
proceeds as a result of the destruction of or damage
to, crops may elect to include the p in
for the taxable year following the yw in which the
destruction or damage occurs if, under the taxpayer's
practice, income from such crops would have
included for a year following the year in which the
destruction or damage occurred. gr this purpose,
certain payments received under the Agricultural Act of
1949 are treated as insurance procecds received as a
result of the destruction of, or damage to, crops.

No provision.

Payments received under Title [ of the Disaster
Assistance Act of 1988 (P.L. 100-387) are treated in the
same manner as psyments received under the
Agricultural Act of 1949.

Effective date.—Payments reccived before, on, or after
the date of enactment.



Item

C. Peasion and Employee Beoefit
Provisions

1. Employee benefit non-
discrimination rules for
church plans and cafeteria
plans (sec. 710 of the
Senate amendment)

a. Church plans

s. Church plans.-Under present law, all statutory
employee benefit plans maintained by all employers are
subject to the nondiscrimination requirements of section
89.

b. Cafcteria plans.—Under present law, life insurance
that is funded prior to retirement under a cafeteria plan
but provided l.l‘}l,er retirement is tested for discrimination
when provided.

a. Church plans--No provision.

b. Cafeteria plans.--No provision.

a. Chumh plans.--The Senate amendment provides that
the requir s of section 89 do not
apply to statutory employee benefit plans maintained by
a church for church employees. For purposes of this
provision, the definition of a church is the same
definition that applies for purposes of exclusion from
FICA taxes (sec. 3121(wX3)). Thus, the term “church”
includes (1) a convention or association of churches, (2)
an clementary or secondary school that is controlled,
operated, or pnncxpllly supported by a church or by a
con iation churches, and (3) any
church—comrolled u.x-cxemp( organization that does not
receive substantial support from governmental sources or
sales of goods or services

Effective date.—Effective as if included in the Reform
Act of 1986.

b. Cafeteria plans.--Under the Senate amendment,
post-retirement life insurance funded under a cafeteria
plan is tested for discrimination when it is funded bas=d
on the amount of life insurance that could at that time
be purchased (assuming sec. 7%(c) costs) with the
cafeteria plan elective contributions.

Effective date.—Effective as if included in the Reform
Act of 1986.
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Item

Present Law

House Bill

2. Hligible deferred compensation plans:
Modifications to section 457 (sec. 350 of
the House bill and sec. 111(e)11) of the
Senate amendment)

Under p law, unfunded deferred pensati
plans maintained by a State or local government or by
a nongover al tax. %:niznim is subject to
certain special rules (sec. 457). Notice 88-68, the
IRS announced that section 457 does not apply to bona
fide vacation leave, sick leave, compensatory time,
severance pay, disability pay, and death benefit plans.
The 1986 Act extended section 457 to nongovernmental
tax-exempt organizations.

The House bill als the provision in the 1986 Act
extending section 4§xlo nongovernmental tax-exempt
organizations and codifics IRS Notice 88-68. In addition,
the House bill provides that section 457 does not apply
to certain noneclective deferred compensation deferred
pursuant to agreements in cffect on July 14, 1988, and
directs the Treasury Department to perform a study
regarding the tax treatment of deferred compensation paid

by State and local gover ts and tax p
organizations.

Effective date.--In gencul the provision is effective
for taxable years begi after ber 31, 1987.

The repeal of the exu:nmon of section 457 to
nongovernmental tax-exempt organizations is effective as
if included in the 1986 Act.

The Senate amendment codifies IRS Notice 88-68.

Effectlye date.~The provision is effective with respect
to taxable years beg g after D« ber 31, 1978.

3. Sectl

403(b) Hiscrimination’ rales
and certain other pension visions (sec.
352(a) of the House bill and sec. 711 of
the Senate amendmeat)

Under p law (as ded by the 1986 Act),
nondiscrimination rules apply to contributions to
tax-sheltered annuity &rogxamn. The nondiscrimination
rules are generally effective for plan years beginning
after December 31, 1988. Under the 1986 Act, final
Treasury regulations relating to these nondiscrimination
rules, as well as scveral other pension provisions of the
1986 Act, were to be issued by February 1, 1988.

The House bill provides that, in the absence of rules
on which employers may rely, employers are permitted to
make good faith reasonable interpretations of the section
403(b) di req s. This r bl
interpretation lundnd remains in cffect until the later of
the first plan year after D ber 31, 1990,
or at least six monlhl follov\nng the issuance of rules on
which a taxpayer may rely.

Effective date.--Date of enactment.

The Scnate amendment medifies the nondmcnmmmon
rules licable to ve and contrit
to tax-sheltered annuity programs as follows: (1) student
employees who are not taken into account for
employment tax purposes may be disregarded, (2)
employeces who normally work less than 20 hours per
week may be disregarded, and (3) the nondiscrimination
tests may be applied by testing at the level of the
institution that maintains the plan, (4) for plan years
beginning before January 1, 1992, the nondiscrimination
rules may be applied by testing a satistically valid
sample of employees, and (5) the special rules applicable
to multiple employer qualified plans (sec. 413(c)) apply
to multiple employer tax-sheltered annuity programs.

Effectlye date.—-Same as the House bill.




Item

Present Law

House Bill

Senate Amendment

4. Required beginning date for public
employees (sec. 352(b) of the House bill
and sec. 720 of the Senale amendment)

Under the 1986 Act, benefits under qualified plans,
IRAs, scc. 457 plans, and tax-sheltered annuities are
required to begin no later than the April 1 of the
calendar year following the calendar ycar u which the
participant or owner attains age 70 1/2. This rule is
generally effective for years beginning after December
31, 1988. Prior to the 1986 Act, distributions from
such plans were generally required to begin by the
later of (1) the April | of the calendar year following
the calendar year in which the participant or owner
attains age 70 1/2, or (2) the calendar year in which
the participant retires.

The House bill repeals the 1986 Act required
beginning date with respect to governmental plans.

Effective date.--The provision is effective as if included
in the 1986 Act.

The Senate amendment delaya the general effective
date of the 1986Act rule for ?or governmental
plans and plans maintained by employcn described in
section 501(c)X3).

Effective date.—Same as the House bill.

5. Limitations on contributions and
benefits under qualified plans maintained
by public employers (sec. 352(c) of the
House bill and section 716 of the Senate
amendment)

Present law (sec. 415) provides overall limits on
contributions and benefits under qualified plans. The
limits apply to all such contributions and benefits
provided to an individual by any private or public
employer. The overall limits have been modified
several times, beginning with the Tax Equity and Fiscal
Responsibility Act of 1982 (TEFRA).

Under the House bill, in the casc of a plan
maintained by any State or local government, the
limitation on benefits under a defined benefit pension
plan with respect to a qualified participant is the greater
of (1) the limitation normally applicable to benefits
under a defined benefit pension plan, or (2) the accrued
benefit of the participant without regard to any benefit
increases pursuant to a plan amendment adopted after
October 14, 1987. A qualified participant is a
participant who first became a participant in the plan
before January 1, 1989. The ial rule does not apply
unless the employer elects, by the closc of the first plan
year begi after December 31, 1988, to have the
normal section 415 limits (other than the special limits
IEplu:al:le to qualified police and firefighters) apply to

plan pnmmpanu other than qualified participants.

Effective date.--In the case of an electing employer,
the provision crally applics to years beginning after
December 31, 1982, and the normal section 415 limits
apply to years beginning on or after January 1, 1989.

The Senate amendment is the same as the House bill,
except that a qualified participant is a participant who
firt became a participant before January 1, 1990, and
the clection for general application of the 415 limits is
requued to be made by the close of the first plan year
after Dy ber 31, 1989.

& 5

Effective date.~Same as the House bill, except that
the normal section 415 limits shall apply with respect to
an clecting employer to years beginning on or after
January 1, 1990.




Item

House Bill

6. Minimum participation rule

(s) Minimum participation rule for
certain public retirement plans (sec. 352(d)
of the House

E

(8) Under present law, a plan is not a qualified plan
unless it benefits no fewer than the lesser of (1) 50

ploy of the employer, or (2) 40 percent of all
employees of the employer.

(a) The House bill provides that the minimum
participation rule does not apply to any governmental
plan with res})ect to employees who were participants in
the plan on July 14, 1988.

Effective date--Date of enactment.

(b) No provision.

(c) No provision.

(a) No provision.

(b) The Senate amendment provides that the minimum
participation rule may be applied scparately to employees
who are police, firefighters, or emergency medical
personnel employees of a governmental employer and
other employees of the employer.

Effective date.~ Date of enactment.

(c) The Senate amendment also requires the Treasury
Department to conduct a study on application of the rule
to certain government contractors that are required by
Federal law to provide certain employees with specific
retirement benefits. The Treasury report is due by
Scptember 1, 1989.

Effective date.—-Date of enactment.
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Item

Present Law

7. Permit IRA acquisitions of
State-issued colns (sec. 719 of the Senate
amendment)

The acquisition by an individual retirement account

| (IRA) of any collectible is treated as a distribution from

the IRA equal to the cost of the collectible and is
includible in the IRA owner's income for the year in
which the cost is deemed distributed. Under the Tax
Reform Act of 1986, coins issued by the United States
Government arc not treated as collectibles.

No provision.

Coins issued under the laws of any State are not
treated as collccnhlu for_purposcs of the IRA prohibition
on in llectibles, as long as the coins are
held by s persm independent of the IRA owner.

date.--State coins acquired by an IRA after
the date of enactment

8. Application of on funding rules to
multiple employer plans (sec. 721 of the
Senate amendment)

Under p law, the mini funding requirement
with respect to a multiple emrloyer plan and the
maximum permissible deductible contribution to a
multiple employer plan are calculated at the plan level
and not on a contributing employer by contributing
employer basis.

No provision.

In the case of a plan blished after December 31,
1988, cach employer contributing to s multiple employer
gqmm plan is treated as maintaining a scparate plan
or purposes of the minimum funding standard unless the
plan uscs a method for determining required contributions
that provides that any employer contributes an amount
st least equal to the amount that would be required if
the employer maintained a scparate plan.

Effective date.—Date of enactment with to
plans cstablished after December 31, 1988. the case
of & multiple employer plan established on or before

December 31, 1988, the plan administrator is permitted
to elect to hnvc the new rule apply to the plan. The
clection is required to be made on or before the last
day of the first plan year beginning after the dste of
enactment and applics to the plan year during which the
clection is made and all subscquent plan g:n and may
be revoked only with the consent of the

Silt



Item

Present Law

House Bill

Senate Amendment

9. Application of section 415 limits to
police and firefighters (sec. 800] of the
Senate amendment)

Present law (sec. 415) provides overall limits on
contributions and benefits under qualified pension,
profit-sharing, and stock bonus plans, qualified annuity
plans, tax-sheitered annuities, and simplified employee
pensions (SEPs).

In addition, present law provides a special floor on
the annual limit on benefits with respect to certain
police and firefighters. In the case of a qualified
participant, the reduction provided for benefits payable
before age 62 does not reduce the dollar limit on
annual benefits below $50,000 at any age.

A qualified particip is a participant in a defined
benefit pension plan i d by a State or political
subdivision of a State if the period of service taken
into account in determining the participant’s benefit
under the plan includes at least 20 years of the
participant’s service as (1) a full-time employee of any
police department or fire department that is organized
and operated by the State or political subdivision of a
State maintaining the plan to provide police protection,
firefighting services, or emergency medical services for
any area within the jurisdiction of that State or
subdivision, or (2) a member of the Armed Forces of
the United States.

No provision.

The 20 year of service requirement for eligibility for
the special rule for police and firefighters is decreased to
15 years.

Effective date.--Effective as if included in the Tax
Reform Act of 1986.
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Item

Present Law

House Bill

10. Employee leasing safe harbor rule
(sec. 715 of the Senate amendmeot)

Certain employees of a leasing organization are
considered employees of the service recipient for
purposcs of certain pension and employee benefit rules
(aec 414(n)) Under a safe-harbor rule, a service

t is not ired to maintain ds with
respcct to leased cmployeel if, among other things, lcss
than 5 percent of the recipient’s workforce are leased
employecs (determined in a simplified manner).

No provision.

Certain individuals are not idered leased employ
of a service recipient if the service racnpnem satisfies the
S-percent test if the percentage is raised from 5 percent
to 10 percent. The exempted individuals include any
individual who (1) is credited with less than 3,000 hours
of service for the service recipient over any two
consecutive glnn years b ing after D ber 31,
1986, and (2) did not pcrfon'n services (as an cmployee
or otherwisc) for the service recipient within the same
geographic area at any time within the calendar year
immediately preceding the two-calendar-year period.

Effeciive date.—-Date of enactment.

11, Alr transportation of cargo and

passengers treated as same service for

purposa of fringe benefit Inclusion (sec.
of the House bill)

Under present law, a no-additional-cost service
provided to an employee ia not included in the
employec's gross income (sec. 132). In order to
qualify as a no-additionai-cost service, a service is
required to be offered for sale to customers in the
ordinary course of the line of business of the employer
in which the employee is performing services.

The House bill provides that the transportation of
cargo by air and the transportation of passengers by air
is treated as the same service.

Effective date,--The provision applies to transportation
furnished after December 31, 1987, in taxable years
ending after such date.

No provision.




Item

Present Law

House Bill

12. Excse tax on dispositions of stock by
an ESOP oot to apply to certain
involuntary dispositions (sec. 354 of the
House bill and sec. 800G of the Senate
amendment)

Under present law, if an employee stock ownership
plan (ES(;’P) acquires stock pursuant to a sale that
qualifies for a a)ecul estate tax deduction for sales of
stock to an ESOP (sec. 2057), an excise tax applies if
the ESOP disposes of the stock within 3 years of the
acquisition.

The House bill provides that the excise tax does not
apply to forced dispositions occurring by operation of a
State law.

Effective date.--The provision is effective as if included
in the Revenue Act of 1987, (i.c., for disposition of
securities by an ESOP after February 26, 1987).

Same as the House bill, except that the exception only
applies to forced duposmom of publicly traded employer
securities.

Effective date.--Same as House bill.

13. Excusion of interest paid on
refinanced ESOP loans (sec.
800 of the Senate amendment)

Undcr Prescm lnw a bank, an insurance company, a
pany, or a corporation actively

englged in the bunneu of lending money may exclude
from gross income 50 perceat of the interest reccived
with respect to a securities acquisition loan, A
"securities acquisition loan” is generally defined as a
loan to a corporation or to an ESOP to the extent
that the proceeds are used to acquire employer
sccurities.

No provision.

In the case of a refinancing of a securities acquisition
loan that was made before October 22, 1986, the partial
interest exclusion under section 133 is available for the
greater of (1) the term of the original securities
acquisition loan, or (2) the amortization period used to
determine the regular payments under the original
secunnes 1cqumuon loan. (In the absence of the

1 correcti would clarify that the
maximum pcnod the exclunm is available with respect
to loan (incl all refi gs) is the greater ﬂ
years or the commitment period of the original loan).

Effective date.—Date of enactment.




Item

Present Law

House Bill

Senate Amendment

14. Nondiscrimination rules for cafeteria
plans (sec. 800B of the Senate
amendment)

Under present law, a cafeteria plan must be available
to a reasonable classification of employees that does
not discriminate in favor of highly compensated
employees (sec. 125). An employer may test coverage
of its employce benefit plans (other than cafeteria
plans) scparately on a line of business basis under
certain circumstances. In order to test a plan on this
basis, the plan must cover a reasonable classification of
employees that does not discriminate in favor of highly
compensated employees.

No provision.

The Senaie amendment provides that the Secretary
may provide that the reasonable classification test
applicable to cafeteria plans (sec. 125(b)(1)) is applied in
a different manner than the reasonable classification test
applicable under the qualified plan coverage (sec. 410(b))
and line of business rules (sec. 414(r)).

Effective date.—Effective as if included in section
1151(dX1) of the Reform Act.

1S. Cash or deferred arrangements of
railroad employees (sec. 800Q of the
Senate amendment)

A special exception to the general pension coverage
rules for employees subject 1o a collective bargaining
agreement permits the coverage rules to be applied to a
plan established pursuant to a collective bargaining
agreement covering air pilots as if the employees
covered by the bargaining agreement were the only
employees of the employer.

A qualified cash or deferred arrangement (sec.
401(k)) is required to benefit a group of employees
that satisfies the coverage tests.

No provision.

The Senate amendment cxpands the special rule for
collectively bargained plans covering air pilots to
collectively bargained plans for railroad employces.

Effective date.--Yecars beginning after December 31,
1988.
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Item

Present Law

16. Application of section 415 limits to
collectively bargained plans (sec. 800W of
the Senate amendment)

Under present law, the limit on the benefit provided
by a defined benefit pension plan is generally the lesser
of (1) 100 percent of average compensation, or (2)
$90,000 (sec. 415). Prior to the 1986 Act, if payment
of retirement benefits began before age 62, then the
dollar limit was generally reduced so that it was the
actuarial equivalent of an annual benefit of $90,000
beginning at age 62. In no event, however, was the
dollar limit applicable to benefits beginning at or after
age 55 less than $75,000.

Under the law prior to the 1986 Act, if benefits
began before age 55, then the dollar limit was
actuarially reduced so that it was the greater of (1) the
actuarial cquivalent of a $75,000 benefit beginning at
age 55, or (2) the actuarial equivalent of the applicable
dollar limit at age 62.

The 1986 Act climinated the $75,000 floor so that
the $90,000 limit is reduced for any one retiring before
the social security retirement age (currently 6S,
scheduled to increase to 67).

In the case of a plan maintained pursuant to one or
more collective bargaining agreements ratified before
March 1, 1986, the 1986 Act provisions do not apply
to benefits under such agreements in years beginning
before the earlier of (1) the date on which the last of
such collective bargaining agr termi , or (2)
January 1, 1989.

No provision.

The Senate amendment further extends the effective
date of the 1986 Act provisions in the case of
collectively bargained plans. Under the amendment, in
the casc of a plan established on or before March 1,
1986, pursuant to one or more collective bargaining
agreements, the 1986 provisions do not apply to benefits
Lursulm to such agreements until the first plan year

ginning on or after October 1, 1991.

Effective date,--Date of enactment.
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Item Preseat Law

Senate Amendment

17. Application of section 89
nondiscrimination rules to small employers
(sec. 800X of the Senate amendmeat)

Under present law, accident and health plans and
certain other employee benefit plans are uued to
satisfy certain nondmcnmmahon rules (sec. Such a
plan is idered nondi y if it uuxﬁes three
cligibility tests and a benefits lestn. Under an
alternative test, a plan is id discrimi.
if it benefits at least 80 percent of the employer’s
nonhighly compensated employees.

Under present law, employees who normally work
less than 17-1/2 hours per weck are disregarded for
purposes of the nondiscrimination rules.

No provision.

Under the Senate amendment, in applying the 80
percent test to a plan maintained by an employer with
less than 10 employees (1) employees who normally work
35 hours or less per weck may be disregarded in
applrmg the test to plan years beginning in 1989, (2)
employees who normally work 25 may be disregarded in
gplymg the test to plan years beginning in 1990, and

the present-law rule applies to plan years beginning
in or after 1991.

Effective date.—The provision is cffective as if included
in the 1986 Act.

18. Allocation of assets in case of plan
spin-offs (sec. 800Z of the Senate
amendment)

Under present law, a plan is not a qualified plan
unless in the case of any merger or consolidation of
the plan with, or in the case of any transfer of asscts
or liabilities of such plan to, any other plan, each
participant reccives benefits on a termination basis from
the plan immediately after the merger, consolidation, or
transfer that is at least equal to the benefit the
participant would have received on a consolidation, or
transfer (sec. 414(1)). This rule also applies to plan
spin-offs, that is, the splitting of a plan into two or
more plans.

No provision.

The technical corrections provisions provide that, in
the case of spin-offs and similar transactions involving
defined bcnea: plans (within a controlled group) the
excess asscts (i.c., assets in cxcess of the amount
required to be allocated to a plan under present law)
are to be allocated proportionately among the spun-off
plans.

The allocation rule also applies to a spin-off involving
a plan maintained by a bank that has been closed by
appropriate bank authoritics and a plan maintained by a
bridge bank (as described in 12 US.C. 1821(i)). The
amendment also authorizes the bridge bank to cause the
plan maintained by the closing bank to spin-off assets to
a defined benefit plan maintained by the bridge bank in
accordance with the allocation rule within 180 days after
the closing of the bank.

date.~Transactions occurring after July 26,
1988.
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Present Law

House Bill

Senate Amendment

D. Insurance Provisions

1. Treatment of certain
workers’ compensation funds
(sec. 345 of the House bill)

Under applicable State law or regulation, workers’
compensation liabilities may be pooled as self-insured
workers’ compensation funds. Such funds generally are
treau:d as mutual property and casualty insurance

qﬂ anies for Federal income tax purposcs. In audits,

ternal Revmue Service has raised the issue
-'- her the s for deductibility of
policyholder dividends have been met in cases in which
the declared dividend is i upon sub
approval of the amount of the dividend by State
regulatory authorities (e.g., the State workers’
compensation board). e Tax Reform Act of 1986
imposed a moratorium with respect to audits and
litigation relating to sclf-insured workers' compensation

funds, for the period commencing on October 22, 1986,

and ending on August 16, 1987.

For taxable years beginning before January 1, 1987, a
deficiency is not to be assessed against (and, if assessed,
is not to be collected from) a qualified group
sclf-insurers’ fund to the extent that the deficiency is
attributable to the timing of the deduction for
policyholder dividends. For taxable years beginning on
or after January 1, 1987, a fund's deduction for
policyholder dividends is allowed no earlier than the date
that the State regulatory authority determines the amount
of the policyholder dividend that may be paid.

Effective date.--Date of enactment.

No provision.

2. Prepaid tax certificates
(sec. 349 of the House bill)

Property and casualty insurance companics are
required to discount unpaid loss reserves to take
account partially of the time value of money. Thus,

the deduction for unpaid losses is li d to the net

increase in the t of di d id losses.

Any net decrease in loss reserves resuln in income
lusi but the to be included is d

on a discounted basis. i}

Any insurance pany that is required to discount
unpaid losses is allowed an additional deduction that is
not to exceed the excess of (1) the amount of the
undiscounted unpaid losses, over (2) the amount of the
related discounted unpaid loues to the extent the
amount was not ded d in a preceding taxable year.
This deduction is available only if the company
purchases a ‘Erepnd tax certificate in an amount equal to
the tax benefit attributable to the deduction. The
company is required to establish a special loss discount
account, to which is added each year the amount of the
additional deduction under this provision. The prepaid
tax certificate is to be redeemed only when the amount
of the above deduction is released fxum t.he company'’s

ial loss discount and incl
%le: amount redeemed may be applied only to pay taxes
due because of this inclusion.

Effective date.--Taxable years beginning after December
31, 1987.

No provision.
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Present Law

3. Phase-In of property and
dlscoun;ﬂng rules for
certain hospital insurers
(sec. 758 of the Senate
amendmeant)

Present law limits the reserve for unpaid losses of

property and casualty insurance companies to the
t of di d unpaid losses. The amount of

discounted unpaid losses is determined on a
line-of-business basis by applying a historical loss
payment pattern for the line of business and a specified
rate of interest. The discounting rules are cffective for
taxable years beginning after December 31, 1986, with
a fresh start transition rule.

No provision.

An eclective phase-in of the discounting rules for
taxable years beginning in 1987 and 1988 is provided
for qualified nonprofit hospital insurers. A qualified
nonprofit hospital insurer is any domestic insurance
comgmy other than a life insurance company if, for the
taxable year for which an clection is in effect, (1) at
least 75 percent of the value and voting power of the
company is owned by nonprofit health care facilities or
trade associstions of such facilities, (2) a majority of the
insurance or reinsurance provided by the company covers
risks of nonprofit health care facilities, and (3) at least
75 percent of the insurance provided by the company is
medical malpractice or general liability insurance. Under

the phase-in, the of the di paid losscs
of an electing company is to be increased by 20 percent
of the difference between di d and undi d

unpaid losses for a taxable year beginning in 1987. For
a taxable year beginning in 1988, the amount of the
discounted unpaid losses of an clecting company is to be
increased by 10 percent of such difference. The fresh
start and reserve strengthening provisions contained in the
Tax Reform Act of 1986 apply for each taxable year of
an electi y beginning in 1987, 1988 and 1989.

-] 4

date.-Taxable years beginning in 1987 and
1988.

4. Diversification requirements for variable
coutracts (sec. 3000 of the Senate
amendment)

Under present law, the owner of a variable annuity
or variable life insurance contract that is based on a
segregated asset account is subject to current taxation
on the carnings on the contract if the underlying
investments the segregated asset account are not,
under Treasury regulations, adequately diversified
(section 817(h)). ?reuury regulations provide that any
obligation issued, guarantced or insured by the United
States or an agency or instrumentality of the United
States is treated as a singie investment for purposes of
the annuity diversification requirement.

No provision.

Each sgency or instrumeatality of the United States is
treated as a scparate issuer for purposes of the annuity
diversification requirement.

Effective date.—-Taxable years beginning after December
31, 1987.
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Item

E. Excise Tax Provisions

1. Certain repairs oot
treated as manufacturing
for the retail exclse tax on
trucks (sec. 729 of Senate
amendment)

A 12-percent retail excise tax is imposed on heavy
trucks and trailers. Extensive repairs after a truck or
trailer has been in use for scveral years may trigger
liability under the excise tax because the repairs are
considered to have resulted in the manufacture of a new
vehicle (sec. 4051).

Three categorics of operations performed on a
vehicle may be considered manufacturing under Treasury
Department regulations. The first category involves
additions or modifications to a chasis or body that
change the transportation function of the vehicle. The
sccond category involves fabrication of a usable truck
from a wrecked vehicle. The third category pertains to
a used wvehicle on which irs or other modifications
are so extensive that they extend its useful life.

No provision.

The Senate amendment creates a safe harbor
threshold of 75% of repair costs to full retail price of a
omparable new truck below which repairs to a truck
which has been in service are treated as repairs rather
than, in effect, a manufacture of a new truck.

Effective date.--Date of enactment.

2. Reduced gasoline excise tax
rate for gasobol blenders
(sec. S00A of the Senate
amendment)

Registered gasohol blenders pay a 3 1/3 cents per
gallon excise tax rate at the time of removal or sale
of any gasoline purchased for producing gasohol; in
these situations, the alcohol used in making the gasohol
blend is purchased from the same scller.

No provision.

The reduced gasoline excise tax rate applies whether
or oot the gasoline and alcohol are purchased at an
identical location, so long as the purchases are
reasonably contemporancous, ie., within a 24-hour
period, and the blender and sellers comply with the
applicable registration, reporting and recordkeeping
requirements imposed by the retary of the Treasury.

Effective date--Gasoline sales on or after date of
enactment.




Item

Present Law

House Bill

Senate Amendment

3. Application of annual
distilled spirits
occupational tax

a. [Exemption for certain

recelving distilled
spirits tax-free for
research purposes (sec.
727 of the Senate
amendment)

b. Exemption for certain
small plants producing
exclusively for fuel
uses (sec. 752 of the
Senate amendment)

An annual occupational tax of $250 is imposed on
persons dealing in specially denatured distilled spirits,
including persons using these distilled spirits for research
purposes. (The taxable year for the tax is July 1-June
30.)

An annual occupational tax of $1,000 per premise is
imposed on each proprictor of a distilled spirts plant.
The tax is $500 per year for businesses with gross
receipts of less than $500,000 in the preceding taxable
year.

No provision.

No provision.

Exemption from the occupational tax is provided to
government and nonprofit educational organizations
(scientific university, college, or institution of scientific
rescarch) that purchase gallons or less of these spirits
during a calendar year for cxperimental or research usec.

Effective date.-July 1, 1989.
Exemption from the occupstional tax is provided to
distilled spirits plants which (1) produce distilled spirits

exclusively for fuel use, and (2) produce no more than
10,000 proof gallons per year.

Effective date.~July 1, 1989.

4. Allow quarterly payment of excise tax
on bows and arrows (sec. 379 of the
House bill)

An ll-percent excise tax is imposed on taxable bows
and arrows. This tax, like most other excisc taxes,
enerally is required to be deposited semi-monthly.
Xcise tax returns are required to be filed on a
quarterly basis.

Petsons liable for payment of the excise tax on bows
and arrows are excused from the semi-monthly excise tax
deposit requirements. Thus, the tax would be paid when
the regular quarterly excise tax return is filed.

Effective date.--Taxable cvents after December 31,
1988.

No provision.




Item

Present Law

House Bill

s. Commencement date of ofl
Spill Liability Trust Fund
and excise tax oa petroleum
(sec. 384 of the House
bill)

The 1986 Budget Reconciliation Act established the
Oil Spill Liability Trust Fund and a tax of 1.3 cents
per barrel on crude oil and refined products subject to
the Superfund petroleum tax.

The trust fund and tax provisions were to have
taken effect at the beginning of the first calendar
month beginning more than 30 days after the
enactment of s law before September 1, 1987
authorizing the oil spill liability program.

Since authorizing legislation wes not enacted by
S?lember 1, 1987, the trust fund and tax provisions
did not take effect.

The House bill extends the commencement date so
that the Oil Spill Liability Trust Fund and petroleum tax
will take effect if qualified legislation suthorizing an oil
spill liability program is enacted by December 31, 1990.

Effective date--Date of enactment.

No provision.

6. Harbor maintenance tax to
be Imposed once certain
Alaska, Hawall or
possessions cargo (sec.
800Y of the Senate
amendment)

The Water Resources Development Act of 1986 (P.L.
99-662) established a harbor maintenance user tax of
0.04 percent of the value of the commercial cargo
loaded or unloaded at a United States port (sec. 4461),
effective on April 1, 1987. Commercial cargo is
defined as any cargo transported on a commercial
v;.uel, including passengers transported for compensation
of hire.

Under regulations issued by the U.S. customs
Service, the user tax is asscssed on any cargo loaded
or unloaded at a US. port, unless otherwisc exempted.
Under present law and regulations, multiple taxation
may occur on import and export discharged at a US.
port for waterborne conveyance to another U.S. port on
a different vessel.

No tax is imposed on cargo shipped between the
U.S. mainland and Alaske, Hawaii, or a U.S. possession
for ultimste use therein.

No provision.

The Senste amendment provides that the harbor
maintenance tax is to be imposed only once on cargo
(other than Alasks crude oil) that is loaded or unloaded
in a continuous transportation under s single bill of
lading to or from a port in Alasks, Hawaii, or & US.
posscssion.

Effective date.—Date of enactment.



Present Law

House Bill

7. Study of cigarette excise tax
and effects of smoking on
health care costs; economic
impact of tobacco excise
taxes (sec. 378 of the House
bill and sec. 736 of the
Senate amendment)

Excise taxes are imposed on cigars, cigarettes,
cigarette paper and tubes, and on snuff and chewing
tobacco. The tax on small cigarettes is 16 cents per
pack of 20 cigarettes. Most taxable cigarettes are
small cigarettes.

The bill requires an on-going study by the Secretary
of the Treasury, after consulting with the Surgeon
General, of:

(1) the public and private health carc costs incurred
(with respect to smokers, their ses, and others) as a
result of cigarette smoking in the United States;

(2) the incidence of cigarette smoking in the U.S. by
adults and by teenage and younger children; and

(3) the impact of the rate of cigarette excise tax on
smoking by adults and by teenage and younger children.

Reports of the results of the study are to be
submitted every two years to the House Commitiee on
Ways and Means and the Senate Committee on Finance,
with the first report to be submitted by January 1,
1989.

The Senate amendment requires a study by the
Secretary of the Treasury, in consultation with the
Secretary of Health and Human Services, of:

(1) the direct public (and private, to the extent
determinable) health care costs incurred (with respect to
smokers, their spouses, and others) as a result of
cigarette smoking in the United States;

(2) the changes in incidence of cigarette smoking in
the U.S. over the past 20 years;

(3) the impact of the rate of the cigareite excise tax
on cigarette smoking among all age groups;

(4) the distributional effects of all Federal tobacco
cxcise taxes among income classes;

(5) the impact of changes in the cigarette excise tax
rate on State and local cigarette tax revenues and on the
farm economy; and

(6) the changes in cigarette excise tax rates imposed
by States and localities since 1958.

The report of the study is to be submitted to the
House Committee on Ways and Means and Agricultural
and the Senate Committees on Finance and Agriculture.
The report is due by July 1, 1989.



Item

Present Law

House Bill

Senate Amendment

F. Foreign Provisions

1. Foreign currency transactions
(sec. 358 of the House bill
and sec. 744 of the Senate
amendment)

Uniform residence-based sourcing and ordinary income
and loss characterization rules apply to certain gains
and losses on foreign currency-related forward conmtracts,
futures contracts, options, and similar financial
instruments, unless those instruments are marked to
market under section 1256 at year-end. At the
taxpayer’s election, gain or loss on a forward, futures,
or option which is a capital asset in the hands of the
taxpayer, is not part of a straddle, and is identified by
the taxpayer before the close of the day on which it is
entered into, is capital, and not ordinary.

Sources foreign currency gains and losses from
transactions in forwards, gmues, options, and similar
financial instruments on the basis of the taxpayer's
residence, and, unless the capital gain eclection is
applicable, treats those gains as ordinary income, without
regard to whether the instruments are or would be
marked to market under section 1256 if held at year
end. Relaxes the identification and anti-straddle conditions
on making the capital gain election in the case of
certain traders.

Effective date.--Transactions acquired or entered into
after July 14, 1988.

Same as the House bill.

Effective date.-Transactions acquired or entered into
after September 8, 1988.

2. Chain deficit rule for controlled
foreign corporations (sec. 746 of the
Senate amendment)

Deﬁctts generated by a controlled foreign corporation
the t F i of any other

controlled foreign corporauon Under the technical
corrections bill, these deficits could reduce the subpart F
income of another controlled foreign corporation in
limited circumstances, generally when the deficits are
attributable to categories of business activities the
income from which is subject to current tax under
subpart F. Insurance income is a of income that
is subject to subpart F unless it is attributable to the
insurance of risks in the same country in which the
corporation is organized.

No provision.

Provides an clection to controlled foreign corporations
to treat same-country insurance income as subpart
income so long as all related, controlled foreign
corporations organized in the same country clect (thus
making same-country insurance income ecligible for
reduction under the deficit rules of subpart F), and, for
purposes of determining whether investment income is
derived from qualified activities, treats electing
corporations as one corporation.

Effective date.—Effective as if included in the Tax
Reform Act of 1986.




Item

Present Law

House Bill

Senate Amendment

3. Qualified possession source investment
income (sec. 747 of the Senate
amendment)

A possession tax credit is available on qualified
source in t income (QPSl]) of certain

elecung domestic corporations engaged in a trade or
business in Puerto Rico or the Virgin Islands. In order
to be QPSII, investment income generally must be,
among other things, attributable to investment in a
posscssion where a trade or business is conducted, for
use in that posscssion. Under the 1986 Act, investments
in certain financial intermediaries are treated as
investments for use in Pucrto Rico if the intermediary
makes approporiate investments in qualified Caribbean
Basin countnies, which do not include the U.S. Virgin
Islands.

No provision.

Treats the U.S. Virgin Islands as a ualified
Caribbean Basin country for purposes o determining

whether investments in financial intermediarics give rise
to QPSII.

Effective date.--Effective for investments made after
date of enactment.

4. Banks organized In si
749 of the Semate nnendment)

Certain non-Guamanian possession banks are subject
to net-basis U.S. income tax and to branch level taxes
with respect to interest on U.S. government obligations,
regardless of whether such banks have an actual trade
or business in the United States.

No provision.

Excludes posscssion banks from net-basis U.S. taxation
on interest on US. government obligations that is
portfolio interest, and from the branch-level taxes on
cammgs lhn ansc from, and interest expense that is
all t, int on US. obligations
derived by “those banks (unless those banks are engaﬁed
in a US. trade or business and the interest is actually
effectively connected therewith).

Effective date,—-Effective for taxable years beginning
after December 31, 1988,

S. Gambling winnings of nonresident
allens (sec. 360 of the House bill)

A 30-percent withholding tax is imposed on certain
U.S. source income not cffectively connected with a
U.S. trade or business. Subject to exceptions, the IRS
collects this tax on bli ings of nonr
aliens. Currently, the IRS does not collect this tax on
winnings from certain "table games.”

Excludes winnings from blackjack, roulette, baccarat,
craps, and big six wheel from the 30 percent withholding
tax, except to the extent provided in regulations.

Effective date.--Effective for winnings after date of
enactment.

No provision.




Item

Present Law

House Bill

6. Coatrolled foreign Insurance
corporations owned by U.S. persons (sec.
797 of the Senate amendment)

Controlled forcign corporations engaged in the
insurance business in the United States are subject to
branch level taxes even if they are owned by U.S.
persons. Reorganization of these corporations as U.S.
corporations would require that their accumulated
carnings and profits be deemed distributed as dividends
to their U.S. owners in order for those rcorganizations
to be idered ition events.

&

No provision.

Provides an election to be treated as a U.S.
corporation to controlled foreign corporations engaged in
the insurance business in the Uoited States. Treats
dividends paid out of carnings and profits of pre-clection
years as coming from a foreign corporation. Requires the
payment by an electing corporation of a tax equal to
three-quarters of one percent of capital and surplus
accumulated as of December 31, 1987 (but limited to
$1,500,000), in licu of causing carnings and profits
accumulated as of that date to be deemed distributed.
Adopts anti-abuse rules to prevent the repatriation of
pre-clection period carnings and profits without the
current payment of U.S. tax.

Effective date.—Effective for taxable years beginning
after December 31, 1987,

7. Tax exemptioa for Enjebi
Community Trust Fund (sec.
383 of the House bill)

The Enjebi Community Trust Fund was established in
section 103(k) of the Compact of Free Association Act
of 1985 (P.L. 99-239) to provide a means of financing
the future rehabilitation of Enjebi Island in the
Enewetak Atoll, which was used by the United States
as ground zero for nus 1 p tests
conducted in the 1940's and 1950's.

Exempts carnings on and distributions from the Enjebi
Community Trust Fund from Federal, State, and local
taxation.

Effective date.--Effective for all open taxable years.

No provision.

8. Cost-of-living allowances for
Jjudicial branch employees
outside the U.S. (sec. 759
of the Senate amendment)

Civilian officers or employees of the U.S.
government stationed outside the contiguous 48 states
and the District of Columbia can exclude from gross
i t-of-living all received in accordance
with regulations approved by the President.
Cost-of-living allowances paid to federal court employees
of the US. government (after October 12, 1987) are
not received under regulations approved by the
President and are not excludable from gross income.

No provision.

Excludes from gross income cost-of-living allowances
received by judicial branch employees stationed outside
the contiguous 48 states and the District of Columbia if
they are received under regulations approved by the
President or under rules similar to such regulations.

Effective date,--Effective for amounts received after
October 12, 1987.




Item

Present Law

House Bill

Senate Amendment

9. Dividends paid by U.S.
corporations (sec.
112(gX1)}(B) of the Senate
amendment)

The 1986 Act made dividends paid by U.S.
corporations (other than sec. 936 corporations) to U.S.
persons U.S. source, even if the U.S. corporation is
doing most of its business outside the United States. A

hnical correcti tained in H.R. 4333 and S. 2238
clarifies that the 1986 Act was to be effective for
dividends paid in taxable ycars beginning after
December 31, 1986.

No provision.

Provides an clection to have the 1986 Act's provision
making dividends paid by U.S. corporations to U.S.
rsons U.S. source effective for dividends paid after
mber 31, 1986.

10. Study on the definition of
resident alien (sec. 800N of
the Senate amendment)

The Tax Reform Act of 1984 established objective
rules in defining a resident alien for U.S. income tax
ﬁurpouca. Generally, an individual is a resident alien if
c or she is lawfully accorded the privilege of residing
permanently in the United States, or is present in the
United States for a prescribed period of time in the
current year or a sufficient period of time in the
current and previous two years.

No provision.

Requires the Treasury to complete a study before Ma
1, 1989 of the Code definition of resident alien, in orde
to examine the administrability of the definition, its
effect on investment flows into the United States, the
definitions used by U.S. trading partners, the relationship
of the definition with U.S. treaties, and the estimated
revenue impact of changing the definition.

11. Bermuda and Barbados income tax
treaties (sec. 1013 of the Sepate
amendment)

The United States taxes U.S. source insurance income
derived by a foreign person cither as income effectively
connected with a U.S. business, which is taxed on a
net basis, or as i not so d, which is
taxed on a gross basis. The U.S.-Barbados income tax
treaty waives the latter tax when the income is derived
I'?' qualifying Barbadian corporations. The pending

.S.-Bermuda treaty also would waive the gross-basis
tax but only for premiums paid after 1985 and before
1990.
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No provision.

Provides that neither the Barbados nor Bermuda
income tax treaty with the United States shall waive the
United States’ gross basis excise tax for premiums paid
or credited on or after January 1, 1990.



Item Present Law House Bill Sepate Amendment
G. Estate Tax Provislon
1. Special use valuvaton of If the executor so clects, the value of real property A surviving spouse’s cash rental of specially valued Same as the House bill.

farm property for estate-tax used as a farm or in another trade or busincss is its real property to a member of the spouse’s family is not

purposes (sec. 370 of the value in such use rather than in its highest and best treated as a cessation of a qualified use.

House bill and sec. 706 of use. Ar tax is i d if the person

the Senate amendment) receiving the property ceases using it in its qualified
use within 10 years (15 years for individuals dying
before 1982) after the death of the person in whose
estate the property was specially valued.

Effective date.--Rentals occurring after date of Effective date.--Rentals occurring after December 31,
enactment. 1976, with a waiver of the statute of limitations for
claims filed within one year after the date of enactment.




Item

Present Law

House Bill

Senate Amendment

H. Tax-Exempt Bonds

1. Clarification of deflnition of
manufacturing for qualified
small Issue bonds (sec. 362 of
the House bill)

Qualified small-issue bonds are tax-exempt private
activity bonds that are issued to finance manufacturing
facilities and that satisfy certain size limitations. A
manufacturing facility is defined as a facility for the
production og tangible personal property. A de
minimus amount of space in a manufacturing plant
which is devoted to offices may be disregarded if the
office space is directly related to the manufacturing
process.

The bill clarifies that up to twenty-five percent of the
proceeds of a qualified small issue may be used to
finance ancillary activities which are carried out at the
manufacturing site.  All such ancillary activities must be
subordinate to and integral to the manufacturing process.

Effective date.--Bonds (including rcfunding bonds)
issued after the date of enactment.

Transitional exception permits bonds issued before that
date to be currently refunded after the date of
enactment if the weighted average maturity of the
refunded bonds is not increased and the amount of the
refunding issuc does not cxceed the outstanding principal
amount of the refunded bonds.

No provision.

2. Exteoslon of minimum period for
calculating TRAN safe-harbor compliance
(sec. 363 of the House bill).

Arbitrage eamnings from investment of tax and
revenue anticipation note (TRAN) proceeds must be
rebated to the Federal Government under the same
rules as apply to other tax-exempt bonds (Code scc.
148). A special safe-harbor calculation is provided,
however, for determining whether TRAN issues are
exempt from rebate under a gencral exception for
tax-exempt bonds the gross proceeds of which are spent
for the governmental purpose of the borrowing within
six months after the bonds are issued. Under this safe
harbor, TRAN net proceeds arc treated as so spent if
the issuer’s cumulative cash flow deficit for the period
beginning on the date the notes are issued and ending
on the carliest of (a) the maturity datc of the TRANSs,
(b) the date that is six months after the TRANs are
issued, or (c) the actual date the issuer’'s cash flow
deficit exceeds 90 percent of the TRAN proceeds.

Final rebate payments for bond issues are duec 60 days
after the bonds are redeemed.

For TRANs having a maturity of less than six
months, the period for determining the issuer's
cumulative cash flow deficit for purposes of the safe
harbor will be the period beginning on the date the
bonds are issued and ending on the earlier of (a) the
date that is six months after the TRANs are issued or
(b) the actual date the issuer's cash flow deficit cxceeds
90 percent of the TRAN proceeds.

The bill further provides that the final rebate payment
on TRAN issues having a maturity of less than six
months will be due no earlier than cight months after
the date of the issue.

Effective date.--Bonds issued after the date of
enactment.

No provision.
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Present Law

House Bill

Sepate Amendment

3. Application of security
interest test to bond
financing of hazardous
waste clean-up funds (sec.
738 of the Senate amendmeat)

State and local governments may issuc tax-exempt
bonds to finance governmental activities, but may issue
tax-excmpt private activity bonds only for specified
purposes. veral States are considering issuance of
tax-exempt bonds to finance hazardous waste clean-up
activities. Present law is unclear as to when these
bonds are governmental bonds if the proceeds are used
to finance activitics on private property and if
reimbursement may be sought from private parties.

No provision.

Directs the Treasury Department to issue guidance
concerning the application of the private activity bond
test to tax-exempt bond financing for State programs
before January 1, 1989.

Effective date.--Date of cnactment.

4. Tax-exempt flnancing for certain
bigh-speed rail facilities (sec. 739 of the
Senate amendment)

States and local governments are permitted to issue
tax-exempt private activity bonds to finance certain
exempt facilities, which include airports, docks and
wharves, mass commuting facilitics, and sewage facilities
among others. With the exception of bonds for
airports and docks and wharves, exempt-facility bonds
are subject to State private activity volume limitations.
To qualify for tax-exempt finance, airport, dock and
wharf, and mass commuting facilities must be
governmentally owned.

No provision.

The Senate amendment creates a new category of
exempt-facility bond: bonds to finance certain high-speed
intercity rail facilities. A high-speed rail facility is a
rail (or magnetic levitation technology) facility on which
it is reasonably expected that passenger trains will
operate between stations at average speeds in excess of
150 miles per hour.

Bonds for high-speed rail facilities generally receive
the same treatment as bonds for airport facilities, with
three exceptions. First, the facilities financed with such
bonds need not be governmentally owned. (However,
any private owner must make an irrevocable election not
to claim depreciation or any tax credit with respect to
any bond financed property). Second, 25% of the bonds
issued for high-speed rail facilities must receive State
private activity volume cap allocation. Third, any
proceeds not spent within three years of the date of
issuc must be used to redeem outstanding bonds.

Effective date.—Bonds issued after the date of

enactment,
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Item

Present Law

House Bill

Senate Amendment

5. Clarification of Treasury
Department arbitrage rebate
regulatory authority with

respect to governmental
bonds (sec. 363(b) of the
House bill).

Issuers of tax-exempt bonds are required to rebate to
the Federal Government arbitrage profits on investments
unrelated to the governmental purpose of the borrowing
(Code sec. 148). The Treasury Kpmmem currently is
drafting regulations interpreting and providing
administrative guidance on this requirement.

The bill clarifies Treasury's arbitrage rebate authority
in two respects. First, it states the understanding that
the Treasury artment is authorized to create safe
harbors in certain instances for calculating rebate
payments with respect to governmental bonds that remain
subject to the rebate requirements. Second, it states the
desire of the House that the Treasury artment is to
have as a primary objective in promulgating arbitrage
rebate regulations for governmental bonds that remain
subject to the rebate requirement the adoption of
regulations that are workable and understandable to the
governmental units that must comply with them.

date.--As if included in the Tax Reform Act
of 1986.

No provision.

6. Application of arbitrage
rebate requirement to hona
fide debt service funds
(sec. 364 of the House
bill and sec. 740 of the
Senate amendment)

Issuers of tax-exempt bonds are required to rebate to
the Federal Government arbitrage camings on
investments unrelated to the governmental purpose of
the borrowing (Code sec. 148). No rebate is required
with respect to an issue if all gross proceeds of the
issue are spent for the governmental purpose of the
borrowing within six months after the bonds are issued.
At the clection of the issuer, amounts invested in a
bona fide debt service fund (i.c., a fund to satisfy
current debt service on the bonds) are exempt from the
rebate requirement if the gross earnings on the fund
are less than $100,000.

The $100,000 gross earnings limit is waived for issucs
of governmental bonds having a weighted average
maturity of five years or more and bearing interest at
rates that are fixed on the date of issue and that do
not vary during the term of the bonds. Also, the
present-law clection to be exempt from the arbitrage
rebate requirement for bona-fide debt service funds is
made automatic for these and other bonds. The present
law eclection is being deleted.

Effective date.--Bonds issued after the date of

enactment.

Same as the House bill.

Effective date.~Same as the House bill, except issuers
of outstanding governmental fixed rate bonds may elect
to apply the new rule for governmental bonds to
amounts deposited in bona fide debt service funds after
the date of the bill's enactment.




Present Law

House Bill

7

Certaln volunteer fire
departments to qualify for
tax-exempt financing (sec.
365 of the House bill)

Tax-exempt bonds may be issued to finance
firchouses and firetrucks for volunteer fire departments
if the fire artments are the only organization
providing firefighting services to the jurisdiction which
they serve and if they are required by written
agreement with the governmental unit to provide such
services (Code sec. 150).

The Treasury Department ruling position is that land
may not be financed with these tax-exempt bonds, even
though the land is functionally related and subordinate
to a firchouse being financed.

An exemption from the requi that a vol
fire department be the exclusive provider of firefighting
services in its service area is provided for volunteer fire
departments where the governmental unit served has been
served continuously and exclusively scrved by more than
one volunteer fire department since January 1, 1981.

The bill also clarifies that a reasonable amount of
land that is functionally and related to a firchouse
qualifying for tax-exempt financing may be financed with
tax-exempt bonds as part of the acquisition or
construction of the firchouse.

Effective date.--Bonds issued after the date of

enactment.

No provision.




Item

Present Law

House Bill

Disregard of pooled financings
in determination of
qualification for small-lssu

o (Senat d

P

To qualify for tax-exemption, the bonds of State and
local govenments must satisfy certain arbitrage
restrictions, among them the rebate of nonpurpose
arbitrage camings to the Federal Government.
Governmental units which issue no more than $5
million in bonds during the calendar year (not counting
private activity bonds) are exempt from the rebate
requirement.

Regardless of the ultimate borrower of the funds from
a pooled financing, the bonds issued count towards the
determination of whether the issuer qualifies as a
small-issuer.

No provision.

In the case of pooled financings where the ultimate
borrowers are governmental units with general taxing
goweu. and the issuer of the bonds is not an ultimate
orrower, the bonds comprising the pooled financing
shall not count towards the determination of the $5
million small-issuer exception.

date.~ Bonds issued after December 31,
1988.
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Item

Present Law

House Bill

L Exempt Organizations

1. Effective date for UBIT treatment of
income from certaln games of chance (sec.
724 of the Senate amendment)

Section 311 of the Deficit Reduction Act of 1984
provided that the unrelated business income tax (UBIT)
does not apply to i of a tax pt organization
derived from conducting a game of chance in a State
having a statute, in effect as of October 5, 1983,
providing that only nonprofit organizations could
conduct such activities; this provision applied to such
income derived after June 30, 1981. owever, the
technical corrections title of the Tax Reform Act of
1986 specified that the only State law to which the
1984 Act F‘rov‘mon was intended to apply was a
particular North Dakota law. Accordingly, such income
derived in other States that tax-exempt organizations
had treated as not subject to
UBIT pursuant to the 1984 Act was retroactively
treated as taxable.

No provision.

The cffective date of the 1986 Act technical correction
described under Present Law is made cffective bcgmnmg
October 22, 1986 (the date of en of the techni
correction). As a result, the treatment of income denvcd
by tax-exempt organizations from games of chance
conducted prior to that date is governed by section 311
of the Deficit Reduction Act of 1984 as originally
enacted.

Effective date.—Date of enactment (with respect to
games of chance conducted prior to October 22, 1986).

<,

Purchasing of i e by ta
hosplhl service organizations (sec. 728 of
the Senate amendment)

501(c) provides tax-exempt status for hospital
service organizations operated solely to perform, on a
centralized basis, onc or morc of the followmg
enumerated services: h da 8.
warehousing, billing and collection, food clinical,
industrial engineering, laboratory, printing,
communications, record center, and personnel services.

No provision.

The provision clarifies that the purchasing activities
that may be carried on by a tax-exempt hospital service
organization include the acquisition, on a group basis, of
insurance (such as malpractice and general liability
insurance) for its hospital members.

Effective date.—Purchases made before, on, or after the
date of enactment.

3. Determination of operating foundation
status for certain purposes (sec. 386 of the
House bill)

Section 302 of the Deficit Reduction Act of 1984
exempted certain operating foundations from the section
4940 cxcise tax on the net investment income of a
private foundation. The exempted organizations included
any private foundation that constituted an operating
foundation (as defined in sec. 4942(j)(3)) as of January
1, 1983 and that met certain other requirements.

constituted an

For purposes of section 302(cX3) of the Deficit
Reduction Act of 1984, a private foundation that
rating foundation (as defined in sec.
4942(j}(3)) for its last taxable year ending before January
1, 1983 is treated as constituting an operating foundation
as of January 1, 1983 and thercfore as meeting the
requirements of section 4940(d)(2)(B).

Effective date.--Date of enactment.

No provision.




Item

Present Law

Senate Amendment

4. Treatment of exempt-
organization expenditures
to iafl the R

or appointmeat of
individuals to nonelective
public office (Senate
amendment)

A charity or other tax-exempt organization is treated
as having taxable income equal to the lesser of (1) its

penditures for " function” activities or (2) its
net investment income (sec. 527(f)). For this purpose,
"exempt function” includes influencing or attempting to
influence the seclection, nomination, election, or
appointment of any individual to any Federal, State, or
local publu: ofﬁoe. whelhcr such individual is selected,
d. The IRS recently
interpreted this nalulory " definition as including activities
sceking to influence the confirmation by the US.
Senate of an individual nominated to serve as a
Federal judge.

No provision.

The term excmpt function” does not include, for
purposes of section 527(f), the funcuon of mﬂuencmg or
attempting to influence the of
an individual to any Federal, State, or locJ nonelective
pubhc office. As a result, a section 501(c) exempt
orgnmzauon could make expmdlturcs for such purpose
without triggering tax under section 527.

The provision docs not modify existing limitations on
political campaign activities applicable to various types of
section 501(c) organizations, such as the prohibition on
political campaign activities by section 501(c)(3) charitable
organizations, or existing limitations on lobbying activities
of such organizations.  Also, the provision does not
affect the definition of lobbying for purposes of such
limitations.

Effective date.—Date of enactment.

5. Discharge of indebted
income of rural mutual or
cooperative utility companies
(sec. 386 of the House hill
and sec. 707 of the Senate
amendment)

Under present law, a mutual or cooperative
telephone, electric or water company qualifies for
exemption from Federal income tax if at least 85

Ferccm of its gross i ists of ts coll
members for the sole purpose of meeting losscs
and expenses of providing service to its members.

re
in

The 85-percent test would be determined without
d to any discharge of indebtedness income arising
1987, 1988, or 1989 on debt that ecither originated

with, or is guaranteed by, the Federal Government.

Effective date.--Applies to discharge of indebtedness
realized after December 31, 1986, and before

Gross income of a taxpayer generally includ
from discharge of indebtedness.

January 1, 1990.

The 85-percent test would be determined without
regard to any discharge of handedness income arising
pursuant to sales of indebted under 1001 of
the Budget Reconciliation Act of 1986.

Effective date.-Applies to sales before, on, or after
the date of enactment.
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Item

Present Law

House Bl

Senate Amendment

J.  Taxpayer Bill of Rights

1. Disclosure of rights of taxpayers
(sec. 764 of the Senate amendment)

There is no statutory requirement that the IRS
provide a written explanation of the rights of the
taxpayer and the obligations of the IRS during the tax
dispute resolution process,

No provision.

Requires the IRS, when it contacts a taxpayer
concerning the determination or collection of any tax, to
provide a written statement of the rights of the taxpayer
and the obligations of the IRS during the audit, appeals,
refund, and collection processes.

Effective date.~-The statement must be prepared within
180 days of enactment.

2. Procedures Involving taxpayer
interviews (sec. 765 of the Senate
amendment)

(a) Reasonable time and place

(b) Recordings

() IRS explanation prior to interview

(a) The Code provides that the IRS shall select a
reasonable time and place for an examination of a
taxpayer. No regulations have been promulgated
claborating on this provision.

(b) No statutory provisions govern recordings of IRS
interviews, although the IRS generally permits a
taxpayer to make an audio recording of an interview if
prior notice to the IRS is given.

(c) The IRS has a general practice of providing
written explanatory materials to taxpayers in advance of
the initial audit interview.

No provision.

No provision.

No provision.

(a) Requires that regulations be published enumera.ing
standards for determining whether the sclection of a time
and place for interviewing a taxpayer is reasonable.

Effective date.--The regulations must be published
within one year of enactment.

(b) Provides that a taxpayer may make an audio
recording of an in-person interview at the taxpayer's own
expense.

Effective date.--Interviews conducted on or after 30
days after enactment.

(c) Requires that, prior to initial audit and collection
interviews, the IRS explain the audit or collection
process and taxpayers’ rights under that process.

Effective date.—Interviews conducted on or after 30
days after enactment.



Present Law

House Bill

Senate Amendment

(d) Taxpayer representatives

(d) The IRS provides that, if a power of attorney
has been executed properly in favor of a person
eligible to practice before the IRS, the taxpayer is
entitled to representation by that person during all
stages of the administrative process.

No provision.

(d) Provides in the Code that a taxpayer may be
represented during an interview by any person currently
permitted to represent the taxpayer before the IRS. If a
taxpayer clearly states during an interview that he or she
wishes to consult with a representative, the interview
must be suspended to afford the taxpayer a reasonable
opportunity to consult with the representative. Absent an

dministrative a taxpayer cannot be required to

pany the rep ative to an interview. The IRS
may continue to request that taxpayers voluntarily attend
interviews.

Effective date.—Interviews conducted on or after 30
days after enactment.

3. Advice of the IRS (sec. 766 of the
Senate amendment)

The IRS administratively may abate some penalties in
a variety of circumstances.

No provision.

Requires the IRS to abate any portion of any penalty
that is attributable to erroncous written advice furnished
by the IRS to a taxpayer, where such advice specifically
was requested in writing by the taxpayer and reasonably
relied upon, unless the taxpayer failed to provide
accurate information when requesting the advice.

date.-Advice requested on or after the date
of enactment.

4. Taxpayer assistance orders (sec. 767
of the Senate amendment)

The Taxpayer Ombudsman administers the IRS
problem resolution program, which is designed to
resolve a wide range of tax administration problems
that are not remedied through normal administrative
channels.

No provision.

Provides statutory authority for the Taxpayer
Ombudsman to issuc a taxpayer assistance order if, in
the determination of the Ombudsman, the taxpayer is
suffering or about to suffer significant harm as a result
of IRS action. The taxpayer assistance order may
require remedial action, such as release from levy of
property of the taxpayer, and is binding on the IRS
unless reversed by a district director or his superiors.

Effective date.--Date of enactment. Regulations must
be issued within 90 days of enactment.
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Present Law

House Bill

Senate Amendment

5. Office of Inspector General (sec. 768
of the Senate amendment)

The Treasury Department has a nonstatutory
Inspector General with internal audit and investigative
responsibilities for the Department, except for its four
law enforcement agencies: IRS, Secret Service, Customs
Service, and the Burcau of Alcohol, Tobacco, and
Fircarms. These functions are performed at the IRS by
the Inspection Division, which reports directly to the
IRS Commissioner.

No provision.

Establishes a statutory Inspector General within the
IRS, and establishes a separate Inspector General within
the Treasury Department with oversight responsibility
over all other agencies within the Department.

Effective date.--Date of enactment.

6. Evaluation of IRS em;ioyeu (sec.
769 of the Senate amendment]

An IRS Policy Statement prohibits the use of
production §u0¢ll or goals based upon sums collected to
evaluate IRS enforcement officers, appeals officers, and
reviewers.

No provision.

Prohibits the IRS from using records of tax
enforcement results to evaluate enforcement officers,
appeals officers, and reviewers, and from imposing or
suggesting production quotas or goals.

Effective date.—Evaluations conducted on or after
enactment.

7. Procedures relating to IRS regulations
(sec. 770 of the Senate amendment)

The IRS publishes all regulations in the Federal
Register. Before final regulations are promulgated,
proposed regulations are issued and comments are
invited from the public and Government agencies. The
IRS also issues some regulations as temporary

lations, which generally are effective upon
publication and remain in effect until replaced by final
regulations.

No provision.

Requires the IRS to solicit comments from the Small
Business Administration (SBA) after the publication of
proposed regulations or before the promulgation of final
regulations. The SBA is allowed four wecks to provide
its comments on the impact of the regulations on small
businesses. Each time the IRS issues temporary
regulations, it is required to issue simultancously those
regulations in proposed form. Temporary regulations ar
permitted to remain in effect for no more than two
years after issuance.

Effectlve date.—Rcgulations issued after enactment.




Item Present Law House Bill Senate Amendment
8. Content of tax due and deflciency Although the IRS generally explains the basis of a No provision. Requires that all tax due notices or deficiency notices
potices (sec. 771 of the Senate tax deficiency in a statutory notice, it is not required contain both a description of the basis for and an
amendment) to explain the basis for assessing penalties. identification of the amounts (if any) of tax due,
interest, and penaltics.
Effective date.--Mailings made after 180 days after
enactment.
Installment payment of tax Uability
(sec. 772 of the Senate amendment) The IRS is not required to enter into installment No provision. Provides the IRS with statutory authority to enter into
payment agreements with taxpayers, but generally does a written installment payment agreement if it determines
so if a taxiaycr who is unable to pay the delanuency that such agreement will facilitate collection of tax. The
in full is able to make pay on the deling; IRS is provided authority to modify or terminate an
taxes and pay current taxes as they become due. installment payment agreement if the IRS detennmes that
the taxpayer provided i ate or i
information to the IRS, collection of tax is in jeopardy,
the taxpayer fails to pay an installnent when due or
fails to pay any other tax liability, or the financial
condition of the taxpayer has significantly changed and
if notice is given to the taxpayer at least 30 days prior
to the date of action.
Effective date.--Installment agreements entered into
after enactment.
1%

10. Assistant Commissioner for Taxpayer
Services (sec. 773 of the Senate
amendment)

There is currently within the IRS an Assistant
Commissioner (Taxpayer Services and Returna
Processing). This position is not provided by statute.

No provision.

Establishes statutorily an Assistant Commissioner for
Taxpayer Services, who (jointly with the Taxpayer
Ombudsman) must report annually to Congress concernin,
the quality of taxpayer services provided by the IRS.

Effective date.~Date of cnactment.
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Item

Present Law

House Bill

11. Levy and distraint (sec. 774 of the
Senate amendment)

(a) Notice of Intent to levy

(b) Property subject to levy

(a) At least 10 days before collecting a tax by levy
(i.c., seizure of the taxpayer's property) the IRS must
ive the taxpayer written notice of its intent to levy.

the IRS ds that collection of tax is in jeopardy,
it may collect the tax by levy without providing notice
or waiting 10 days.

(b) Property subject to levy includes any propert:
(or rights to property being held by others) belongin 3
de

to the taxpayer, except property specifically exclu
from levy by law, which includes:

(1) fuel, provisions, fumiture, and personal houschold
cffects, not exceeding $1,500 in aggregate value; and

(2) books and tools necessary for the trade, business,
or profession of the taxpayer, not exceeding $1,000 in
aggregate value.

80

(a) No provision,

No provision.

(a) Extends to 30 dlyl the required period between
the IRS providing written notice to a taxpayer and the
collection of tax by levy. As under present law, the
notice and waiting period requirements do not apply if
the IRS finds that collection of the tax is in jeopardy.

The notice precedmg levy must contain a description
of Code pr istrative proced
applicable to speqﬁc upccu of collection.

res

(b) Expands the types of property exempt from levy
by:

(1) indexing for inflation in 1989 and 1990 the $1,500
exemption amount for fuel, provisions, furniture, and
personal houschold effects;

(2) indexing for inflation in 1989 and 1990 the $1,000
exemption amount for books and tools necessary for the
trade, business, or profession of the taxpayer;

(3) exempting from levy taxpayer's principal residence
and personal property essential to the taxpayer's trade or
business, unless an IRS district director or assistant
district director personally approves the levy in writing
or the collection of tax is found to be in jeopardy; and



Present Law

Sepate Amendment

(c) Levy on wages

(d) Release of levy

(c) The IRS may instruct the taxpayer's employer to
pay to the IRS amounts payable to the taxpayer as
salary or wages, except (1) so much of the wages or
salary of the taxpayer as is necessary to comply with a
prior judgment og a court for support of taxpayer's
minor children, and (2) a minimum amount of wages,
salary, or other income (in general, $75 per week plus
$25 per week for cach dependent).

(d) The IRS has authority to release a levy if it
determines that this will facilitate the collection of tax.

No provision.

No provision.

(4) prohibiting levies in cases where the estimated
expenses of levy and sale exceed the fair market value
of the property.

No levy is permitied with respect to taxpayer's
property on any day on which the taxpayer is required
to respond to a2 summons issued by the IRS, unless
collection of tax is in jeopardy.

Banks and other financial institutions are required to
hold accounts gamnished by the IRS for 21 days after
receiving the IRS notice of levy, in order to give
taxpayers an opportunity to notify the IRS of errors with
respect to scizures.

(c) Exempts from levy salary or wages for cach week
in an amount equal to taxpayer’'s standard deduction and
personal exemptions allowable for the taxable year in
which the levy occurs, divided by 52.

(d) Provides that the IRS must release a levy on
property if (1) the liability for which the levy was made
is satisfied, (2) the IRS determines that release will
facilitate the collection of the liability, (3) an installment
payment agreement has been executed with respect to
such liability, (4) the IRS has determined that the levy
is creating an economic hardship duc to the taxpayer's
financial condition, or (S) the fair market value of the
property excecds the liability and partial release would
not hinder collection of the tax and related costs owed
to the IRS.

Effective date.—Levies issucd 90 days after enactment.
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Present Law

House Bill

Senate Amendment

12. Review of jeopardy levy and
assessment procedures (sec. 775 of the
Senate amendment)

The Code provides special rules relating to
administrative review and judicial review (by Federal
district courts) of jeopardy assessments. These rules do
not apply to jeopardy levies.

No provision,

The Tax Court is given jurisdiction concurrent with
Federal district court with respect to the challenges to a
jeopardy assessment or jeopardy levy if the taxpayer has
filed a petition with the gpu Court prior to the making
of the assessment or levy with respect to any deficiency
covered by the jeopardy assessment or jeopardy levy
notice.

Effective date.—Jeopardy levies issued and jeopardy
assessments made after enactment.

13. Administrative appeal of liens (sec.
776 of the Senate amendment)

Although a taxpayer can obtain a review within the
IRS of an initial determination of tax deficiency, there
is no statutory procedure for the administrative appeal
of IRS decisiona concerning the collection of a tax
liability.

No provision.

Requires the IRS to promulgate regulations that
provide taxpayers with an administrative procedure to
obtain review of the filing of a notice of lien in the
public record and an opportunity to petition for the
release of such lien. If filing of a notice of lien was
erroneous, the IRS must release the lien and state that
the lien was erroneous.

Effective date.-Regulations must be issued within 180
days after enactment.




Item

Present Law

House Bill

Senate Amendment

14 Awarding of costs and certain fees
in administrative and court proceedings
(sec. 777 of the Senste amendment)

(a) Recoverable costa

(b) Burden of proof

(c) Position of the United States

(d) Administrative settlement of claims
for litigation costs

(a) A taxpayer who is a prevailing party in a tax
case in any Federal court may be awarded reasonable
litigation costs if the position of the United States was
not subsmantially justified, but costs incurred during the
IRS administrative process generally are not
recoverable.

(b) To be awarded reasonable litigation costs, the
taxpayer must establish that the position of the
Government in the case was not substantially justified.

(c) In determining whether the position of the United
States was substantially justified, the position is
determined beginning with the position in the civil

roceeding, or, if applicable, the position taken by the

S distnict counsel administratively. This generally
does not include positions taken in the audit or appeals
process.

(d) The Code does not give explicit authority to the
IRS to scttle administratively claims for litigation costs
prior to the commencement of the civil action.

No provision.

No provision.No provision.

(d) No provision.

(a) Provides that a taxpayer who substantially prevails
in any tax case brought by or against the United States
may be awarded reasonable litigation costs incurred in
connection with any court pr ding and r bl
administrative costs incurrecr before the IRS, but only if
such administrative costs were incurred after the carlier
of (1) the date of the first notice of proposed deficiency
that allows the person an opportunity for administrative
review in the IRS Office of Appeals, or (2) the date of
the notice of deficiency.

(b) Shifts the burden of proof to the Government to
establish that its position was substantially justified in
order to prevent a prevailing taxpayer from recovering
costs.

(c) Provides that in determining whether the position of
the United States was substantially justified, the position
of the United States is any position taken after the later
of (1) the date of the first letter of proposed deficiency
that allows the taxpayer an opportunity for administrative
review in the IRS Appeals Office, or (2) the date by
which the relevant evidence under the control of the
taxpayer, as well as relevant legal arguments, with
respect to such action have been presented by the
taxpayer to IRS examination or Service Center personnel.

(d) Provides the IRS with authority to settle claims
for recovery of costs incurred in administrative and
judicial proceedings.

Administrative decisions concerning such costs would
be appealable to the Tax Court.

Effective date.--Proccedings commenced after
enactment.
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Present Law

House Bl Senate Amendment

15. Civil cause of action for damages
due to faiture to release lien (sec. 778 of
the Senate amendment)

The Code does not grant taxpayers a right to bring
an action for damages resulting from the wrongful
failure to remove a lien on a taxpayer's property.

No provision.

Provides taxpayers with the right to sue the Federal
Government in Federal district court or Tax Court if an
IRS employee knowingly or negligently fails to rclease a
lien on the taxpayer's property as required under the
Code. Taxpayers would be permitted to recover the
costs of the action and damages cqual to the greater of
(1) the actual direct economic dnmages sustained by the
taxpayer which, but for the actions of the IRS, would
not have been sustained, or (2) $100 per day (up to
$1,000) for each day the failure continues during the
period that begins ten days after the taxpayer provides
written notice to the IRS of the failure to release the
lien,

Effective date.—-Taxpayer notices provided and damages
arising after enactment.

16. Civil cause of ncdon for dnmges
ined due to unr by
IRS (sec. 779 of the Senate amendment)

Taxpayers do not have a specific right to suc the
Government for damages sustained due to unreasonable
actions taken by an IRS employece.

84

No provision.

Grants taxpayers the right to sue the Federal

Govcmmcnl in Federal district court or Tax Court for
if in with the determination or

collection of any Federal tax, an [RS employee
carelessly, recklessly, or intentionally disregards any
provision of Federal law or any regulation promulgated
under the Internal Revenue Code. The taxpayer may
recover the costs of the action plus actual direct
economic damages sustained by the taxpayer as a
proximate result of the unlawful actions or inaction of
the IRS employee.

Effective date.—Actions occurring after enactment.



Present Law

House Bill

Senate Amendment

17. Jurisdictioa to restrain certain
mature assessments (sec. 780 of the
Senate amendmeant)

Jurisdiction to restrain IRS a and coll
of tax rests solely with the Federal district courts.
Consequently, even though as a general rule no
assessment or collection of tax may be made until the
decision of the Tax Court has become final, a taxpayer
with a case before the Tax Court who is faced with a
premature IRS assessment is forced to challenge that
asscssment in Federal district court.

No provision.

Grants the Tax Court jurisdiction (concurrent with
Federal district courts) to restrain the assessment and
collection of any tax by the IRS if the tax is the
subject of a timely filed petition pending before the Tax
Court.

Effective date.--Orders entered into after enactment.

18. Jurisdiction to enforce overpayment
determinations (sec. 781 of the Senate
amendment)

The Tax Court has jurisdiction to determine an
overpayment in respect of a tax for which the IRS has
asserted a deficiency. However, if the IRS fails to
refund or credit an overpayment determined by the Tax
Court, the taxpayer must scck relief in another forum.

No provision.

Grants the Tax Court jurisdiction to order the refund
of an overpayment plus interest if, within 120 days after
a Tax Court decision has become final, the IRS fails to
refund to a taxpayer an overpayment determined by the
Tax Court.

In addition, if the IRS fails to establish that its delay
was substantially justified, then the taxpayer is entitled to
interest on the overpayment at an increased rate and to
reasonable litigation costs.

Effective date.-Overpayments determined by the Tax
Court that have not been refunded by the 90th day after
enactment.
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Present Law

House Bill

Senate Amendment

19. Jurisdiction to review certain sales
of seized property (sec. 782 of the Sepate
amendment)

If a taxpayer fails to pay a tax on notice and
demard after the IRS makes a jeopardy asscssment, a
lien arises in favor of the United States upon property
belonging to the taxpayer and the IRS immediately can
seize the taxpayer's property. Pending issuance of a
notice of deficiency, and, if the taxpayer challenges the
assessment in ecither the Tax Court or Federal district
court, pending the decision of such court, the IRS
cannot sell property seized pursuant to a jeopardy
asscssment, unless (1) the taxpayer consents to the sale,
(2) the IRS determines that the expenses of conservation
and maintenance greatly will reduce the net proceeds,

[ or (3) the property is liable to perish or become

greatly red in value by keeping, or cannot be kept
without great expense.

If the taxpayer wishes to contest an IRS
determination to sell scized property, the only recourse
is to bring suit in Federal district court.

No provision.

Grants the Tax Court jurisdiction during the pendency
of proceedings before it to review the IRS' determination
to scll property scized pursuant to a jeopardy
asscasment.

Effective date.--90 days after enactment.

20. Jurisdiction to redetermine interest
on deficiencies (sec. 783 of the Senate
amendment)

Following a decision by the Tax Court, the IRS
asscsses the entire amount redetermined as the
deficiency by the Tax Court and adds to that interest
computed at the statutory rate. If the taxpayer
disagrees with the IRS’ interest computation, however,
the Tax Court does not have jurisdiction to resolve
that dispute.

No provision.

Provides that if a dispute arises over the IRS’
computation of the interest due on a deficiency, then the
taxpayer will have one year from the date the Tax
Court decision became final in which to move to reopen
the Tax Court proceeding for a determination of interest
due. The taxpayer must first pay the entire deficiency
redetermined by the Tax Court and the interest
determined by the IRS.

Effective date.—Assessments after enactment.
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Present Law

House Bill

Senate Amendment

21. Jurisdiction to modify decisions in
certain estate tax cases (sec. 784 of the
Senate amendment)

Certain estates that consist largely of an interest in a
closely held business may clect to pay Federal estate
tax over an extended-payment period. If such an
election is made, the amount of the estate tax deduction
for interest to which an estatc is entitled cannot be
determined until the interest is paid, and the Tax
Court may not enter a final judgment in the case until
the extended-payment period has expired.

No provision.

Provides the Tax Court authority to enter a final
decision in an estate tax case in which an
extended-payment period is clected and subsequently, if
necessary, to modify the decision at the end of the
extended-payment period to reflect interest actually paid
by the estate.

Effective date.~Tax Court cases for which the decision
is not final on the date of enactment.

22. Refund jurisdiction for the Tax
Court (sec. 785 of the Senate amendment)

The Tax Court has no jurisdiction to determine
whether a taxpayer has made an overpayment except in
the context of a deficiency proceeding. If the IRS
rejects a taxpayer's refund claim, or does not act
within six months, then the taxpayer may bring an
action for refund in Federal district court or the United
States Claims Court, but not in the Tax Court.

No provision.

The provision would grant the Tax Court jurisdiction
over tax refund actions against the IRS where there
already is iending and awaiting submission for
dispomtion by a judge a deficiency action in the Tax
Court, and where the issuc in the refund action is
related by subject matter to the deficiency action or the
result in either of the two actions will affect the amount
in controversy in the related action.

All proceedings in the Tax Court would be stayed for
180 days if a refund action is filed in the Tax Court
and there is a showing by the IRS that there has been
no audit of the taxpayer's return for the period or type
of tax involved in the refund action. The general
prerequisites governing the commencement of tax refund
actions would apply to refund actions filed in the Tax
Court.

A taxpayer continues to have the option of filing a
claim for refund in the appropriate Federal district court
or the United States Claims Court.

Effective date.--Proceedings commenced in the Tax
Court six months after enactment,
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Present Law

House Bill

K. Other Administrative

1.

Provisions
Tip reporting (House bill)

Employers are required, under certain circumstances,
to provide an information report of an allocation of
tips in large food or bcvcrage esubluhmenu (defined
generally include those h ts that normally
employ more than 10 employees). Under this
provision, if tipped employees of large food or beverage
establishments report tips aggregating 8 percent or more
of the gross receipts of the establishment, then no
reporting of a tip allocation is required. However, if
this 8-percent reporting threshold is not met, the
employer must allocate (as tips for information reporting
purposes) an amount equal to the difference between 8
percent of gross receipts and the aggregate amount
reported by employees. This allocation may be made
pursuant to an agrecment between the employer and
employees or, in the absence of such an agreement,
according to Treasury regulations.

These Treasury regulations provide that this allocation
may be made by the employer in either of two ways
One is to allocate based on the portion of the gross
ipts of the establish attributable to the
employee during a payroll period. The second is to
allocate based on the poruon of the toul number of
hours worked in the establi attributable to the
employee during a payroll period.

r

The method of tip allocation based on the number
of hours worked may be utilized only by an
establish that employs less than the equivalent of
25 full-time employces during a payroll period.
Establishments employing the equivalent of 25 or more
full-time employees consequently have to usc the portion
of gross receipts method to allocate tips during the
payroll period (absent an agreement between the
employer and employees).

The committee report states that some establishments
that employ the equivalent of 25 or more full-time
employees are not observing this law and encourages
them to do so.

No provision.




Item

Present Law

House Bill

Senate Amendment

2. Provisions relating to .
previously required studies
(sec. 393 of the House hill)

Present law requires Treasury to prepare
and submit to Congress many one-time and periodic
studies on specific tax issues. Treasury is required to
provide reports cvery second tax year on posscssions
corporations and on foreign sales corporations.

Deletes the requirement that Treasury prepare studies
of the payment-in-kind program, the foreign oil and gas
tax credit provisions, and the accounting mecthods for
inventory. Modifies the timing of the studies on
possessions corporations and on foreign sales corporations
so that they would be required on every fourth tax
year.

Effective date. Date of enactment.

No provision.

3. Repeal of Treasury authority to
be class lives (sec. 798
of the Scoate amendmeant)

Depreciation recovery periods are generally determined
by reference to ADR class lives. An office in the
recasury Department monitors and analyzes the actual
experience of depreciable assets and reports the findings
to the Secretary. The Treasury Department generally
has the authority to establish or change the class lives
of depreciable assets, except for certain assets which
may not have their lives lengthened before January I,
1992.

No provision.

The Secretary’s authority to lengthen the depreciabl
life of an assct is revoked. The Treasury is expected to
study and report to Congress on its findings concerning
the actual experience of depreciable assets.

Effective date.—Date of enactment.

4. Re of reporting
r':;llhmenu for windfall
profit tax (sec. 208 of the
Senate amendment)

The crude oil windfall profit tax was repealed for
oil removed on or after August 23, 1988 (P.L.100-418).

No provision.

Repeals the reporting requirements for crude oil
removed after D ber 31, 1987, for which no windfall
profit tax is due or withheld.

(Floor amendment by Sen. Nickles, adopted by voice
vote.)

Effective date.—Date of enactment.




Item

Present Law

House Bill

Senate Amendment

L. Corporate/Personal Holding

Company Provisions

1. Authority to pay refunds to
fiduclary of lnsolveat member
of affiliated groups (sec.

385 of the House hill)

Treasury regulations generally require a refund
attributable to losses of any member of an affiliated
group filing a consolidated return to be paid by the
Internal Revenue Service to the parent corporation,

The Secretary of the Treasury is authorized to provide
access to tax refunds to a statutory or court appointed
ﬁducury of an insolvent mcrber of a group of
corporations filing s consolidated tax retum, to the
extent the Secretary determines that the refund is
properly attributable to the losses of such insolvent
member and that such access is consistent with the
purposes of the consolidated return provisions.

Effective dau«-Effecuve for pending or future statutory
or court , in accordance with
Treasury regullhons

No provision.

2. Certain ownership changes oot
counted during
(sec. 741 of the Senmate
amendment)

Net operating loss limitations of the Tax Reform Act
of 1986 do not apply to an ownership change resulting
from certain bankruptcy reorganizations or proceedings
if a petition in the case was filed with a court before
August 14, 1986. When stock of a corponn'on is
acquired during the pendency of a bankruptcy, an
ownership change may occur and losses may be
limited.

No provision.

Under regulstions to rescribed by the Treasury, i
my stock that was u:quuuf by sharcholders during s

K. Erooeedmg in a transaction that triggered an
owners ange does not represent more than 50
percent of the value of the corporation (based on the
value of the stock immediately after the completion of
the bankrupicy proceeding), an amended return can
generally be filed with respect to prior years for which
losses were limited (without regard to the otherwise
applicable statute of limitations).

Effective date.—Effective as if included in the 1986
Act.

3. Application of Code sec. 7503
for purposes of Waods
Investment Co, effective date
(sec. 388 of the House bill)

Where the last day required by the tax laws to
perform an act is a Saturday, Sunday or legal holiday,
the act will be considered timely if it is rformed on
the next day that is not a Saturday, Sun or legal
holiday. It is not clear whether or to what extent this
provision applies to the requirement that the disposition
required for transition relief from the provision in the
Revenue Act of 1987 which reverses the result in

Investment Co. must occur prior to January I,
1989.

For purposes of transition relief from the provision
which reverses the result in Woods Investment Co,, a
disposition is treated as if it occurred on December 31,

8, if it occurs on the next day following December
31, 1988, that is not a Saturday, Sunday or legal
holiday.

Effective date.--Effective as if included in the 1987
Act.

No provision.




Item

Present Law

House Bill

4. Application of rules on

personal holding company
income to broker-dealers
(sec. 743 of the Sepate
amendment)

Personal holding company income of a broker-dealer
ludes interest

No provision.

The definition of personal holding company income is
modified to exclude interest received by broker-dealers
with respect to: (1) any securities or money market
instruments held as inventory; (2) margin accounts; or
(3) any financing for a customer secured by securities or
money market instruments.

Effective date.-Effective with respect to interest

reccived after the date of enactment.

s.

Elimination of dividends
recelved from banks from
personal holding company
income of bank holding
companies (sec. 392 of the
House bill)

Pcrsonal holdi

pany of a bank holding
“dividend pud by subsidiary banks,
unless thc blnk holding company owns 80 percent or
more of the stock of the subsidiary bank.

The definition of personal holding company income of

a personal holding company which is a bank holding
company is modxged to exclude up to $3 million per
year of dividends received from a bank if the bank
holding company (1) owns at least 25 percent of the
bank’s stock and (2) the value of the stock in such
banks has a value equal to 80 percent or more of the
total value of the assets of the holding company.

Effective date.--Effective with respect to dividends
received by a bank holding company in its taxable years
ending in 1989 and 1990.

No provision.




Item

Present Law

House BIl

Senate Amendment

6. Substantiation of certain charitable
contributions of Inventory property by
corporations (sec. 800E of the Senate
amendment)

Under the Tax Reform Act of 1984, individuals,
closely held corporations, and personal service
corporations generally must obtain qualified appraisals
mecting specified requirements in order to claim a
charitable deduction exceeding $5,000 for certain
contributions of property. e IRS recently announced
that less stringent appraisal requirements would apply to
donations by regular corporations of inventory property
to be used for care of the ill, the needy, or infants,
such as contributions of food by a food retailer to
organizations aiding the homeless.

No provision.

The Treasury Department is authorized to prescribe
regulations allowing corporations (other than ;
corporations) to provide less detailed substantiation than
that required under the present-law qualified appraisal
rule for charitable contributions of inventory property to
be used for carc of the ill, the needy, or infants (as
described in Code sec. 170(e)(3)(A)).

Effective date.—Contributions made after the date of
enactment.

7. Relief from recognition of
corporate level gain involving transfer of
residential cooperative units (sec. 8001 of
the Senate amendment)

Gain is d to a idential housing

cooperative when appreciated property is distributed to
tenant-stockholders.

No provision,

No gain or loss is recognized to a residential housing
cooperative when property that qualifies as a principal
residence is distributed to a tenant-stockholder in
exchange for the tenant-stockholder’s stock, to the extent
the exchange qualifies for nonrecognition at the
shareholder level under section 1034 of the Code.

Effective date.—Effective as if included in the 1986
Act.

M. Miscellaneous Provisions

1. Bad debt reserve exception
for small banks (sec. 742 of the Senate
amendmeant)

A large bank is not allowed a deduction for an
addition 1o a reserve for bad debts. A bank is a
large bank if, for the taxable year, or any preceding
taxable year beginning after D ber 31, 1986, the
bank (or the parent-subsidiary controlled group of which
it was a member) exceeds a certain size.

No provision.

If a bank which is a member of an affiliated group
is sold to persons who did not, directly or indirectly,
own any interest in any member of the affiliated group,
the determination of whether a bank is a large bank for
this purpose would be made without regard to the size
of the bank before such sale.

Effective date.—-Effective as if included in the 1986
Act

2. Ceruain discbarge of debt
Income not included In book
Income (sec. 391 of the House
bill)

The alternative minimum taxable income of a
corporation is increased by one-half of the excess of
pre-tax book income over other alternative minimum
taxable income for taxable years beginning in 1987,
1988, and 1989.

The transfer of a corporation’s own stock in exchange
for the corporation’s debt in a Title 11 case (or to the
extent the corporation is insolvent) does not give rise to
adjusted net book income.

Effective date.--Taxable years beginning after December
31, 1986.

No provision.




Item

Present Law

3. Carryover of pouconventiounal
fuels credit under the minimum
tax (sec. 750 of the Senate
amendment)

The nonconventional fuels credit cannot reduce the
taxpayer's tax liability to less than the amount of the
minimum tax. Carryovers of unused credits are not
allowed.

No provision.

The minimum tax credit allowable in future years is
increased by the t of the n ventional fuels
credit not allowed for the taxable year solely by reason
of the limitation based on the taxpayer's tentative
minimum tax.

Eﬂ.:gnu date,--Taxable years beginning after December
31, 1986.

4. Treatment of certain corporations
that are engaged in the sale of residential
lots and timeshares for purposes of the
alternative minimum tax (Sepate
amendment)

For taxable years beginning in 1987, 1988, and
1989, the alternative mini taxable i of a
corporation is increased by 50 percent of the excess of
the adjusted net book income of the corporation over
the alternative mini taxable i (determined
before application of the book income adjustment).

For taxable years beginning after 1989, the
alternative minimum taxable income of a corporation ia
increased by 75 percent of the excess of the adjusted
current earnings of the corporation over the alternative

inimum taxable i (determined before application
of the adjusted current earnings provision). In
determining adjusted current earnings, the installment
method may not be used.

No provision.

For taxable years beginning after 1989, the book
income adjustment (rather than the adjusted current
earnings provision) under the corporate alternative
minimum tax applies to any corporation that elected
before October 11, 1988, to use the installment method
to I:Eort gain from certain sales of residential lots or
timeshares and to pay interest on the tax that is deferred
under the installment method.

(Floor amendment by Sen. Grambam, adopted by voice
vote.)

date.~Taxable years beginning after 1989 (the
effective date of the adjusted current earnings provision).

5. Exemption of certain religious schools
from Federal unemployment tax (sec.
of the Senate amendment)

The Internal Revenue Code cxempts from mandatory
participation with Federal unemployment insurance
program (FUTA) individuals in the employ of (1) a
church, or convention, or association of churches or (2)
an organization which is operated primarily for religious
purposes and which is operated, supervised, controlled
or principally supported by a church or convention or
association of churches. Thus, a church or church-run
school is not required to pay FUTA taxes but instead
may voluntarily elect State coverage.

No provision.

The provision amends the Internal Revenue Code to
provide another exception from mandatory participation
for service performed in the employ of an elementary or
socondary school which meets certain requirements. To
qualify for such ption the el ary or secondary
school must be: (1) operated primanly for religious
purposes, (2) described in section 501(c)(3), and (3)
exempt from tax under section S501(a).

Floor amendment by Senator Thurmond, adopted by
voice vote.)

Effective date.—~The provision applies to services
performed after December 31, 1988,

6. Resolution relating to deductibility
of adoption expenses

Present law does not allow a tax deduction for
adoption fees, court costs, aitorney fees, or similar
expenditures incurred in the adoption of a child. The
Tax Reform Act of 1986 repealed a provision that had
allowed an itemized deduction for up to $1,500 in such
expenses incurred by an individual in the legal adoption
of a child with special needs.

No provision.

The Senate amendment includes a sense of the Senate
resolution stating that consideration should be given to
providing a tax deduction for qualified adoption expenscs
in order to encourage and facilitate adoptions.



Item

Present Law

House Bill

7. Status of certain dependent care
providers (Sepate amendment)

In general, the determination of whether an
employer-employee relationship exists for Federal tax
purposes is made under a common law test. Under
this test, an employer-employee relationship generally
exists if the person contracting for services has the
right to control not only the result of the services, but
also the means by which that result is accomplished.

No provision.

The Federal govemment, u\y Sme or political
subdivision, the District of C ia, or any agency or
instrumentality of the foregoing may treat a person who
renders depend care or lar services as other than
an ployee for employment tax purposecs if the
following conditions are satisfied:

(1) The person does not ovulc dependent care
or similar services in any fmhty owne! or operated by
the governmental entity;

(2) The person is compensated by the governmental
entity for such services, directly or indirectly, out of
funds provided pursuant to Chapter 7 of Tlde 42 of the
United States Code, or the provisions and amendments
made by the Family Security Act of 1988;

3) The governmental entity does not treat the person
as an ployee for employment tax purposes;

(4) The povcmmemal entity files all Federal income
tax returns (including information retumns) required to be
filed with respect to such person on a basis consistent
with the treatment of such person as other than an
employee; and

5) No more than ten p t of the employ of
the governmental entity are provided with insurance
under Titde II of the Social Security Act ‘Pursu:m 73
voluntary agreements with the Secretary of Health and
Human Services under section 218 of such Title.

The provision applies to the period beginning on
January 1, 1984, and ending on December 31, 1990.

The Secretary of Treasury shall report to the Senate
Committee on Finance and the House Committee on
Ways & Means on the tax status of day care providers
compensated pursuant to the programs described above
no later than December 31, 1989.

Effecive dste.—-Date of enactment.
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Present Law

House Bill

Sepate Amendment

N. Trade Provisions

1. Change In due date of GAO
trade study (sec. 734 of the
Senate amendment)

The Omnibus Trade and Competiveness Act of 1988
requires the General Accounting Office (GAO) to
complete a study of four aspects of the Small Business
Innovation Rescarch Program by December 31, 1988.

No provision.

Extends the due date for completion of the GAO
study for six months, or until July 1, 1989.

Effective date.—~Date of enactment.

2. Limitation oo CBI ethanol
Imports (sec. 761 of the
Senate amendment)

The Omnibus Trade and Competiveness Act of 1988
permits five companies to import 20 million gallons
cach of cthanol that does not meet the rules of origin
of the Caribbean Basin Recovery Act, as amended, in
that the cthanol dehydrated in those plants is not
fermented from vegetable matter grown in the region at
plants located in the region.

No provision.

This Trade Act provision would be barred after
cnactment of this bill until the Secretaries of Agriculture,
Energy, and the Treasury, acting jointly, certify that the
domestic cthanol industry is not fully meeting domestic
demand for cthyl alcohol and that imported ethanol is
necessary to maintain adeq pplies for L

Effective date.—-Date of enactment.

3. Calculation of relative values for
operations of petroleum refineries in a
foreign trade zone (Senate amendment)

Section 3 of the Forcign Trade Zones Act, 19
US.C. 81(c), provides that when two or more products
result from the manipulation or manufacture of
merchandise in a foreign trade zone, the liquidated
duties or taxes levied on those products are to be
distributed according to cach product’s relative value at
the time of separation.

No provision.

Amends the Foreign Trade Zones Act to define the
time of separation to be the entire manufacturing period;
to define the price of the products, for purposes of
computing relative values, as the average per unit value
of each product for the manufacturing period; and, with
regard to feedstocks for petroleum manufacturing,
definition and attribution of products may be ecither in
accordance with Industry Standards of Potential
Production on a Practical Operating Basis or any other
inventory control method approved by the Secretary of
the Treasury.

Effective date.--Date of enactment.
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Present Law

House Bill

Sepate Amendment

4. Trade Act technicals (sec. 800V of the
Senate amendment)

The Omnibus Trade and Competitiveness Act of 1988
cxtensively amended various U.S. laws relating to
international trade.
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