






c. General Stock Ownership Provisions (Title III of the Bill) 

Present Law 

Under the Internal Revenue Code, a State is authorized to estab
lish a General Stock Ownership Corporation (GSOC) for the benefit 
of all its citizens who would be the shareholders. A GSOC may 
borrow money to invest in business enterprises and use the net 
flow of cash from operations to service and repay the loan and to 
distribute the remaining funds to the GSOC shareholders. 

Definition of GSOC 
A corporation must meet certain statutory tests in order to be 

treated as a GSOC. First, the corporation must be chartered by an 
official act of the State legislature or by a State-wide referendum. 
Second, the GSOC's corporate charter must provide for the issu
ance of only one class of stock, the issuance of shares only to eligi
ble individuals and the issuance of at least one share to each eligi
ble individual if such eligible individual does not elect within one 
year after the date of issuance not to receive such share. The Act 
also requires the charter to provide for certain restrictions on the 
transferability of the GSOC shares. The transfer restriction must 
provide that the share cannot be transferred until the earliest of 
(1) the expiration of 5 years from issuance, (2) death, or (3) failure 
to meet the State's residency requirements. In no event may shares 
of stock of a GSOC be transferred to nonresidents. Also, no person 
may acquire more than 10 shares of the GSOC's stock. Third, the 
GSOC must not be empowered to invest in properties acquired by it 
or for its benefit through the right of eminent domain. Fourth, the 
GSOC may not be affiliated with any other corporation. For this 
purpose, a 20 percent ownership test will apply to determine affili
ated status rather than the customary 80 percent test. Fifth, the 
GSOC must be organized after December 31, 1978, and before Janu
ary 1,1984. 

An eligible individual is any individual who is a resident of the 
.chartering State as of the date specified in the enabling legislation 
and who remains a resident between that date and the date of issu
ance of the stock. A State may define a resident for purposes of its 
GSOC so long as such definition is consistent with constitutional 
principles. 

Election by GSOC 
A GSOC must make an election to obtain the special statutory 

treatment provided for by the amendment. The election is effective 
for the taxable year for which it is made. The manner in which the 
election is to be made is to be determined by regulations promul
gated by the Department of the Treasury. (Regulations relating to 
GSOCs have not been promulgated.) The election once made is ir-

(60) 



61 

revocable unless terminated with the consent of the Secretary of 
the Treasury. In addition, the election is terminated if the corpora
tion ceases to qualify as a GSOC. 

The effect of the election is to exempt the corporation from Fed
eral income taxation. Instead, the shareholders of the GSOC would 
report their proportionate part of the GSOCs taxable income on 
their Federal individual income tax returns. 

Other rules for GSOC 
Treated as a private corporation. - A GSOC is treated as a private 

corporation for Federal income tax purposes. 
Computation of GSOC income.-The GSOC computes its taxable 

income in the same manner as a regular corporation with certain 
modifications. The GSOC is not eligible for a dividends received de
duction nor any tax credit. 

Net operating loss deduction.-The shareholders of a GSOC are 
not eligible to report any portion of a GSOC net operating loss on 
their individual income tax returns. Instead, the GSOC is entitled 
to a 10-year carryover of any net operating loss. 

Investment tax credit and recapture of investment tax credit.
Shareholders of the GSOC are entitled to their pro rata share of 
the GSOC's investment tax credit. The shareholders are also per
sonally responsible for any recapture of the investment tax credit. 
Neither the corporation nor its shreholders is entitled to the for
eign tax credit. 

Distribution requirements.-A GSOC is required to distribute 90 
percent of its taxable income for any taxable year to its sharehold
ers by January 31, of the next succeeding year. To the extent a 
GSOC fails to meet this distribution requirement, a tax equal to 20 
percent of the deficiency (i.e., the difference between the required 
distribution and the actual distribution) is imposed on the GSOC. 
The amount of such tax will be allowed as a deduction to the GSOC 
for the year in which it is paid rather than the year of accrual. 

Taxation of GSOC shareholders 
Each shareholder includes in his gross income his daily pro rata 

portion of the GSOC's taxable income. Such income is included in 
the shareholder's gross income for the taxable year in which or 
with which the GSOC's taxable year ends. The income in the hands 
of the shareholder is treated as ordinary income and is not eligible 
for the partial dividend exclusion. 

Shareholders will increase the tax basis of shares of stock in the 
GSOC by the amount of the GSOC taxable income which is taxed 
to the shareholders. This basis adjustment is made by a sharehold
er only to the extent an amount is actually included in gross 
income in his or her income tax return (unless under section 
60l2(a)(1), the shareholder is not required to file a return). 

Explanation of Provisions 

1. Definition of revitalization area GSOC 
A revitalization area GSOC would be chartered by the State leg

islature or Governor, under terms specified in the bill, to serve the 
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needs of each specific revitalization area and would be authorized 
by its charter to acquire and develop real estate in the area. The 
charter would provide for issue of stock only to eligible revitaliza
tion area residents. Each share would have full voting rights. An 
eligible area resident would be at least 18 years old, and an area 
resident for at least 1 continuous year. 

Eligibility for holding of shares would be prescribed for exempt 
and non-exempt area residents. Exempt residents could include em
ployees of the area GSOC, individual volunteers of services for the 
GSOC, and disabled individuals. Each exempt resident could own 
25 percent more shares than each non-exempt resident. A resident 
could sell stock only to the revitalization area GSOC, beginning 5 
years after the date the stock is issued or when the shareholder 
ceases to be a resident of the revitalization area. A share could be 
transferred by will or by the laws of descent and distribution at 
any time. 

The definition of the GSOC in present law is amended to pertain 
also to a revitalization area GSOC. The present law provision is ex
tended to apply to GSOCs chartered before 1995. 

2. Establishment of revitalization area GSOC 
A planning board would be elected within 180 days after designa

tion of the revitalization area to decide whether to establish a 
GSOC. The decision would have to be made within a year of the 
designation. A favorable decision would result in application for a 
charter that would be issued by the State legislature or the Gover
nor. The bill contains rules regarding election of a planning board 
and, subsequently, a board of directors. 

The GSOC board of directors within 90 days would have to 
submit a bus1ness plan which specifies (1) the objectives of the revi
talization area GSOC, (2) the type of investments that could be 
made by the GSOC, and (3) the manner in which the revitalization 
area GSOC proposes to develop the area. The plan would have to 
be approved by a majority of the shareholders before any action to 
develop the revitalization area could be taken. 

3. Other provisions 
A GSOC that owns stock in a real estate corporation would not 

be considered as a member of an affiliated group unless it owns 80 
percent of each class of voting and nonvoting stock. A real estate 
corporation for these purposes would have to derive at least 95 per
cent of its gross income from rents or gains from the sale or distri
bution of real property during any taxable year in which a GSOC 
owns at least 20 percent of its stock. 

A revitalization area GSOC would be required to distribute at 
least 10 percent of its taxable income for any taxable year. 

Contributions to a GSOC by an individual would be treated as 
charitable contributions. 

Only 50 perc en t of the gain realized from the sale or exchange of 
any property to, or with, a revitalization area GSOC wOP ld be 
recognized. 
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Effective Date 

These provisions would generally apply to taxable years ending 
after December 31, 1983. 



D. Employee Stock Ownership Provisions (Title IV of the Bill) 

1. Overview of present law 
An employee stock ownership plan (ESOP) is a tax-qualified plan 

under which employer stock is held for the benefit of employees. 
The stock, which is held by a tax-exempt trust under the plan, may 
be acquired through direct employer contributions or with the pro
ceeds of a loan to the trust. 

An ESOP which borrows to acquire employer stock is referred to 
as a leveraged ESOP. Under a leveraged ESOP, the employer 
makes contributions to the trust and is allowed a deduction, within 
limits, for contributions applied to payoff the loan. 

An employee stock ownership plan under which an employer 
contributes stock or cash in order to qualify for an additional tax 
credit based on a a percentage of payroll is referred to as a tax 
credit ESOP. The payroll based tax credit applies with respect to 
compensation paid or accrued before January 1, 1988. 

Under the usual rules applicable to tax-qualified plans, an em
ployee's benefits under an ESOP are generally not taxed to the em
ployee until they are distributed or made available. Also, the Code 
provides special 10-year income averaging for lump sum distribu
tions, deferral of tax on appreciation in employer securities, and 
estate and gift tax exclusions. 

2. Deductible contributions to leveraged ESOP's 

Present Law 

An employee stock ownership plan which borrows to acquire em
ployer stock is referred to as a leveraged ESOP. Under a leveraged 
ESOP, the employer is allowed a deduction, within limits, for con
tributions to the plan which may be applied by the plan to service 
the loan. 

The deduction allowed an employer for contributions to a profit
sharing or stock bonus plan (including a leveraged ESOP) generally 
is limited to 15 percent of the aggregate compensation of all employ
ees under the plan. However, in the case of a leveraged ESOP con
sisting of a stock bonus plan and a money purchase pension plan, 
the deduction for employer contributions to qualified plans for a 
year generally is limited to 25 percent of the aggregate compensa
tion of employees covered by the plans (sec. 404(a)(7». In addition, 
annual contributions and certain other additions (including forefei
tures) credited to a participant's account under qualified defined 
contribution plans of an employer (including a leveraged ESOP) 
generally may not exceed the usual limits on contributions to 
qualified plans for 1983, the lesser of $30,000 or 25 percent of the 
participant's compensation. In the case of certain ESOPs, the 
dollar limit is doubled. 
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The allowable deduction limit is increased for certain employer 
contributions applied by the plan to the payment of loans to pur
chase employer securities. Amounts applied to the payment of in
terest on a qualifying loan are allowed as a deduction without 
regard to an annual percent-of-compensation limit (sec. 
404(a)(10)(B». However, the deduction allowed for contributions ap
plied to the repayment of loan principal is limited to 25 percent of 
the compensation of all employees under the plan (sec. 
404(a)(10)(A». 

Those additional ESOP contributions which are applied by the 
plan to the payment of interest on a loan to acquire employer secu
rities (but not amounts applied to loan principal), as well as any 
forfeitures of employer securities purchased with loan proceeds, 
generally are not taken into account under the rules providing 
overall limits on contributions and benefits under qualified plans 
(sec. 415(c)(6». The rule allowing the employer contributions of loan 
interest and the employee forfeitures to be disregarded for pur
poses of the overall limitations applies only if no more than one
third of the employer's contributions for the year is allocated to the 
group of employees consisting of officers, shareholders directly or 
indirectly owning more than 10 percent of the employer's stock 
(other than stock held by qualified plans), or individuals whose 
compensation exceeds a specified limit. 

Explanation of Provision 

The bill would increase the allowable deduction limit for certain 
employer contributions applied by the plan to the payment of loans 
to purchase employer securities. Under the bill, the maximum de
duction allowed for contributions applied to the repayment of loan 
principal would be increased from 25 percent to 50 percent of the 
compensation of all employees under the plan. 

In addition, with respect to employer contributions applied to the 
payment of principal, the percentage limit applied by the overall 
limits on contributions and benefits would be increased from 25 to 
50 percent of compensation. Under the bill, although annual addi
tions on behalf of any participant generally would be limited to the 
lesser of 25 percent of compensation or the applicable dollar limit 
($30,000 for 1983), that percentage -limit would be increased to 50 
percent if the increased annual additions resulted from employer 
contributions applied to the repayment of principal. No change 
would be made to the dollar limit. 

Effective Date 

The provision would apply to taxable years ending after Decem
ber 31, 1983. 

3. Treatment of dividend distributions 

Present Law 

Under present law, a corporation generally is not entitled to de
ductions for dividends paid to shareholders. 
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Explanation of Provision 

Under the bill, a corporation would be entitled to a deduction for 
dividends paid during the taxable year on employer securities held 
(as of the record date) by a leveraged ESOP or a tax credit ESOP, 
provided that the dividends received by the plan are (1) distributed 
to the employees participating in the plan not later than 60 days 
after the end of the plan year in which they are received, or (2) 
applied by the plan to the repayment of a loan incurred to acquire 
employer securities. 

Under the bill, a corporation also would be entitled to a deduc
tion for dividends paid during the taxable year on employer securi
ties held (as of the record date) by a former employee or benefici
ary who received the securities in a distribution from a leveraged 
ESOP or a tax credit ESOP. 

Effective Date 

The provision would apply to taxable years ending after Decem
ber 31, 1983. 

4. Charitable contributions ' 

Present Law 

Under present law, a corporate employer is allowed, within cer
tain limits, a business expense deduction for contributions to cer
tain tax-qualified plans (including ESOPs). No person other than 
the employer is allowed any deduction (including charitable deduc
tions) for such a contribution. 

Explanation of Provision 

Under the bill, an individual could make a contribution or be
quest of employer securities to a leveraged ESOP or a tax credit 
ESOP, and such a contribution could qualify as a charitable contri
bution for purposes of the income, estate and gift taxes. Thus, those 
amounts would be deductible (subject to the otherwise applicable 
limitation on the amount of deductible charitable contributions). 

To qualify, the gift or contribution would have to meet several 
conditions: 

(1) the contribution or gift must consist exclusively of em
ployer securities; 

(2) the contribution or gift must be allocated (pursuant to the 
terms of the ESOP) in a nondiscriminatory fashion to the plan 
participants; 

(3) no portion of the contribution or gift may be allocated 
under the plan for the benefit of the donor, or any person re
lated to the donor (within the meaning of section 267(b» or any 
person who owns more than 25 percent in value of any class of 
outstanding employer securities; 

(4) the contribution or gift must be made pursuant to the 
terms of the leveraged ESOP or tax-credit ESOP; 

(5) the plan must treat the donated securities as attributable 
to employer contributions; and 
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(6) no tax deduction or tax credit may be permitted to the 
employer with respect to such gift. 

Conforming changes are made to the estate and gift tax provi
sions which permit charitable deductions. 

Effective Date 

The provision would apply to taxable years ending after Decem
ber 31, 1983. 



E. Energy Provisions (Title V of the Bill) 

1. Residential energy tax credit 

Present Law 

A tax credit of 15 percent of up to $2,000 of qualified energy con
servation expenditures with respect to a dwelling unit which is the 
taxpayer's principal residence may be taken against individual 
income tax liability. Qualified energy conservation expenditures in
clude insulation, a furnace replacement burner, a device to modify 
flue openings, an electrical or mechanical furnace ignition system, 
storm or thermal exterior windows or doors, an automatic energy
saving setback thermostat, caulking or weatherstripping for exteri
or doors or windows, and an energy usage display meter. 

A tax credit of 40 percent is available for expenditures up to 
$10,000 on renewable energy source property for any dwelling unit 
which is the taxpayer's principal residence. Renewable energy 
source property provides heating and cooling from solar, wind, geo
thermal and other renewable energy sources. 

These credits apply to expenditures for qualified property made 
before January 1, 1986. Unused credits may be carried over to suc
ceeding taxable years through December 31, 1987. 

Explanation of Provision 

The tax credit for energy conservation expenditures would be in
creased to 40 percent. 

After the termination date in present law, December 31, 1985, 
the energy conservation and renewable energy tax credits would be 
available only for any dwelling unit within a revitalization area. 
Unused credits attributable to energy expenditures in revitaliza
tion areas could be carried forward through December 31,2004. 

Effective Date 

The increase in the amount of credit would apply to taxable 
years ending after December 31,1983. 

The provision extending the credit in revitalization areas would 
apply to taxable years ending after December 31, 1985. 

2. Increase in energy investment tax credit for revitalization area 
businesses 

Present Law 

Energy investment tax credits that vary between 10 and 15 per
cent presently are allowable for solar, wind or geothermal proper
ty, ocean thermal property, qualified hydroelectric generating prop
erty, qualified intercity buses, and biomass property. 
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These credits are scheduled to expire after December 31, 1985. 

Explanation of Provision 

The energy investment tax credit would be increased to 30 per
cent with respect to any energy property of a taxpayer which is a 
revitalization area business for the taxable year. 

This provision would apply to eligible property for the period be
ginning January 1,1984, through December 31,2002. 

Effective Date 

The provision generally would apply to periods after December 
31,1983. 



APPENDIX: 

Area Eligibility Criteria for Urban Development Action Grants 
(UDAG) 

The Urban Development Action Grant (UDAG) program provides 
grants for economic revitalization and neighborhood reclamation 
projects. The projects must be located in jurisdictions or areas 
which meet certain minimum standards of physical and economic 
distress and which demonstrate provision of housing for low and 
moderate income individuals and equal opportunity in housing and 
employment. Currently, more than 350 cities of population over 
50,000 and more than 8,000 smaller cities are eligible for UDAG 
grants, either in whole or in part. 

Area eligibility factors 
The statute authorizing the program specifies six factors to be 

taken into account in determining an area's eligibility, and the Sec
retary of Housing and Urban Development provides by regulation 
the numerical levels of these factors which are required for eligibil
ity. The six factors currently in effect are as follows: 

a. Poverty rate.-At least 10.87 percent of the population of the 
jurisdiction have incomes at or below the poverty level, based on 
1970 Census data; for small cities (categories 2 and 3, below), at 
least 11.99 percent, based on 1980 Census data. 

b. Age of housing.-At least 33.98 percent (33.81 in small cities) of 
the jurisdiction's year-round housing units were constructed prior 
to 1940, based on U.S. Census data. 

c. Growth in per capita income.-The net increase in per capita 
income for the period 1969 to 1977 must have been $2,683 or less, 
based on U.S. Census data; for small cities, the net increase in per 
capita income for the period 1969-1979 must have been $4,062 or 
less. 

d. Population growth.-For the period 1970-1980, the population 
growth must have been 1.13 percent or less in cities of under 50,000 
population, or 19.82 percent or less in larger cities or urban coun
ties for the period 1960-1980. 

e. Employment growth in retailing and manufacturing.-The rate 
of growth in retail and manufacturing employment for the period 
1972 to 1977 must have been 6.75 percent or less; for small cities 
greater than 25,000 in population, 6.84 percent or less. 

f. Unemployment rate.-The 1981 unemployment rate must have 
been at least 7.24 percent, based on Bureau of Labor Statistics 
data. 

Population criteria 
Eligibility of areas depends on their population: 

(70) 



71 

1. Cities over 50,OOO.-A city with a popUlation of at least 50,000, 
a central city of a metropolitan statistical area, or an urban county 
must meet at least three of the above six criteria. If the poverty 
rate is less than half the figure above (item (a», then the area must 
meet at least four of the remaining five criteria. 

2. Cities of population between 25,000 and 50,000.-Cities with 
population between 25,000 and 50,000 must meet at least three of 
the first five criteria. If the poverty rate is less than half the figure 
above (item (a», then the area must meet all four of the criteria (b) 
through (e), above. If the poverty rate is at least double the figure 
above (item (a», the city also must meet only one of the criteria (b) 
through (e), above. If the percentage of housing units constructed 
prior to 1940 is at least double the figure above (item (b», then the 
city also must meet only the poverty rate criterion (item (a». 

3. Cities of population under 25,000.-A city under 25,000 must 
meet three of the first four criteria (items (a) through (d». If the 
poverty rate is at least double the figure in item (a) above, then the 
city must meet only one of the other three criteria. If the percent
age of housing units constructed prior to 1940 is at least double the 
figure above (item (b», then the city must also meet only the pover
ty rate criterion (item (a». 

4. Areas within ineligible cities.-Severely distressed areas within 
otherwise ineligible communities may be designated as "pockets of 
poverty" and thus made eligible. The area must be composed of 
contiguous census tracts, enumeration districts or block groups. In 
cities of population over 50,000, the area must contain at least 
10,000 persons or 10 percent of the jurisdiction's population, 
whichever is lower. For smaller cities, the area must contain the 
greater of2,500 persons or 10 percent of the jurisdiction's popUlation. 
For all cities, no enumeration district or block group with a median 
income level greater than 120 percent of the jurisdiction's median 
income may be included in the pocket of poverty. In addition, at 
least 70 percent of the households in the area must have incomes 
below 80 percent of the jurisdiction's median income, and at least 
30 percent of area residents must have incomes below the poverty 
level. 
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