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I. Individual Tax Pruvi~i()n" 

A BASIC RATE STRlJCTlJRt: 
1 Tox rate sch..dul.s 
2 Standsrd deductIOn lzero bracket amounll 
a. Personal exemption . 
4 Adjustmenla for Innation 
5. TW<H!arner deduction ... 
6 Income avernginj( I ..... also IV A 8.1 

B EARNED INCO MK CREDIT . 
C EXCLU8WNS FROM IN CO ME 

~ ~h~,;,.."~%;.e~~~of~io;:h:~n 
3 PriU'8 and awards 

D PO:RSONAL DEDlJcrJONS . 
I ItemIzed deduction for certain State and local taxes 
2 Charitable deductIon for nonitemlzenl 
3 Med,cal expense deduction . 
4 Adoption expenses .. . .. . .. ........... . 
5. DeductibIlity of mortgage interest and taxes allocable 

to tax-free allowances and ministenl and military 
personnel . 

E EXPI!:N8FJJ rnR BUSINESS OR INVESTMENT 
I Meals. travel. and entertainment expenses ... 
2 Employee business expensee. investment expenses. 

and other miscellaneous Itemized deductions 
F POIJTlCAL CoNTRIBUTIONS TAx CREDIT . 

II . ('apital Co.t Provl.lon. 

A CosT RECOVERY O!tPUCIATlON ; ITC; F'lNANCK LU81tB 
I Accelerated depreciation 
2 Alternative C08t recovery system. 
3 Indexing .. .. .. 
4 Accounting conventions 
5 Gain on disposItion .. . 
6 Lessee leasehold improvemenla 
7 Repair allowances 
8 Expensing .... 
9 Vintage accounla 

\0 Pubhc utility property 
II Effective dates for depreciation 
12 Regular investment tax credit 
13 Finance leases .. 

B LIMIT ON GEN"RAL BUSINESS ('unIT 
C RF1tEARCH AND DEVELOPMENT 

1 Tax credit for inC' re88ing research expend itures 
2. Augmented charitable deductIon for donations of sci-

entific f'qulpmenl .. 
3. Tax credit for orphan drug clinical testing 

D RAPID AMORTIZATION PROVISIONS 

1 Five-year amortization of trademarks and trade name 
expend,tures . . 

2 Fiveyear amortizatIOn of pollution control faCIlities 
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and tunnel bores .. 
4 Deduction for loss in value of bus operating authorl' 

ties . 
5 Expensing for costs of removing architectural barriers 

to the handicapped and e lderly . 
E RUL EsTATE PROVISIONS . 

I Tax CredIt for rehabihtation expendItures 
2 F,ve-year amortization of expenditures to rehabili tate 

low-income housing .... 

J~R~~:~~~~~~ !O~~i;'~-::C~~~~U~~(~~nfu NO .. 
III . Capital Gain. and Lo.ses . 

A INDIVIDUAL CAPITAL GAINS 
B CoRPORATIt CAPITAL GAINS 
C. INCENTIVE STocK OPTIONS 
D STRADOJ.E8 

I Mark-to-market system . 
2. Year-end rule for qualIfied covered calla 
3. Hedging exception 

IV. AlP'lculture. Timber. Enerl'}'. and Natu .... 1 Ke.ourc .. 

A. AORJCULTURAL Pa0Vl8I0NS .. 
I Special expelUling provisions ......... . 
2 Disp08itiolUl of converted wetlands and highly erodible 

croplands ..... . . .. ' 

: ~~:~~~~~v:,:;~:'.e ":nanr-;:~~~rmers 
~. ~~av~~~tri~d~~~~ec;r~~':~i~rmenl . 
7. Recapture income on installment sales of farm irriga-

tion equipment . .... .. 
8. Income averaging for agricultural producenl (see also 

tA. 6.) ....... ........ .... . 
9 ~cultural wages subject Ul. FUTA (see also XVII D 

B TU'BItR PaOVISION8 .. . ...... ..... .. 
1. Preproductive expenses of growing timber 
2 Reforestation expensee 
3 Capital gains for timber . 

C . Ou .. GAll. AND GI01'HKRMAL PROPERTIItB 
1. Intangible drilling C08la ......... . 

~ g:f~e~i~nd~:;':~~i~:~rin~~~~p~:t'~~or g"';ther 

4 w':'n~f~iipef:1.tta~~x~;";Pt;~~ r~~~ertai;:' ~xchang .... of 
crude m .. 

D HARD MINERALS 

~ . ~:~~~~~; d~~1e~~v;~fhae:dt ~~~ral dep08lla 
3 Gain on disp08ilion of interest in mining property 

costs ... . 
4 Royalty income from coal and domestic iron ore 

E ENEIIGy-RELATlto TAX C8IDITS AND OntaR INC&NTlVItB 
1. Residential renewable energy tax credit . 
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.j NonCOnventional 'uels proaucLion creon,.................... ..., 
4 Alcohol fuels credit, exemptions; import duty .. 49 
5 Nest alcohol fuels . . 50 
Ii Taxicab Cuels Uu e. emptlon 50 

V, Tu Shelte .. ; Inter ... t E.penM. 51 

A AT-R,SK R U LES , . .' 51 
B LIMITATIONS ON LossES AN D C REon'S PROM PA88IV E A crIV I · 

TIES .... __ ............. ,.... .... 51 
C N ONBUSINE88 INTERKST L".'Tll .. 53 

I General limitation .. , " ...... , "" ". ..... 5.1 
2 Definition of intO'rest subject to limItation ... 53 
3 Investment income defined 54 
4 Net Ie...... .. 54 

VI. Corporat .. Taxation 

A CoRPORATI! TAX RATI:8 ........ '''' .. " ............ """"'''".,, .. , . 
B CoRPORATI! D,VIDENIl8 PAID DEDUCTION " "" , 
C , CoRPORATI! DIVlDKNIl8 Ra:EIVItD DEDUCTION ................ . 
D EXTRAORDINARY DtVIDENIl8 Ra:IIVED CoRPORATE 

SHAREHOl..DERB . . .. .. .... . 

E CoRPORATE SHARDtOWER REDUoJPTlONS .. 
F D,VIDEND ExCLUSION POR INDIVIDUALS " 

G STocK REDItMPflON Pu .. &N"\'8 .... " 
II L IMITATIONS ON Nn OPERATING Loee (NOLI C ARRYO V&RS .. 
I Nn OPERATING Loee (NOLI C ARRYBACJ<8- TAll RATE LIMI' 

TATION .... . ............................................................................ . 
J. GAIN OR Loee ON LIQUIDATING SAUS AND DtImllBunONB ..... 
K ALLOCATION or PuRCHASE PRICE IN CERTAIN SAUS or 

A881m1 ................... " ...... .. 
L . R.:l.ATED PAIITY SAUB 

M AMORTIZABLE BoND PREMIUM .......... "",, ................................... . 
N CooPItRA11VE HOUSING CORPORA110NS " •••••••••• " •• " •••.•••• •••••• ••••• • 
o RUL ElrrATI! INVIt8TMENT TRUorrs .. """ •.••••••••••••••••••••• ,, ••••••••••• • 

I General requirements ..... . ................ " .............. ........ .. . 
2 Asset and income requirements ............................. " ........ .. 
3 Defmition of rento ............ ......... " ..................... " .......... " ..... . 
4 Distribution requirements ... .. ........................ " ........... . 
5, Capital gWlIB .. ...... .. ..... .. .............................. .. 
6 Prohibited transactions .... .. ............................... , 
7 Deficiency dividends, .. ,," 

P M ORTGAOE·BACKED SocuRm ... . " ..... ,,", 
Q RIIGULAT1<D INVIt8TMENT COMPANI ... .. "." ............... , ... _ 
R DEPlNmON 0. PUBONAL H OWINO CoMPANY INOOME 

S C ERTAIN ENTITY NOT TAUD AS A CoRPORATION "." .. 

VII . Minimum T .. Provl.lon. 

A INDIVIDU AL M,NIMUM TAX 
B CoRPORATI! M,N,MUM TAX 

VIII , Accountln, Provl.lon. 

A L IMITATION S ON THE Un or THE C A8H METHOD o r Ac· 
COU NTING. ......... ..... .... . ......... .. 

B , SIMPLI"~D DoLl.AR VALU E LIFO Mr:THDD POR C ERTAIN 
S MALL BU8INF.B9r:s 

C IN .... ALLM.NT SALES 
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i··in~;.;t";;;:;; :::~~,.,~ .. ,~:~,:~.. . ' ' .. ". '" " .. '., , ... , ,. 
2, Se~:~~:!iuc~~r.,ro""rty and nonin~entory property 

3 IntO'rest ........ . 
E , LaNo·TERM CoNTRACTll . 
F , RESERVES POR BAD D~BTll .. , .. , .. 

G TAXAHU YEARS or PARTNERSHI PS, S CoRPORATION 8 , AN D 
PERSONAL SUVICE CoRPORATION8, 

II SPECIAL TREATMENT or C ERTAIN ITEMS 

~. ~~~:f:' .:~:~~:r~oa'i':'r:~~tin~ ." 
3. Contributions in aid oC COruJtructJon ................ . 
4 DischBrge of indebtedn_ of solvent taxpayers 

IX. Financial In.tltutlon. , 

A R ... KRVII3 POR BAD DKBTll 
1. Commercial banks ....... 
2. Thrift institutioruJ""..................... .. .................. ....... " 

8, INTIIRKST ON OuT TO PuRCHASE oa C ARRY TAX·Ex~MPT 
OBLlOATlON8 "."", ...... ".. ............. , ......... . 

C . Nn OPDA11NO Loee ... or FINANCIAL INImTUTION8 , , .... 

D REoROANIZA110NS or FINANCIALLY TaDUBL&Il THRI". INm· 
TlJTJONS ...... .. ..................... "'"'''''' ......................... . 

E, Loee ... ON DEP081T8 IN INSOLVI<NT FINANCIAL INImTUTION 8 

X. In.uranc~ Prod ucla and Companl" , 

A . INSURANeK PROOUCTll ............................. ...... . ....... " •• 
I. ExciWlion for interest on jruJtallment payments of life 

insurance proceeds ................. . 
2. Structured settlements ,"" 
3 Policyholder loons ......... ' .. '''' ....................... " ........... ,,' ' 
4 Treatment of policies to cover prearranged funeral 

ezperuM:'l8 ........... ................. ..... . 
6, Deduction for policyholder 1...- .... 

8, LIn INEURANC& CoMPANIES . . .. ".. . . ", ..... ,"""'" 

~, ~ ... ~e:::;t ~~~~~i':n'::~~~i~:::u~~~~;:·~~t'i·~. 
tiM ......................... " ............. ' '" ........... ,' , .. .. 

S, Treatment of electing mutual lif .. insurance companr 
4 PhyajciaruJ' and 8Urgeons' mutual protection W!8OCla· 

tiona .............................. "" .. "" " .... " ......... . .. 
6. Operatioll8 1.- deduction of insolnnt companies .. 

C, PaoPDTY AND CASUALTY IN8URANCE CoMPANIES 
I. Treatment of acqui1lition upensee , 
2. Treatment of taJ..,xempt income .. 
3 Treatment of 1.- reeerv.. . . .. .................................. .. 

~. &.i::~:n::l~c~e~ofd!~ ~7v'id~:.dr~:~~i~~f~~ ;"ut~~i 
compani"" ..... , . ..... ... .............. ............... ......... .. . 
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XI . P~n.lon. and D .. r .. lTrd Comprnoatlon; Employ .... Ben .. nto; 
ESOP. . !OI 

A , TRUTMENT or TAX-FAVORED SAVINO. 101 

IV 





~~~_ _ .. .. __ . ... . .. W3 
3. Employer matching controbutions and employ .... con· 

tributlons . 106 
4 Unfunded deferred compensation arrangemenlB uf 

State and local governmenlB and ta.-e.empt employ· 
~ . ~ 

5 Deferred annuity contraclB W9 
6 Elective controbutinns under ta. ·sheltered annUIties W9 

~. ~~I ~~'::'c~i~nSi';e";~i~m~~j.,~ :,~~~~ns50\(cKlili \10 
plans ... . .. 

B M,N,MUM STANDARDS FOR QUAUYIED PLANS 
I CoverRge requiremenlB for qualified plans 
2 Minimum participation requirement 
3 Nondiscrimination rules applicable to ta .... heltered 

annUities .. . 
4 Integration wIth Social Securoty ..... _.. . 
5 Definition of highly compensatffi employees 
6 Top-heavy plans .. 
7. Includible compensation 
8 Benefit forfeitures 
9 Vesting standards .. 

C. WITHDRAWAL OF BENKYrrB ............... . 
I Uniform minimum distribution rules 
2 Withdrawals before Rge 59 'fa .... 
3 Uniform tax treatment of distributions 
4. Loans under qualified plans 

D. TAX DEnRRAL UND"R QUAUFIED PLANS .......... . 
I Overall IimilB on contributioJU! and benefit.!. 
2 Deduction. for contributiono to qualified plans 
3 AlI!et reversions under qualified plans . 

E MISCELLANEOUS PEN810N AND DKnRRI:D CoMPEN8ATlON 
PROVlBION8 . ... 
I Ihacretionary controbution plans ....... _........... . ........ . 
2 Requirement that collective bargaining RgreemenlB be 

bona fide .. .. . . .... 
3 Penalty for overstatement of penoion liabilities ..... . 
4 Treatment of certain n8herm~n 88 self-employed 
6 C88h out of certain accrued benefilB 

6. T\~ro~~~ J~~e~~~~:~e~1m.:1B4~k~n~"od!lr~d 
m88ter prototype plans ..... _. ..... . ........ _.. . . .. 

7. Retirement Equity Act of 1984 IREAI effective date ... 
F EMPwnl BINEFrrB . . ........... . 

I Statutory employ~ benent e.clusions 
2 Nondiscrimination requirements for certain statutory 

employee benefit plaJU! . . ......... . 
BenenlB provIded under a cafeteria plan 
Faculty housing . . 
Deductibility of health insurance C08IB of self-em· 

6 .fe~l~ ben~r;ts for reiirees 
7. Accrued vacation pay .. 
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Ih'm 

L "Hili... (tate Structure hees. 
1111-103 and 131 of Ih. lIou •• bill 
and ••••. 1111-104. 131. and 151 .. f 
thr Srnatf' amendment) 

I. Tax rBtr M('hedules 

a. RoI ... brork.l. 

Prt"wnf I.H.~ 

jo' Tht> prt>Rent rnt~ 81 rue I ur~ conHl~ls of 
up 10 I:; taxabl .. incom. bral"k.·ts and IRx 
ratt-S t:M:'gmnlllg ubove thtt Zt"ro hrarkt>t 
amounl (ZBA) Th. followln~ amounts ap­
ply for I ~H6 and r.npcl an adjustment for 
U)H:; Innllllon 

Married indll'ldua" ntinl! jolnllil and .ur 
vlt'/n, 'ptJu,r, 

) 4 lauhl. Incom. brack .... above Ih. 
ZIIA of $:1.670. 11 ·pt'rcenl tax rate starIB al 
taxablt> income above $3,670, maximum 50-
pt.·rcent rate 8tartB at taxable mcomtt above 
$17fi.2f~) 

r .. i~~~s~:h;,1B~~~vii~:~a~lit~~ Z~rao~ 
jomt returns, and the takfllble Income brack , 
.t amounlB begin al onE."half Ih. amounlB 
(or jDlnt returns) 

Hrod, of hou •• hold 

14 taxabl. incom. brack.1lI abov .. the 
$2.4HO ZRA; 1I ·pt'rcent tax rat .. starIB at 
taxabl. incom. above $2 .4 ~0. m .... mum f~) 
pt'rcent rate starts at talable income above 
$116.R70 

Singi. Ind/toiduall 

15 taxobl .. incom. brack.1B abt,v .. the 
$2.4HO ZOA. 11 ·pt'rcent tax rate s18rlB at 
taxabl .. incom. above $2.4HO. maXImum 50-
pt>rcent rate starts at talable income above 
$HH.270. 

.·rrsldrnt '!i Ynlpt'M81 

(0) Th. IRx struclure would cons .. 1 of 
thr... tanhl. incom.. brack.... and tax 
rates-IS. 2S. and 35 pt'rc.nt-above th .. 
ZOA 

Married Indl.,Id,,,", nllng joint/II and 
,u",lvi"l1 'ptJUM' 

Tax roll 
ZBA 
IS% 
26% 
36% 

i1TU<".'" 
$0 to 4.000 
$4.000 to 29.000 
$29.000 to 70.000 
Over $70.000 

re:~~~ZitAi';,~,j~~n':~ ili':ZB~ 
on joint returna. and the tauble incoma 
bracket amounlll would begin at one-half 
the amoun18 for joint returna.) 

Tax rou 
ZBA 
16% 
25% 
36% 

Ta.x rol, 
ZOA 
16% 
26% 
35% 

Hrod. af lu>1JMIu>1d 

BrocU,. 
$0 to 3.600 
$3.600 to 28.000 
$23.000 to 62,000 
Over $62.000 

SI,..I# Indlrld_II 

BTU<"u" 
$0 to 2.900 
$2.900 to 18.000 
$18,000 to 42.000 
Over $42.000 

(a) Th. tax .truetur.. cons .. 18 of four 
brack .. 1B and ta. rates-I 5. 25. 35. and ;111 
percenl - b.gmning at ""ro taxabl .. Incom~. 
with 8 standard deductIOn r.placing Ih. 
ZOA. 

Married Indlvld",," nling jolntlll and 
,un,/(lI"I1 'POUM' 

Tax rou 
ZBA 

16% 
26% 
36% 
38% 

BTU<"k.,. 
ReJ'~~~n by standard de­

$0 to $22.600 
$22.600 u> $43.000 
$43.000 to $100.000 
Over $100.000 

--.l 

(u) Th~ tax 8tructur~ con~lst8 o f two 
brftcketa and lltx rat..(og- I;) and '1:1 1)It·reent 
btoginnlllg at zero taxable Income. with .. 
standard deduction r .. placing the ZBA 

Ma"'~ Indl.,ldual. fitlng joint/II and .ur 
rlring .pou ... 

Tax rotf> 
ZOA 

15% 
27% 

Broc •• Lo 
Replaced by standard d .... 
duction 
o to $29.300 
Over $29.300 

(For marned individuals filing ""parate I (For marned mdividu .. ls filing separate 
return.. the laIable incom. brack .. t returtlJ!. th .. 27·pt'rcent brack .. t begin. at 
amounl.o begin at one-half the amounl.o for 14,660. i .... one-half th .. 18xabl. incom. 
joint returtlB ) amount (or joint returns.) 

HNdI oflu>u .. 1to1d H~. af hauorltold 

Tax rou BTU<"k.,. Tax rol. BTU<"ULo 
ZBA ReJ'~=n by standard de- ZOA Replaced by standard de-

duction 
16% $0 to $16.000 15% o to $23.600 
25% $16.000 to $34.000 27% Ov .. r $23.500 
36% $.14.000 to $76.000 
38% Over $76.000 

.<;1,..1# IndiridlUJII Singl, Indl. ·ldual. 

Tax rou BTU<"uLo Tax rol. Bruc •• ,. 
ZBA ReJ'~=n by .tandard de- ZBA Replaced by standard de-

ductlon 
15% $0 to $12.600 15% o to $17.600 
25% $12.600 to $30.000 27% Ov.r $17.600 
36% $30.000 to $60.000 
38% Over $60.000 





Item Prpsenl Law Presiden!'s Proposal lIou.e Hill Senale Amendment ~ 

J. Tax rate Rchedules ICont.) 

h. Rate a4juotment Ibl No provision 

c. Effectil>l' date 

(b) No provision. (b) No provision. 

(e) The changed tax rates and taxable (cl The changed tax rates and taxable 
income brackets would become efTective on income brackets become fully efTective in 
July I, 1986. For 1986 returns, tax rate 1987. For 1986 returns, tax rate schedules 
schedules would blend equally the present- will blend equally the present-law schedules 
law schedules Ii.e., 1985 schedules 8B adjust- (i.e., 1985 schedules 8B adjusted for infla-
ed for inflation) with the new schedules tion) with the new schedules 

(blThe bPnefit of the (f>-percent brach,! is 
ph!ll!"d out for taxpayers ahove certa lll In ­
come I .. vels, through a rate adjustmenl Im­
posing additional tax liability equal to fiv .. 
percent of the Income within a speclfipd 
ph~ut range. The raIl' adjustment ap­
plies over the following ranges of adJust .. d 
gr088 income IAGll levels· 

AGI phase-oul 
Filing status lel'el 

Joint returns or surviving 
spouses ............ ... . $75,000-$ 145,320 

Heads of household $55,000- $111 ,400 
Single individuals . . $45,OnO-$H7,240 
Married individuals filing 

,*,parately ...... ... $37,500- $72,(;(i" 

The ph~ut levels will bP adjusted for 
Inflation bPglnning In I !lHt! 

If resulting in less additional tax liability, 
the five-percent rate adjustment is comput­
ed with respect to the taxpay .. r's taxable 
income In the 27 -percent bracket I For ex­
ample, for joint returns with AGI exc .... dlng 
$75,UOO, the rate adjustment applies over a 
taxable income range of $2!1,300 to $99,620, 

~fot;~t ~;'fi~~~:~; rh~u~he ac!~;~U:~~~ 
based on AGU 

Resolutwn.-It is the sense of the Senate 
that th .. Senate conferees give the hlghe.t 
priority to the tax cut for all middle-income 
Americans (floor amendment by Senator 
Riegle, adopted by a vote of 94 - 1J. 

(cl The changed tax rates and taxable 
income brackets become fully efTechve In 

1988. For 1987 returns, tax rate schedules 
will blend equally the present-law schedules 
Ii e., 19t!6 schedules as adjusted for infla­
tion) with the new schedul .. s 





[ It~m 

2. Standard deduction (zero 
hracket amount) 

a. IncN'Oud dandard deduc. 
tian (or all individuala 

b. Additional ,tandard de­
duction amount (or eiderlll 
or blind indivldual8 

c. Floor under itemized de· 
duclion8 

Pre!otent La" 

10) The following zero brac ket a mounts 
apply for 1!)H6 and reflect an adjustment for 
19Mfi inflation. 

Fliln/( status 
J oint returns and surviving spouses. 
Heads of household . 
Single individuals .. . ............. .... . 
Married individuals filing separat"'y 

ZBA 
$3.670 

2.480 
2.480 
1.835 

The ZBA is indexed annually for changes 
in the inflation rate. 

(b) No provision 

(e) No provision 

President'. I'ropusal I1uuse Hill 

(a) The following increased zero bracket I (a) Instead of the ZBA. indiViduals are 
amounts would apply for 1986. allowed a standard deduction . In 1987. the 

standard deduction is Increased to the fol ­
lowing amounts: 

Filing status 
Joint returns and surviving SpoUBeB 
Heads of household .. 
Single individuala ................. .. 
Married individuals filing 

separately ......... .. 

ZBA 
$4.000 
3.600 
2.900 

2,000 

Indexing of the ZBA would be continued. 
as in present law. after 1986. 

(b) No provision. 

(c) No provision. 

Filing status 
Joint returns and surviving 

spouses .......... . 
Heads of household ............ . 
Single individuals .. . 
Married individuals filing 

separately .................... . 

Standard 
deductIOn 

$4.800 
$4.200 
$2.950 

$2.400 

Th_ increased standard deduction 
amounts are effective on January I. 1987. 
and are indexed for inflation beginning in 
1988. For 1986, the standard deduction is 
the same amount as the ZBA for 1986 under 
pr_nt law (i.e .• the 1985 ZBA as adjusted 
for inflation in 1985). 

(b) An additional standard deduction 
amount of $600 (indexed for inflation begin· 
ning in 1988) is allowed for an elderly or 
blind individual; $1.200 for a blind and el· 
derly individual. For th_ taxpayers only. 
the new standard deduction amounts listed 
in (a) above (otherwise effective in 1987) and 
the additional $600 standard deduction 
amount are effective on January I, 1986. 

Ic) Individuals who itemize their deduc­
tions must reduce their total itemized de­
ductions by $500 times the number of 
personal exemptions claimed. The $500 
floor will be adjusted for inflation beginning 
in 1987. 

Senate Amendment 

(a) Instead of the ZBA. Individuals are 
allowed a standard deduction In I!lHH. the 
standard deduction is incrl'ased to the fol· 
lowing amounts 

FIling status 
Joint returns and surviving 

spouses ......... 
Heads of household .... 
Single individuals .. 
Married individuals filing sep-

arately ........ .. 

Stondard 
deductIOn 

$5.0011 
$4.400 
$:1.000 

$2.500 

Th_ increased standard deduction 

:::'t:.,'l~ ~~n~~~~vfuroin~:~i~~~nl;i~8g 
in 1989. For 1987, the standard deduction is 
the same amount as the ZBA that would 
have applied for 1987 under pr_nt law 
(i.e .• the 1986 ZBA as adjusted for inflation 
in 1986). 

(b) An additional standard deduction 
amount of $600 (indexed for inflation begin­
ning in 1!l89) is allowed for an eldl'r1y or 
blind individual; $1.200 for a blind and 1'1· 
dl'r1y individual. For theBl' taxpayers only. 
the new standard deduction amounts listed 
in (a) above (otherwise effective in 198B) and 
the additional $600 standard deduction 
amount are effective on January 1. 19H7 

Ic) No provision 

3 





~_ _ It~m Pre .. n( Law President'. Proposal House Hill Senate Amendment 

3. I'~r" .. nal Hemption 

a. f:xemption amount 

b. Rule. for dependent. 

l', Effel'ti"e date 

in~~~~~~ltt:>i~~I:~d::'..'I~~osr;;:~~;~Jo:a~h 
dl'pendl'nt is $1.080 for 19H6 I refll'Cting an 
inflation adjustment for 1985). One addi­
tional personal exemption is provided for an 

:~~:~:~~:: :~~ ~ bf~n~5 or older. and for an 

ex~~~~~ t:rx~i~::Ir;,~Yh~~if :nSf:;>::: 
dependent whose gross income does not ex· 
ceed the pel"8Onal exemption amount. Also. 
parents may claim a full dependency ex­
emption for their dependent child who hBB 
income above the pe .... onal exemption 
amount. If the dependl'nt child is under age 
19 or a full-time student. rl'gardless of the 
child 's income. 

in~i~~~ra':~i~id.:y.~i~~=,U~Jo:a~h 
1~rs~t~tn;~n~~n~ J8{r~he12~2~~~~~ 
would be adjusted for inflation. The add i-

~iio:u~llse:~7:ldti~ r~;..:l~r~~:;;n~ii~d l;:st-

(b) No provision. 

(o) Same BB Prl'8ident's proposal . (As de­
scribed above. an additional standard de­
ductIOn amount is allowed for an eld .. r1y or 
blind individuaU 

(b) In the case of an individual who ill 
eligible to be claimed BB a dependent on 
another taxpayer's return, no more than 

~~O: ~~ ~':~~h:~";.b~~o~rn"o7:~~~} 
unearned income on the dependent's 
return 

(0) The personal eXI'Q1ption amount is 
increased to $1.900 for 1987 and $2,000 for 
19R8; beginning in 1!J89, the $2,000 amount 
will be adjUBted for inflation The additional 
exemption for elderly or blind individuals ia 
repealed starting in 1987. (As described 
above, an additional standard deduction 
amount is allowed for an elderly or blind 
individual) 

Phau-out-AII personal exemption 
amounts claimed by a taxpayer are reduced , 

$~O.~~~Cu~wt f;:'::;fl~~i~~) asu';~~~~ ~[ 
the AGt level at which the benefit of the If>-

r.;I~~~~~~' ~~~~lrtl~bo°v~\(Th~~~~ 
personal exemption amounts are allowed 
for taxpaye .... with AGl exceeding the top of 
the exemption phase-out range (e g .. for 
joint returns in 1988. for AGI above 
$185,320 BB adjusted for inflatIOn) 

(b) No pel"8Onal exemption amount ill al · 
lowable on the return of an individual who 
ill eligible to be claimed BB a dependent on 
another taxpayer's return; thUB, an exemp­
tion amount cannot be claimed by a depend­
ent child on the child's return if the child is 
I'ligible to be claimed 88 a dependent on the 
parents' return. If a child or othl'r depend­
ent who is not allowed a personal exemption 
under thi8 provision h88 gross income of )I'SS 
than $100 per year, the individual IS not 
subjl'Ct to tax on that amount and i8 not 
required to file a Fedl'ral incoml' tax return 
for that year 

(c) Taxable yea .... beginning on or aft.er I (c) Taxable yea .... beginning on or after I Ie) Taxable years beginning on or after 
January 1. 1986. January 1. 1986. January I. 1987. 





I Item 

~ . AdjustmentB for innation 

5. Two-earner deduction 

6. Income averagin, 

Pre.ent Law 

The minimum a nd maximum taJI rate 
bracket amountB, the ZBA (standard deduc­
tion), and the personal exemption amoun t 
are annually adjusted for inOation meas­
ured by 12-month periods ending September 
30. IT the inOation adjustment is not a mul­
tiple of $10, the increase is rounded to the 
nearest multiple of $10. 

Under present law, differing rate sched· 
ules and zero bracket amountB contribute to 
an increased taJlliability (marriage penalty) 
when two lingle taJlpayers marry and me a 
joint return . Couplee ~ a joint return 

~n:e~~o:r~eal=r ~r:h~e:n:l'~:co~e ~~ 
tha lower-earn~ epoU86 or $30,000; tha 
maximum deductIOn thus is $3,000. 

~ :tf.~I;~~d=d (~eUSec=n h: 

~~~t~~o~:~ ~rafs~~I;: 
the portion of income that is more ttan 40 
percent higher than the average of his or 
her income for the prior three years. 

President's Prop08al 

Same as present law. 

The two-earner deduction would be re­
pealed. 

Effective dale.-Taxable years beginning 
on or after January I, 1986. 

Income avaraging would be repealed. 

/louse Rill 

Same as President's proposal , except that 
the 12·month periods end August 31. 

The two-earner deduction is repealed ; 
marriage penalty relief is provided through 
standard deduction and rate schedules. 

Effectwe dale.-Taxable years beginning 
on or after January I, 1986. 

Same as President's proposal. 

Senate Amendment 

Same as President'e proposa l a nd House 
bill , exce pt that inOation adju"tme ntB to the 
rate bracketB, standard deduction (and the 
$600 additional standard deduction for e l­
derly or blind individuals), and persona l 
exemption amountB are to be rounded down 
to the nearest multiple of $50. 

Same as House bill . 

Effective dale. Taxable years beginning 
on or after January I, 1987. 

Same as President's proposal and House 
bill , except that income averaging is re­
tained for individuals who are actively e n­
gaged in the trade or business of fann ing 
during the taJlable year if more tha n 50 
percent of their average annual gr068 in­
come during the three preceding years was 
attributable to such trade or business (See, 
al80, IV.A.8.J (Provis ion for farmers added 
by Ooor amendmentB by Senator Metzen­
baum, adopted by voice vote.) 

Effective dale.-Taxable years beginning I Effectwt!! dale.-Taxable years beginning I Effective dale. Taxable years beginning 
on or after January I , 1986. on or after January I, 1986. on or after January I, 1987. 

I 





L __ __ Item "re.cnt Law President'. "ropo8al lIou8e HIli Senate Amendment 

B. Earned Income ( :rl'dit (sec. II I of 
the 1I0use hill and 8ec. I I I of thf' 
Senate amend menU 

C. Exclusions from Income 

j 

I. Unf'mployment comPf'nsation 
(8ec, 122 of thf' lIou8e bill and 
Sf'<', 121 of the Senate amf'nd· 
menU 

Eligible individuals with on .. or more chil­
dren are allowed a credit of II percent of 
the first $5,000 of earned income (maximum 
credit of $ii50). The amount of the credit is 
rl'duced for income exceeding $6,500, and 
the credit is totally ph8.8NI out at income of 
$11 ,000. The credit ia refundable. 

Present law provides a limited exclusion 
from groes income for unemployment com­
pensation benefits received under a Federal 
or State program. If the sum of the taxpay-

:~:: ~~Ims:n~~t e~=':"= :::~"!~ 
then the entire benefit amount is excluded 
from income. The base amount is $12,000, in 
the caae of an unmarried individual; 
$18,000, in the caae of a married couple 
filing a joint return; and zero, in the caae of 
a married couple filing separate returns. 

If the base amount is exceeded, then the 
amount of unemployment compensation 
benefits that is includible in income is equal 
to the lesser of (\) one-half of the excess of 

~GI t;i':'~:fi~>"~~~~~~n=~r:;:~: 
(2) the amount of the unemployment com­
penaation. 

The earned income in credit would be In­
creaaed to 14 percent of the first $5,000 of 
earned income (maximum credit of $700). 
The income level at which the ph88eOut 
beg;ns would be raiBed to $6,500, with a 
total ph88eOut at $13,500. The maximum 

rn~~~~t ~v~~: ~:\~ b(,w:~:t!:de I'o~infl~~ 
tion occu rring after 1984 . 

Same 88 President's proposal, .. KC .. pt Ihat 
effective for taxable years beginning on or 
after January I, 1987, the income phase-out 
level8 are increased to $!J ,OO()/$lIi,()()() las 
adjusted for inflation after 19841. 

Same as P,,'sld .. nt 's proposal and the 
Ilous .. bill. eKcept that the income ph" ... -out 
levels are incre3Sf"d to $tn,OOO/ $17 ,1I00 las 
adJust..d for inflation after 198~ 1 .. rr .. ct,ve 
for taKable years beginning on or aft .. r Jan­
uary I, 19R8 

to ~~u~~:~d~ro~:;~IJ~i~~~~~h~~ ~:~';,I~e: 
ers must notify employees with no with­
holding that they may be .. Iigi ble for th .. 
refundable earned income credit I Flour 
amendment by Senator Bradley, adopted by 
voice vote) 

Effective dale.-Taxable years beginning I Effl'ctwe date.-Taxable years beginning I Effectwe dOle.-Taxable years beginning 
on or after January I, 1986. . on or after January I, 1986. on or after January I, 1987 

All unemployment compenaation benefits 
would be includible in groes income. 

Effective dale.-Taxable years beginning 
after December 31, 1986. 

Same 88 President's proposal Same 88 President's proposal and House 
bill. 

Effective dale.-Taxable years beginning I Effective date.-Taxable years beginning 
after December 31, 1986. after December 31, 19H6 





l Itfm 

2. Scholanlhips and fellowships 
(see. 123 nf the House bill) 

Present Law 

(0) In genero/.-Degree candidates at an 
educational institution may exclude from 
income amounts received 88 a scholarship 
or fellowship grant, and al80 incidental 
amounts received for travel, research, cleri-

ca~~~I!;;"e:! ~~d:~ may exclude only 
scholarshipe or fellowship ~ants from tu· 
exempt organizations or mternational or 
governmental agencie8, limited to a mw­
mum lifetime exclusion of $10,800. The ex­
clusion for incidental amounts received by 
nondegree candidates is not limited. 

~~U:~y=i~Jb d~es~did!~e:~ 
not eligible for e"cfusion if they represent 
payment for teaching or other BervtCe8 re­
quired 88 a condition oC receiving the grant. 
However, an nception permits the exclu­
sion for payments for serviCe8 iC all candi­
dates Cor a particular degree must perform 
such services. 

(cJ Fe<kral grants.-Under another excel>" 
tion, grants received under a Federal pro­
gram requiring the recipient to perform 
future services 88 a Federal employee are 
excludable to the extent used Cor tuition and 
required fees, books, supplie8, and equil>" 
ment. 

J>residenl's !'ropo.al 

(01 In general.-The exclusion for degree 
candidates would be limited to scholarship 
Or fellowship grants up to the amount spent 
on tuition and course-required eqUipment; 
thus, amounts for room, board, or inCIdental 

eXth~cl:l:n nf~r~:~d~:I~didates 
would be limited to reimbursements for in­
cidental npensee (travel, research, clerical 
help, and equipment). 

(bl Payments for sl'rvices.-The exception 

:!~:!g r~:i~~I'::}io~1 f~n~f.iat!n~%~ 
particular degree would be repealed. 

(c) Fe<kral grants.-The exception relat­
ing to certain Federal grants would be re­
pealed. 

Effective dale.-The propoeaJ would be 
effective for scholarshipe and fellowshipe 

:;::vj!,:arytru;~~e81."::,~~a °bnind~ 
ing commitment to grant 8 scholarship for a 

t~ am~~:!:':::i:dd:o~~°i: ~::;I~d1bl~ 
under present law through 1990. 

lIouse ., ... 

(0) In general.-8ame 88 President's pro­
posal, except that amounts received by non­
degree candidates for incidental expenses 
are not excludable (although offsetting de­
ductions are available iC such costs qualify 
88 business expelUMl8 under sec. 162). 

(b) Poyment& for 8ervlCes.-Same 88 Presi­
dent's proposal. 

(c) Fe<kral grants.-Same 88 President's 
proposal. 

Effective date.-The provision is effective 
Cor scholarshipe and fellowshipe granted 
after September 25, 1985. 

J 

(0 1 In genero/.-No provision. 

(b) Poyments for 8ervices.-No provision. 

(c) FecUral gran ts.-No provision 





3. Priz<'. and awards (sec. 123(b) 
"f the IInuse bill and sec. 122 
nf Ihe Senate amendment) 

(0) ScIentIfIC. etc. och,el'emenl owards.-

~:~ th~~ ~~~t r:h~I~~1~h:nt;xfei'I~~: 
ship grants, generally are taxable. However, 
an exclusion appliee for awards received for 
achievements in fields such 88 charity, the 

:~'(On~:ah~;i:=fi~~;:l~~~!!ief~~~t~ 
prize or award (e.g., by entering a con lest), 
and (ii) is not required to render servicee 88 

a condition of receiving it. 

(b) Employee awards.-Gifts are exclud-

:!,l~ f~ft:~ii~:e ~=t~e~ts.;;;'o ~~~li~ 
detached generoeity and not 88 compensa­
tion or to benefit the donor. If an item of 
tangible pel"8Onal property awarded to an 
employee by reason of length of service, 
productivity, or safety achievement Quali­
fiee 88 a gift, the employer's deduction is 
limited to $400 ($1,600 under a Qualified 
award plan). 

(a) Sc.enlt{ic, elc. ochieveT1U!n I owards. 
The present exclusion for awards for chari­
table, etc. achievement is repealed, except 
where the recipient 888igna the prize or 
award to a tax~xempt charitable organiza­
tion 

(b) Empklyee awords.-Gift treatment 
would be denied for all employee awards 

~;~~. tg;n,::n ea:.~o;:k~,:~ :~~~v~ 
both excludable and deductible, the deduc­
tion limita under present law would not be 
applicable. 

(0) Scienlt{ic. elc. ochle''I'men/ owards.­
Same 88 President's proposal 

(b) Employee awords.-Same 88 Presi · 
dent's proposal, with clarification that em­
ployee awards of low value (such 88 certain 
traditional retirement gifts) may Qualify 88 

both deductible and excludable under Ihe 
rulee for de minimis fringe benefits enacted 
in 1984 (Code sec. 132). 

(0) SClenllflc. elc ach,e,'emenl (J/l'Urd.. -
Sam" as l'residl'nt's proposal ond 1I0us .. 
bill 

(b) Empluyee owords.-- Employt'e awards 
during a year for length of service or s .. fely 
ac hievement are t'xcludable by the f>mploYl'e, 
and deductible by the employer, to the exlent 
not in excess of $1.600 for all awards and $400 
for a ll ~wards that are not quulified plan 
awards. All other awards by e mployers 10 
employ""" are includible in income lexct>pt. 
88 under the House bill. awards excludable 
under sec. 132) 

Effective dale.-Taxable years beginning I Effective dale.-Taxable years beginning I Effec/we dale.-Taxable years beginning 
after 1986. after 1985. after 1986. 





D. Deductions for Personal Expendl . 
ture8 

I. Itemized d"ductlon8 for cer· 
tain Stalt! and local taus (sec. 
135 of the ~nat~ amendment) 

2. Charitable deduction for non· 
it~mlz~rs (s('C. 133 of th" 
House billl 

Individuals may claim ilt!mized deduc-

f::!i -:!'~~k!:etht!!~,o~ S~~~~ 
:::: ~;;:n;ta::':.':drtfoca'f:::"~df~e: 
eign taxes are deductible by individual8 if 
incurred in a business or in an income­
producing (investment) activity, including 
such taxes that are allocable to a purchase 
~ ~0c':;~I~ .thus otherwise would have 

Nonilt!mizers may deduct their charitable 
contributions in addition to ~ the 
8tandard deduction (ZBA), subject to hmita­
tions for pre-1986 years. 

The muimum nonilt!mizer deduction was 
$25 for 1982 and 1983. and $75 for 1984. For 
1985, 50 percent of the amount contributed 
was deductible, without a dollar cap. For 
1986, the full amount of contributions is 
deductible. 

th~n8~g=nJ~a~ii~~)d~u~:~~::rfu~ 
charitable contribution8 by nonilt!mizers 
made after 1986. 

Itemized deduction8 for Stalt! and local 
taxes would be repealed 

Stalt! and local taxes other than income 
taxes would be deductible if incurred in a 
busine88 or, subject to the limitation in the 
following senlt!nce, in an investment activi­
ty. When incurred by an individual in an 
investment activity, these wes would be 

!'::~i1 t!hded~~~i,,~~~~r:,.~i~e~ totth! 

=\n:~:: i::~ rt:.~~)~f adjusted 

Effecli~ dale.-Taxable years beginning 
after 1985. 

The nonitemizer charitable deduction 
would be repealed for contributions made 
after 1985, I.e., one year earlier than the 
scheduled It!rmination of the nonitemizer 
deduction under present law. 

Same as present law. Same as House bill for State and local 
income, real property, and personsl proper­
ty taxes. 

Sala ta.res.-Stalt! and local general sales 
wes are deductible to the extent of 60 
~rcent of the excess of 8uch taxes over 

b~~h~'!.!x~y~rCOdUe taxestreidy~~~~ii= 
amendment by Sena~vana, adopted by 
voice volt!). 

Resolutwn.-It is the sense of the Senate 
that the bill adopted in conference retain 
present law regarding deduction8 for Stalt! 
and local wes (Ooor amendment by ~ns 
Chiles and Domenici, adopted by a volt! of 
76-21). 

Capiloluatwn ruk. -State. local, and for­
eign wes for which an itemized deduction 
is not allowed but which are allocable to a 
purchaBe of property are added to the basis 
of 8uch property. 

Effecti~ dale.-Tuable years beginning 
on or after January I, 1987. 

The nonitemizer charitable deduction is I No provision (thus, the nonilt!mizer chari­
made pennanent. Also, the bill modifies the table deduction tenninates after 1986) 
deduction by providi~ that, for taxable 
!':i:ct ~n$~ "C:/ 85, the deduction is 





L 

3. Medical expen.e deduction 
C.ee. 134 of the Senate am~nd 
menU 

4. a~~or~~~nof~henl~~~!:e~:;'1/34 

5. Deductibility uf mortp«~ in · 
terest and we. allocabl~ to 
tax-free Illlo .. anc~s for mlni. ­
t~.. and military penonn~l 
(.ec. 144 of the House blll and 
sec. 144 of the Senate Ilm~nd­
menU 

ltemizers may deduct unreimbursed med· 
ical ca re expenses to the extent the total of 
such expenses el[ceedB five percent of the 
taxpayer's AGI 

An itemized deduction is allowed for up to 

~.~~f ::',::t~ f~:::;,xl:es"':fo~s~h~ 
adoption of a child with special needs. i.e .• a 

~:d::=: ~t.;.;~~d ~~fe~I~~~r &!i::i 
Security Act. 

The IRS haa ruled that a minister may 

~~~l~b~~~e ~~~t ;!,~=r:r. 
lowance. This ruling W88 based on Code 
section 266(1). which disallows deductions 

~~""':lIJfu':"'rulf~;C:~~ii~ e~~:"Ju\y t 
1983. 8ubject to transitional relief (eztended 
through 1986) for ministers owning homes 
before 1983. 

No provi8ion. 

The itemized adoption el[pense deduction 
would be repealed in anticipation that a 
direct expenditure program would be en­
acted to continue Federal support for fami · 
lies adopting children with special needs. 

Eff«ti~ dale.-Generally January 1. 
19B?; elleept that p..-nt law would apply 
for pre-1986 adoptioDll and apecial I'tw.-Jut 
rules would apply for adoptions dunng 1986. 

No provision. 

No provision 

(0) The itemized adoption expense deduc­
tion is repealed . 

Ti~t~ Tt~Ea~(~~; s:i:JtaS:u~i~~ i~ 
amended to provide matching funds aa an 
administrative ellpense for adoption ell­
penaee for any child with special needs who 
baa been "laced for adoption in accordance 
with apphcable State and local law. Such 
ellpenaes include all qwllified adoption ell­
penaes included in the current t8ll deduc­
tion provision. 

Eff«tilX! dale.-The deduction repeal 
generally is effective for adoption ellpenaes 
paid after 1986; present law continues to 

d::S~cttble 1!~~~ a!~~t,":u::'e.J ~n wl~~; 
The effective date of amending the adohtion 

=!:ft~e ~~n~ coordinated wit re-

The bill provides a permanent rule (effec­
tive retroactively) that ministers receiving 
tax-free pal"llOnage allowances. 88 well 88 
military pel"llOnnel receiving t8ll-free mili­
tary housing allowances, are not precluded 
by Code section 265 from deducting mort­
gage interest or real property t8lles on the 
taxpayer's residence. 

The floor und .. r the Ite mized medical ex· 
pense deduction is increBSed from 5 to ap­
prol[imately 9 percent (.ubstituted for 10· 
percent floor of committee amendment by 
floor amendment by Sen Metzenbaum. 
adopted by vote of 80-18) 

Effeclwe dale.-Tuable years beginmng 
on or aft.er January 1. 1987. 

Same 88 present law. 

Same aa House bill 

I 
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f Item 

Eo ~;xpen.~. for !JuNine"8 or Invest­
ment 

I. Mealo, travel, and ent..-rtain­
ment expenseo (SH. 142 of the 
lIouse bill Bnd OK. 142 of the 
Senate amendment) 

IJ. MNJI e.xJHflIe. 

Pre. ,'nt Law 

(al Meal expen&e8 that constitute ordi-

~:.Jiy ":! :I:ble ~r:~ne":~'Wtru:' p~:~ 
in an atm08phere conducive to business dis­
cU88ion, whether or not business is dis­
cll88ed before, during, or after the meal . 
Unlike the 8ubstantiation rules for deduct­
ing other entertainment expel\8eS (see be­
low), tha taxpayer need not show that such 
meal expel\8eS are either directly related to 
or 88lIOCiated with the active conduct of 
business. 

Presld~nt's Propooal 

(al Allowable deductions for a business 
meal would be limited to $25 times the 
number of participants in the meal, plus 
one-half of tha exOO8ll. This limit would 

r::;: h~m: ~xr.J:~,m= n:t~ ~:~ 
furnished on the premiaee of the taxpayer 
primarily for its employees. 

Houoe lIill 

(a) The bill generally reduces to 80 per­
cent the amount of deductions otherwise 
allowable for business meal expen&e8 (in ­
cluding meals away from home and meala 
furnished on an employer's premises to its 
employees). Exceptions allOWing full deduct-

~~~bu=u~~ ~~e e.:'~l~;:r (i~whi~~= 
~ie~(iSI~~e;lo~e:-f~~h~ ~:af:t~a'tC:~! 
:i~~~~lfJ~: t:~d~,:,~,,!::.i~32'7i~clu~~ 
ing suheidized eating facilities); (iii) meals 

~~: :OiS'.i:: ':blfc'f'::ch.!i~h~ :,~ 
of food to restaurants) or furnished to the 
public 88 aamples or for promotion. 

The bill aIao provides that deductions for 
business meals are subject to the same re­
quirement 88 for other entertainment ex­
penses (see item (h), below). Thus, no 
deduction is allowed unless business is dis­
cU88ed during, or directly before or after, 
the meal (except for an individual eating 
alone while away from home on business). 

As an additional requirement not applica­
ble to other entertainment expense, no 
deduction for business meals is allowable 

~ee;;r!:nU;a~I~~ a':~h: a~~~~':na~~ 
of the taxpayer's business. The Treasury is 
instructed to tighten suhetantiation require-

~::~pi~a~~r~ i~:ron~I':d~tt:n~al -

Senate Amendment 

la l Same 88 House bill, except that full 
deductibility is allowed in 1987 and 1988 for 
C08ts of meals (if not separately stated) that 
are provided 88 an integral part of a quolified 
banquet meeting (i.e., a convention, seminar, 
annual meeting, or similar business meeting 
where the program includes the meal, more 
than 50 percent of the participants are away 
from home, there are at le88t 40 attendees, 
and the meal event includes a speaker ). 
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Item 

b. Entrrtainment e.rJWn.el 
other than (or meall 

r, Tral ,d e.rJWnuI (other 
than (Dr allrnding ('ont'en 
tion.) 

Pre.ent I.aw 

(bl( I) EnterUlinment expenses generall>, 
are dPductible only if, in addition to consti­
tuting ordinary and necessary busineas ex­
penses, they are either (i) directly related to 
the active conduct of the I.aJlpayer's busi­
ne8ll, or (ii) if directly preceding or following 
a substantial and bona fide busineas discus­
sion, 8880Ciated with the active conduct of 
the I.aJIpayer's busineas. 

(bJ(2) No dPduction or crPdit is allowPd for 
the cost of \,urchasing or constructing cer-

~ ed~~~:~~~~~(e~'ies'J!:x:>t 
apply to the rental of 8uch 8 facility or the 
COllU! of box seaU! or seaaon tickeU! 

(el( 1) Luxury water transportation.-Trav­
el expenses incurrPd by a taxpayer while 
away from home in the conduct of a busi­
neas generally are dPductible. However, the 
cost of commuting to and from work is not 
dPductible 

(e1(2) EducotlOnol travel.-Traveling ex­
penses may be deductible 88 busineas ex­
penses if the travel (j) maintains or 

::Ji~:;tly e:~i:~ ~~~I:k";.:t :~!~ld~t7!(:~ 
his or her employment or trad: or bU8ine811 

(c l(;J) Chorltable travel.-Travel away 
from home may give rise to a charitable 
dPduction if travel expenses (whether paid 
directly by the individual or indirectly 
through a contribution by the individual to 
the charity, which then pays for the individ­
ual's travel) are deemPd to be incurrPd in 
performing services on behalf of the charity. 

President's Proposal 

(bJ/ 1) Deductions for entertainment ex­
penses would be deniPd, with the following 
exceptions: (i) expenses paid under a reim­
bursement arrangement (in which caae the 
dPduction would be deniPd to the party 
making the reimbursement); (ii) items I.aJIPd 
88 compensation to the beneficiaries; (iii) 

~;:~:al V:~fesr;ee an~r (i~)~~= ~~~~ 
:;;di~~:!t~i~~~r~~~i~i,:~IiC (e.g., samples 

(b}(2) No special rule for skyboxes. 

(cl()) Luxury water transportation.-No 
dPduction would be allowed for the COIIt of 
luxury water transporUltion to the extent in 
exce88 of the COIIt of otherwise available 
busine88 transporUltion. 

(cU) Educational trall<!l.-No deduction 
would be allowed for cOlltB of travel that 
would be deductible only on the ground that 
the travel constitute8 8 form of education. 

(c1(3) CJulMtable trall<!l.-No provision. 

lIouse Hill 

(bl( I) The bill generally reduces to 80 per­
cent the amount of dPductions otherwise 
allowable for busineas enterUlinment ex­
penses. Exceptions allowing full dPductibil ­
ity include (i) expenses reimbursed by an 

::;'t>'I~i% ~~: 80h~~c:~u~~~ (~;nir~Ji~io~~ 
al employer-paid recreational expenses for 
employees (e.g ., holiday parties); (iii) items 
taxPd 88 compensation to the recipient, or 
excludable from income as section 132 de 

::'::i;~b~e ~~~: g':nnee.'!~~u~l:c :;e;:s 88
m

:r'!: 
motional activities); and (v) tickets to cer­
tain charitable fund raising sports evenlB. 
Ticket costs in excess of face value are not 
deductible. except with regard to tickets for 
charitable fund raising sports events. 

taf~~~~~ fa~~i~:;n r~:!:e l..d':ti~~~wf:rn~~ 
rental Or other WIe of a luxury skybox at a 
sports arena are disallowed, to the extent in 
exceas of the cost of regular tickets. if used 
by the taxpayer for more than one event. 

(cX /J Luxury water transportation.-De­
ductions for cruise ship or other luxury 
water transporUltion are limited (subject to 

~~;:d~~if:::)t~!:1~ t~heha.~~~i~a: 
the number of days in transit. This limita­
tion does not apply to deductions for cruise 
ship conventions. which remain subject to 
preeent-law limitations. or where an excep­
tion to the 86-percent deduction rule (above) 
applies. 

(cX!) Educational trall<!l.--8ame as Preei­
dent's proposal. 

(cU) Charitable trall<!l.-The present-law 
rule applicable to medical deductions for 

~=XB~ell~~d~ ~han:;bi: d~':: 
tions claimed for transporUltion and other 
travel expell8e8 incurred in performing 
services away from home for a charitable 
organization. Thus. no deduction is allowed 
for such ellpenses (whether paid directly by 
the individual or indirectly through a con­
tributioD to the organization) unless there is 
no significant element of personal pleasure. 
recreation. or vacation in the travel away 
from home. 

Senate Amendment 

(bl(JI Same as lIouse bill 

(bX2) No speciel rule for sky boxes (generel 
enterUlinment fecility rules continue to 
apply). 

(cJr I) Luxury water transportatIOn - Same 
88 HoWIe bill . 

(cX2) EducatlOnaltrall<!l.-Same as Prl'Si­
dent's proposal and House bill . 

(c~3) Chantable trat",l.-No provision. 

I 
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lIem 

d. Tml'..t n;~n'''8 for oU"nd 
;ng cont'en.tia", 

". t'ffed;' ,,, dot" (all trol'4'l 
and "nt"rtainmt'nt prOl'I­
• ion81 

Pre ... nl Law 

(cil( III" g"""rol.- The costs of a ttending a 
convention or seminar, either for business 
or for Investment purposes, genprally are 
deductible 

(ci1(21 Fore.g" cont'e"llOns.-No deduction 
is allowed for the cost of attending a conven­
tion outside of the North American area 
(i.e., not in the U.S., Canada. Mexico. or 
certain Carribbean countries) unless the 
taxpayer can show that it was as reasonable 
to hold the convention there as in the North 
American areas. Certain Caribbean coun­
tries. including Bermuda. are treated as in 
the North American area if they make 
available certain lax information to U.S. 
authorities and certain other requirementB 
are met. 

President's Pruposal 

(ci!(11 In ~Mrol.-No special rule (see 
meal and entertainment limitations de­
scribed above). 

pr~~(o/Un'fe'r s~'in81;r~~~~ s~: 
requeet of the Administration). Bermuda 
would qualify as in the North American 
area even if It doee not make available lax 
information. subject to President certifica­
tion. 

(,,) Taxable years beginning after Decem­
ber 31, 1985. 

1I0uKe Bill 

(ciI(J) In geMrol.-The travel and other 
coatB of attending a convention or seminar 
for investment purposes (i.e .• not for trade 
or business purposesl are not deductible. 

(ciK2) Foreign convenIIOTUI.-No special 
provision. 

(pi Taxable years beginning after Decem­
ber 31, 1985. 

Sen alp Amendmenl l 
(dOl In g"n"rol.-Sarne as House bill 

(dI(2) Foreign conve"IWM.-Same as S 
1718 (see President's proposall. Thus. Ber­
muda will be treated as within the North 
American area for purposes of the foreign 
convention deductibility rules if the Presi­
dent certifies that such treatment is in the 
U.S. national security interest and thai 
Bermuda's information exchange programs 
do not materially impede U.S. lax laws. 

(I'I Taxable years beginning after Decem­
ber 31, 1986 . 
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L--------------------+------------------------~------------------------1_------------------------~----------.-------~ 
2. Emplu}~e bu"ine"" e'l"'n"e~. 

inve!4fment eJ(penMes , and 
.. Ih~r miHcelianeouH itemized 
deduc';on" (Hee. 132 of Ihe 
IInu"~ bill Hnd HeCH. 132-133 of 
Ihe Senale amendment) 

a. In gf'n f' ral 

b. lIomr orfief' f'xpen3f'3 

(0) Five tyl"'s of employee busine88 ex· 
I"'n ..... s are allowed "above-the-line" in cal ­
culating adjusted gr088 income under 

~~~;:e~~72)( ~~~I:yn~;:~~b~x~a:; t~3~ 
employee transportation expenses; (4) busi-

~::;::::,nna; :~3Tt,I~in~o;!'e° ::;:vi~:~~~ 
I"'n8e8. 

In addition to the itemized deductions for 
medical expenses. charitable donations. in­
Iprest. taxes. and c88ualty lOII8e8. itemizers 
may deduct certain " miscellaneous deduc­
tions." This category includes (II unreim­
bursed employee business eXl"'n8e8 (other 
than those deductible above-the-line). in­
cluding home office eXl"'naes of employees; 
(2 ) certain eXI"'nBe8 related to investment 
income (such 88 investment counsel fees ); (3) 
tax return preparation C08ts; (4) gambling 
or hobby 10II8e8 up to the amounts. respec­
tively. of gambling or hobby income; (5) 
certain adjustments where a taxpayer re­
stores amounts held under claim of right 
(sec. 1341); (6 ) amortizable bond premiums 
(sec . 171); and (7 ) certain costs of cool"'rative 
housing corporations (sec. 216 ). (The miacel­
la neous itemized deduction for ce rtain C08ts 
of adopting children with special needa iB 
diBCuBBed in I.D.4 .• above.) 

(b) EXI"'nBe8 attributable to use of a part 
of one's home 88 on office are deductible 
subject to the following restrictions: (I ) use 
of the home office must be for the conven­
ience of the employer. (2) the home office 
must be used regular!'y and exclWlively ei­
ther 88 the taxpayer s principal placs of 

~::::::::~~~:i (3'r~~ J~~~~~ ~~~. e~~ 
ceed the taxpayer's gr088 income from the 
business A recent case held that these lim-

::~~~a:f ~~~Iho~:~t~~ '::he~e:~=ra 

(0) The miacellaneous itemized deductions 
would become deductible "above-the-line". 
but. along with deductions for unreim­
bursed employee busine88 eXl"'n8e8 (other 
than moving expenBe8) currently allowed 

:~:~t~h!~~·h;o~~r o~"~:c~ d~u~i~: 
exceeded one percent of the taxpayer's ad­
justed gr088 income. 

In addition, State and local taxes (other 
than income taxes) that related to an invest­
ment activity of the taxpayer (other than 
one involving the production of rental or 
royalty income) would be aggregated with 
the miscellaneous deductions for purposes 
of the one-percent Ooor. 

(b) No provision. 

( 0 ) Employee business ex I'" n8e8. oth .. r 
than reimbursements and moving exl"'n ..... s. 
are to be allowed only 88 itemi • .ed deduc­
tions. and are subject to the Ooor deSCribed 
below. 

The miscellaneous itemized deductions. 
including the employee busine88 e'l"'nsl'8 
described above, are subJect to a Ooor of one 
I"'rcent of the taxpayer s adjusted gr088 in­
come (AGII, except that the Ooor does not 
apply to gambling lOII8e8 up to. but not 
excf'eding. gambling income (sec. 1651d )) or 
estate tax in the case of income in respect of 
a decedent (sec. 69 11c)) 

(1J) The present-law limits are to apply 
when an employee leases a portion of the 
home to hiB or her employer In addition. 
the home office deduction iB limited to the 
taxpayer's net income from the business 
(i.e., gr088 income minus deductions attrib­
utable to the busineM). Disallowed home 
office deductions may be carried forward to 
later years. 

(al Same 88 I louse bill WIth r<·gard to cpr· 
ta lll employee business .. xpens .. s cur r<' nt ly 
allowed above-th .. ·line. 

The mlBCelianeous itemiwd deducllons a l­
lowable under present law are r" l"'a led. 
except for ( I ) impairment·re la ted work ex· 

rrn"~m~~t hb;tr~P~e. ~d~~~by (~oi:~ 
vote ); (2 ) certain costs of adopting children 
with special needa (sec . 222); (3) estate tax III 
the case of income in respt'Ct of a decedf>nt 
(sec. 6!! \(c)); (4) gambling 1088e8 up to. but 
not exceedlllg. gambling incomf> (sec 
1651d )); (5) certain adjustments where a tax· 
paye r restores amounts held unde r claim of 
right (sec. 134 \); (6) amortizable bond premi· 
urns (sec. 171); (7) certain terminated annu· 
ity payments (new sec. 72(bK:J)); and (HI 
certain costs of cool"'rative housing cor po­
rations (sec. 216) 

(b) Same 88 House bIll 

II 





2. Employee business expenses, 
inve.tment expenses, and 
other miscellaneous itemized 
d .. ductions (s<'C, 132 of the 
nuu.e bill and secs. 132-133 of 
the Senate amendment) 
(( 'ont.) 

c. Hobby 10.8 .. 8 

d. EffectiL'e dat .. 

a~~u~~b!l ~~ ~~~':uc~~lea~~vi~/h~ 
presumed not to be a hobby. and therefore 
expenses incurred in the activity generally 

rf?tn~t ;~i.~Ir: :~~ ~~u~}i5nc~=~~i~~ 
years, or 2 out of 7 years for horse breeding 
or racing <However, an activity need not 
meet this standard in order to avoid treat­
ment 88 a hobby.) 

'. "olitieal Contributions Tax Credit I Individual taxpayers may claim a nonre-
("ec. 11 2 of the lIouRe bill ) fundable income tax credit equal to one-half 

the amount of their contributions to politi­
cal candidates and certain political cam­
paign organizations during the taxable 
year. The marimum allowable credit is $50 
for an individual and $100 for a married 
couple filing a joint return. 

(e) No provision. 

(d) Effective dote (employee businees ex­
pell8e8, etc.).-Taxable years beginning 
after 1985. 

The political contributions credit would 
be repealed. 

(c) An activity (other than horse breeding 
or racing) is presumed not to be a hobby if it 
is profitable in 3 out of 5 consecutive years 
The present-law presumption rules are re­
tained for horse activities. 

(d) EffectilH! dote (employee business ex­
pell8e8, etc.).-Taxable years beginning on 
or after January I, 1986. 

A tax credit is allowed to individuals for 

~~e ~u!1 =0~~.:fol$l;~~~2~n}~b~t;~:i 
return), made to a Congressional candidate 
for election in the State in which the tax­
payer resides. (Floor amendment by Mr 
McHugh, adopted by a vote of 230- 196 

(c) Same 88 House bill 

(d) Effectlll" dote (employee business ex­
pell8e8, etc.).-Taxable years beginning on 
or after January I, 1987. 

Same 88 President's proposal 

Effective dote.-Taxable years beginning I EffectilH! dote.-Taxable years beginning I EffectIve dote.-Taxable years beginning 
on or after January I, 1986. on or afUor January I, 1986. on or afUor January I, 19H7. 
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A. ('u.1 I(~cu.~ry: lI~pr""ialion; ITC; 
Finance !."SHes (HeC8. 201. 202. 203. 
and 211 of the III,u.~ hill and .ecs. 
201.202.211. and 212 u(lhe Senate 
amt'ndmenl) 

I. Acc~leral .. d deprecialiun 

a. ('ost recor'erg clan ... (a) Cost recol'ery classes 

Under the Accelerated Cost Rpcovery Sys· 
tern (" ACRS"). rpcovery deductions are de-

~r~~~~ge ::; an a:!;gorigfnal sc~~'t:.'l. 
jU'ted for allowable investment tax cred,t). 
The c1888ification of asseta under ACRS 
generally is based on the Asset Depreciation 
Range ("ADR") system of prior law Under 
the ADR system. a present c1888 life ("mid· 
point") was provided for all 888eta used in 
the same activity, other than certain asseta 
with common characteristics (e g., cars): 

;I·.war class: Property with an ADR mid-

~ih't~~t: i:~cks~r ~i: (;~::"::y c~:(t~~ 
connection with research & experimenta­
tion and certain horses. Method is 150 per­
cent declining balance. switching to straight 
line. over 3 years. 

5'yror class: All tangible personal proper­
ty not mcluded in any other c1888 Method is 
lSI) percent declining balance. switching to 
straight line. over 10 years 

(a) Cost recor'ery classes 

ACRS wnuld be replaced by the Capital 
Cost Recovery System ("C'CRS"). Under 
CCRS. a recovery percentage would be al>" 
plied to an asset's inOation-adjusted basis. 
Asset c1888ifications under CCRS would not 
be based on ACRS or ADR; rather 888eta 
would be identified by descriptions drawn 
from the U.S. National Income and Prod­
ucta Account prepared by the Commerce 
Department 

CCRS Class /.. 3-year ACRS property 
Method is equivalent to 220 percent declin ­
ing balance method. switching to straight 
line. over 4 years 

CCRS CllU8 2: Trucks. bUBE6, trailers. and 
office. computing. and accounting equil>" 
ment. Method is equivalent to 220 percent 
declining balance method. switching to 
straight line. over 5 years 

CCRS Class 3: Construction machinery. 
tractors. aircraft. mining & oil field machin­
ery. and ilUltrumenta. Method is equivalent 
to 198 percent declining balance method. 
switching to straight line. over 6 years 

(a) Cost recol"''J' dasses 

cr~~~ ~;s~~ar~2·)thu ~d~~n::~S. =~ 
are grouped according to present c1888 lives 
(or ADR midpointlrves). IDS deductions are 
subject to increases for inOatlon adjust­
menta. beginning in 1988. 

Class 1. Property wrth ADR midpointa 
under 5 years. excludIng cars and light gen­
eral purpose trucks. and adding clothing 
held for rental Includes motor vehicle spe­
cial tools and over-the-road tractor umta. 
Method is 200 percent declining balance. 
switching to straight line. over 3 years 

at C;!a::t ~. :,,~o~ih:~t~ ~:!~:r:.i~r;;d:::~; 
cars and light general purpose trucks. qualr · 

~~ ~~~;~~~Ice~~~rn;,m~ ~c:,.~ich'::~ 
equipment. and race horses. Includes trail­
ers, computers. heavy trucks. electronics 

~a":!~u~~=~. 200d ;i:c:~t ~~I::;;~I-
ba~ance. switching to straight line. over ~ 
years. 

Cla.ss 3. Property with ADR midpointa of 
at least 7 but less than 10 years Includes 
offshore drilling. chemicals manufacturing. 
and distributive trades and services asseta. 
Method is 200 percent declining balance. 
switching to straight line. over 7 years. 

(8 ) Cflsi reco rlf>ry cla$se.~ 

cia~~~~:t~:~rr~ ~:c~ ~C~r~~.:..g(~:r,~,;; 
of provldmg statutory tables). (2) recl888ify · 
ing certain 888eta. including the creation of 

:tr~h~tn~h~':'t~:rof ~::ec%ti:~i~;plt!:a~ 
(3) providing more accelerated depreciation 
for the five- and ten 'Yf'ar ACRS c1aases (as 

revised by the bill). and (4) requiring the 
C08t of real property to be recovered using 
the straight-line m"thod over extended re­
covery periods 

3·yror cla.ss. Same as present law. but 
ucludlng automobiles. light general pur­
poee truckB. Bnd over-the-road trBctor unita 
In addition. property used in connpction 
with research and experimentation IS ex­
cluded if placed in service before January I . 
1990. Method IS 150% declining balance. 
switching to straight-line. over :l years . 

Stfmght·/,ne 3·yror class: A new c1HBB. 
including automobiles. light general pur· = t~~'k~~d~cr;;?:"~thS: 'is '~~r~?:h~: 
I ine over 3 years 

5·yror class ' Same as present law. adding 

~I::dc~n :~ic:xl:f~~eJ':~~;ry P{O~~I~r. 
and excludIng property with ADR midpoint 
lives of 16 years and greater (other than 
computer-based telephone central office 
switching equipment). Also includes !(eo­

thermal. ocean thermal. 80lar and Wind 
energy property. and property that has 110 
ADR mIdpoint Method is 200% dpclining 
holance. switching to stralght·line ove r ,. 
years 
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I. A~celerated depreciatinn 
(~nnt.l 

a. ('0.' reeol'erg da.He. 
(eon/.J 

anl~bR::-i~·;~uO~I~~~t~~5 ~~~~!e~~~ 
burners and boilers with an ADR midpoint 
of 25 years, amu .... ment park structures, 
railroad tank cars, and manufactured 
homes Method is 150 percent declining bal· 
a nce, switching In straight line, over 10 
years 

15·year publtc utility class: Other public 
utility property with an ADR midpoint of 
more than 25 years. Method is 150 percent 
declining balance, switching In straight 
line, over 15 years. 

CCRS Class 4. All tangible personal prop­
erty not included in any other c1asa. In· 
c1udes railroad track and furniture and 
fixtures. Method is 154 percent declining 
balance method, switching In straight line, 
over 7 years. 

CCRS Class 5: Railroad structures, shipe 
& boata, engines & turbines, plant & equip­
ment for generation, transmission, and dis· 
tribution of electricity and other power, and 
distribution plant for communication servo 
ices. Method ia equivalent In 170 percent 
declining balance method, switching In 
straight line, over ten years. 

Class 4' Property with ADR midpointa of 
at least \0 but leas than 13 years, and 
adding horses other than race horses, and 

~~~~I':Isi~~ ~ilie~!~~ncl~~i~~~:e~ 
cial passenger aircraft, railroad track, agri· 

~~~u::~::n~~~'ic'i:r':::~~~fa';t~~r~:ct=~, 
Method is 200 percent declining balance, 
switching In straight line, over \0 years. 

Class 5: Property with ADR midpointa of 
at least 13 but leas than 16 years, plus 
single-purpose argicultural or horticultural 
structures. Includes asseta used in pulp 
manufacturing, primary steel manufactur· 
ing, and railroad machinery and equipment. 
Method is 200 percent declining balance 
switching In straight line, over 13 years. 

Class 6: Property with ADR midpointa of 
at least 16 but less than 20 years. Includes 
vesaels and barges Method is 200 percent 
declining balance, switching In straight 
Ii ne, over 16 years. 

Class 7: Property with ADR midpointa of 
at least 20 but less than 25 years, p/IJ$ very 
low-income housing Includes cement manu­
facturing, pipeline transportation, and nu· 
clear production of electricity Method is 
200 percent declining balance, switching In 
straight line, over 20 years. 

Class 8: Property with ADR midpointa of 
at least 25 but leas than 30 years, p/IJ$ 
telephone distribution plant and compara­
ble equipment used by other transmitters of 
information Includes electric utility steam 
power production. Method is 200 percent 
declining balance, switching In straight 
line, over 25 years. 

J 

IO-year class: Same as present law, addIng 
property with an ADR midpoint of 16 years 
or more (other than computer-based tele­
phone central office switching equipment), 
and excluding utility property with an ADR 
midpoint of 20 years or more. Method is 
200% declining balance, switching In 
straight-line, over 10 years. 

15·year class: Utility property (whether 

~~er~ia~ ~~~";:!nt;; ~i~hbkDRt~:.r;:n8~ 
of 20 years or more and industrial steam 
and electric generatinn or distribution 

r/~:f;:;tist I~~r~~t~i~g \~~n~~~w:~~-
ing In straight·line, over 15 years 
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I. A ..... lerated depreciation 
(cont.) 

a. Cost reCOt'~rll classes 
(cont.) 

is·year real prop<'rty class: Low·income 
housing Method IS 200 percent declining 
balance, switching to straight line, over 15 
years 

i9·year real property cla.'I8: Buildings and 

~DRtii~ !i:: :!a~eIY ~wtoe~~~fJ:~:: 
Method is 175 percent ~Iining balance, 
switching to straight line, over 19 years. 

CCRS Class G: ACRS 19-year real proper· 
ty and low·income housing. Method is equiv. 
alent to 112 percent declining balance 
method, switching to straight line, over 28 
years. 

Class 9: Property with ADR midpoints of 
at leaat 30 but less than 36 years, plus low· 
income housing (other than very low·income 
housing). Includes railroad structures, elec· 
tric transmission and distribution plant, 
and gaa distribution facilities. Method is 200 
percent declining balance, switching to 
straight line, over 30 years. 

at 1': ~~. :::::'~lus~l~ ~~! ,:!~~~ir~':e~~ 
ty. Method is straight line over 30 years. 

Residential rental property class: Real 
property that is residential rental property. 
Method is straight·line over 27 .5 years 

Nonresidential real property cla.'l8: Real 
property (that is not 10·year property or 

~~!'f;h~lfne ~V~~1.r:!:::Y) Method is 
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- _.,----

Ilo·m 

I. A ... ·~lerul~d depr~cilll ion 
1 ... >p1.I 

b. ('[a •• ifil'Olion of special 
LYPeR of properly 

II) Aulomoblles IA DR I :I-YI'Dr class 
mlClpOInl of J years) 
and IIghllrucks (A DR 
mldpOlnl of 4 yearsl 

(III Researrh and expert · I :l-year class 

~::~II:I:~"n ADkl'tl':,~:l 
POITI/$) 

(III) O"er·lhe·roud lruc· I :l-year class. 
lor utllis IA DR nlld 
polnl of 4 years} 

II') Horses o"er /2 years :I-year class 
old 

Pr .. ~ .. n' I.aw 

Iw) Ral'e horsl's I :I-year class. 

(1'1) Propaly With no Generally, 5-year class 
AVR nlldpOlnl (other 
Ihan real proper(y), 
e g., railroad Im"k 

(1'111 Seml·conductor I f>-year class 
manufacturing equip' 
menl IADR mldpoinl 
of 6 years) 

(1'1111 Rplall rental cloth · I 5-year c1a.s 
Ing (A DR nlldpOlnl of 
.9 \'earsl 

(IX) Computer·based Cl'n· f>-year class 

~;~IP~;~;t" (;}~W~II~f 
p01n1 of III ymrs) 

(xl SlTlgle·purpose agr! ' ,>-year class 
('ullural or hart,co/. 
tuml slractures (ADR 
nudpOlnl IIf 25 _years) 

(nl RlHlmad lank cars lO-year class 
(A IlH mll/polnls of /4 
years alld /5 years) 

(XII) Qualified cllal ullil · III-year class. 
zallun properly (varl · 
ous A DR m,dpotn/$) 

(XIII) Manufaclured lO-year class 
humps 

I'r~.id~nt', Prop",al 

No speCia l provisions 

lI .. u,~ Bill Senale Amendm~nt --~J 

Class 2 15 years! SlralKht-ltne :l'Yl'ar class 

No special provision I ,>-yellr class if placed in s"rvict' berorl' 
January I. 1!191J Ilhe explrallOn date or th" 
incrementa l research cr"dlll, and :l -year 
class if placed In s!'rvice thereafter 

Class I (:1 years) I ;,-year ciass 

Class 2 (5 years) :I·year class. 

Class 4 (\0 years!. a-year class. 

Class 4 (10 years! Itreated as if property I ;,-year class \treated a~ If propl'rty had an 
had an ADR midpoint of 12 years!. ADR midpoint of 12 years! 

Class 2 15 years! I Strai~ht-line :I-year class. 

Class I 13 years). I 5-year class 

Class 2 (f, years! I ;'·year class 

Class 5 113 years ). I IO-year c1a8S 

Class 5 113 years! I \O-ypar class 

No special proviSIOn I IO·year class 

('lass to 1:111 years! III-year class 
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An·.lerat .. d d"prpciation 
( .... nt.. 

h. Clauifi<'ation of .,wdal 
type. of pro,wrty (('ont..) 

(XlV) Geothermal, ocean 
thermo I, Bolar, and 

~:~nr1ou:nerf[)kro':.;:J 
POints ond no ADR 
midpOintsl 

/Xt;;o~e~'l'a~~~~g't/~'~d: 
pOInt (Jf 35 yearsl 

( Xl )l) UULHRcome hous­
Ing 

(x I.,, 1 Qualified techno· 
loglrol eqUipment. as 
defin ed In the tax· 
exempt . ntl/.V leaslnlf 
rules 

C. IJuxurll cor, 

d. Change. in cla •• ifi('ation 

5-year c1888, if not owned by a regulated 
utility Certain assets may be l5-year c1888 
pruperty if owned by a regulated utility 

5-year c1888 if not owned by a regulated 
utility; l5-year c1888 otherwise 

Generally, rental housing where at least 
1<5 perc .. nt of the tenants have incomes of 80 
percent or less of area median income may 
be depreciated over 15 years. 

5-year c1888 

Ic) Recovery deductions for automobiles 
are subject to the (ollowing dollar limita­
tions: $3,200 (or the first recovery year; 
$4 ,ROO (or each succeeding taxable year in 
the recovery period 

Idl Under AC'RS, recovery periods are 
fixed 

rre8Ia~n1 " rroposal 

(c) Retain present law 

Idl Treasury would mOnitor and analyze 
actual experience with all tangible depre­
ciable assets 80 that changes could be made. 

U"u.e HIli Senul .. Amendment 

No special provision 5-year class 

Telephone distribution plant and compa- I l 5-year class. 
rable equipment used by other transmitters 
of information le.g., cable television opera-
tors) is class 8 property (25 years). 

Rental hou~ing .where at least 40% of the I No special provision. hut ...., low-income 
tenants have InComes of 60% or lese o( area housing credit litem II F..:l. below ). 
median income IS CI888 7 property 120 
years). Rental housing where either (a' at 
least 20% of the tenants have mComes o( 
70% or lese o( area median income or lb. a\ 
least 25% of the tenants have incomes o( 
80% or lese o( area median income i8 Class 9 
property (aO years accel .. ratedl 

CI888 2 15 years) 5-year class 

Ic. Same as President's proposal 

Tr~.!..:~ h~d:~t~~~it~':~~~: l~~ 
based on actual experience with certain de­
preciable assets lother than 30-year real 
property or low-income housing) and any 
new class life will be used (or determining 
the c1888 of such property and in applying 
the alternative depreciation system 

Ie) Con(orms the fixed limitations un de­
ductions so thai the price range of aff .. cted 
cars is unchanged Depreciation deductions 
are limited to $2.133 for the first year in the 
recovery period, and $4.210 for each suc-

fi~nfi~~~ti!~s a~~~\~n't~la:I'rdJ~~: i~~: 
j~:~A~~r d'!::f:c"ti~~t~on of autumoblles. not 

(dl Same as President 's proposal a nd 

~r~';rt~lIi·ne:cd.r.~i~~e :~ve:e:i~~~~~;n r~~~:1 
property and nonresidentia l rea l propprt) 
may not be chang .. d 
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L t'resent L'-''4 rrf'SlOenl A r-rupoS81 ;,enIUf' I\m~nUItl~11l --.-J 

2. Alternative co.! recovery SY" 
tern 

a. In gent'rol (aKi) ACRS deductions are reduced for 
property that is (11 used predominantly out­
side the United States or (2) leased to a tax­
exempt entity 

D,fTI'rt'nt depreciation methods are also 
used for purposes of (I) computing earnings 
and profita of a domestic corporation, and 
(2) applying the minimum tax provisions. 

(ii) Property, other than low-income hous­
ing, to the extent it is financed with indus­
trial development bonds, the interest on 
which is tax-exempt, is depreciated using 
the straight-line method over the ACRS re­
covery period 

(iii) Taxpayers can elect to use the 

~C~h;~~~e met;~odv;;;r ~~~r a~p~~~:!~ 
recovery pen:J', WIth respect to one or more 
cJa.aaes of ACRS property placed in service 
during a taxable year. 

b. l'ro/Hrtll predomjnant/II of I (b) There is Presidential authority to deny 
for~jgn orjgjn the investment tax credit, but not acceler­

ated deprecIation 

r. Pro/Hrlll used jn outer I (c) No provision. 
sport' 

3. Indexing The basIS of depreciable property is not 
adjusted for inflation; however, deprecia­
tion allowances are accelerated, in part, to 
comp('nsate for inflation 

(a) A system intended to allow deprecia­
tion deductions that approximate the as­
sumed decline in an oseet's value would 
apply for certain purposes. Although no spe­
cific system is recommended, the Adminis­
tration proposal indicates that the 
depreciatIOn system set forth in the 1984 

;h:~uode{elh.~e~"~~~':) the°':~~::'i:,v:a~ 
justed basis of property would be recovered 
over periods ranging from 5 years for short­
lived property to 63 years for real property. 

(b) No provision 

(c) No provision 

Beginning with the second year an oseet 
is in service, the aaaet's unrecovered basis 
would be adjusted upwards for inflation. 

(aKi~A) An alternative cost recovery sys· 
ll'm is provided for the following pur· 
poses: (1l property used predominantly 
oulaide the United States, (2) property 
leased to a tax-exempt entity, (3 ) for com­
puting earnings and profita of a domestic 
corporation, and (4) for applying the mini­
mum tax provisions. 

Depreciation deductions are computed 
under the method that is used under 
pr_nt law for property that is leased to a 
tax-exempt entity, which is generally 
straight·hne over the ADR midpoint life. 
The cost of qualified technological equip­
ment is recovered over 5 years and real 
property over 40 years. 

(8) Property which is c188Bified for the 
Incentive system on a basis other than ADR 
midpoint is treated as having the same re­
covery period as for the incentive system 
(e.g., automobiles and computer-based cen­
tral office switching equipment are recov­
ered over 5 years). 

(ii) If all or part of property, other than 

~h:-ii~~~e:th~~i;~;c~ f~~~x:~~t~i~~~ 
depreciated using the straight-line method 
over the naxt longest IDS cJ88B (40 years for 
real property). 

(iii) Taxpayers may elect the alll'rnative 
cost recovery system described in (j) for 
property that is otherwise eligible for incen­
tive depreciation on a cJ888-by·d88B, year­
by-year basis 

(b) Provides Presidential authority to 
deny accelerated depreciation to property 
produced abroad, similar to pr_nt-law 
rules applicable to the investment tax 
credit. 

(c) Property launched by a U.S. person 
from the Umted States and used in outer 
space ia not treated as foreign use property. 

Beginning in J988, IDS deductions are 
increased for half the annual inflation in 
excess of 5 percent since the second year an 
aaaet is placed in service. 

(aMiMA) Same as 1I0uS(' bill 

(B) The recovery p('riod for automobiles, 
light trucks, and over-the-road tractor uni ta 
is 5-years. 

(ii) Generally, property to the e xtt'nt it is 
financed with bonds, the interest on which 

~~~x,:~~ ~i~eth,:,i~~v~~ng t~~sa~~ 
solid waste disposal facilities and hazardous 
waste treatment facilities is 8 years, and for 
low-income housing is 27.5 years . 

(iii) Taxpayers may elect eIther the alter­
native cost recovery sysll'm or the stralght ­
line method over the ACRS recovery period 
for prop('rty that is otherwiBl' eligible for 
ACRS on a cJ88B-by·d88B, year-by-year basis 

(b) Same as House bill . 

(c) Same as House bill 

Retains pr_nt law 
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Item 

I. ,\(O(otJuntinx cunventions 

a. lIalf-lIt'ar ('onl 't'nlion 

b. Mid-month ('onl 'ention 

5_ Gain on di.positiun 

a. In general 

b. H ... idt'ntiol rf'al Properlll 

('_ Nonreoidenlial real proper­
III 

Present Law 

pr~~~~e r;~t!:~~rr:aif-~:~~I:n ~~~ ~~~h:: 
results in a half-year depreciation allow-

~f~eh~": ~;oe:~t i~~~avc~ i~e:r'vr~!~~d~::: 
the year 

(b) Under a mId-month convention, real 
propertr (other than . low-income housing) 
placed In service or dlllposed of at anytime 
during a month is treated as having been 
placed in service or disposed of in the mid­
dle of the month. 

(a) With limited ezceptions, gain is "re­
captured" as ordinary income to the elltent 
of previously allowed depreciation deduc­
tions. Gain in ellcesa of amounts subject to 
recapture is treated as capital gain These 
rules have no application to nondepreciable 
property used in a trade or business (such as 
land ). 

(b) For residential real property held for 

~O[het~~':e~~eth:~r~l::I~::W!e~u::1a~?~~ 
deductions exceed straight-line deductions 
Recapture for low-income housing is phased 
~:it:::i;,.,~r~rty has been held for a pre-

(c) There is no recapture if the taxpayer 

~~~~a~h~~~:e~!~h<><'1r<hh~~~~:h~s;~I' 
amount of depreciation-to extent of gain­
is recaptured . 

t'reBldent s I'ropo.al 

(a) The deprt'Ciation allowance for the 
first year would be based on the number of 
months the asset was in service 

(b) The 88me mid-month convention that 
applies to most real property under present 
law would apply to all property. 

(a) All gain on disposition of depreciable 
property would be taxed as ordinary in­
come. 

(b) No special provision. 

(c) No specisl provision. 

(a) For personal property, both thl' first 
and last depreciatIon allowances for an 
asset renect the half-yea r convention 

(hKiI For CI888 10 property and low-in­
come housing, apply the present-law mid­
month convention . 

(ii) For other property, apply the mid­
month convention to taxpayers who place 
more then 40 percent of property in service 
during the last quarter of the taxable year 

(a. Retains present law 

(h) For low-income housing, only the ex­
cesa of IDS deductions over straight line 
deductions (over the applicable recovery pe­
riod) is recaptured, and the phaseout of 
recapture is repealed. For property that 

~as:sa :::'I~r:!ba~, ~;::~~?s ~~~~ 
regulatory authority to determine the re­
capture amount by reference to straight 
line depreciation over 30 years. For other 
residential real property that is 30-year 
property, there is no recapture. 

(c. For nonresidential (30-yead real proJr 
erty, there is no recapture. 

~en8le Amenomenl 

(a) Same as House bill . 

(bMiI The present-law mid-month conven­
tion applies to residential rental property 
and nonresidential real property. 

(ii) Same as House bill. 

(a) Same as House bill (retains present 
law). 

(b) For all residential rental property, 
there is no recapture. 

(c) Same as House bill . 

I 
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[ - ~--- Item 

6. LeMMeI' 
menlM 

I"a"ehold 

7. I{"pair alluwan~e. 

H. Expensing 

9. \'intage ac~ount " 

impro,"e-

"re.ont Law 

A lessee recovers the cost of leasehold 
Improvements over the shorter of the pro!>" 
erty's ACRS recuvery period or the portion 
of the lease term remaining on the date the 
property is acquired Under slBtutory rulps 
provided for use in determining the term of 
a lease, in cerlBin cases, a lease term in­
cludes periods dUring which the lease may 
be renewed pursuant to an option held by 
the lessee, unless the lessee eslBblishes that 
it is more probable than not that the lease 
will not be renewed. In other cases, the 
slBtute provides that a lease term is deter~ 
mined by excluding renewal options held by 
the lessee, unlees the facts show with rea~ 
sonable cerlBinty that the lease will be re­
newed. These rules also apply in 
determining the amortization period for 
lease acquisition costs. 

Expenditures that prolong the life of an 
888et are recoverable in the lI8Jlle manner as 
the cost of a capilBl 888et. Other expendi­
tures for repair or maintenance are ex~ 
pensed The characterization of an expense 
as a capilBl expenditure or a deductible 
repair requires a factual determination. 

$5:r::t:l~he ~~ ofl~t~aixrro';rt~~h~ 
is purchased and used in a trade or busi~ 
ness. The $5,000 ceiling i8 scheduled to in~ 
crease to $7,500 for taxable years beginning 
in 1988 and 1989, and to $10,000 for years 
beginning after 1989. The dollar IimilBtion 
is subject to apportionment among cerlBin 
related entities If expensed property ia con­
verted to nonbusiness use within two years 

i:e~ht~!id;"ff!~:,;:"o\:~~;,~t~!a~:o~nr~: 
pensed and the ACRS deductions that would 
have been allowed for the period of business 
use is recaptured 88 ordll1ary income. 

--+---
Taxpayers generally compute deprecia­

tion deductions on an 888et-bY-888et basis. 
There is an election to eslBblish m88B 888et 
vinu.ge accounlB for assets in the aame re­
covery cl88B a nd placed in service in the 
aame year The definition of 888ets eli~ble 
for inclusion in maas 888et accounts is hmit­
ed, primarily because of concern about the 
mechanics of recapturing investment IBx 
credit. 

President's Proposal 

The cost of leasehold improvements made 
by a lessee wou Id be recovered under the 
general rules, without regard to the lease 
term, except where the improvement is rea­
sonably expected to have no residubt value 
on expiration of the lease 

Each 888et cl88B would be 88Bigned a aafe­
harbor repair allowance factor A taxpayer 
would automatically deduct expenses to the 

~~~~} t~he e~'f:" i~n~~i~~~=:!d b~~ 
multiplied by the repair allowance factor . 

The scheduled increases in the ceiling 
would be repealed . 

M88B asset vinu.ge accounts would be re­
lBined for property qualifying for such 
treatment under ACRS. 

------- -

lIouse llill 

A leBBee recovers capital costs under the 
general rules in every case 

RelBins present law 

Provides a $\0,000 ceiling and limits eligi­
bility for expensing to taxpayer whose tolBl 

}~;~~~r: y~/f8n~~o6o':I:". property 

With repeal of the investment tax credit, 
the definition of eligible property is expand­
ed to include all property. 

Senate Amendment 

Same as 1I0use bill The statutory rules 
for det .. rmining the term uf a lease- the 
unly future relevance of which would be in 
determining th .. amortizatiun period for 
I .. ase acqUIsition costs- is amended to pro­
vide that the term of a le8ge IS d .. termined 
by includmg all renewal optIOns 88 we ll as 
any period for whIch the parties reasunabl y 
upect the lease to be renewed. 

Same a8 1I0u"" bill (relBlIls present lawl 

Provides a $10,000 ceiling for expensll1g to 
IBxpayers whose tolBl investment in tangi ­
ble personal property is $200,000 or less For 

~~~~ i~~~~~rs~/$20~~~06, th~$rl(l.~OO~~i~: 
ing is redueed by one dollar The amount 
eligible to be expensed is limited to the 
taxable income derived from the act ive 
trade or businees in which the pro!><'rly IS 
used . The difference betwe<>n expensing a nd 
ACRS deductions is recaptured if property 
is converted to nonbusiness use at any time 
before the end of the property 's recov .. ry 
period 

Same 88 House bill 

I 
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Item 

III. Public utility property 

II. Efferlive dllteH for depreda­
linn 

a. In generol 

b. A nli-rhurning rule, 

r. Tron.ition rule, 

Pre.ent Law 

The benefits of accelerated depreciation 
must be normalized. 

President's Proposal 

Same aa present law 

pl~~~a;~ .:~~~~ : e!ec:~r fJ~~~:;rt{ 
1986. 

(bl Under rulea similar to those enacted 

'!n~ :r~~C~~~ry~o';e~~ul~la~.Jr~ 
service before the elective date under 
CCRS by certain poet-effective date transac­
tions among related parties. 

(e) No provision. 

1I0uoe 8ill 

Same aa present law; also, special normal­
ization rules are applied to excess deferred 
tal! reserves reaulting from the reduction of 
corporate income tax ralee 

onl~r ~::iJ::~~:;~~~Ataced in service 

(bl No provision. 

(c) A8~r::~/r~!;: t;: constructed. re-
constructed. or acquired pursuant to a 
written contract that waa binding aa of 
September 25, 1985. or 

121 property constructed or recon­
structed by the taxpayer. if the leaser of 
$1 million or 5 percent of COBt haa been 
incurred or committed by September 
25. 1985, if construction commenced by 
that date. or 

(3) an equipped building or a plant 

:c~~~~~~b::~r2r.if98t':lUc:;'7::~n~e:: 
h';W:f' t~~2e~ ~~n.~nnd i~':.':~h~~ 
committed by that date. and 

1u~;°i.~~ti~~~~ ~lfC~nl ~~;rtbi. 
carB. and light general purpoee trucks; by 
January I, 1987. in the caae of CI888 2 
property; by January I. 1989. in the case of 

~tl:'e3c!!'':IC~ 7~tob;r~~~~ry I. 1991. 

fi:S~e~o(~~~ rl,:~r ~3r':l:c~y ~h~l:tu:.!~ 
le88ed back by the person initially commit­
ted to acquire the property within a 3-
month window. 

Special transitional rules are provided 

- ---

Senate Amendment J 
Same aa 1I0use bill 

on(~'r~~:iJ::~~:;~~~ltaced in service 

tb) Under rul"" similar to those enacted 
aa part of ACRS, taxpayers are prevented 
from bringing property placed in service 
before the effective date under the reviH('{\ 
AC'RS by certain poet-effective date transac­
tions among related parties 

(c) Present law ACRS would apply to prop­
erty with an ADR midpoint of 7 years or 
greater (other than computer-b88ed tele­
phone central office switching equipment) 
that is: 

1 \) constructed, reconstructed, Or ac· 

'S:!~~Jb'i:,d~~~ ~ of M~i:c'h~. Ctc)8t6,a~: 
(2) constructed or reconstructed by 

the taxpayer, if the lellSer of $1 million 
or 5 percent of COBt haa been incurred or 
committed by March I. 1986. If con· 
struction commenced by that date, or 

(3) an equipped building Or a plant 
facility. if construction haa commenced 

:no~~tfi~ ~1~~~~6~J'~~~:~~!~ ~:;f~f 
the COBt haa been incurred Or commit­
ted by that date. and 

if such property or project is placf'd In 

service by January I. 19H9 in the ca.~e of 
property with an ADR midpoint less than :1O 
years; and by January I. 1991 in the CAB<> 01 
property with an ADR midpomt of 20 yeurs 
and greater and residential rental and non­
realdential real property. 

Present law ACRS would apply to proper-

~I~h:~:t~:= ba~te~~ I ih~~~3~ ~~~i~lIi; 
committed to acquire the property within a 
3-month window 

Special transitional rulea are provided 
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It~m 

12. Hel(ulnr investment tax cred o 
it 

a. , j /IollJable credit 

b. "ublir ulility property 

c. Effecti('e date. 
/. Generol 

1/ TransitIOn rules 

I're.ent Law 

A credit against Income tax liability is 
allowed for up to ten percent of a tallpayer's 
investment in tangible personal property 
(six percent for property in the three-year 
ACRS class •. 

For public utility property. the tall bene­
fits of the credit must be normalized 

President's Pruposal 

The regular investment tall credit would 
be repealed 

Normalization rules would be retained for 
the unamortized portion of Investment tall 
credits allowed to public utilities. 

pl~~ina~~~ :: :~ec~~er fJ:~~~~rtl. 
1986 

(ii) No provision 

IIlluMe Hill 

Same as President's proposal 

Same as President's proposal . 

(j) Repeal is effective for property placed 
in service on or after January I, 1986. 

(ii) The credit is available under the same 
circumstances in which present-law depre­
ciation rules would continue to apply 

Special transition rules are provided 

Senate Amendment 

Same as President's proposal and lIou .... 
bill 

Same as Presid''Ilt 's proposal and House 
bill. 

(j) Same as House bill 

. (ii) The credit is available under transi­
tional rules for property that is' 

(\) constructed. reconstructed. or ac­
Quired pursuant to a written cuntract 
that was binding as of December 31, 
1985. or 

(2) constructed or reconstructed by 
the taxpayer. if the lesser of $I million 
of 5 percent of cost has been incurred or 
committed by December ::11,1985. if con­
struction commenced by that date, or 

(3) an equipped building or n plant 

:c~;t~~~.::r:f1~t~~~5~";uc;:.~a~~n~e:: 
written specific plan. and more than 
half of the cost has been Incurred or 
committed b>, that date. and 

if such property 18 placed in Sf'rvice by July 
I. 1986. in the case of property with an ADR 
midpoint leas than 5 years, by January 1. 
1987, in the case of property with an ADR 
midpoint of at least 5 but leas than 7 years 
and including computer-based central office 
switching equipment; by January I. 19H9, in 
the case of property with an ADR midpoint 
of at least 7 but leas than 20 years; and by 
January I, 1991, in the case of property with 
an ADR midpoint of 20 years and greater, 
residential rental property, and nonreBiden 
tial real property. 

The credit is available for pro!":rt>, that 
Qualifies under (i). (2), or (3) which IS sold 
and leased back by the person Inihally com· 
mitted to acquire the property within a :1· 
month window 

Special transitional rules are provided 
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L_ Item 

d. Mondatory ,...due/ion of 
ITe earryoI'ers 

Pre.enl Law 

Unused investment tax cred its are al· 
lowed a three-year ca rryback and a Hi·year 
carryforward Credits that are not used be­
fore th .. end of the carryforward period 
expirp 

- + 
R~dudion of e,...dit. 

daim~d und~r tronollion 
rule. 

13. Finance lea ses 

H. Limitation on RUHine •• Tax 
('redits (Hee. 50J(e)(4' of the 
IIfluHe bill and sec. 631 of the 
Spnate amend menU 

No provision. 

Under the finance leaBe rules. the fact 

~~~h':.s!ilie p~";~y ~~%~I~c:..:r~i;:'pe~ 
ty is limited use property is not taken ",to 
aecount in determining whether the aggree­
mpnt is a IpaBe. The finance leaBe rules are 
scheduled to go into effect after December 
31 1987, nlthough the rules are nvailable 
currpntly for limited calPgories of property. 

The business tax credits earned by a tax­
payer can be used to reduce up to 85 percent 
of tax liability in excess of $25.000. 

Preoidenr. Proposal 

Nu provision 

No provision. 

No provision. 

No provision 

IIfluHe Rill 

No proviaion 

Senate Amendnwnt -~ 
be~~{1 ~1~~),eth:Il[."/'('r:~un~~f :1~'~~~~I~"fu; 
carryovers i. reduced by :10 percent 11!i per· 
cent in the CaBe of credits allowable for a 
taxable yea r beginning In 19f!7'. 

-------f-

A taxpaler must spread the credit earned 
on transit.on property ratably over 5 years. 

~v~~l::t~~~ni~ i:h~~~:~bl~h;e~~" 

Repeals the finance leaBe rules. 

Eff«tilH! dale.-Agreements entered into 

~harq~~fie'!afo~a7.n~~~9~~\:=:~ 
rules under prior tax acts. January I, 1988). 

The limitation on the amount of income 
tax liability (in excess of $25,000) is reduced 
from 85 percent to 75 percent. 

The 88me reduction that would npply to 

~:~~..':tv~~de;~~~~si~i~S;: r~r!IY to credits 

Same 88 House bill . 

Eff«tllH! dale.-Agreements entered Into 

~a~rq~~fie'!afo~a7.n~~c~9~!~rt::~::::r;~ 
rules under prior tax acts, January I, 19f!R, 

Same 88 House bill . 

EffectIVe dale.- Taxable years beginning I Effect",e dale.-Taxahle years beginning 
after December 31, 19115. after December :1I. J!Jf!6 
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It~m L-----------------------t----------------------------t----------------~----------~------------------------__ ~------~s~~n~a:t~~Amendm~nt ~ Pr~.~nt Law Presid~nt's Pruposal Hnu.~ Hill 

1'. I{~s~arrh and D".clllpm~nt 

I. Tax rredit fnr ina~a,ing re· 
.~arrh pxpenditur~s (.er. 231 
"f the lI .. u.~ bill and "~c. 1301 
"f the S~nate am~ndm~nt) 

lal ExpimllOn dale - The research tax 
credit does not apply to expenses paid Or 
incurred after December 31, 1985. 

Ibl Rot~.-The taxpayer may claim a 25-

=:~cth ~~;~,;m!~~ efocr~:f ~~a~I:I~: 
incurred in carrying on a business over (2) 
the average amount of the taxpayer's yearly 
qualifi...J research expenditures in the pre­
ceding three taxable years. 

(cl R~s~arch definltion.-The cr...Jit provi· 
s ion adopts the deduction definition of re­
search (in sec. 174), but subject to three 
exclusions: (!) research conducted outside 
the U.S.; (2) research in the social sciences 
or humanities; and (3) research to the ex­
tent funded, through grant or contract, by 
another person or governmental entity 

Idl Quallfi~d ~xpenditun'8. -Research ex­
penditures eligible for the credit consist of 
(a) in-house expenditures for research wages 
and supplies; (h) rental or user fees for 
research use of laboratory equipment, com­
puters. or other personal property; (c) 65 
percent of amounts paid by the taxpayer for 
contract research conducted on the taxpay­
er's behalf; and Id) 65 percent of a corporate 
taxpayer's expendItures (including grants 
or contributions) for basic research per­
formed by universities or certain scientific 
research organizations 

lei Unw~rslty C,..,dlt.-Expendltures eligi· 
ble for the 25-percent incremental research 
credit include 65 percent of a corporate 
taxpayer's expenditures (including grants 
or contributions) for basic research per­
formed by universities or certain scientIfic 
research organizations 

(0) ExplmtlOn dote.-The research tax 
cred,t would be extended for an additional 
three years, through December 31, 1988. 

(bl Rot~.-Same as present law (25-per­
cent incremental cred,t). 

qJ~:if.:t~~a~hi7;~~O~~~~ d;rt~!i~~ed~ 
it) would be revised to limit the credit to 
research activities involving a process of 

~~io;;~ii::~~~~tt~:::.n~:tp~od~~lta~d ~~ 
duchon processes. 

(dl Qua/lrled upendllure&.-No provision. 

lei UniversIty cn'da .- No provision. 

pr~~!:f;~~::'I'~y~~~~ e-;~~'::~:~~;;~~ie~: 
cember 31, I!lSl!). 

Ib) Rate.-Credit rate is reduced to 20 
percent. 

(c) Res~arch de/inltlOn.-The committee 
report clarifies that the credit does not ap­
ply to expenditures for certain nonresearch 
activities (activities occurring after the be­
ginning of production; adaptation of an ex­
isting product; and studies and surveys). In 
addition, the report modifies the definitIOn 

~~~e;t~~~t,b~en~~a~~~e~~~~~o~~:i 
the credit to research undertaken to discov­
er information that is technological in na­
ture and that pertains to functional aspects 
of products. 

(dl Qua/lrled e:cpendllures.-Leased re­
search equipment is treated the same as 

r,urchased equipment; i.e ., rental and simi­
ar payments for personal property (other 

than payments to others for use of computer 
time) are ineligible for the credit. 

(~I Unwerslly credll.-A 20-percent tax 
credit applies to the excess of (J) 100 percent 
of corporate cash expenditures for universi­
ty basic research o,,~r (2) the sum of (a) the 
greater of two fixed research floors plus (b) 
an amount reflecting an>, decrease in nonre­
search giving to universIties by the corpora­
tion as compared to such giving during a 
fixed base period, as adjusted for inflation 

lal eXpIratIOn dotp - The ,,'s .. a rch tax 
credit is extended fur an additIOnal four 
years, through December 31, I!)H!) 

Ibl Rat~.-Same a8 President's proposal 
12f>-percent incremental cred,t). 

Icl Research d~flnlllnn -Same general 
approach as under the Huuse bill , except 
that the definitional rul es (effective for tax 
able years beginning after I 98f.) are set 
forth in statutory language. Thus, the credit 
is targeted to research underta ken to dIS­
cover information that is technologIcal in 
nature and that pertains to functional as­
pects of products Also, the bill expands the 
present-law list of credit exclusions to in· 
c1ude expenditures for the types of nonre­
search activities excluded under the 1I0use 
bill. 

Idl Qualified expendllun'S.-No provision 
(i.~., rental or user fees for research use of 
laboratory equipment, computers, or other 
personal property remain el igIble for the 
creditl. 

lei Unwersl(Y cn'dll . - Same as 1I0use bill 
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l Itpm Prp.pnt Law 

J. Tax crpdit for increa~ing re- I IfJ CredIt usp ilmltollon.-The research 
• parch expenditures (Cont.) credit is not subject to the general limita­

tion on use of bU8lness credits (under 
present law, 115 percent to tax liability over 
$25,000). 

2. Augmpnted charitable deduc­
tion for certain donations of 
scientific equipment (sec. 
231( f) ofthe /louse bil., 

3. Tall cndit for orphan drug 
clinical testing (sec. 283 of the 
Hou.e hill and sec. 1709 of the 
Senate amendment) 

Under a 8pecial rule, corporation8 are 
allowed an augmented charitable deduction 
for donations of newly manufactured scien­
tific equipment to a college or university for 
research use in the physical or biological 

A OO-percent tax credit is allowed for a 

~~~eJ~~"l:rnrs::.. dfs;=~~ c:~ii~fon~f 
The credit is scheduled to ellpire after 1987 

President's Proposal 

IfJ CredIt use iimitotlon.-No provision 

No provision 

Same 88 present law (i.e., credit ellpires 
after 1987). 

IInu.p Rill Spnatp Ampndment 

IfJ CredIt Wle Itmltatwn.-The general I IfJ Credit use iWlItotwn.-Same as the 
limitation on business credits applie8 to the House bill . 
research credit 

Eff«t"", date.- Tallable years beginning 
after 1985 

The category of eligible donees under the 
special rule is ellpanded to include certain 
tax~lIempt scientific research organiza­
tion8. 

Effectl/Je crote.-TlllIable years beginning 
after December 31 , 1985. 

The tall credit for clinical testing of or­
phan drugs is elltended for one additional 
year (i .e. , through December 31, 1988). 

Effect"", dote.-The provision elltending 

~~~r~e':.':l:!~'1:~ ~~5b~~e~~~fo~~i~! 
lating to the research definition, university 
credit, and credit use limitation apply for 
tallable years beginning after December aI, 
1985. 

No provision . 

The credit is made permanent. (floor 
amendment by Sen. Metzenbaum, agreed to 
voice vote,) 

I 
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Item 

II. Rapid Amortization Provi.ions 

Fh'e-year amortization of 
trademark and trade name ex­
penditures (Bec. 221 of the 
IInuNe bill and se ... 63t of the 
Senate amendment) 

2. Five-year amortization of pol· 
lution .. ontrol faeilities loec. 
222 of the HouRe bill I 

Present Law 

Taxpay .. rs may elect to amortize over a 
period of at least 60 months expenditures 
for the acquisition, protection, expansion , 
reglBtration, or defense of a trademark or 
trade name, other than an expenditure 
which is part of the consideration for an 
existing trademark or trade name. 

Taxpayers may elect to amortize over a 
6(}.month period the C08t of a qualifying 
certified pollution control facility used in 
connection with a plant that was in oper­
ation before 1976. To the eztent that a 
pollution control facility has a useful life in 
eXCe88 of 15 years, a portion of the facility's 
C08t is not eligible for 60-month amortiza­
tion, but must be recovered through depre­
ciation. 

rreSloen( R rruposat 

The election would be repealed. Trade­
mark and trade name expenditures would 
th .. refore generally be capitalized and re­
covered on a dispoeition of the asset. 

Same as President's proposal. Same as President 's proposal and House 
bill. 

Effl'Ctiue dale.-The repeal would be ef-I Effl'Ctwe date.-Expenditures paid or in- I Efrectwe date.- Expenditures paid Or in-
fective for expenditures paid or incurred on curred on or after January 1, 1986. curred afte r December 31, 1986 
or after January I , 1986. 

The election would be repealed. Eltpendi-

~h~~f~% 1:1I=~e:it~1 ~~=cew::~ 
the applicable depreciation schedules. 

Efr .... til,.. dale.-The repeal would be ef­
fective for expenditures paid or incurred on 
or after January I, 1986 

TransItion ru/e.-Present law applies to 
expenditures incurred ' 

(il pursuant to a written contract that 
was binding as of September 25, 1985; 
or 

(ii) with respect to development, prcr 
tection, expansion, registration or de­
fense commenced as of September 25, 
1985, if the lesser of $1 million or 5 
percent of C08t has been incurred or 

pro:td:::t:~~~h t~ d~~ trademark or 
trade name is placed in service before Janu­
ary 1, 1988. 

Same as President's propoaal. 

cu~~:o~~-;:-J:~~~tr~j6aid or in-

TraMition rule.-Present law applies to 
expenditUre!! incurred: 

w~ Crndr:~:f &i~~~:~t25~\~~~~ 
or 

(ii) with respect to facilities, construc-

~~~~ 2~:c~ 9~5~orr":i.~~""::r o~~li 
million or 5 percent of C08t has been 
incurred or committed by that date; 

provided in each case the facility is placed 
In service before January I, 1988. 

Transition rote.-Present law applies to 
expenditures incurred: 

Ii) pursuant to a written contract that 
was binding as of March I, 1986; or 

(iiI with respect to development, prcr 
tection, expansion, registration or de­
fense commenced as of March I , 1986, if 
the lesser of $1 million or 5 percent of 
C08t has been incurred or committed by 
the date, 

provided in each case the trademark or 
tradename is placed in service before Janu­
ary I, 1988. 

Same as present law 
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Item 

3. Fifty-year amortization of 
qualified railroad grading and 
lunnel bores (8~C. 224 of the 
nouse bi.., 

4. DeductIon for 108s In value of 
bU8 operating authoritiH (sec. 
635 of the Sena~ amendm~nt) 

5. Expensing (ur C08ts of remov­
ing archilectu ral barriers 10 
the handicapped and elderly 
(sec_ 225 of Ih~ House bill and 
8ec. 1707 of the Senate amend­
menll 

Pre8~nl Law 

el~~es!~:::~o~~e c~:r~f q~:li~~ ':'ail 
road gradin~ and tunnel bores over a 50-
year period. 'Qualified railroad grading and 
tunnel bores" include all land improve­
ments (including tunneling) necessary to 

I:'t1;.'p~!,::';;:~~::,c::~:;~.:e ~~!~ 
or right-<lf-way for railroad track. 

Generally, no deduction is allowed for a 
decline in value of property aheent a sale or 
other disposition The courts have denied a 
1088 deduction where the value of an operat­
ing permit or license decreased 88 the result 
of legislation that expanded the number of 
permits or licenses issued, on the grounds 
that the permit or license continued to have 
value 88 a right to carry on a business. 

Taxpayers may elect to deduct up to 
$35,000 of qualifying expenses for the re­
moval of architectural and transportation 
barriers to the handicapped and elderly in 
the year paid or incurred, instead of capItal­
izing them. The election is not available in 
taxable years beginning after December 31 , 
1985. 

Presld~nt's Proposal 

The election would be repealed. Expendi­
tures for railroad grading and tunnel bores 

:r~~l~nt~~~r::o::eo~~~~ and recov-

House Bill 

Same 88 President's proposal. 

In addition, special ACRS treatment is 
provided for a particular railroad disaster 
and involuntary conversion treatment of 
insurance proceeds in that case is 8pecified. 

E((ecitlJf! dale.-The repeal would be ef-I E(fechlJf! dale.-Expenses paid or in­
fective for expenses paid or incurred on or curred on or after January I, 1986. 
after January I, 1986. 

Tton6ition ruk.-Present law continues 
to apply to expenditures incurred: 

No provision 

No provision. 

(i) pursuant to a written contract 
that W88 binding 88 of September 25, 
1985; or 

(ii) with respect to construction, re­
constructioo, alteration, improvement, 
replacement or restoration commenced 
88 of September 25, 1985, if the lesser of 
$1 million or 5 percent of cost h88 been 
incurred or committed by that date, 

provided in each case the improvements are 
placed in service before January I , 1988. 

No provision. 

The election to deduct qualifying expendi­
tures ia extended for two years, to taxable 
years beginning before January I , 1988. 

Senale Amendment 

Same 88 present law. 

However, the treatment provided for a 
particular railroad disaster is the same 88 
the House bill. 

tio~~bl~ :;:ra~16o.~:~hr:!~iod ~~~h; 
h~d8~ =~~~~9,"198t~~~th~t~~~ti: 
enactment of the Bus Regulatory Reform 
Act) or aCQuired after that date unde r a 
written contract that W88 binding on that. 
date. 

E((ectllJf! dale.-The provision is effective 
retroactively for taxable years ending after 
November 18, 1982 

tu~e :I:~~d!d ~~!~:N!:~nJe~~ir:;,nt~; 
taxable years beginning after December ~I, 
1985. 

I 
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It~m 

Eo Real EMlale I'rovision8 

I. Tax credit ror rehahilitation 
expenditures (sec. 232 of Ihe 
IIIIu.e bill a nd sec. I H 2 or the 
Senate amendment) 

.... resenl Law 

a. NOAhidorir .trurtuN" The credit i8 15 percent ror nonresidential 
building8 at least 30 years old, and 20 per­
cent for nonresidential building8 at least 40 
years old If the 15- or 20-percent credit i8 
allowed, depreciable basis i8 reduced by the 
amount of credit earned. The credit i8 avail-

:~;:i:h~Ji~~ t~~t~~e~o!!~:::o~e~yse w~~h 
respect to rehabilitation expenditures. 

fo~~:~~:i~~lyefl7nnc~:~esina~~n~~~~ 
with a 8ubstantial rehabilitation in which 
either (i) 75 percent of external wall8 are 
retained in place as external wall8, or (ii) 75 
percent or external wall8 are retained in 
place as internal or external wall8; 50 per­
cent of external wall8 are retained in flace 

~ii;ti~:'~iln~~~:i ~~~ct~alfr~~~woor~h~ 
retained in place 

b. Certified hi.torir .trur-I The cred,t is 25 percent ror certified his-
tUN" toric 8tructures. If the 25-percent credit is 

~~c'::'01~h~~~~::n~':;}~r~r~~~edb~~ 
credit is available only if the taxpayer elects 
to use the 8traight-line method of COllt recov­
ery with respect to rehabilitation expendi­
tures. 

The external·walls test of the 8ubstantial 
rehabilitation requirement applies (as 
dt'SCribed above). 

"'rt"~uotnl s rrop0881 

The 15- and 20-percent credits would be 
repealed 

Effectwe dale.-January I, 1986. 

The credit for rehabilitation8 of certified 
hi8toric 8tructures would be repealed 

Efferlwe date.-.January I, 1986. 

Provides one IO-percent cred it Limits 

~93tt a~dbd~II~~8th~a~~~aTI~i~~[h~~ 
only looks to 75 percent of wall8 

EffectIVe dole.-Property placed in serv­
ice On or after January I, 1986. 

Reduce credit 10 20 percent, require a full ­
basis adju8tment, and delete the external­
walls tests. 

Effective dale.-Property placed in serv­
ice on or after January I, 1986. 

~~nHlt! I'\.'IIt::IIUIIIit"Il -----1 

Same a8 House bill 

Efferlll'e da/e.- Property placed an servo 
Ice on or after January I, I!JA7. 

Same as House bill 

Effeclwe dale.-Property placed in servo 
ice on or after January I, 19117 
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Hem 

I. Tax credit for rehabilitation 
expenditure8-(:ont. 

c. Tron,ition rut ... No provision 

Pre.ent La .. Prnidenl'. Propo8al 

Credita would be allowed with respect to 
pre-efTective date expenditures if pre-efTec-

~i::'e ~~~ned;iu~!t~~':.ii(yl~n.kr\!~:C~;v: 
8ubstantial rehabilitation. 

Bouse Bill Senate Amendment 

(j) Credita would be available to buildings I Ci) Same as House bill . except 8ubstituh.'S 
placed in service before January I. 1994, if March I, 1986 for September 25, 1985 and 

(\) rehabilitation completed pursuant 
to a written contract that was binding 
on September 25, 1985, or 

fO~) :;u!>~~:nf5,~986~~~e:u~r~r to~ 
binding contract 8B of that date to be 
acquired) and either Part 1 or 2 of the 
Historic Preservation Certification Ap­
plication has been 8ubmitted to the In­
terior Department or ita designate as of 
November 22, 1985, or the le8Ber of $) 
million or 5 percent of rehabilitation'. 

::~:ed p~n~~= to°~ bi':Ji~~~on~ra~ 
entered into as of November 22, 1985, Or 
the rehabilitation was completed pur-
8uant to a written contract that was 
binding as of November 22, 1985. 

If a rehabilitation qualifies under (\) or 

~), a";7"~~~:'p~efu'ii~:i~n :~~~.:~t:n;:: 
qui~ lor historic 8tructures) and the cred­
ita are reduced from )5 percent to 10 
percent, from 20 percent to 13 percent, or 
from 24 percent to 20 percent. 

November 22, 1985. 

(ii) Special tran8itional rules are provided I (ii) Special tran8,tional rules are provided 
for five projecta. for 15 projecta. 
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2. Five·year amortization of ex· 
pt"nditures to rehabilitate low· 
inrume houRing (Re". 223 of 
the lIouse bill) 

3. Tax "redit for low· Income 
rental housing (Re«:. 1413 of 
the Senate amendment 8.11 

modified by noor amend­
ment by Sen. Mit<Ohell, adopt­
ed by voice vnte) 

Taxpayers may elect to amortize over a 60 
month period certain qualifying expendi­
tures for additions or improvements to low­
income rental housing with a useful life of 
at le88t five years (other than hotels or 
other similar facilities primarily serving 
transients). Expenditures in any year for 
any dwelling unit are eligible only if the 
aggregate amount of expenditures for each 
unit exceeds $3,000 over two consecutive 
taxable years. Expenditures for any dwell­
ing unit are not generally eligible to the 
extent that they aggregate more than 
$20,000 (in certain C88e8, $40,000). 

The election is scheduled to expire for 

m6n(~~~'";' i~= w~~ ~bi:;eu';ti!~ 
began, or a binding contract for such ex-

r nditures W88 entered into, before January 
,1987). 

No low-income rental credit is provided 
but other special provisions are available: 

Tax-.,rempl bond financing 

Tax-exempt bonds may be used to finance 
multifamily rental housing if at least 20 
percent (\ 5% in targeted are8B) of the hOIl&-

:~~o~~~= ~u~~:!l ~od~~~ts :rhilie 
area median income when they first occupy 
the unit. Proposed Tre88ury regulations 
require adjustments for family size in deter­
mining tenant income 

Multifamily rental housing bonds are ex-

~~~~r~~';n~o~~;ti~bl: :o~hC:r~~8a°ther 
(See Part XII, below, for a discuaaion of 

rental housing bonds.) 

The election would be repealed Expendi­
tures for low-income housing would there­
fore be recovered in accordance with the 
applicable depreciation schedules. 

EffeclIVe dale.-The repeal would be ef­
fective for expenditures paid or incurred on 
or after January I, 1986. 

No special provisions are available. 

Tax~empl bond financing 
Tax-exempt bonds for multifamily rental 

housing would not be permitted. 

Eliminates scheduled expiration and re­
places $20,000 and $40,000 aggregate ex­
penditure limits with a single $30,000 limit. 

EffecllVe dOle.-The modification to the 
aggregate limit permits additional expendi­
tures over the present $20,000 limit, m the 
C8Be of expenditures paid or incurred on or 
after January I, 1986 

TroMlltonal ruk.-The $40,000 limit con­
tinues for expenses incurred 

w:.;; Crndr:gn~to:f 't~~~:~t~~~\~~~~ 
or 

(ii) with respect to rehabilitation com­
menced 88 of September 25, 1985; if 5 
percent of the cost h88 been incurred or 
committed by that date; 

provided in each CBBe the additions or im­
provements are placed in service before 
January I, 1988. 

It also continues in certain other circum­
stances 

No low-income rental housing credit is 
provided but other special provisiona are 
available: 

Tax~empl bond financing 

Tax-exempt bonds may be used to finance 
multifamily rental housing 88tisfying the 
f?~I~::t.:~~ide requirements on a con-

0) At least 25 percent of the 

:r:~~i~~~e'r~i:t b:.~ 
80 percent of the area median in­
come, or 

(2) At least 20 percent of the 

:~i.l~i~~:e'r~i':t ~~ 
70 percent of the area median in-

Multifamily rental housing bonds are 
subject to the new unified volume cap and 
other requirements applicable to nonessen­
tial function bonds. 

Provision expires in accordance with 

r:::';c~:ewre~~ih:~~in;,'ite~ 3~,r:I~:~r 

As an alternative to tax-exempt bond fi­
nancing and in lieu of preferential deprec ia­
tion, five-year amortization, and special 
treatment of construction period mterest 
and taxes, a new tax credit is provided that 
may be claimed by owners of residentia l 
rental projecta providing low-income hOIl&-

in~e credit is claimed annually for a peri­
od of 10 years. The credit rate is set so that 
the annualized credit amounts have a 
pr"""nt value of 60% or 30% of the b88is 

d~~~d::~leo~ ~:~~~::!!o:fi~hem:'e~~~~ 
qualifying the unit for the credit. 

For projecta on which construction com-

~8~~K~0~v~r \9~~~~t;:) fu;~~~~~~~;f~ 
by individuals with incomes of 50% or less 
of area median (88 adjusted for family size) 
and 4% (40% over 10 years) for a maximum 
of 30% of the units occupied by individuals 
with incomes of between 50% and 70% of 
area median. For projecta on which con­
struction begins after 1987, Tre8l!ury 18 di­
rected to adjlL!t the credit rates to mamtaln 
the present values of the annualized credit 
amounlA of 60% and 30%. 

Newly conatructed buildmgs and newly 
acquired existing structures that are sub-
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1 Itrm 

3. Tax credit for low·incomr 
rrntal housing fcont,) 

Prt>~f'nt l..,Bw 

DepN'CiotlOn 
Low·income housing (generally, at leBBt 

85% of the units occupied by tenants with 
incomes of 80% or leas of area median in­
come) may be depreciated over 15 years 
using the 200% declining balance method; 
other housing is limited to a 19-year recov­
ery period and the 175% declining balance 
method. 

f&e A I b.xvi, above for depreciation pro­
visions.) 

5-yror amortization of rehabl/llation ex-
fWnditurra 

60-T~~~e;'ri:'~~ ~:;;~:-:I;'::'d~ 
tures for additions or improvements to low­
income rental housing with a useful life of 
at least five years fother than hotels or 
other similar facilities primarily serving 
transients). EIpenditures for any dwelling 
unit generally are not eligible to the extent 
that they aggregate more than $20,000 (in 
certain C88e8, $40,000). 

The election is scheduled to expire for 
expenditures incurred after December 31, 
1986 fexcept in C88e8 where rehabilitation 
began, or a binding contract for such ex­
penditures WBB entered into, before January 
1,1987). 

(&e item 2., above, for further details of 
5-year amortization provISions.) 

t'rrslClrn! s I'roP081l1 

Depreclot IOn 

Buildings, including low-income housing, 
would be depreciated over 28 years usin!! a 
method equIvalent to 112 percent ~eclinmg 
balance. 

5-year amortization of rehabilllatlOn ex-
fWndl/urra 

tu!e f~~~~~~n':~~ l::t=I:~~"cn: 
covered in accordance with the applicable 
depreciation schedules. 

lJepN'Ciotion 
Very low-income housing (at leBBt 40% of 

the units occupied by tenants with incomes 
of 60% or less of area median income) may 
be depreciated over 20 years using the 200% 
declining balance method. Other low-in­
come housing «a) either at leBBt 20% of the 
units ocxupied by tenants with incomes of 
70% or lees of area median income, or (h) at 
leBBt 26% of the units occupied by tenants 
with incomes of 80% or lees of area median 
income) may be depreciated over 30 years 
using the 200% declinin~ balance method 
Housing other than low-mcome housing is 
depreciated over 30 years using the strajght­
line method. 

5-year amortizatIOn of rehabIlitation ex­
fWndllurra 

Eliminates schedul&t expiration and re-

~~~u~~'!'?ts ~~h ':~::e ~~':i~: 

stantially rehabIlitated are eligible for the 
credit. Substantial rehabilitation is defined 
BB rehabilitation expenditures made over a 
two-year period (or fiv€'-Yl'ar period in the 
C8Be of rehabilitation conducted subject to a 
comprehensive plan) of at leBBt 22.5% of the 
acquisition coet of the project (other than 
for the Coet of land I. The Coet of rehabilita­
tion and acquisition allocable to low-income 

un~mis~~::C~~e ~0't~~e t:ee:ti~ent of multi-
family rental housing bonds, there ia no 
volume limitation or " trad ... in" requir ... 
ment for low-income housing credits. 

lJefinallon of ww-ifU.'ome hOUSing 

Low-income housing eligible for the credit 
is defined BB follows: 

(i) At leBBt 20 percent of the housing 
units in each project is occupied by 
individu'lls having incomes of less than 
60 percent of the area median income. 

Iii) Income determinations are made 
with a!ljustments for family size. 

fiii) Qualification 88 a low-income 
tenant is determined on a continuing 
basis. 

(iv) The gr088 rent paid by families in 
units qualifying for the credit may not 
exceed 30% of the applicable qualifying 
income for a family of its size. 

Retllnclton on tax -rxempt finonclnll 
A project is not eligible for the cred,t if 

~lg:~nso~nt~ehi~ho{~: i~te~:~~~~x:n:~~ 
from tax under Code 8t'Ction 103 This r€'­
striction applies as long as any of those 
obligations remain outstanding. 

A limIted exception is madl' for certa ,n 

~~~neg,:~~~Z =~ ~~~~~di~g which 

Fe<hrolly a88l8led hOUSIng 

Unl8811 otherwise specifically provided, 
projects receiving Federal grants, loans, Or 
rental 888istance are not eligible for the 
credit. A Federal guarantee does not consti­
tute Federal 888istance that would precludl' 
a project from credit eligibility 

(i) An exception to the Federal 888istance 
restriction is frovided for nl'W construction 

~~~,:n=is~:b~~t;!~O~h~f J:~.inrto: 
velopment Block Grant program, the Com-

I 
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Item 

3. Tllx credit for low-income 
.. 'ntlll housin/( (c .. nl.) 

Pre.ent Law Prl'sident'. Proposal lIouse Hill Senatl' Aml'ndment 

::'nl:tl\~~~:I~~:I~~!~o;;~ .er~~l~:tt:'h~: 
bilitation programs. Projecta recl'iving 88-
sistance under these programs must e xclude 
such 888istance from the b88ia on which the 
low-income credit is allowable. 

(ii) Another exception is provided for new 
construction or substantial rehabilitation of 

kUb~~io~8~~~r~~!h~b~li~~t:~ pt:;: 
gram or the FmHA section 515 program. 
Projecta receiving 888iatance under these 

~;:x~";,s~ ~~it.!v=~u:r~ °b~y te~~~ewf~h 
incomes of 50 percent or lesa of area medi­
an Section 8 paymenta may not exceed 
certain specified amounta on all property 
eligible for the credit. 

(iiiJ(A) A final ellcl'ption to the Federal 
888iatance restriction iH provided for newly 
acquired exiating property receiving 888ist­
once under HUD's section 8, section 
22I(dJ(3) or, section 236 programs, or 
FmHA's section 515 program Such proper­
ty must have 50 percent or more of the unita 
occupied by tenanta with incomes of 50 per­
cent or lesa of area median income. 

All residential rental unita in such 
projecta are eligible to be included in the 
b88is on which the credit ia allowed 

The credit rate is one-half the rate other· 
wiae applicable to umta occupied by tenanta 
with incomes of 50 percent or lesa of a rea 
median income. 

Generally, a project eligible for this ex · 

~5P~i~;rsm~r i,;~\':vr~:ci'!:n t!!~i~fa~jh:~ 
service, and section 8 paymenta may not 
exceed certain specified amounta on proper· 
ty eligible for the credit. 

(H) Exception to substantial ,...habllltatlOn 
,...qui,..."",nt.-Existing property receiving 
888iatance under HUD section 8, section 
22HdJ(3), section 236, or FmHA section 515 
and described in (iiiJ(A), above, is excepted 
from the substantial rehabilitation .. ·quire­
ment (Generally, existing property (and the 

:Ii~~~t~~~ ~~tc~~I~I::~:t:~~~y:l'~a~~I~ 
tat ion is performed after acquisition .) 

At-nsk limitatIOn 

The amount of thl' credit is subject to an 
at-riak limitation similar to thl' investmpnt 
tax credit at riak rules in the case of nonr .... 
course financing. 
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Item 

3. Tax credit for low.lncome 
rental hou8inl! (cont.. 

I're~enl Law Presiden!'. Propo.al Uou8e Bill Senate Amendment ] 
e":~ei':~;t~~~~ Pb~;!~e;:f f~~eci~iin~~':e 
housing property. Another exception is prl>­
vided for financing (including seller financ· 
ing. not in excess of 60 percent of the basiB 
of the property that iB lent by charitable 
and social welfare organizations whose ex· 

h~ts~~~r'Th: ~~~~~~ ~~~~:~~~rifi~~~r.~ 
~:~c:::ai~row1j,'4n~r:tC~yo~~:n!~Ji~f~h~ 
I f>.year credit compliance period (described 
below .. 

Ccmplwncf! reqUillmuml8 

Projects are required to comply with the 
low·income occupancy requirement for at 
least 15 years 

Failure to meet the minimum low-income 
occupancy requirement during the If>.year 

th~~re!t~e~p~=tf:liy °fort~ol~~~~ 
during the first ten years, and recaptured 
partially for violations in years 11 - 15 

Failure to meet the lOW-income occupancy 
requirement upon which the maximum 
credit iB based (while still BfttiBfying the 
minimum low·income occupancy require­
menU results in a reduction of the credit for 
the year of the violation . 

Troflll(erubility 

Credits may be transferred to new pur­
chasers of a project during the period (or 

~~i~, t~~thr~hert~e~ e~i~~~~r'~s%";p~~: 
into the shoes" of the seller, both as to 
credit percentage, basis, and liability for 
compliance and recapture . 

C<xJrdinatlOn with other prolllSlOflll 

The credit iB subject to the rules of the 
general business credit, including the mlUl­
mum amount of income liu liability thu t 
may be reduced by a general business tax 
credit in any year. Unused credits for any 

~a~~~~e~;::ln': ~:~i:! ~:~~ ~ne:~~eo~ 
carried forward to each of the 15 (ollowin!: 
taxable years. 

For purpoees of the rules in the amend­
ment limiting pasaive 1088 deductions, the 

~~~~~t~O!r~~;; }=rZ~~1 t~:ar~~:=~ 
activities in which the taxpayer actively 
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Item 

3. Tax credit for low-income 
rental huusing (conU 

F. Merchan t Marine Capital 
Cnn.trudinn Fund (sec. 233 
.. r the JlnuM" bill) 

Pre'ent Law 

Taxpayers are entitled to deduct certain 
amounts deposited in a capital construction 
fund. Earnings from the investment or rein­
vestment of amounts in a capital construc­
tion fund are excluded from income. 

A nonqualified withdrawal generates in­
come to the taxpayer. subject to interest 
payable from the time the amount with­
drawn W8B reported . 

President's Proposal 

The rule providing special tax treatment 
;aI~ital construction funds would be rt>-

Effectwe dale.-No tax-free contributions 
to capital construction funds could be made 
after December 31. 1985. except with .... 
spect to veasels the Uupayer owned 00 Jan­
uary 1. 1986. or veasels with respect to 
which the Uupayer performs a substantial 
amount of construction or reconstruction 
before January 1. 1986. Amounts remaining 

;996~:~~ :n:::~:t~,t~tid~a'!:~~~i 
time. 

lIouse Bill 

The rules providi~ special Uu treatment 
for capital constructIOn funds are retained. 
but modified to coordinate the application 
of the Internal Revenue Code with the Mer­
chant Marine Act: the maximum rate of tax 
is imposed on nonqualified withdrawals. the 
Secretariea of Transportation and Com­
merce are required to make reports to the 
Secretary of Treasury regarding monies in 
funds . A Uupayer whoee fund balance ex­
ceeds the amount appropriate for the vessel 
construction program that was determined 
when the fund was established must devel-

~~:p::~~::'~ th~~:..o~~ti~:u~~!tiW~ 
withdrawal. A ten-year limit is imposed on 
the amount of time monies can remain in a 
fund ; monies not withdrawn after a ten­
year period are treated as nonqualified 
withdrawals alX:ording to a schedule. begin­
ning with 20 percent in the 11th year and 
ending with 100 percent in the 15th year 

Effective dale.-Taxable years beginning 
after December 31 . 1985. 

Senate Amendment 

partici patea. a nd is subject to the hml t.a­
lions imposed on tax cred its from such ac­
t iv ities 

The b8Bis with respect to which cred its 
are a llowed is reduced to re fl ect any reha­
bilitation credit for which the project is 
eligible. 

noThr:t·:~ o~/ t~~oj~o~O~t d:rl~~~~~: 
hOWling credits claimed. 

A more generous low·income housing 
credit is provided for one specific project 
(Columbia Point. Boston. M8BSBchuset tsl. 

Effectll 'f! dole.-Effective for property 
placed in service after December 31. 1986. 

Same 8B present law 

I 
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I It~m 

A. Indi.idual ('apital Gain. (sec. 2-11 
nf the IInuse hill and .ecs. 401 and 
402 of the S~nate am~ndm~nt) 

II. Cnrporate ('apital Gains (sec. 302 
nf th~ I1nuse bill) 

C. Incenti.e Stock Options (sec. 411 
of th~ Senat" am"ndment) 

Pr~.~nt I.a"· 

An individual may deduct from gross in­
come 60 percent of net capital gain (the 

:~~~e~~h:~L?~~·~~~if::. ~i~~e o~h~ 
maximum regular individual tax rate is 50 
percent, the deduction means that net cal>' 
ltal gain is taxed at a maximum rate of 20 
percent. The alternative minimum tax, 

;;;~i~x~p~I~~~6 ~~~~r~.:: ~~~h~e:h 
the deducted portion of capital gains is a 
preference item, the alternative minimum 
tax doea not increase the maximum rate on 
net capital gain. 

An alternative tax rate of 28 percent ap­
pliee to a corporation'. net capItal gain if 
the tax would be lower than the tax using 
the regular graduated rates. 

An employee ill not taxed on the exercise 

~ :p::'ai~!~: '!..'he~ ~~~i~~t ~idtitJed 

~ko~;~:~!,O~~~~ ~~:;if~;:'e~~~:' 
the options must be exercisable in the order 
they are granted. Also, the employer may 
not in anyone year grant the employee 
such options to acquire stock with a value 
(at the time the option ill granted) of more 
than $100,000 (increased by certain carry­
over amounts). 

Pr~sid~n"A Proposal 

50 percent of an individual's net capital 

~~I:~~ ~~r:,~ct~~\~:~~f: !~~I~iC3~ 
::~c:an;it!~~~~~';;'~I:t~ r1.~I;:~~en~ li~~~ 
:r;im~~~::~I~b! ::~~~ia~~~bj~~ 
to a 20 percent rate on net capital gain. 

wift(:~f;~;tt~Yi~~I~~'!:' b~t ~.:~~~ 
begin on July I, 1986 would use a blended 
percentage deduction for salee at any time 
during the year 1986. 

Same 88 preeent law. 

No provision. 

· See also Part IV for certain agriculture, timber, energy and natural reeourcee provisions 

Hnu.~ Rill 

42 percent (50 percent in 1986) of an indio 
vidual's net capital gain is deductible Sine .. 
the higheet regular rate for th .. individuals 
is 38 percent, the higheet rate applicable to 
such n .. t capital gain is 22.04 percent Th .. 
alternative minimum tax does not incre ...... 
the maximum rate on net capital gain. 

E((l'cliUt! dale.-Taxable yeaT8 beginning 
after December 31, 1985. 

The alternative tax on corporate net cap­
ital gain is repealed . Thus, corporate net 
capital gain is taxed at regular corporate 
raWe (i.e., a maximum of 36 percent). 

Eril'C/iUt! dau.-1'he chantre in the alter­
natIve tax for corporate capItal gain gener­
ally appliee to gain properly taken into 
account on or after January I, 1986, unlees 

l:;:~S!p~':be":~5,t~9:5~0~ t~~~a:n u~~ 
suant to a written binding contract in e~ect 
on that date. 

No provision 

Senate Am .. ndm .. nt 

The capital gains deduction is repealed 
The maximum rate on long·term capital 
gains of individuals (includong all long·term 
capital gains recognized at any time during 
calendar year 1987) will not exceed the max­
imum individual rates that become elTl'Ctive 
July I, 1987 . (See Part I A. L, above) 

E((I'C/II'1' da/~. - Taxable yeaT8 beginntng 
after December 31 , 1986 A targeted tra nsi · 
tion rule is provided 

Same 88 preeent law. 

The requirement that the options be exer· 
cisable in the order granted is repealt'd 

The $100,000 limitation is modified so 
that an employer may not, in the aggr"gate, 
grant an employee incentive stock options 
that are fiT8t exercisable during anyone 
calendar year to the extent the aggrpgate 
fair market value of the stock (at the tim .. 
the options arl' granted) excft'ds $100.()OO 

Eiil'C/we da/e.-Options i88ued after I!IH6 

J 
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lIem 

. Straddles 
I. Mark·tn·murket sy"tem (sec. 

Itl .. f Ihe Senate am.ndm~nt) 

2. Y ~ar·~nd rule for qualified 
cov~r~d rail. tsec. ~22 of the 
Senate am~ndm~ntl 

Pr~s~nt La" 

&,ction 1256 contracls (regulated futures 
contracls. certain listed options. and for · 
ward contracls traded in the interbank 
market) are marked to market at the close 
of the taxable year. with gain taxed as 60-
pt'rcent long·term and 40-pt'rcent short­
term for a maximum tax rate of 32 pt'rcent. 
The mark to market rules do not generally 
apply to hedging transactions. except in the 
case of certain syndicates 

co~s~~;e~f~~k~lff':ib~":n~;ti~~~~~~ 
jt'Ct to an exception for qualified covered 
call options. However. the qualified covered 

f:l~ e~ce~~ldn s~kn;: lJo ad~P:~r ~~~ 
related call option is disposed of at a 1088. 
where gain on sale of the stock is included 
in the subsequent year. 

3. lIedging exc~ption (sec. H3 of, Except in the case of certain syndicates. 
th~ Senate amendm~nll hedging transactions are not subject to ei­

ther the mark to market rules or the year 
end 1088 deferral rules (described in items I. 
and 2 .• above). 

I·r~"id~nl'. Proposal 

No provision 

No provision. 

No provision 

"C)u.~ Rill 

No provision 

No provision 

No provision. 

S.nat~ Am~ndm~nt 

Gains under the mark·to-market r .. gime 
are taxed 8B 100 pt'rcent short·term capItal 
gains (two-thirds short· term capItal gains 
during 19871. for a maximum tax rate equal 
to the top individual rate. (St'e Part I. A I.. 
abovel. 

Effeclwe dat~. -Positions established 
after December 31. 19H6. 

The qualified covered call exception is 
denied. and the 1000-deferral rule is thus 
applied. to cases in whIch it is the stock that 
is sold at a 1088. and the related option that 
is not held for 30 days I hereafter and the 
gain on which is included in the subsequent 
year This is the converse of the situation 
addressed under present law. 

Eff.-ctil'4! dale.-Positions established 
after December 31.1986 

The exceptions from Ihe mark to market 
and loss deferral rules for certain hedKlng 
transactions are repealed for dealers. except 
for dealers in agricultural or horticultural 
commodities (other than trees which bear 
frUIt or nuls). (Floor amendment by Sen 
Evans. adopted by vOIce vole 1 

Eff.-ctll'4! dat~ - Positions established 
after December 31. 1986 

I 
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I It~m 

A. Aj(rit-ultural I'rovioiono 
I. Sp~cial e.penoing provisiono 

a. Soil and troler ('on.en'a· 
lion expendilurn (ot' ... 922 
of 1M Houoe bill and '1'('. 
701 of Ihe .'lena Ie amend 
menl) 

h. Fertilizer and .oil .. ondi 
lioning I'XpenditUTf" 181'''. 
9Z1 of Ih,. Hou.e billJ 

... I.and dearing expenditUTf" 
I.ff. 911 of Ih,. Hou.~ bill 
and ,1'''. 702 of Ihe Senale 
amendmf'nt} 

2. lIi.po.ilion8 of converted wet­
land8 and highly erodible 
cropland8 (o~. 923 of tbe 
!lou.e bill and see. 703 of the 
Senate amendment) 

3. I'reproductiv.. period 
pen8e8 of farmers 

a. In g"nerot (,1'('. 905 of 1M 
Hou.e bill and 'f'('. J01 of 
the Senate amendmenll 

I·re.~nt Law 

(a) c...rtain expenditures incurred by 
farmers for 80il and wa lA!r conservation im· 
provements may be expensed rather than 
capitslized The deduction in each year may 
not exceed 25 percent of gr088 income de­
rived from farming. 

(b ) C-ertain expenditures incurred for fer· 
tilizer and soil conditioning may be ex· 
pensed rather than capitalized. 

fa~~e~~il~nd~1e;:i~~r:ayi~u::~n~ 
rather than capitalized. The deduction in 
any year may not exceed the lesser of $5,000 
or 25 percent of taxable income from farm· 
mg 

in G:i::':.'i~':rthbeU8i~~f :~dl ~:Idf~{ .::= 
~~i::a ~n "!It!a'i~~f~o~1 g'f~~ai~~f 
~~y :nt~a~,,:~~ib~~~r:s""'ann~ ~~~~fo~ 
more than 6 months) during the year exceed 
losses on 8uch sales. If 1088e8 on section 1231 
assets exceed gain8, the net 1088 IS an ordI­
nary 1088 

tio~ef :;:etl':;~th~~;!O~;pffc~v~~e t!:c:~ 
counting rules for certain farmers. For 
example, certain farmers may elect to use 
the c88h method of accounting when the 
accrual method otherwise would be re­
quired, and may use simplified inventory 
methods if an accrual method is adopted . 
Most farmers use the cash method of ac­
counting, and therefore, do not capitalize 
preproductive period expenses 

Pre8id~nt '8 "roposal 

(a) Repealed 

Effedive date.-Expenditures afU!r De­
cember 31, 1985. 

(bl Repealed 

Effect",e date.-Expenditures aflA!r De­
cember 31, 1985 . 

(c) Repealed 

Effective date.-Expenditures afU!r De­
cember 31, 1985. 

No provision. 

In general, farmers would be 8ubject to 
the uniform capitalization rules generally 
applicable to producers of property (see 
V11I .D., below) if the plant or animal pro­
duced had a pre productive period of 2 years 
or longer. 

UouHe tllli 

(a) Retain provision, but limit it to im· 
provements consislA!nt with USDA (or StalA!) 
soil or walA!r conservation plans 

Effeet",., dote.- Expenditures after De­
cember 31, 1985. 

(bl Repealed 

Effect",e dale.- Expenditures aOer De­
cember 31, 1985. 

(el Repealed 

Effeelive dole - Expenditures afU!r De­
cember 31, 1985. 

Provides that gain on the disposition of 
converted weUllJ\d or highly erodible crop-

:::d ~~ t~h:'dts::"i~~~aJ :~~h";,io;:~;n~ 
treated 88 a 10ng-lA!nn capital 1088. 

Effectil'" dale.-Dispositions of land con­
verted to fanning use afU!r December 31 , 
1985. 

Farmers (including growers of nursery 
stock and ornamental trees (but not timber 
(see B., below)) are subject to the uniform 
capitalization rules generally applicable to 
producers of property (see VI11 D., below) if 

~~i~a;t mO:rea~~=12 ~:r! ~~e£~~~,c~~vr~ 
tain farmers (in general, those not required 
to use the accrual method of accounting 
under present law and those not part of 
a fannIng syndicalA!) may elect to deduct 

~~~~~t~ar~:~~~V:C~i:~~~~~pT~~ 
these costs 88 ordinary income on di8posi· 
tion of the product, and mU8t use nonincen· 
tive depreciation on all farm assets placed 
in service in any year the election is in 
effect. 

Effecti,,,, dote.-Costs incurred afU!r De- I Efft'Ctil>e date.-Costs incurred afU!r De-
cember 31, 1985. cember 31, 1985. 

Senate Amendm~nt 

(a) Sllme as House bIll 

EffectI ve date.- Expenditures afU!r De­
cember 31, 1986. 

(b) No provision 

(el Same 88 House bill 

J 

Effect",f' dote.-Expenditures after De­
cember 31 . 1985. (As modified by Ooor 

&:e",.~'::d~~te'd b~v:~~r:o~,:"""baum and 

Same 88 House bill 

Effecti,,,, date.- Dispositions of land con· 
verted to fanning use aflA!r March I, 19H6. 

. Retains present law 
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L Item 

h. f.:XPf'08~. relating to grOl'l', 
orrhard. and I'int'llard 
crap. loee. 905 of the 
IInusl' bill and ue. 705 of 
Ihl' .'if'natf' omf'ndml'nli 

I. I'repaym~nt" of farming ex · 
penses (Sf'e. 70~ uf the Senat .. 
amendment! 

5. Trealment uf certain plant va­
riety protection certificates as 
patentA (HI'C. 925 of Ihe 1I0use 
bill! 

6. Hecaplure inruml' on in.lall 
m~nl H81('~ .,f farm irriKstion 
equipmt'nt (Ree. 313 (If the 
Senate am .. ndmenlJ 

Pre",enl taw 

Costs incurred in planting, cultivating, 
maintaining, Or d .. veloping citrus or almond 
!(rOV(>8 before th .... nd of th .. fourth taxable 
y .. ar art..r planting must be capitalized. 
Farming syndicates must capitalize plant­
IIlg and maintenance costs incurred with 
respect to other orchard or grove crops or 
vineyard crops until production of cummer­
cial quantities begins. However, if an or­
chard, grove, or vin .. yard is lost Or damaged 
by reason of freezing temperatures, 
drought, disease, pests, or cOBualty, oth .. r-

~~~ce dc:~t!~~e c~:~~u~nled~~~bl::'~;~~ 
taxpayer replants the 88me property 

r .. rsons engaged in the trade or business 
of farming (not including timber growers) 
generally are permitted to use th.. cOBh 
m .. thod of accounting. Howev .. r, farm syndi­
cates are not allowed to deduct any amount 
paid for feed, seed or oth .. r supplies prior to 
the year m which such supplies are used or 
consumed 

A sale or exchange of all substantial 
rights to a patent by the individual whose 
I'fforts creaW thl' patent generally pro­
duces long-term capital gain. The Depart­
ment of Agriculture administers a program 
pursuant to the Plant Variety Protection 
Act which extends protection to devl'lopers 
uf sexually propagaW plant varil'ties simi­
Inr to those provided to patent holdl'rs. 

In an installment sale of dl'preciabll' rl'al 
or personal property , all dl'prl'eiation recap­
turl' incoml' under sections 1245 and 1~50 is 
recognized in th .. taxable year of th .. dispo­
Sition. whether or not principal payments 
are received m that year. Any gain in I'XCI'SS 
of thl' dl'preclation recapture incoml' is 
taken into account undl'r thl' installment 
ml'thod. 

(,residenl '. Pruposal 

No prOVISIOn 

No provision. 

No provision 

No provision 

I)"use Bill 

Replanting and maintenance costs in· 
curred following loss of ur damnge to an 
orchard, grove, or vineyard of th.- taxpayer 
by reason uf fr .. ezing temperature., .. tc. are 
currently deductible even Ihuulth replant­
ing dOf's not take place on th" sam .. proper· 
ty Thus, costs incurred at a diff"rent 
location (although nul in "XCE'SS of th .. origi­
nal acreage! but by th .. same taxpayer may 
qualify 

Effecl",e dale.-Costs incurred aft ... De­
c .. mber ill, 19K5 

No provision. 

Provides that the term "patent" includes 
a plant variety protection cl'rtificate for 
purposes of thl' provision allowing capital 
gains trl'atment on certain dispositions of 
patents 

be~'lt'li~'~5dol" - DIspoSitIOns after DeeI'm· 

No proVision 

Senate Amendment _---.1 

Th ... prps,'nt -Iaw rull,s alluwing a d"duc 
tlOn for costs incurr..d followmg loss or dam· 
ag .. dut' tu fn-ezing (('mperatur .. s, dc IS 

I'xtend .. d to persons other than th .. I)('rson 
who own..d thl' grove, orchard, or vineyard 
at th .. tim .. of the loss or damage, pro,vld"d 
tI! the taxpayer whu owned the property at 
such timl' retaills an equity IIlterest of mun' 
than :.0 p.-rcent In th,' pruperty, and ( ~ ! the 
person claiming the deducllon owns part of 
the remaining I'quity int"rest and materinl · 
Iy participates in till' replanting and maln­
tenanee of the property 

eYferlwe dale -CA>6ts incurred after date 
of I'nactmen!. 

Fa rmers (not including tllnller growl'rsl 
using the cash m.-thod of a ccounting ma y 

reUr\i1~~C~r ao~heRr";;~~~~,~sa~dri~o: t~~~ Sy":.~; 
in which supplies are used or consumed to 
th .. extent that more than fiO p<'rc .. nt of the 
Hpenses incurred in the trade or bUSIIlt'ss 
are prl'paid 

Efferlwe dale.-Prepaym .. nta mad .. Oil or 
after March I, 1986. 

No proVision 

Depreciation recapture income resulting 
from an installml'nt sail' of "'luipm .. nt us .. d 
to irrigate farmland is recognilRd und .. r the 
rules in effect prior to tht' DefiCit ReductIOn 
Act of 19114 Accordlllgly, any deprecl!lt wn 
recapture with rl'specl to such equlpm .. nt IS 

recognized OB galll is recogniz..d under the 
IIlstailml'nt method rothpr than ent" .. ly III 

thl' yea r of sale 

~ I 





L 11 . 01 

7. 11i"'harll:t' "e indebledness in · 
.. " .. me fur ('ertain fllrmer~ (~e('. 
711ft "f Ihe Senate IImendmenU 

i'I. In~"me a\'e rall:ing for IIl1:rkul 
tural prudu~ers (.e~. U I of 
the IInuse hill and se~. UlA of 
the Senate omendmenu 

9. Agricultural waKes Rubje~t to 
n iTA (sec_ 707 nf the Sen lite 
amendment' 

Pre'~nt Law 

If a solvent taxpayer receives income 
from dIscharge of trad .. or business indebt 
..dness, the taxpayer may exclude the in­
come if a n election to reduce basis in 
depreciable property is made. If the a mount 
of the indebtedness forgiven exceeds the 
la xpayer's availahl .. basis, income must be 
recognized to the extent of the exce88 I 

If an insolvent taxpayer has discharge of 
indebtedness income, the taxpayer may e x­
clude the income to the extent of his Or her 
insolvency. The taxpayer's tax attributes 
(e g., net operating 1088 and investment 

~~~.:~~~:r:~onudn~~ist~~ ~~~iu.r~ ~::: 
come. However. the taxpayer's aggregate 
basis in his or her 888ets may not be reduced 
below the amount of the taxpayers remain­
ing undischarged liabilities If discharge of 
indebtedness income exceeds the taxpayer's 
available tax attributes and basis. tax on 
the excess is forgiven . 

An eligible individual (i.e ., one who has 
been self",upporting and a U.s citizen or 
resident during the past three yea",) may 
elect to have a lower marginal rate ap"I~. to 
the portion of income that 18 more than 40 

~~c:~i~rh:~~: ;~::'s his or her income for 

FUTA tax a pplies to wages of workers in 
ag rIcultural operations having a quarterly 
payroll of at least $20,000 with 10 or more 
e mployees in 20 weeks of the year 

President's Pruposal 

No provision 

Income averaging would be repealed 

EffectIVe dale.-Taxable years beginning 
on or after January I, 1986. 

No provision 

~--------~----~--~~~~~~--=-----"'------tlnu!j(> 11111 ~en8le A menonleru ---..--J 

No provision 

Income averaging is repealed . 

EffectIVe dale.-Taxable years beginning 
on or after January I, 1986 

No provision. 

Income arisi ng from discha rge of ind .. bt ­
edne88 owed by a farmer to an unre latffi 
lender is treated as inco""e rea lIZed by an 
insolvent taxpayer, if the debt was Incurrffi 
to finance the production of agricultural 
products or is otherwise related to the 
farming business and is .ecured by farm­
land or farm assets. Thus, discharge of 
indebtedness income is forgiven after reduc­
tion of tax attributes and basis (includIng 
basis in farmland l. (As modified by floor 

&:e~~'::~~~t.!d b;ev:~~~~o~f""'baum and 

EffectIVe dale.- Discha rges of indebtffi ­
ness after April 9. 19!11i 

Same as House bIll, except See I A (i, 
above, for an exception for fa rmers 

&e, XVII , D 4., for a specia l rule ror 
FUTA treatme nt of wag,," paid in agrIcul · 
tural opera tions 
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~ ______________________________________ .. _~~a...~_~_~_ .~- ~~._~, ~·~I~~It;;n.~.~~-un\J 

It.'m 

B. Timl,..r Pru\'isiuns 
Prt'prndurUvt" p"riod ex 

pt·no,;(·s of gro" InK limher (!'4(," . 

~ II ,,( thr I",use hill lind "~r, 
;W2 ,,( I lot' Senah' amt'ndment. 

Prt>, t'nl Law 

Som .. costs of pr"duclng tlml>t>r , such as 
plantln~ costs and custs Incurred h.,r"re the 
s .. edlin~s are estabhsh..d, must I.>e capital ­
iz..d a nd r..covered wh .. n th" timl>t>r is sold 
Most other costs I(enerlllly may be deducted 
cu rrent ly 

2, Re("reRtatiun expenses (secs'l Taxpayers may amortize over a 7-year 
211 and !III tlr the UouRe bilB period up to $10,000 of reforestation expend­

itures incurred in each taxable year 

A IO-percent tax credIt is allowable for 
these expenditures. 

--

;1. ('apital gltins fur timber (sec'l Timber royalty income quahfies for caI>-
912 "f the (Juuse bill' ital gain treatment, where the timber is 

held for 6 months before being cut. 
Owners of timber (or a right to cut tim­

ber. may elect to treat the cuttin~ of timber 
as a sa le or exchange qualifying for capital 
gains treatment To qualify, the timber (or 
contract cutting rlghtt must I>t> held for 6 
months prior to cutting 

President'8 Prnposal 

The uniform capitalizatiun rul .. s, includ­
ing the Interest capitalization rule Isee, VIII 
D., I>t>low', would apply to timber Thus, all 
costs of planting and growing timber would 
be accumulated and deducted when the tIm­
ber is sold 

(J"u,e lIill 

Same as PresIdent's proposal, except 
tjualifit>d small timber producers ltaxpayers 
with 75,000 acres or less) may elect to amur­
tize costs otherwise required to be capital· 
ized as a result of the bill over a period o( !i 
years. The benefit of the el..ction is phased 
out at a rate of 4 percent for each 1,000 
acres (or part thereof) of timberland in ex · 
cess of 50,000 acres. Taxpayers making the 
el..ction are required to use non-incentive 
depreciation for assets used in the timber 
bUSIness which are placed in service whIle 
an election is in effect. 

Effecl",e dale.-Growing costs attributa-I EffecllVe dale.-C,osts incurred after De­
ble In timber planted before 1986 would be cember 31, 1985. The capitalization of costs 
subject to capitalization under a 10·year attributable to timber planted before 19116 is 
phase-in rule (10 percent of such costs in- phased in over a 5-year period. 
curred in 1981i would have to be capitalized, 
20 percent in 1987, etc.), 

The 7-year amortization and tax credit I Same as President's proposal. 
provisions would be repealed 

Effecl",e dole.-Expenditures after De- Effeclwe dale.-Expenditures after De-
cember 31. 1985. cember 31, 19Hii 

Capital gains treatment would be phased 
out over a 3-year period beginning January 
1.1986 

Effectwe dale,-For individuals, the ex· 
clusion rate on capital gains from timber 
would be reduced to 30% in 1986, 20% in 
1987, 10% in 1988 and 0 percent thereafter 
For corporations. the tax rate would in­
crease to 30% in 1()86, 31% in 1987,32% in 
1988, and such gains would be taxed at 
ordinary corporate rates thereaft"r. 

la) Repeals capital gains treatment for 
timber on Federal lands, effective January 
1,1986 

(h) Repeals capital gain treatment for or­
namental trees, effective January I, 1986 

(c) An alternative corporate tax rate of 
30% in 1986,31 % in 1987, and 32% in 19x8 
is provided for capital gains on timber Such 

rh!~:a:;:er t~6; u~~::~~a;{ouc::~Y:I •. raws 

S~nate Amrndment ~ 
Retail'S presl'nt law for produce rs of tIm · 

ber 

Retains pres .. nt law 

Retains present law lIowever. the 
changes made to the indIvidua l capItal 
gains rules (see III A • also apply to cap,tal 
gains for timber. 
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II.,,,, I'rp<pnl I. .. " I'rpsidpn('s Proposal Uuusp Hill ----;;p~~:ndmpnl J 
. Oil. (~a~ and «;t'utht'rmlil Prup. 
ert it~!4 

I. InlanKihlp drillinl( enolo Is~e , 
2!;1 "f th.· lI"u •• ' hill and H~C . 
71!i of th., S .. natt' am~ndm~nll 

o. (,'f'Ilf'ral rull' 

h. Treatm"nt of fo,...ign //)('. 

(al Intangible drilling a nd dt'velopmt'nt 
costs (IOCsl generally may be expensed or 
capitalized at the election of the operator of 
an oil. gas. or geothermal property 

of W~~emc:;e ~~!;',ett;,g..::dl:'.f~~ur~e:~i~?:~ 
20% must be amortized over a 36-month 
period beginning with the month the costs 
lire paid or incurred . 

C.osts with respect to a nonproductive well 

~:;~? ta":~:~~;ni: ~e d;:~~~e cd~~eh~re ~~ 
completed. 

In~~'r!~~ :hea~~i~ s~::n::i~ aWf~~~~:~ 
country 

lal Retain present law. 

(bl Retain prl.'8ent law 

tal Retains prl.'8ent law. including rules 
for int.egTated producers. with respect to 
domestic IOCs incurred prior to commence­
ment of the installation of the production 

st'iiD&.o~~~~~~"~i;! :~~ent to. the 

~~~~~ ~~i~.r~n~:g"]~~~m~~~h ap;~ 
on incurred These costs are not subject to 
the 20 percent reduction for integrated pro­
ducers. 

AB under prl.'8ent law. unrecovered IDC,s 
with respect to a dry hole can be deducted in 
the year the dry hole is completed 

Effective daW.-Coets paid or incurred 
alrer Deeember 31. 1985. 

Ibl IDC-e incurred outside of the United 
States are recovered 

(il over a IO-year. straight-line amor­
tization schedule. or 

pal~' of't~~eb~i:;t~~~ :~~hd~~kt:~:;or. as 

(a l Reta ins present law 

(bl Same as House bill. 

EffKtive daw.-C.osts paid or incurred I EffKtw~ daw.-0Jats paid or Incurred 
alrer Deeember 31.1985. after Deeember 31. 1986 (other than with 

respect to certain licenses for North s...a 
development). 

H 





II",,, 

2. lIeplt-li"n fur oil. Ra •• lind 1( .... 

Ih~rmal pmp"rti(" (s .. ~ •. 252-
251 .. f thp lI .. u.(' hilll 

a. (;f'nf'rai rut,· 

b. Trealm~1II of bonu .... ond 
odl'Onrt' rOlloltit'. 

3. t;uin un di!'tpmoliliun uf in(f'r~s. 
in "il. Kas .. r K.· .. lh~rmal prop 
~rly (s ..... 21:1 .. f Ih .. 1I0u ... 
hilll 

I. Windfall prufil lax px .. mption 
fur (·prlain H~hanK"s of ~rudp 
.. il ( ...... 2,,;; of th .. 1I0us .. bill' 

l'r .. ,pnll.a .. 

(a) Depletable costs with respect to 011 and 
gaB properties must be recov .. red using 
whi~hev .. r of two m .. thods provides the 
hIgher deduction: coet depletion or percent­
age depletion . 

Und .. r C08t depletion. the fraction of de-

~~e~~~~:~~e:o;=c~ ,~~:~ ~~~ r~~ 
able year to total remaining reserves 

Under percentage depletion, 15% of the 
taxpayer's gT088 income is allowed aB a de­
duction in any !JUable year, not to exceed Ii) 
50% of net income for the property, Or (ii) 
65% of overall !JUable income. 

Percentage depletion for oil and gaB prop­
erties is limited to independent producers 
and royalty owners for ur to a dailr. produc­
tion of 1,000 barrels 0 crude 011 or the 
equivalent production of natural gaB. 

Geothermal properties are treated simi-

~r~he'6g~ a:r
d 1~O;Xt~~s;e~~~;ed~~t :ul~ect 

(b) Percentage depletion is available with 
respect to oil and gas lease bonus or advance 
royalty payments 

Expensed intallgible drilling costa in­
curred after 1975 are recaptured as ordi ­
nary income to the ext .. nt of the excess of 
such costs over the amount that would have 
been dedu~ted if th .. costs had been capital­
i:wd and deducted through depletion . 

An excise tax (the crude oil windfall profit 
tax' is imposed on domestic crude oil wh .. n 
it is removed from the production premises 
The tax does not apply if crude oil is used to 
power production equipment on the same 
property 

Pr .. sidpn!'. Proposal 

(a) Phase out percentage depletion for 
most oil, gas, and geothermal properties 
over a &-year period, by reducing depletion 
rate 3 percentage points in each year. Per­
centage depletion would be retained for oil 

:~~ :::I~~:i~~~~!~~ld~~~ ~~:~i~:l:ien~~ 
royalty owners. 

The baBis for coet depletion would be in­
dexed for innation. 

be;qt~/.'985dol ... -Production after Decem-

(b, No provision 

All gain would be treated as ordinary 
income 

No provision 

1I0u ... Hill 

(a) Same aB President's proposal, ('Xcept 
that it ph8Be8 out percentage depletion for 
oil, gaB, and geothermal properties over a 3-
year period, by reducing depletion ra\.cs 5 

:~~!1:pkt\~~ ~~e~f~Jef~~o~l:;d'::'; 
stripper wells owned by both independent 
producers and royalty owners 

Cost depletion is not indexed. 

be;1rt.'98loIP.-Production after Decem-

(b) Denies percentage depletion for lease 
bonuses, advance royalty payments, or 
other paym .. nts made without r .. gard to 
~h~~~af';o'::~;~; from an oil. gas, or geo-

Effo>clil'" dot ... -January 1, 1986 

Expensed intangible drilling C08ts and de­
pletion which reduced baBis are recaptured 
aB ordinary income. 

pl~[tdc~~"se~~~-S~~n:~~~~ f[~~~l. 
unless ac~uired pursuant to a written Con­
tract bindmg on September 25, 1985 

An exemption is provided for certain oth· 
erwise taxable crude oil which is exchanged 
for an equal amount of r .. sidual fuel oil, to 
be used in enhanced recovery prOC(,,88es on 
the producing property. Only crude oil at­
tributable to an operating mineral interest 
qualifies for the exception . 

No depl .. tion deduction (including cost or 
percentage depletion) is allowed with re­
spect to crude oil qualifying for the excep­
tion . 

Effecl", .. dOle.-Residual fuel oil used, 
and crude oil removed, after the date of 
enactment. 

S .. nat .. Ampnd';:;:;- - ] 

la' Retains present law 

(b, RetainS presenl law 

Retains present law 

Retains preSl'nt law 

45 





l_ II ,'no ~'re:~-nl ~,:- - .·r~sident'. Prup".al lIouse 1Ii11 Senale Amendmenl -__ ~ 

" liard l\1in~rHls 
I. E'plura(i"n and develop men I 

c".I. I sec, 262 IIf Ihe lIou"e 
bill and sec. 716 tlf Ihe Sen ale 
am~ndmenfl 

II. (;em'rnl rule la) F:xplnrallOn .. nd dt'v .. lopmenl cosls a.· 
soc,alt'd wllh mines and other hard mineral 
df' poslts may be deducted currenlly at the 
e leclion of the taxpayer Exploration I buI 
not dt'v('lopmentl costs which have been 
d('ducted currenlly either (!) are applied to 
r('duce depletIOn deductions, or (21 at the 
taxpayer's election, are recaptured in in­
come once Ihe mine begins production, and 
Ihen recovered as a depletable expen.e. 

In the ca.e of corporations, only RO% of 
hard mineral exploration and development 
co.ts may be expensed The remaining 20% 
must be recovered over the 5-year ACRS 
depreciation schedule lbeginning in the 
year that exploration and development 
costs are paId or incurred), with an invest­
ment tax credit for domestic costs 

b. "'o,...;gn exploration C08t, Ibl ForeIgn exploration costs must be cap-

2, Percentage depletion of hard 
mineral deptlAitA I Aec, 261 of 
the 1I0u.e bill I 

italized to the extent the taxpayer's foreign 
and domestic exploration costs exceed 
$400,000 

Depletable costs with respect to hard min­
erai deposits must be recovered using the 
greater of-

Ii) cost depletion, or 
(iii percentage depletion at the appli­

cable statutory rate for the mineral 
Percentage depletion may not el<ceed 50% 

of net income from the property in any 
taxable year 

For corporations only, percentage deple-

~:'is°[d~':!~;:;i~'::tn ':ft"h~~t e;:::do~~~~s::~ 
pletion deduction for thaI yearl, is reduced 
by 15 percent. 

101 H"lams pres~nt law 

Ibl Retains present low 

101 Same as present law, but requires 
recapture of both expensed development 
and exploration costs at the time the mine 
begms production Recaptured amounts, 
and development costs incurred aftN the 
mine begins production, are recovered in 
the same manner as depreciable property in 
Class I (3·yt'ar recovery period I. 

an~hde~~I:~C:~tt co:..~o~h~a~ ::~~~oi~ 
recovered in the same manner as deprecia · 
hie property in Class 2 15-year recovery 
period I, beginning in the year that costs are 
paid or incurred. 

EffeclIVe dale.-Costs paid or incurred 
after December 31, 19f15. 

Ibl Foreign exploration and developmenl 
costs are recovered 

iii over a 10-year, straight-line amor-
tization schedule, or 

(iii at the election of the taxpayer, as 
port of the basis for cost depletion 

( [I) Retains presf?nt law 

Ibl Some as \louse bill 

Effect",e dal".-Cost paid or incurred I Eff~I've dale.- Costs paId or incurred 
after December 31,1985 after December 31, 19H6 

Phases out percentage depletion of hard 
mmerals ratably over a 5-year period 

The basis for cost depletion of hard miner­
als would be indexed for inflation. 

With the exceptions below, mineral deple­
tion rales are phased down ratably to 5 
percent in 1988. Minerals having a 5-per-

~:~~an:il:~ r:::!1 d=d'rrt!~i~' ~n~ 
in 1988. In conjunction with these changes, 
the 50 percent of net income limitation is 
phased down ratably to 25 percent. 

Present law depletion (rate and net in­
come limitation) is retained for 

(j) minerals used to produce fertilizer 
or animal feed ("agricultural . 
als"I, and 

(ii) dimension stone. 

EffectIVe dale.-Production after Decem- I Eff~llve dale.-Production after Decem-
ber 31, 1985. ber 31. 1985. 

Retain. pre.ent law 

~6 





[~ Jlem 

3. I;ain on diMp".ilinn of inlere.1 
in mining pmpl'rty (oee. 262 of 
Ih .. IInuMe bill! 

~. Royally income from cual and 
domeslic iron ore (sec. 242 of 
the IInu.e bill) 

K Energy-Relaled Tax ('redits and 
Olher Incenlive. 

I. Re.idenlial r .. newable energy 
lax credit (.ec. 271 of Ihe 
IInu.e bill ) 

I l' . Ahl\.n ·'!bl un.~. 11Mnr .. I\ .• ~J .. ~n.h'. Af'llJ I'A I U 1\.1\. I ... 1\.r..~"lJn\... r..':'-'\.,U"UIlU~U' 

Prest'nl Law 

er~t;u·~~o~~~or:;i;;n.:r~~it~~~~ge~f 
amounts which would hav"" /)(>en deducW if 
the costs had /)(>en capitaliZt'd) are reeal>­
tured as ordinary income. 

Royalties on dispoeitions of coal and do­
mestic iron ore qualify for capital gain 
treatment, provided the coal or iron ore is 
held for more than six months before min­
ing. 

Capital gain treatment does nol apply to 
iii income realized as a C()-adventurer, part-

rr~~ ~~e;~~~li~a~e~~h~el:.~n~~t~~:"'~~ 
actions. 

If capital gain treatment applies. the roy· 
alty owner is not entitled to pl'rcentage 
depletion wilh respe<:t to the 88me coal or 
iron ore. 

A 40-pI'rcent tax credit was allowed on 
the first $10.000 spl'nl through 1985 for 

;~de~::h::~;r(l:.O&Ort';;·a~r;;,~a~·r:1::~ 
Unused credits may be ca rried over through 
1987 Elig;ble equipment and parts included 
Ihose necessary to transmit or use geother­
mal energy. 

!'rl'sidenl's PropoMal 

All gain would be treated as ordinary 
income 

Phase out capital gain trealment over a 3-
year pl'riod beginning January I, 19R6 

Effect", .. dot ... - For individual •• the ex­
clusion rale on capital gains from coal and 
domestic iron ore royalties would be re­
duced to 30% in 19H6. 20% in 1987. 10% in 
19R8. and 0 pl'rcent thereafu>r. For corpora­
tions. the tax rate on such capital gains 
would increase to 30% in 1986. 31 % in 1987. 
32% in 1988. and would be taxed at ordi · 
nary corporate rates thereafu>r (33% under 
the proposa\). 

Would retain present law, i.e., credits ex­
pi red afu>r 1985. 

1I0u.1' Hill 

EXpl'nsed exploration and development 
ex!"'nses and depletion whIch reduced basi. 
are re<:aplured as ordinary income. 

pl:[td~~'ese~:~~-a~~~~:~~ r[~~~? 
unless a~uired pursuant to a wrilten con· 
tract binding on September 25. 19!15. 

Same as Presidenl 's proJlO8B\. 

Effertwe date.-Fur individual • . the ex­
clusion rate on capital gains fro lll coal and 
domestic iron ore royalties is reduced to 
30% In 1986.20% in 1987,10% in 1988. and 
o pl'rcent thereafter. For corporations. the 
tax rate on such capital gains increases to 
30% in 1986.31% in 19R7, 32% in 19H8. and 
i8 taxed at ordinary corporate rates there­
after (36% under the House billl. 

The solar en .. rgy tax credit is e xtended 
for Ihree years at reduced credit rales-
30% in 19!16 and 20% in 19~7 and 19HR 
EXpl'ndilures for solar hoi water propl'rty 
are limited 10 $fi.OOO The credit is not to be 
used to create a sun room. greenhouse. or 
8imilar structure. 

Senale Amendment ~ 
Retains present law 

FWtains preRent law Il uwever. th .. 
changes made lu Ihe individual caplla l 
gains rules (sec 111 A I alsu apply to capilal 
gain royalty income 

Same as PresIden t's propoeal 
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1\. At. f(lllJ ,~, II t\r~. Illn"r~I~. a.H.I..4 ... u ..................... ~ __ _ 

Ih'm I'r~'~nl 1.11" "r .. sid .. n!', Proposal J1ou,t'llill S .. nat .. Am .. ndm¥nt -~ 

2. Bu~int'!oos e-ne.-g)' lax ('n·dits 
1 'H, 272 of It", lIou_~ hill and 
'PI'. 711 uf Ih .. S~nat. IIm~nd 
mt'nll 

n. ('r~d;t allO/ud 

b, ":xlen.ion (If energy fax 
CTedii for chlor·alkali 
eledrolyl;c cl'lI. ("'c, 711 
of '<; .. nal .. amendment) 

c. Affirmali,'f' commitmenl 
rul". 

(01 The busin""" energy tax credits were I Would rl'tain present law, i.e., credits ex· I (a~ II Extends solar I'nergy credit rau, at I (aM II Extend. solar I'n('r!O' cred,l rate at 
aVllllahl1' on addition to the Investment tax pired after 198fi. 15% on 19H6, 12% in 19H7 and H% in 19RH 1,,% in 1!IH6 and 12% on 1!IH7 and 19HK 
credit 

So/or, ,,,,nd, grothermal and ",'eon thermol 
property: 

Il>- percent cred.t through 1985, 

/lIterTity buses and biomass property: 

IO' percent credit through 1985. 

.c;",,,If.scaie hydroelectriC projerl$: 

I I·percent credit through 1985. 

Ib) Modifications to chlor·a lkali electro­
lytic cells (an item of specially defined ener· 

!\;lbl~o~~h~n I ~~~~e::~:::~5~ '~r~it 
th rough 1982. 

(c) The expired l~percent credit for cer· 
tain alternative energy property continues 
to be available for long· term projects which 

~.:~~~I:::ud~i~.~! ~~pW~ri~~if~ro~lin~ 
quired permits before 19H3, 121 binding 

~;~~~~o~~\~~:: a~~ ~~:~j!~O~~~p~~t,; 
before 199\. 

The 1 I·percent credit for small-scale hy· 
droelectric projects i8 available through 
1988 for projects which had been docketed 
by the Fedl'ral Energy Regulatory Commis· 
sion before 1986 

(bl No provision. 

(cl Present law affirmative commitment 
rules (including hydroelectric I would be re­
tained 

121 Extends geothermall'nergy credit rate I (21 Same as 1I0us .. bill. 
at 15% in 1987 and 10% in 1987 and 19H8 

(3) Retains 1985 expiration for ocean ther'l Cl) Extends ocean thermal energy cr .. d,t 
mal property rate at 15% in 19H6-1!IHH 

(4) Retains 1985 expiration for wind and I 141 Extl'nd. wind and biom!lBS energy 
biom888 property credit rates at 15% in 19H6 and at )0% in 

1987 

(51 Retains 1985 expiration for bUBes and (al Same 08 House bill 
small·scale hydroelectriC projects 

(bl No provision 

(cJ Consisl<'nt with the general transition· 

N.c~I~ ..if~~~b~~ee~:;rc~~~~t~~eg:;:::~ 
ratably over 5 years (i.e., 20% of the credit 
in each of 5 yearsl, and (2) a full basis 

~~U:~~~~~ni~het.~~~a!~bl~h:e!~U energy 

Ib) The expiration date 'In Code sec 
46(bKUAKviiH is changed tu December :II. 
1983 

(c) Some as President's proposal 
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It.'m "re.rnt Law ----- "r ... idenl's Proposal HuuNe Hill Senate Amendment ~ 

:1. ( · r~dil fur fuels frum nuncon 
\'('ntiunal snurre!ol hu·c. 273 uf 
the lI .. u.~ hill . 1 

4. Alcohol fuelR credit and tax 
exemption.; import duty (."c •. 
214-275 of the 1I0us .. hill and 
HeCN. 713-714 nf the Senate 
amendment. 

a. Alcohol fueiM in('ome tax 
f'N'dil and exc;,1' lax ex­
~mption 

A tax credit is provld .. d fur the domestic 
productIOn and sale of specific fuels frum 
nonconventional sources. Th .. credit applies 
to eligible fuels sold after December :ll, 
1979, and before January I, 200 I, produced 
from ' 

III facilities placed in service after 
D..cemher 31, 197!I, and before January 
I, 19!1O, or 

121 wells drilled after Ot>Cember 31, 
1979, and before January I, 1990, on 
properties which first began production 
afwr December 31, 1979. 

(aX 11 A 6O-centa-per-gallon (equivalent to 
$25.20 per barrel of alcoholl credit is al­
lowed for alcohol mixed with gasoline, die­
sel fuel, or any special motor fuel, if the 
mixture is sold or used as fuel The credit 
also is provided for alcohol used in a trade 
or business or sold at retail and placed in a 
vehicle fuel tank Eligible alcohol includes 
ethanol and methanol but not if made from 
petroleum, natural gas, or coal (including 
peat), or alcohol less than 150 proof Expires 
afwr 19!12. 

af~~e~e;t~t!~n3[,a:~8;ould be wrminated 

Under a transitional provision, the credit 
would continue to be available for Qualify­
ing fuel which is produced from a well 
drilled. or facility completed, before Janu­
ary I, 19H6, and which is sold before Janu­
ary I, 1990 

(aX I) After December 31,1985, the alcohol 
fuels tax credit would be available only for 
alcohol fuels produced from faciliti .... com­
pleted before January I, 1986, and sold be­
fore January I, 1993 

(21 An alternative {kents-per-gallon I (2) Would repeal excise taJt exemption 
(equivalent to $25.20 per barrel of alcoholl afwr 1985_ 
exemption from excise taxes on gasoline, 
di ..... l fuel , and special motor fuels is provid-
ed for these fuels if they are mixed with at 
least 10 percent alcohol . EligIble alcohol 
may not be derived from petroleum, natural 
gas, or coal 

h. /July on imported oko",,1 I (bl A 60-cents-per-gallon (equivalent to I (bl The present·law duty on alcohol im-
fuels $25.20 per barrel of alcohol! duty is imposed ported for use as a fuel would be retamed 

on alcohol Imported into the United States 
for use as a fuel. Expires afwr 1992. 

Terminates credit after December 31, 
1985, except continues credit for methane 
gas produced from wood in facilities placed 
in service befor" January I, 1989, and sold 
before January 1,2001 

(aMI) The 6O-eentB-per-gallon income tax 
credit is repealed af~r December :lI, 1f185_ 

(21 Retains present law. 

(h) Same as President's proposal 

- ____ ----1. 

Retains present law 

(aM 11 RetainS present law (Floor amend­
ment by Senator Roth . adopted by voice 
vow.) 

(21 Same as House bill (retaIns present 
lawl 

Ibl Same as PresIdent's proposal lind 
flouse bill, except allows duty-free entry 
into the United States only for ethyl alcohol 

~i~~~~o~ :~r~~~c~~~::1 ;h:;hi~~I,~:r 
uct of a CBI country, insular posst'SSlon , 
Israe l free-trade area, or the United States. 

~~~~~~~1~ ~~tt~~pr;~~eofJ~~::~/r~:~~: 
to certain facilities which were eIther eSI"b­
lished and operating (up to R maximum of 
20 million gallons per year) or ready for 
shipment to and installation In 11 Cill Coun­
try (up to a maxImum of !ill million gRllons 
per yearl 
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~ . Neat .. kuhol fuels (Mec. 275 of 
(he Uouse bill and sec. 712 of 
the Senate amendment) 

I'resent Law President's Proposal 

A 9~ents-per·gallon (equivalent lo $4 45 I The excise tax exemptions would be re­
per barrel of alcoholl exemption from the pealed aller 1985. 

f:~i:ea~";.,~~h!::a~.:d0~~!~~:s f~ef;'::~~~ 
are not derived from petroleum or natural 

i2.2:/pe~lb~~r~~ i:x;:;;~i~~ i~~;vf~I:I~ta~ 
derived from natural g88. Neat alcohol fuels 
are at le88t 85 percent methanol, ethanol, 
and other alcohol Expires atler 1992. 

6. Taxicab fuels tax exemption A 4<ents-per-gallon partial exemption I No provision. 
tsec. 275 of the lIouMe bill' from the molor fuels taxes (9 cents for gaso-

~::!~n~u:r,c~~ m~~iJ:lro~n1u~rs c~~ f?~ 
qualifying wica~ (through Sept. 30, 1985). 
The exemption W88 effectuated through a 
credit or refund (without interestJ. 

----,----
Ilouse Hill Senate Amendment 

The 9~enUrper-galion exemption is re-I Same as House bill , excepl effective aft .. r 
duced lo &-cents-per-gallon (equivalent lo December :H, 1986. 
~i:9~9rs.r barrell, effective after December 

The 4~enUrper·gal/on molor fuels w ex-I Retains present law (al/ows exemption to 
emption for wicabs is extended for the expire'. 
period from Oclober I, 1985, through Sep-
tember 30. 1988 (the current expiration date 
for all Highway Trust Fund excise taxes'. 

J 
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I 1t'·01 

A. AI-Risk Itules (sec_ tOI of the 
lIou.e hill and .ec_ I H I of the 
Sen ale am~ndmen\) 

B. LimitationN on Lo •• e. and {'red its 
from "aHHive Adhitie. (Nec. I~OJ 
of the Senale amendmpnl) 

Pre!<Opnl La~ 

The loss IimitallOn nl-riNk rules limit the 
losaee in exc<'88 of income wilh respect to an 
activity. which individuals and closely held 
corporations may deduct. to the amount the 
taxpayer has actually invested in the activi­
t)', including borrowed amounts to the ex­
le nt the taxpayer is pel1!Onally liable to 
repay or has pledged other non-financed 
property (except property used in the activi­
ty) as security, and has not borrowed the 
funds from a penlOn with an interest in the 
activity other than as a creditor. 

The investment tax credit at-risk rules 

~~;~!te~~e:~t~ o~~:I::Ii:::i~~i~~ti:t 
risk rules, an~ generally provide that non­
recourse debt is treated as an amount at 
risk for investment credit purpoees where 
tI) it is borrowed from an unrelated Com­
mercial lender, 12} the property is acquired 

~~~I:~u~e~h~8e\ier;:o~~3:4t}h~h~nn~e:: 
course debt does not exceed 80 percent of 
the credit base of the property 

ex~:t ~~:ih~ld~~~t:!I{ es~~" activities 

Generally, present law does not limit the 
use of deductions or credita from a particu­
lar business activity to offset income from 
other activities, except in certain specific 
instances (e g., tite limitation on the deduc­
tion of net capital 1088es, and the rule that 
research and development credits cannot 
offset unrelated income in the case of an 
individual). 

Pre.idenl '. Pmpn,al 

Applies the at-risk rules to real estate 
activities 

EffectIVe dale_-Property acquired after 
December 31, 1985. 

No provision. 

\louse Bill 

The bill applies the at-risk rule" to rea l 
estate activities, but with a n I'xcl'ption for 
real estate 100000s providing that third party 
nonrecourse debt borrowed from an unrl'­
lated commercial lender is treated as a t risk 
under rules Similar to thl' present-law credit 
at-risk rules (without the requirement limit­
ing the nonrecourse debt to 80 percent) 

Effeclwe dale.-Property acquired after 
December 31, 1985. 

No provision. 

~enate A~:'dmen;-~ 
Snme a6 the IIou8e bill, except the Ihird 

pa rty nonrecourse debt exceplion for rea l 
estale losses applies notwllhola ndlnfl: Ihut 
(II the lender is relau>d to the taxpayer, and 
(2 ) the taxpayer acquired the property frum 
a related party. 

(See alon low-income housinf{ crPd .1 at­
riNk rules. Part 11 ..: :l above,) 

Effeclwf' dole - Property acquired a fter 
December :11. 1!186 One transitional rule is 
provided 

(al Gen .. ml rule.-
Deductions in excess of income (i.e losses' 

from p8B8ive trade or busin<'88 aClivilies 
generally may not offset other income such 
as salary, interest, dividends, and active 
business income. Deductions from passive 
activities may offset income from passive 
activities. 

Credits from p8B8IVe actlvilles gene ra lly 
are limited to the tax attributable 10 Income 
from pasaive activities 

D188l1owed losaee and credits are carried 
forward and treated as deductions and cred ­
its from pasaive activities in th .. nexl tax · 
able year 

Di8llllowed losaee from an actlvil y a re 
allowed in full when the taxpayer disposes 
of his enlire interesl in the activity in a 
taxable transaction Credits a re not 80 al­
lowed upon dispoeition 
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[ 
II l.imitations on l.osses and ('redit. 

frum l'a8Hivl' ArtivilieH Isec. 1401 
of t h" Sennle amendment I I Conl.1 

• I'wposlll Ih.use Hili Sl'nate Amendment ~ Pr"sid"nt'. I'wl IInuse Hill 

ApplJl'!lto individuals, "slatt's, t rusts, and 
pt'rsonal servic .. corporal IOns. ['I08l'ly h"ld 

~~~h~:::~: ;::~,;,,~~\,dr~;~~~I~~~i':.:::~o~~: 
passIve Ioss<'s and ~rt>d lts 10 orr.et artiVt' 
business incom~. 

Ibl lk(imtlOn of ",ISS"''' actwlI,es -
Paaaive activities includl' I II trade or busi­

ness actIvities in which Iht' taxpaypr lor 
spouse I dOl'S not materially parlicipate (j 1' . 

ill not involved on a reguillr, continuoWl. and 
subetantial basis), and (2) rental activit iI's 
where payml'nts are primarily for the Ulle of 
tanglbll' propt'rty 

Paaaive activities do not include working 
interests in oil and gas propt'rties in which 
the taxpayer's form of ownership does not 
limit liability . 

Icl Rental reol estote.-
In the case of rental real estate activities 

~np W~ic~2~~d~fidl~c~~~1 ~:~:~Pi~es~ 
deduction-«juivalent sensei from all such 
activities are allowed each year against non ­
paaaivl' incoml' of thl' taxpayer. Thl' $25.1100 
amount ill phased out ratably betw .... n 
$100,000 and $150,000 of adjusl."j gross in ­
coml' (dptermined without rl'gard to passive 
losses)_ 

Low-income housing credits may be lukl'n 
under the $25,11011 allowancl' (in a deduction­
equivalent sense) against nOD -paaaivt' in ­
coml' without regard to whether the indlvid 
ual actively participates 

Effectwe date -Taxahll' years beginning 
after December 31 , 19H6, WIth II phase-in 
rule 

Invl'stments made beforl' dale of enacl 
ml'nt become subject 10 disallowance :l5 pt'r 
cent in wable yl'ars beginning In I!lH7, till 
pt'rcent in taxuble YN'rs beginning in 19HH, 
80 pt'rcent in taxabll' yt'ars beginning In 
1989, and 90 pt'rcent in taxabll' years bt>gin · 
ning in 1990, and 100 pt'rcenl In taxabl .. 
yl'ars beginning after 19!10 (Floor amend­
menl by Si'nator Mitch .. )) . adopll'd by VOIC" 

vote. limited phase--ifl rule to Invl'slnlt'fl ts 
made prior to date of "nactm .. nt I 
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c:. NonbuHine.H IntprPMt I.imits Ioe<:. 
402 of the lIouMe bill and .ec. 1421 
of th~ Senate am~ndm~nll 

I. G~n~ral limitation 

2. ()~finiti()n of int~rest subject 
to Iimitatinn 

I'rp"~nt Law 

The deduction for inv~tment interest of 
noncorporate taxpayers iB limited to the 

~I:::' ~~~'~J~~~lbl~t !~;:.tdit~nr~ni~~:: 
Ce88 of rental income from net lease pro!,­
erty 

Other nonbusine88 inter~t and business 
inter~t generally i. not subject to limita­
tion. 

Interest deductions not allowed due to 
this limitation carry over to future years. 

Investment interest means interest on 
debt to purchase or carry investment pro!,­
erty. 

I're.idpnt'B Proposal 

(al The deduction for all nonbusiness 
inter~t of noncorporate taxpayers would be 
limited to the sum of $5,000, plus net 
inv~tment income, plus certain deductible 
expenditures in excetIB of rental income 
from net lease property. 

(bl Interest on debt secured by the 
taxpayer's principal residence to the extent 
of its fair market value would not be subject 
to the limitation 

(cl No provision 

(a) Nonbusiness interest me8fl8 all 
interest not incurred in a trade or business 
of the taxpayer, including the taxpayer's 
share of interest of S corporations In wh08e 
man~ement he does not actively 
partiCIpate, and the taxpayer's share of 
Interest expense of limited partnerships in 
which he is a limited partner. 

(bl No provision . 

,--
lIou"~ Hill 

(a) The deduction for nonbusiness interest 
of noncorporate taxpayers is limited to 
$10,000 ($2U,OOO for joint returnsl, plus net 
investment income, pluB certain deductible 
expenditures in eXCe88 of rental income 
from net lease property. 

(bl Interest on debt secured by the tax­
payer's principal residence and a second 
r~idence of the taxpayer (to the extent of 
their fair market valuel is not subject to 
limitation. 

(e) A r~idential lot is treated 88 a r~i· 
Mnce and up to 6 w~ks of time-sharing of 
residential properties is treated 88 one resi· 
dence. 

(a) Nonbusiness interest means all inter­
est not incurred in the taxpayer's trade or 
business, including the taxpayer's .hare of 
interest of S corporations in wh08e manage­
ment he does not actively participate, the 

~%%'~e~hi~ °r;n:hi~: h~Pfsn~ li~\~ 
partner, and the taxpayer's share of interest 
expense of certain trusts and other entities 
in which he is a limited entrepreneur 

(b) Interest expense attributable to low· 
income housing which is (i) very low income 
hou8ing, (ii) certain bond-financed low· 
income housing, or (iii) housing eligible for 
f>.year amortization of rehabilitation ex­
penaes under present law, is not 8ubject to 
the limitation. 

Spnatp Am~ndm~nt 

(01 The deductiun for investment interE'tlt 
of noncorporate taxpayers ill limited to nrt 
investment income plus certain deductIble 
expenditures in exc"8B of rental income 
from net lease property Consumer int.-reBt 
iB not deductible 

(bl Same 88 floURe hill . 

(cl No prov18ion 

(al Investment inter~t (in conformIty 
with the p888ive 1088 rulel includes all inter­
~t 8ubject to limitation in the House bill 88 

well 88 other inter~t attributable to an 
activity in which the taxpayer does lIot 
materially participate (or in the calle of 
rental real estate activities, does not ac· 
tively participate). C-Onsumer interE'tlt 
means interest not attributable to a trade or 
busine88 or an activity engaged in for profit 

(b) No provision 

I 
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L- ---- It.m Pr~ .. nt Law "r~.ident's Pruposal lI .. u.~ lIill S~nate Ampndm~nt 

;1. Inve.tm~nt incom~ d~finl'd 

4. N"t l"aHeH 

s, Efrectiv~ dat" 

(a) Nl't investment income means invest­
ment income net of Investment expense. 
Investment income means interest, divi ­
dl'nds, rents, royaltIes, short-term capital 
I(oin from dis!"",ition of Investment proper­
ty and deprecIatIon recapture not from con­
duct of a trade or business 

(a) Investment income would be 
expanded to mclude the same income items 
88 present law plus the taxpayer's share of 
income frum investments, interest from 
which would be investment interest under 
the propo8lll (item 2, above I. 

(b) Investment expense means deductible I (b) Investment expense would be 
investment expenses (other than interest), determined the same 88 under present law 

~:~~~i~~~~ ~~::g~;,I/~t llfu~ta~d~:~a(':l ~:~~ia~~:~ ~t~J.~e::ouu'lt b:~~t~~~ 
perc.entage) depletion are uBed in ca1culat- for present-law straight-line depreciation 
Ing mvestment expenses. 

Property subject to a net lease is treated 
88 an investment, unless the trade or bUSI­
ness deductions exceed I S percent of the 
rental income. 

Retain present law. 

Subject to two phaae--in rules, the 
limitation would be effective for intereat 

~~i!:ra~~'jr:~~ryta~~~1;8~~arrs ~::i~~ 
when the obligation W88 incurr~. The first 
phaae--in rule is that the $10,000 limit under 
present law would be reduced to $5,000 for 

tXfJ>JFT'h': =~dinp'h::in~r/l'sn~hit 
interest not subject to the limitation under 
present law, but which would be subject to 
the expanded limitation, would become 
subject to the limitation ratably (]O percent 

:;abi:~e~;:~n~i~; i~°:986encing with 

(al Investment income is expanded to in­
clude the slime income Items as und"r 
present law plus the tllxable portion of net 
gain from the disposition of investment 
property, plu" income frum investments, in­
terest from which would be invetltmt'nt in ­
I.erest under the provision (item 2 above I. 

(b) Investment expense includes the de-­
preciation and depletion the taxpayer actu­
ally utilized. 

(a) Same liS lIouse bIll 

(b) Same 88 1I0use bIll 

Provides that, to the extent the taxpayer I Same 88 1I0use bill 
performs personal services in lieu of incur-
ring deductible expenses with respect to 
leased property in certain circumstances, 
the value of such services may be included 
with the actual trade or business deductions 
in determining whether such deductions ex-
ceed 15 percent of the rental income. 

Taxable years beginning after O<>cember 
31, 1!l85, with a phaae--in rule 

Interest not disallowed under present 
law, but which is disallowed under the new 
provision, becomes subject to disallowance 
ratably (]O percent per Yl'arl over 10 years 
commencing with taxable years b..-ginning 
in 1986. 

Taxable lears beginning after December 
31, 19K6, WIth a phaae--m rule. 

la~~~~r'~hico~ i:d"t'~O::ed ~~t~ th:e~~~ 
~rovision, becomes subject to disallowance 

I~Rr.We;;!r~:n~~a~~abr:;ea~';~:~~i~~ 
~~n~9~~, ~8Hrr~~n~ir~e':t~~I~l'x":b7.. t;:~~ 
:f!nyn:;~ b;,J,~~;'n:n8~t~~(~~~cellt III tax-

5~ 





L_ Item 

A. t ·.,rpurHle Ta~ !{ale. I,E'C. 301 of 
Ihe lI.,us .. bill and ... t. 601 IIf the 
Senalf' amf'ndmf'nt) 

H. ( 'orpunile lIi, id .. nd. !'aid Orduc 
tion I ...... . 311 and 312 of Ih .. 
1hmse hill I 

I' 

Pre,enl La" 

Corporat .. taxabl .. incom .. is subjE'Ct to tax 
under a 5-brack .. t graduatt"d rat .. structur .. 
as follows 

I're~ident's Proposal 

Corporate in('onw would be subjE'Ct to tax 
und .. r a 4-bracket graduated rat .. strvcturE' 
as (ollows 

IInu.e Hill S .. nat~ Am .. ndment ___ ~ 

:I-I~~~~r:;at~~~d~~~ S~~t:ct ~~:~;t~~: .. r~ 
(ollows 

Ta.tobl .. lncom .. Ro" I T~obl, 1_. 
$25.000 or less .. ..... 15 $~5.00() or 1('88 , .. 
$25.000-$50.0()() .. .... III $Z5.(){)O-$5O.000 
Sf>O.000-$75.t)()() . .... 30 $5O.00()-$75.000 
$75.(){)()-$100.000 . 40 OvE'r $75.000 
OvE'r $1Il0.(){\() 46 

RO" 1 T~o'k ,"~m. 
.. 15 $50.000 or 1t'SS 

.................. 1K S50.000-$75.000 ......•... 5~ OvE'r $75.000 

Rute 

Sum .. as I louse bill. exc .. pt maximum cor­
porat .. rat .. IS :l3 pt'rcent. Thus. corporat .. 
inconw IS subjE'Ct to tax under 8 :l-brocket 
graduated rate structur .. as (ollows' 

15 1 Ta.mble lnmm .. Rate 
.... 25 S511.000 or I!'SS 15 

36 $50.000-$75.000 :!:; 
O\,E'r $75.1)()() :l:1 

An additional 5 pert .. nt tax is impos.-d on 
a corporation's taxabl .. income in .. xct'SS of 
$1 million. up to a total additional tax of 
$20.250. This results in E'limination of thE' 
henE'fit of thE' graduated ratE' structure (in 
E'ffE'Ct. paymE'nt of tax at a nat 46 percent 

~~~ ~f$I~~r~i~~m~r:~ing taxablE' in-

Corporations gE'n .. rally compute taxable 
income and are subjE'Ct to a separate corp<>­
ratt>-lev .. 1 tax without deduction for divi­
dends paid to shareholders. 

Foreign shar .. hold .. rs o( U.S corporations 
g .. n .. rally ar .. subjE'Ct t.o 30-percent with­
holding tax on di,·id .. nds; a 10wE'r rate may 
be providt>d by treaty . Tax~xempt entitif'S 
g .. nerally ar .. not taxablE' on divid .. nds rt>­
ceived ... xcept in (' .. rtain C8S('S wh .. re thE' 
tax~x .. mpt entity owns d .. bt-financed proJ>­
erty 

The graduated rates would be phased out 
for corporations with taxable lncom" in 
.. xcess of $140.000 by imposing an additional 
5-percent tax on income betw .... n $140.000 

:':xdabFei~::;e ~$j4r'00b~~t~~re ~~~i1. 
in E'ifE'Ct. pay tax at a nat 33 percent rate . 

ta;"'bfetl~:a~t~~u:~cl~d~9~~I~nf~~;; 
would be subjE'Ct to "bl .. ndt"d " rates). 

Dom""tic corporations would receive a dt>­
duct ion for 10 percent of dividends paid out 
o( corporate earning!! that hav .. been subjE'Ct 
t.o tax after the general effective date o( the 
provision An additional compensatory 
withholding tax equal to the tax benefit 
received (rom the dt>duction would be im­
posed on foreign shareholders not protE'Cted 
by treaty No spE'Cial rul"" would be provid­
ed (or divid .. nds paid to tax-exempt share­
holders. 

The dividends receivt>d deduction for cor­
porations would be modified in connrction 
with thE' dividends paid dt>duction. (See item 
C. below.) 

E{fectll'4! dote -Generally. taxablE' years 
beginning an .. r December 31. 191\6. with 
spE'Cial rule (or dividE'nds paid an .. r that 
date in taJt8ble years beginning before Jan­
uary I. 191\7 . 

An additional 5-percent tax is imposed on. 
income betw .... n $100.000 and $365.000 
Thus. corporations having taxable incomE' 
of $365.000 or more in effE'Ct pay tax at a nat 
36 percent rat ... 

An additional f>.perc .. nt tax is Impos.-d on 
incom .. betw .... n $100.000 and $320.()()() 

'JJ'~~20Wl'o~a~~,:: i~a .. rr~t ::.~a~ ;;~0n:.~ 
33 percent rate . 

Effectil'4! date -July I. 19!16 (income In I Effeclll'4! date -July 1. 19~7 lincomE' in 
taxablE' yE'ars that includE' July I. 1986. is taxablE' y .. ars that includ .. July I. 1!IH1. is 
subjE'Ct t.o blendt>d rates). subjE'Ct t.o blendt>d rates!. 

A domestiC corporation rE'C .. ives 8 

dt>duction for 10 pertent o( divid .. nds paid 
by thE' corporation out o( E'arnings taxt>d 
after the g .. n .. ral effE'Ctiv.. date o( the 

~~r::;~nho! i~:~ iscr~:tIT'S b~s!~= 
(and thus gen .. rally subjE'Ct to U.S. taxlal80 
receiv"" a dt>duction. 

A compensat.ory withholding tax is 
impos.-d on foreign sharehold .. rs. including 
th08t' othE'rwise protE'Cted by treaty. except 
whE're thE' foreign country grants equivalE'nt 
relie( from a tw()-tier tax to U .S. 
sharphold<,rs. 

The dt"ductibl<, portion of divid .. nds paid 
to tax~xempt shareholders owning 5 
percent or more o( the distributing 
corporation's stock is treated as taxable 
unrelated busin<'88' of the 
shareholder 

In connection with the divid .. ndA-paid 
deduction, the dividends received deduction I 

is reduced tSee item C. below.) 
Effectil'4! dow -The dt>duction and relat­

ed provisions are phased in ov .. r 10 years 
The deduction is I percent for taxable y<'ars I 
beginning after January I. 1987. increasing 
I percentag<' point annually until taxable 
years beginning after January I . 1996. whE'n 
the full 10 percent dt>duction is in effE'Ct 

The compensatory withholding ~ on 
(orelgtl sh8.Tt'holders oth<'rwise protecll'd by 
treaty is effE'Ctiv .. for dividends paid an .. r I 
1988. 

No provision. 
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L_~ hem 

II ( 'urpora ... lIividend. Paid lIeduc­
linn (cont.) 

c. ( 'nrpura.e Ilividend. It..c:eived 111'­
ductiun (Hec, 3113 of the House bill 
and Bec, 611 nf the Sen .. te amend­
ment I (S~" 01.0 B .• obOl'e) 

II . Extraordinary Ilividend. Ite ­
c('ived by ('orporate Shareholders 
(sec, 61-1 of the Senate amend­
mentl 

Present L .. ,. 

H5 c;~;~:idi:i3:~d:a~!;;ei~!td~~e:L~~~ 
100 percent dividends received deduction 
applies to dividends from certain affiliatea_ 

The dividends received deduction IS limit­
ed for dividends from a foreign corporation. 

~=n.~nintc':.em~x~~~ o! ~Bfob~!f~~or~ 
dIVIdends received deduction is allowed for 
dividends on stock not held with substantial 

~~~ :: ll:i~ ;o~~~~::!J:~~~~ind~~~t 
financed portfolio stock ." 

If a corporate shareholdE'f receives an 
"extraordinary" dividend on stock and dis­
poses of the stock without holding it for 
more than I year, the basis of the stock 
must be reduced by the amount of the un­
taxed portion of the dividE'nd "Extraordi­
nary dividend" is defined in terms of the 
size of the dividend in relation to the share­
holder's adjusted basis in its stock The un­
taxed portion of thE dividend is the excess of 
the value of the distribution over the tax­
able portIOn of the distribution (i.e .• net of 
the dividends received deduction I 

President's Proposal 

(al Corporationa generally would be en­
titled to a 100 percent dividends received 
deduction The elltent of stock ownership 
would not matter. 

(b) The dividends received deduction for 
corporations would be further modified in 
connection with the dividends paid deduc-

~:~~ . ~:~r~e~~:!I~~len1!:df~J:n~f~; 
which the payor was entitled to a dividends 
paid deduction . Dividends from foreign cor­
porations. to the eItent of the corporate 

df;:d~~ s,':c!~~tod!{·~~ti'.: ~~fe~l~r!:n~ 
law, would produlX' a 100 percent dividends 
received deduction but no dividends paid 
deduction would be allowed to the foreign 
corporation. 

di~1e~~~::~~~edu~ro,::,.alasl~lr~C~h! 
90 percent deduction for dividends where 
the payor was entitled to the dividends paid 
deduction. would both become effective at 
the same time as the dividends !l8id deduc­
tion (item B. above). The provisIOns gener­
ally would be effective for wable years be­
ginning after December 31. 1986. with a 

~~'d~::\~ f~~~r.;a~~ad::~~r:~dt>!:!"~ 
January I. 1987. 

No provision 

lIouse Bill 

The dividends received deduction changes 
In connection with the dIvidends-paid d.,. 
duction also occur incrementally to corre­
spond to the phase-in of the dividends-paId 
deduction (See item Co. below.) 

(a. The 85 po'rcent dIvidends receIved 
deduction is reduced to 80 po'rcent . 

(b) The dividends received deduction for 
corporations is modified in connection with 
the dividends paid deduction The 80 per­
cent dividends received deduction for distri­
butions from non-affihatea (item (a) above ) 

r.o~~ff.tia~:O ther~~t. ~~~~~s~!~id~~d: 
received deduction otherwise available is 
reduced to 90 po'rcent if the payor 
entitled to a dividends paid deduction 

Effeclil'" Mle.---4a) Dividends received 
after Decemher 31. 1985 

(b) The 10 percent reductions in the 
dividends received deduction are phased an 

~~e;h!O l~f~~:r:r.in:'::;~c~O~he(r~:e-B~ 
above.) 

No provision 

Senate Amendment ~ 

(al Same as House bill 

(bl No provision 

Efft>Clwe dow.- Dividends received aft .. r 
December 31. 1986. 

Tht" ba~H~ of ~ t o('k twld hy a l'Or p(Jr~ lt 1011 I~ 
reduced at dispositIon of the stock by th., 
untaxed portion of extraordinary d,v,d.'nd" 
regardless of the huldlng po'riod of thE' s lock 

A taxpayer may elect to measure wh .. thE'r 
the dlvldt'nd IS l'xiraordlllan' hv rt' lt' n'IH'(' 

10 lair nlarket value ul tht' ~tork, rallwl 
than adjusted hasl s, at fall markl'l valli<' " 
.'stablash .. d to th" sal ISlacl lOll of II ... Tn',,, 
ury O .. partnwnt 

Ef{t'I-'" 'I' d",.. n, vld .. ncb d"d", .. d .11,,·, 
March IR. 19H6. A targeted tra nsitluna l rul .. 
is prOVIded 
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lL Hem 

E. t ·"rpural .. Sharehuld .. r R..dt'mp­
liun, I.er. 637 nf Ih.. Spnat .. 
amendml'nll 

F. J)ivid .. nd Exclusion fnr Individ­
uals 18PC. 3 13 of thp IInusp bill and 
sec. 612 uf Ihp S .. nalp am .. ndm .. nt) 

G. Stock Red .. mplion Paym .. nts Is .. c. 
- 314 of th .. IInu ... bill lind sec. 613 

of th .. Senat .. amendm .. nt) 

• • 

fJrt>st>nt La"-

If a sha rehold pr surrl'ndl' rs stock of the 
Issuing corpora t ion a nd receives a dlstrobu­
tion out of earnings a nd profi ts. the tn.l nsac­
t ion is trea tro /1.8 a di vidend , ra ther thRn a 
slIle of the surre nde red stock . unless s peci­
fi ed circumstances eXIst 

If the transaction is treatro aB a sale, 
capital gain or 1088 treatment may apply to 
the difference between the amount of the 
distnbution and the baBis of the stock sur­
re ndered The shareholder's baais in the 
remaining shares is equal to the baais of all 
of the taxpayer's shares prior to the sur­
ender, reduced by the baais of the shares 
surrendered. 

If the transaction is treatro aa a dividend. 
the gr088 amount of the distribution is taxed 
aa a dividend and the baais of the sharehold­
er's remaining stock is not reduced In the 
case of a corporate shareholder. the divi­
dends received deduction generally is avail­
able. 

The fi"'t $100 of qualifying dividends re--

~~~v;i! ?fin:na j~~~;~~~~~n't$;~X~~dedf~~: 
income 

Generally, qualifying dividends are divi­
dends from domestic corporations 

In general. a corporation may not deduct 
the cost of repurchaaing its own stock from 
shareholde",. Some corporations have taken 

~:n~~~O~el!~ e~toc~~"1oer~~~~nur~ 
of preventing a hosti!: takeover of the cor­
poration leo<alled " greenmail" payments) 
are deductible aB ordinary business ex­
penses 

Pr ... id .. nt '. Prupnsal 

No provision 

The dIvidend exclusion for individuals 
would be repealed. 

Effective dat ... -TlUable years beginning 
after Dt>cember 31. 1985. 

No provision 

lI .. us .. Hill 

No provis ion 

Same aB Presiden t's proposal. 

ta~t'~t~:a:~~~i:~d:fie~ ~ee~~r 3i~ 
1985. 

in ~~n~.:li~~ ~ir:?;r~~;:ti~~,:(;~a~~~ 
stock is deductible. 

S .. nat .. Am .. ndmenl ~_-~ 
If a corporate shll reholdpr surr .. nders 

stock of the ISSUlIIg corporation a nd ree,,'Ves 
a d,stribut,on for whIch the dlvldpnds rp­
ceived deduct IOn would I", ava ola bl e II the 
distribu t ion were trealed as a diVIde nd. the 
tn.lnsaction is gen .. ra ll y trpated as a sa le of 
the surrende red stock 1I0wpve r. no loss is 
created if no loss would ha ve bee n a llowed 
under present law. IFluor amendme nl by 
Senator Steve ns. adopted by voice vote ) 

Effect", .. date.-Distributions after June 
23, 1986, unless pu",uant to a bondong con­
tract in effect on that date 

Same aB House bill and Pres Ident 's pro­
posal. 

ta~t'~t~:a,:f,!,~~~~~d:~~ ~e%V~r :I'~, 
1986. 

Same aB House bill, with technical modifi­
cations. 

Effect",e dali'.-No effective date is ex- I Effect ..... datI' - The provision is e ffective 
pressly provided for payments on or after March I. 1 9~6 . 
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L It~m 

11. Sperial Limitations nn N~t Oper. 
ating tNOLl Carryovers (sec. 621 
of th~ Ilou.~ bill and sec. 321 of 
th~ Senate am~ndm~nt) 

I. (;~neral rules 

2. Certain tran.fer. of stock 
that are disregarded in d~t~r· 
mining .. h~ther the special 
limitations apply 

Pr ... ~nt Law 

du~~Lincadr~~~:n7 ::;r~":.~:r:bj~t r~ 
different requirementa, depending on 
whether the transaction takes the form of a 
taxable purchase Or a tax·free reorganiza· 
tion, respectively . 

Under the 19M Code, in the case of a 
taxable purchase, NOL carryovers are 
eliminated if one or more of the 1068 corpo­
ration's ten largest shareholders increase 
their common stock ownership by more 
than 50 percentage pointa through taxable 
purch8Be8 within a two-year period, unless a 
business-continuation requirement de­
scribed below is satisfied (item H 41. 

Under the 19M Code, in the case of reor· 

~:;~~~:,:u:~~~~I~~~ru~:'tii~~~ I~ 
terest is less than 20 percent the NOL carry· 
over is reduced by 5 percen t for each 
percentage point less than 20 received by 
such shareholders. 

Amendmenta were made by the Tax Re­
form Act of 1976 that would substantially 
change these 1954 Code provisions, while 
retaining significant differences between 
the treatment of taxable purchases and tax· 
free reorganizations. The effective date of 

th~ au~~:idj=~~a;W;, rirs6:ted~h ~~ 
!'louse bill and the Senate amendment, how· 
ever, repeal these amendmenta effective 
January I, 1986. (See item 9, below, regard· 
ing status of amend menta made by the TaJ[ 
Reform Act of 1976,) 

In additIon to certain related party eJ[cep­
tions, acquisitions by gift or bequest (as well 
as certain other acquisitions) are not pur· 
chases subject to the taJ[able purchase rules. 

l)r~8id~nt'8 Proposal 

No provision 

No provision. 

Il"u.~ lIill 

Generally, if there is a more than 50 
percent change in ownership of a 1068 corpo­
ration over a three-year period (however 
effectedl the total NOL carryovers are not 
reduced but there is an annual limitation on 
their use after the change. In general, the 
annual amount of earnings against which 
the 1068e8 may be used after the change 
cannot eJ[ceed the value of the 1068 corpora· 
tion at the time of the change multiplied by 
a special rate of return (see item H.3., be­
low). Similar rules apply for purpo!le8 of 
other carryover items in addition to net 
operating 1068e8. 

ti~~s~1l~~k :; ~~~~~b;~~a:~ ~~~~h. 
the transferee is treated as having owned 
stock during the period held by a decedent 
who was a family member 

S~nat~ Am~ndm~nt 

Generally, same as House bIll In addition 
to the prinCIpal substantive dlfferenc .. s In 
the implementation of the general approach 
that are discussed below, there are various 
other technical and drafting differences. 
These Include differences in the applicatIon 
of certain attribution and other rules to 
determine whether a change has accu rred 
that brings the lImitations into effect, and 
differences in the way in which the value of 
the corporation is determined in the case of 
certain transactions . 

In add,t,on to certain related party exce!>" 
tions, transfers by reason of death, gift. 
divorce. Or separation are dIsregarded 

AcquisitIons by ESOPs or ESOP partlci· 
panta are also disregarded. 
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L 
:1. Rate nf return limitation 

·1. BU!'fineM!'l continuatiun 
quirt'ment~ 

a. Built-in gains and IOHHes 

'- -

No provIsion 

In the case of a taxable purchase, NOL 

~:~r~~v~a7:sa~ e~~,:::~au':t~e t~~~:;:~o~r.; 
trade or business that was conducted before 

}~ o::~':~:ia~~~ns:~:; ~hneo cs~i/.ca b~~ 
ness continuation requirement apart from 
the continuity of business enterprise that is 
required for reorganization treatment 

The statutory limitations on NOL carry­
overs do not apply to built-in gains and 
losses. <Built-in gains and losses are, gener­
ally, gains and losses not recognized at the 
time of an ownership change but attributa­
ble to appreciation or depreciation that had 
occurred prior to that time.) However, 
under regulations, built-in losses !including 
depreciation deductions) are limited in cer­
tain consolidated return situations, subject 
to a l5-percent de mrnimis rule . 

,'re .. den!'. Proposal 

No provisiun . 

No prOVIsion 

No provision. 

IInuse lIill 

The rate th"t is applied to the loss corpo­
ration's value to determine the annual limi ­
tation on use of NO!' corryov(>rs is the 
Federal 10ng-tRrm bond rate at the lime of 
the ownership change, adjustRd to take into 
account tax exemption for interest. 

NOL carryovers are elimrnated in taxable 
purchases, 88 well as in tax-free reorganiza ­
tions, unless the loss corporation 8Htisfies 
the continuity of business enterprise reo­
quirement that applies to tax-free reorgani­
zations under present law, for the tw(}-year 
period followlllg the ownership change 

The statutory limitatIOns on NOL carry­
overs apply to built-in losses (including built­
in depreciation deductions), with relief for 
built-in gains These rules apply to built-in 
gains and losses recognized during a IO-year 
recognition period following the change of 
ownership, subject to a de minimis rule 
where net built-in losses do not exceed 15 
percent of the value of the loS<! corporation 

Sen .. te Amendment ~ 

The rate that IS IIppl ... d to the loss corp<>­
ration 's value to determine the annulli limi ­
tation on use of NOL carryovers IS the 
Federal mid·t.'rm bond rate, without any 
adju"tm .. nt to provide a tax-t!xempt rate 

No prOVision 

Generally same as /louae bill, with a 
shorter recognition period (5 years instt'ad 
of 10 years) and a larger de minimis amount 
(25 percent instead of 15 percentl. 

ar~~~~~~:~~I~n b~~r:~t~~s d:~~~~~~ 
the limitations 
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IIpm Pre"'rnl La'" 

6. lIanluuptcy proceedings and 
stuck .for.debt exchanges 

a. Ran/crupkg proceeding. 
generollg 

(a) Special rull'S treat creditors who re­
ceive stock in .. bankruptcy proceeding as 
continuing stockholders, 80 that NOLs gen· 
erally are available without limitation 
However, limitations can apply in some sit· 
uations involving trade creditors if there 
are not sufficient security holders 

b. Finanriallg 
thri(b 

7. In\eslment 8s!iiel!i 

~ . ( 'apital cuntributions 

troubled I (h ) Special rules enable certain acquisi· 
tiona of financially troubled thrifts to 
qualify as tax·free reorganizations. (St-e 
IX O. \.) In addition, there are spE'Cial NOL 
rull'S for reorganizations involving finan · 
cially troubled thrifts (St-e IX. 0 .2.1 ThPSe 
rules provide treatment of depositors as 
continuing shareholders in a manner that 
preserves net operating 1088 carryovers in 
certain situations that could otherwise be 
viewed as invoking the special limitations 
due to ownership changes. . 

There is no specific limitation on invl'St· 
ment assets. However, under the rule for 

~~:~~olf=::~ ~~ea tl~e ~~ru'~~:an 

There is no spE'Cilic rule with respE'Ct to 
pre-acquIsit ion capita l contributions 

9. Effective date and Mtatu8 of 
amendment. made by Tax Re· 
furm Act of 1976 

The 1976 Act amendments apply to pur· 
chases after December 31, 1985, and reorga· 
nlzations pursuant to plans adopted on or 
a fter January I, 1986. 

President's Proposal 

No provision 

No provision . 

No provision . 

No provision 

No provision . 

Ilouoe Hill 

(a) Creditors who receive stock in elt· 
change for their claims are treated as new 
stockholders, not continuing stockholders, 
for purposes of determining whether a 
change of ownership has occurred. Accord· 
ingly, after a oonkruptcy reorganization or 
a stock·for-debt eltchange that occurs as 

~~~ta~~o:!s b!?I~r~~~~ rrf'!::~~~~i~';! 
receive more than 50 percent of the compa· 
ny . In applying the rate of return limita· 
tion, a 1088 corporation's value is measured 
immediately after the change, thus taking 
account of additional positive value lif any ) 
resulting from the surrender of creditors' 
claims. 

(h) The special rules for financially trou· 
bled thrifts are repealed (St-e IX 0 I and 
2.1 

1 --
..!t!t c~~~~~nof~;:v~f =~,oU:~~~~~~: 
against which NOL carryovers can be used 
is subject to reduction. 

Senate Amendment 

(a) Creditors who receive stock in ex· 
change for their chllms are treated as con· 
tinuing shareholders if the debt was held for 
one year before the filing of bankruptcy or 
arose in the ordinary course of the loss 
corporation's business Thus, the special 
limitations do not apply after a bankruptcy 
reorganization or a stock·for-debt exchangt' 
that occurs as part of a bankruptcy reorga· 
nization, if such creditors and / or former 
shareholders retain a 50'percent interl'St in 
the corporation. Interest deductions On con· 
verted debt are backed out of NOL carry· 
overs if deducted during three-year period 

~~~~~~~h~~r~h~~g~r~iili:~ngt,?on :e~: 
NOL's are eliminated 

1i~~~cT;liy s~~a~l..deo~~~~~t!~~ ~~::n~r 
(St-e IX 0 I ) The NOL carryover rule for 
bankruptcy reorganizations ((a) above) 
applies to tranaaetions invol ving financially 
troubled thrifts that receive spE'Cial treat· 

;r:~: ~enndeer~~~~n;r::.:v~u~~~~;~~~~~ 
that would not be limited under present 
law (St-e IX 0 2.1 

NOL carryovers are eliminated if two­
thirds or more of 1088 corporat IOn 's asset 
value is attributable to assets held for in· 
vl'Stmt'nt (eltcept if a RIC or a REIT ) 

I 

-~ 

du~: b';tth: ~~I~ee olf~;;~i::~!~:'t,~~i::; 
made Within three years prior to the acqui· 
sition date. 

Effectll¥! dale.-The amendments are ef· 
fective for acquisitions on or after January 
I, 1986, and reorganizations pursuant to 
plans adopted on or after January I, 1986, 
subject to general tranSition mil'S for bank· 
ruptcy reorganization and several targeted 
tranSition rull'S The 1976 Act amendments 
do not come into elTect at any lime. 

The value of the loss corporat ion is re­
duced by capital contributions made with a 
tax ·avoidance motive Capital contribution. 
made within two years prior to the acquisi' 
tion date are prl'Sumed to ha ve a Lax 
avoidance motive, except as provided In 

regulations 

The new prOVisions a re elTt'Ct lve for 
purchases after December 31, 191;6 Rnd reor· 
ganizations pursuant to plans adoplt"<i a ft e r 
December 31, 1986 (subject to sevpral 
targpted transition rules). The l!176 Acl 
amendments are repealed , elTective Janu· 
ary I , 191<6. 
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Itrm "re"' nt I.aw I'resident 's ","posal II"us .. lIill se':;~ ~~_~ndm~nt ~ 
I. Net Operating 1.0"" ('arrybarks­

Tax Kate Limitation tRec . 559 uf 
the St'nate amendment) 

Net operating losses may be carried back 

:~~n~~~lIr~!~~I~c~~~:h~r'~~:" r=:-s ~[t".'::~t 
r .. gard to any difference in the maximum 
statutory tax rates in the year in which the 
loss arose and the year to which the loss is 
carried back. 

No provision No provision A net operating loss of a corporation can 
reduce such co rporation 's Income tax liabtl ­
ity for a ca rryback year only up to the 
product of tal the amount of the carryback, 
times Ib) the highest r .. gular corporate tax 
rate in effect in the taxable year in which 
the loss arose However, the number used as 
such highest rate of tax is to be ndjust('(1 

~~~ ~~~~~!i~~~~f~~~aJ~hn~~eev:c~s lIto 
million during the period of fiscal years 
19117-1991 tFloor amendment by St.n 
Bumpers, adopted by vOIce vote) 

ta:!b~~I~:..~a::.;:n~~g0!.f;::i&!:!:,:.. ~~~ 
19H6 
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Item 

J. Hecngnilinn nr «;ain nr Luss on ' 
lilluidlliing Sale. and lliHtribu­
tin"" 

Pre"f'nl Law 

On a liquidating distribution or sale, a 
corporation may rPC(>gniu> gain unde r r ... 
capture provisions. the tax bent'fit doctrine, 
or other statutory or JudIcial rules Apart 
from these rules. however, under the 8()­

called "(rt.neral Vtilities" rule (the remain­
ing statutory codification of the result In a 
Supreme C''()urtCBBe), a corporation generally 
rpcognizes no gain or 1068 on a sale or 
distribution of its 8B8ets in liquidation . Such 
nonrecognition also applies to the "d...,med" 
liquidating sale that occurs when one corpo­
ration acquIres the stock of another and elpcts 
to step up the basis of the corporate aasets 
(under section 338). In all these C8lle8, the 
rpcipient of appreciated 8B8ets obtains a 
new, stepped-up (basically, fair market val­
ue) basis for purposes of computing future 
de prpciation or other deductions and for 
purposes of determining gain or 1068 on 
future 8B8et sales 

A cO'1'<'ration that sells its 8B8ets without 
liquidating recognizes gain or 1068 in full. 

by c;.~~~:a~~nl,:) aisn~~'ir~~~la~~!~ 
bution of property with respect to its stock 
Ie g., a dividend or redemption). The gain 
recognized is generally the excess of the fair 
market value of the property over its basis 
in the hands of the corporation A corpora­
tion may be entitled to nonrecognition on a 
non liquidating distribution if it relates to 
"qualified stock." Qualified stock is stock 
held by a long-term noncorporate shar ... 
holder owning 10 percent Or more of the 
corporation's outstanding stock. 

l're.iden!'. Proposal 

No provision 

lIouse Hill 

In general, gain or 1068 is recognized by a 
corporation on a liquidating distribution of 
its assets, as if the corporation had sold the 
8B8ets at fair market value, and on liqUIdat­
ing sales. 

Nonrecognition would be permitted for 
the following tran88ctions by a liquidating 
corporation: 

(i) certain carryover basis distribu­
tions to controlling corporate shar ... 
holders; 

(2) certain distributions in connection 
with tax-free transactions; 

(3) certain distributions with respect 
to stock held by noncorporate, long­
term shareholders holding 10 percent 
or more of the distributing corpora­
tion's stock (under rules similar to the 
qualified stock exception applicable to 
non liquidating distributions under 
present law); and 

(4) certain liquidating 88les of proper­
ty, and sales of stock treated as 8B8et 
88les under section 338, to the 88me 

:bl:nutnd~~~:.t:~~~f th~~~~~rt~vh!~ 
been distributed. 

The recapture rules and other statutory 
and judicial rules of present law continue to 
apply to these excepted transactions. In addi­
tion, gain on ordinary income property and 

~~~~~';;e~~~;':~f~l~ property is subject 

In general, present law rules con-

~:~:::. ~C!~fllh~ th~n~~1:d:!:~rin~is~i~h~ 
~~:l~~::o~::~ ~c~~~ior:l:dr:r ~i~d~tli~; 
distributions provided by the bill. 

ap!(,ec~lfq~~J:tinl; 3~~~iba~ii~h:s P:~dIB~: 
and exchange occurring on or after Novem­
ber 20, 19R5 Vnder transitional rules, distri­
butions and sales made pursuant to a plan of 
liquidation adopted before that date are not 
affected. Particular rules apply in determin­
ing whether a plan was adopted before No­
vember 20 for thIB purpose, Including rules 
for certain stock sales underway before that 
date. 

Senate Amendment I 
No provisIOn. 
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L 
Ii . ,\ lIurR' inn u( Purrh8..Ht" Pri('(" in 

('"rlain Sal". of A •• "ls ( .. 'r. 632 of 
Ih .. S .. nal(' an ... ndm~nt) 

t'n· .. ,'"1 La" 

In th" case of an acqu,s,l,on of a corpora· 
lion by a 8to.:k pun·hase. a corporal .. pur· 
.. haser may pipet 10 tr .. at the purcha&' aa a 
purchase of oSSt't.. (s<'C. :l:UH. In such cas", 
the purchase prict' must be allo('aWd among 
Iht' IlIrg .. t corporalion 's aaselB. Recently i8' 

~1~io~::,r.~:rJe al~:rf:':'.!J;~rt~~~YIln:; 
January 29. 1986. th .. allocation must be 
made using the "r!'Sidunl" mt'thod 
Und .. r the rt'8idual m .. thod. the purchaae 
PrlC .. i8 first allocaWd to the fair market 
value of tangible and intangible aaselB othl'r 
than goodwill and going conc .. rn value. Any 
l'XCe8B is allocatro to goodwill and 1I00ng 
concern value. This approach does not per· 
mit use of a eo-called • second· tier" mt'thod 
of allocation which would produce a baais 
different from fair market value for depre­
ciable or separall'ly I'I'88lellble aaselB. 

In the caae of a direct acquisition of the 

~~~ an~~i~~ebU8ini:'ti:~w:;~~~~~h: 
quire use of the res"rf.:al method in allocat· 
ing purchaae price among aaselB. 

I'H'"id~nt'. I'rop"sal 

No provi8ion. 

lI"u." Bill 

No provision 

St"nah' Anu'ndmt'nt - ~ 
Th .. roll<s r .. lal,ng 10 slock R"qu,",I,on" 

art' tht'sIII"" os und,'r prt'St'nl law Th .. rlll .. s 
relating to asst't acq",s,tions arp conl'lrmed 
to Ihe stock acqu ,sit,on rull's so Ihnt bolh 
Iht' buyl'r lind the sl'lIl'r III II sal .. of u 
busint'SS art' r.-quired 10 use th .. rl'8,dual 
m .. lhod in a lloca ling purchllsl' PrlC£' Th .. 
Trl'aaury L>topllrtmt'nl i8 lIuthoriZt'd to rp, 
qu,re mformation reporting by th .. pllrl,ps 
rl'gllrding IImounts IIl1oclllro to goodwill or 
going conel'rn valul' and olhl'r IIl1ocallOns 

l!.,{{I'C(II''' dol~.-Tran8"ctions aftt'r May Ii. 
19~6 
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L_ Hem Prf'st"nl LaYt 

L. H"laled .. arty SaleH IHee. 6311 uf I Installment sale Ire"tment is not avail-
the S~no", amendmenll Ilble for gllin on a "ule of property to a 

related party if the property is depreciahle 
in the hands of the transferee, unless it is 
established to the satisfaction of the Inter­
nal Revenue Service that tax avoidance W88 

not a principal purpose of the 88le. Gain on 
88le8 of depreciable prnperty between r .. lat­
ed parties is tr .. ated 88 ordinary income. In 
th .. cose of certain related party partn .. r­
ship tran88ctions, ordinary income treat­
ment is also required if the property is not a 
capital 888et in the hands of the transrer ..... 

M. Amnrtizahle Hond Premium (sec, 
1723 of the S .. na!t· amendmenO 

Related parties for these purposes in­
clude a person and all entities which are 80 
percent owned. directly or indirectl~, with 
respect to that person Specified attributIon 
rules apply. 

An amortiz.oble bond premium exisla 

fu~:~:I~PTh:r :::'~~~t~fd t~;t meo:~a~ 
IlHowed 88 a deduction over the remaining 
term of the bond, generally ofTsetting inler­
esl income on the bond 

President', Proposal 

No provision 

No provision. 

IInuHe Bill 

No proviSIon. 

No provision. 

S,'nate Am~ndmenl 

Relalt'd purties Include a person and all 
entities more than 50 perc .. nt ownpd, dIrect­
ly or indirpctly, by that person Reillted 
parties also includp entltl"s more than f.O 
percent owned, directly or indIrectly, by the 
88me p.'rsons The attribution and relation · 

~~:: r~~!:St:;~ agpe~~r~~If;':::ri'!:,~ :::~::! 
betw .... n related parltes For example, th .. re 
is attributIon belween part-nla and chllden 
!Floor amendment by Sen llurenberger, 
adopled by voice vote ) 

EffectIVe dale - Sales after June 20, 1!lH6. 
unless made purouant to a binding contract 
in efTeet on that dote . 

The amortiz.oble bond premium deduction 
is treated 88 interest, except 88 otherwisp 
provided by regulations. Thus, ror example, 
bond premium is treated 88 inter .... t ror 

:(k.'f'ta~ro~~P:}!I';!rt:~~nnv~;;,~n~yi n~~-
Byrd, adopted by YOlce yole ) 

Effet.'lltle dale - Obhgations acqUIred 
afler date of enactment 
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L_ lI~m 

N ( 'uClVt'rali\'(> lIuu!'(ing Corpura ­
li"n, Cst>c. 11115 "f the IInust> bill 
lind S('('s. 1703-170 I IIf th(' S"natt> 
umt'ndmf"nt. 

n. /{t>al E,tatt> Imt>.t m .. nt Trusts 
I . (~("n t' ral requirt'mt'nh; 

2. Asst't a nd incume rt'quirt' · 
mt'nts 

PH'St'nl La\\-

A tenant·stockhold.-r in a cooperative 
housing corporation is entitled to deduct h,s 
or her " proportionate share" of the hous ing 
cooperative s expenses for int.-rest a nd 
tax.-s Tenant-stockholders generally are 
limited to mdlviduals 

The tenant-stockholder's proportionate 
share is the portion of the cooperative's 
intprest and taxes that bears the same ratio 
to the cooperative's total expenS<'6 for inter­
est and taxes that the portion of the cooJ>­
erative's stock held by the tenant­
.tockholder bears to the total outstandmg 
stock of the cooperative. 

An entity that qualifies as a rea l estate 
investmt>nt trust ("HEIT") is subject to a 
corporate tax but is allowed a deduction for 

::!v~dRE1T, ~~~n~t~~i~~~~~~ ta~~~~a~f~ 
domestic corporation, (2) must have at least 
100 shareholders, (3) must not have 50 per­
cent or more of its stock held by five or 
fewer shareholders, (4) must distribute most 
of its mcome currently, 151 must hold a 
minimum percentage of its assets in real 
estate related and othe r p888lve assets, and 
(6) must derive minimum percentages of its 
IOcome from such assets. A HEIT is required 
to be a calendar year taxpayer unless it was 
in e xistence as a REIT for any taxable year 
bPginning prior to October 4, 1976. 

In general , to meet the asset requirement, 
at the close of each quarter of the taxable 
year, at least 75 percent of the value of the 

!~{~s=~c:~s~nt;j c~~'h~::'~a~J G~~~ 
proment securities 

m~~';,e~~rr~~~ 75ee~r~~~~n~f~~e r~;T~; 
gross income for the taxable year must be 
derived from rents on real property, inter­
est on obligations secured by real property, 

~~; ~~~he:hteh':;~rO:;~;h!ijnf~~a!.~~°in 
the ordinary course of a trade or business ), 
dIvidends from a REIT, refunds of property 
taxes, and certain other limited sources In 
add ition, at 1"68t 95 percent of the HEITs 
gross income must be derived from these 
sources a nd interest or dividends Or gains 
from the sale of secu rities 

Prt>sidt>nt'. Prnposal 

No provIsIon. 

No provision 

No provision 

IInu,,, 11111 

Ch~:e;:~~Vnet.s~~uk·~~fde~~r~~~ti~n~>r~~:~ 
of the cooperatave's interest and taxes in s 
manner that reasonably rpOects th .. ensts to 
the cooperative of the interest alld taxes 
a llocable to each te nant ·stockholder's dwell-

~~!'kuh~fde~aJed~~\ht~ .!';:~a;d~hal\:;:~ 
amounts. 

Effecl Wt> dalt> - Taxable years beginning 
after December a i , 1985. 

No provision. 

No provision 

S~nale Am"ndm~nt 

Corporations, trusts, and other taxpayprs 
besides individuals may be treated as t"n­
ant-stockholders in cooperative housmg cor· 
porations. Maintenance and lease expenses 

::!~h'::i~~;:~r:~U~abi:~e~~o%::~~~~ 
eriy chargeable to the capital account of the 
cooperative. 

Effectwe dale.-Taxable years beginnmg 
after December 31, 1986. Special rules are 
provided for twn limited profit cooperatives 

A taxpayer is fH:rmitted to change its 
accountin~ year WIthout consent in connec­
tion with Its initial election of HEIT status 
An entity is not disqualified from electing 
HEfT status in the first taxable year of its 
existence because it was closely held Part­
ner to partner attribution is ignored in dE>­
tenninlO!! if the HEIT is closely held 
Corporataons that have never qualified as a 
RErr and that have earnings and profits 
accumulated as a regular corporation are 
required to distribute accumulated earninf(s 
and profits in order to elect HEIT status. 

RElTs are permitted to hold 888ets 10 

wholly owned subsidiaries HErr qualifica · 
tion tests would be applied on an entIty 
wide basis li .e., ignoring the separate corpo­
rate status of the subsidiariesl. 

ne~o~ur~~~~i~i.i~:~~U;;O~~h~~t~ 
rary investment of the new capital that is 
derived from stock or securities is treated as 
qualifying "75 percent income." 
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r-- It~m 

3. J)~finition of r~nl. 

I. lIi.tribution requir~ment 

5. Capital gain. 

• 

I'r~"~nt I.aw Presid~nt 's Proposal 

Rents from real property include rents I No provision . 
from interests in real property and charges 
for services customarily furnished in Con-
nection with the rental of real property 
whether or not such chllrges are separately 
stated Rents are not considered to qualify if 
services are provided other than through an 
independent contractor In addition, rents 
are not considered to qualify if they are 
based on the net profits of the tenant 

In general, the distribution requirement I No provision 
is satiRfied if for the taxable year the REIT 
distributes 95 ~rcent of its taxable income 
determined Without regard to any capital 
gains recognized by the REIT. 

If the REIT has recognized any capital 
gain during a taxable year, the REIT ia 
taxable on the amount of such ~ain unless it 
elects to pay a capital gain diVidend. 

The REIT may elect to pay a capital gain 
dividend by designating in a notice mailed 
to shareholders within 30 days of the end of 
the REIT's taxable year, that a portion of 
dividends paid during the taxable year are 

~~~~:;nn~:~~:.:':!i t~Rt:I~~o~ef ~~:!i 
f~!n I~~ r~~d::y s!nl~~~~a~ 
treated as a capital gain by the recipient 
shareholder 

No provision. 

lIous~ Rill 

No provision 

No provision. 

No provision. 

S~nat~ Amendm~nt 

be~~I~~~i~J"~m~n:::,~~od~~~ ~~~r~~~ 
tors those services that n1ay be furnished in 
connection with the rental of real property 
by a tax~l!empt organization without giving 
rtse to unrelated business income. 

REITs are p<'rmitted to receive rents 
based on the net income of the tenant, 
provided that the tenant's profits are de-

fii:d~~~~V~~~:dudf::c~t:~;~h~d R~It.ali -

Any income that is accrued but not re­
ceived with respect to original issue dis­
count on a loan issued in connection With 
the sale of property, or with respect to a 
deferred rental agreement, or any income 
that is recognized as the result of the failure 
of an exchange that the REIT intended in 
good faith but that was ultimately deter­
mined not to qualify for treatment as a tax ­
free like kind exchange, is not subject to the 
distribution requirement to the extent that 
such amounts exceed 5 p<'rcent of the 
REIT's taxable income. The REIT is re­
quired to pay tax on the undistributed 
amount. 

The amount of a REIT's current earnings 

:'::a~l~r~~o';;!~1 f~~\:: ~'::':~~:~::;;!T~~ 
ing whether a distribution was made out of 
earnings and profits. 

REITs are p<'rmitted to compute their net 
capital gain without offset for net op<'rating 
1068e8. NOL's not used to offset capital gain 
income would be carried over according to 
the ordinary rules REITs are p<'rmitted to 
send capitsl gain notices to shareholders 
with the mailing of their annual report , 
rather than 30 days after year end 

I 
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--

ti. Pruhibitt"d lr8n"4acli ... n~ 

7. Ilefidency dividends 

II. f:ffecli,... dale 

• 

Pres.-n' 1.8"'" 

A 100 pt>rcent tax is imposed on a REIT's 
net incomp from prohibited transactions. 
Any npt loss from prohibited transactions i8 
not dt><!uctiblp in computing taxable incomp. 

In general. a prohibited transaction i8 thE' 
sale of propt>rty held primarily for sale in 
the ordinary course of bU8in"88 A saf .. har­
bor is providt><! wh .. reby a sal .. of propt>rty is 
not tr .. ated 88 a prohibited transaction if 
such propt>rty h88 been held for at 1E'88t four 
y .. ars tfor the production of rental income if 
land and improvements). the aggregate .. x­
pt>nditures during the four-Yl'ar pt>riod pre­
ct><!ing the date of 88le that are includible in 

;!!~c~~~t[h~h:efli~r:J:~r"t~e I';~~rt~~ 
and the sale i8 one of not more than five 
sa les of propt>rty by the REIT during the 
taxable year. In general. thl' di8p08ition of 
propt>rty acquirt'<l pursuant to a foreclosure 
i8 not treated 88 a prohibited transaction. 

If it is dl'termint><! that a REIT failt><! to 
satisfy the di8tribution requirement in a 
taxable Yl'ar on account of a subsequent 

~~ITt,:~; ~v~% ta;ab~~iifi~~ti~~ thbyn ~~: 
promr.t distribution ':J a "d .. fici .. nrt; divi-

~ed~~r~i~!::~~:t ;!';ci~:e~~tao~~h~id~fl 
ciency 88 well 88 a pt>nalty equal to th .. 
amount of interest not in eXCeBB of half of 
the amount of the defici,mcy 

!'r<'Mid"n!'. Propelsal lI"u'~ Bill 

No provision . No provision. 

No provi8ion No provision. 

Spnut~ Amendm~nt ~ 
The number ofsa l .. s that a HEIT is alJl .. to 

mah within th .. prohibited transaction sal .. 
ha rbor IS .. xpandl'd from fi to 7. An a ll .. rna ­
t ive safe ha rbor is prov id.·d wh .. n·by a HEIT 
may mak .. any number of sail'S during a 

}::~b~~l~a:8r::di!~ ~~;~!~;e~rU~ ;~~;:I~ 
of the REIT's taxabll' Income for 8uch yt'ar 
The .. x tent of Improv .. m .. nts tha i a REIT i8 
pt>rmitted to mak .. is incr .. u8 .. d from :W 
pt>rcent to 30 pt>rcellt of the propt>rty's ad­
justed basis Any marketing or d .. v .. lopme nt 
i8 rl'quirt><! to be done through inde pe ndent 

~~~:~~~o~r~W f~~ll~~~~b:~~ .. t i~~~~nc~ 
but ar .. not pt>rmitted to off .... t gltillR from 
prohibitt><! transactions . 

The pt>nalty tax und .. r section "li!!7 on 
defiCIency dividends is eliminated 

Effect",e dat.>. - Generally. taxable years 
beginning a fter December 31. I~Kh 
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Mnrtgage-llarked S~curities IsecH_ 
1111-111:' "f Ih~ Senate amend 

pnll 

lal imposltlOn of corporate tu> 

In genera/' - A corporation g .. nerally IS 
tr .. ated as a taxpayer separate from its 
shareholders. The corporation is taxed on 
its income, and the shareholder is taxed on 
th .. subSl.'<juent distnbution of the corpora­
tion's incom .. in the form of dividends Cor­
porations receiv .. a deduction in computing 
their taxable incom .. for inter .. st paid on 
indebtedness. 

CorporatIOns tT'f!Uted as condults.-('~r­
tain small business corporations ("S corpo­
rations") generally are not subject to a 
corporate level tax Rather, th .. income of 
th .. corporation is allocated among and 
taxed directly to the shareholders. To qual­
ify as an S corporation, a corporation must 
be a domestic corporation that has 35 or 
fewer shareholders none of whom are corpo­
rations, and must also meet certain other 
requirements. 

Real estate investment trusts ("RElTs") 
and regulated investment companies 
I"RlCa") generally are treated as P888-
through entities since they receive deduc­
tions for dividends paid to shareholders. 
Capital gains realized by a REIT or a RIC 
may be P888ed through to its shareholders. 

To qualify as a REIT, a corporation must 
d .. rive most of its income from real estate 
related sources, must hold primarily real 
estate assets, must distribute most of its 
income currently, and must meet certain 
other requirements. An interest in a corpo­
rate debt obligation that is secured by real 
prop<'rty mor4:ages ia not treated as a quali­
fYing real estate asset for a REIT 

To qualify as RIC, a corporation must 
d .. rive most of its Income from investments 
in securities, must distribute most of its 
incom .. currently, and must meet c .. rtain 
oth .. r requirements 

Certain requirem .. nts are imposed on 
both REITs and RICs that are intended to 
pr .. vent th ..... entities from engaging in the 
activ .. conduct of a trade or business 

la) No prOVISIOn la) No provision. laI REMIC~ 
In general - A REMIC is an entity that is 

formed for the purpos .. of holding a fix .. d 
pool of mortgag ... secured py an inter,,"t In 

~~i~::r~tsrtihe~~~IAu~1r.ftcli~~~ee~~: 
a corporation for income tax purposes, but 
is given a deduction for all amounts includ 
ible in income of holders of "regular inter­
ests" regardless of whether such interests 
otherwise would be treated as debt for Fed­
eral income tax purposes, and is also given a 
deduction for amounts distributed to hold ­
ers of "residual interests" up to the amount 
of a deemed return that is based on the 
"long-term Federal rate." Rules are provid­
ed to prevent active business activities with 
respect to the REMIC's assets. 

Regular and residual Inlerests.-AII In· 
terests in a REMIC must be either regular 
or residual interests. Regular interests are 
treated as d .. bt instruments for Federal in ­
come purposes Residual interests generally 
are treated as stock for Fed .. ral income tax 

rh;k~~i~~t i~~~~~~u~fd~~~ib~~~~~w~~~ 
respt"Ct to residual interests, the adjustment 
of the holder's hasis in the residual interest , 
and for dispositions of residual interests. 

Transfers of property tt) CJ REMIC - The 
transfer of prop<'rty to a REMIC in ex­
change for either r"gular or reSIdual int .. r ­
ests, or for cash or uther prop<'rty, results In 
the recognition of gain upon the transf .. r 
Loss is recognized on the transfer of prop­
erty to a REMIC for cash or other prop('rty , 
but if prop<'rty is transferred to a REMIC in 
exchange for regular or resIdual interests, 
1088 is deferred until the dlspositJon of th .. 
interests 

I 
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I'. Murtj{8j(p-Jl,u' ked Sl!turities EntIty c/as.~IricutlOn.-Under TrellSury 
(runt'd.' rf.>g ulHtions, certain noncorporate entities 

that have sufficient corporate characteris­
tics a re treated as corporations for Fed"ral 
income tax purposes Among the entities 
that are trealRd 88 "HS8ociations taxable 88 
corporations" under the regulations are 
trusts that have multiple classes of inter­
ests 

(bJ Orrgmal /.68Ue dIScount and market dis- lIb' No provis ion 
count 
Onglnal issue dIScount. - Under the origi­

nal iBBue discount ("Om") rules, any OID, 
which is defined 88 the exceBII of the stalRd 
redemption price of a debt instrument over 
its issue price, is treated 88 int~rest. Both 
borrower and lender generally are required 
to account for the accrual of original iBBue 
discount on an economic b88is over the term 
of the debt instrument. The application of 
the OlD rules is uncertain for debt instru­
ments the msturity of which may be accel-

~b~:::tiO~~ th~t~~ha::rar~~~:d~~t in~ 
strument. 

Market dlScount.-Market discount gen­
e rally is that portion of the exceBII of a debt 
instrument's stated redf.>mption price over 
t he holder's b88is, which portion exceeds 
the amount of om, if any, with respect to 
the instrument. The holder of a debt instru­
ment with market discount generally recog­
niU'S the market discount 88 Interest 
income at the time that the portion of the 
debt instrument's stated redemption price 
to which the market discount relaws is 
paid The application of the market dis­
count rules to debt instrumf.>nts the princi ­
pal of which is payable in more than one 
installment is uncertain . 

(b) No provision (hi OlD and market d ... rount rules 
DID rull!s.-The application of the OlD 

rull'S to df.>bt instrumf.>nts, the matu rit y of 

~~~~ ~na~b~I;~~i':::s °t"h:tC~~II:'te":aF;~:P~~~ 
instrument, ia clarified OlD on such a n 
instrument is ca lculated taking into ac­
count prepayments 88 such prepaym"nts 
occur 

Market dIScount rul!,s.-Regulatory au­
thority is granted to the Treasury Of.>pa rt -

:;::~~e~ Si:~~~t r~~d ~~~~~~~re:~mob;~g~~ 
tions the principal of which is paid in in­
stallments, whether or not such obligations 
are subject to prf.>payme nt. 
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I' Mortgage-Hacked SecurltieR I (c) Other 
C conl'd.) Certain thrift institutIOns are permitted 

Q. Re/tulat .. d InveRtment Companies 
(NeCR. 633 and 1451-1 ~54 of the 
Senate amendm .. ntl 

to deduct a percentage of their taxable in­
come 88 a bad debt deduction provided that 
a specified portion of the institution's 888eta 
are "qualifying 888eta," including "qualify­
ing real property loans." ('.orporate debt 
obligations secured by real property mort­
gages are not treated 88 Qualifying real 
property loans. 

lasuers of debt instrumenta that have 
original issue discount are required to re­
port to certain holders the amount of the 
annual accrual of OlD. 

A regulated investment company ("RIC") 
receives a deduction for dividendo paid to 
shareholders, if at least 90 percent of ita 
ordinary income is derived from specified 
sources commonly considered paasive in­
vestment income, if it distributes at least 90 

hold:~, if ni::: ~~~~n~~ni3~0~erc~t s~fi~ 
gross income is derived from sales of stock 
or securities h .. ld for leas than three 
montha, if it is regulated under the Invest­
ment Company Act of 1940 and if it also 
ml'eta certain other requirementa. 

RiCa that have long-term capital gain 
income may designate dividends 88 capital 
gain dividendo in a notice filed with share­
holders within 45 days after the end of ita 
taAable year. Shareholders treat such 
capital gain dividends 88 long-term capital 
gain regardleas of their holding period for 
the RIC stock. The RIC is not required to 
pay any capital gains tax on the amount so 
designated. 

(c) No provision. (c) No provision 

No provision No provision 

(ci Other 
An interest in a REMIC is treated 88 a 

real estate asset for purposes of the require­
menta for qualification as a REIT and is 
treated 88 a qualifying ... al property loan 
for purposes of the requlrementa relating to 
percentage bad d .. bt deductions for certain 
thrill institutions. Reporting requirementa 
are expanded 

"Owners' debt poole" are treated as corp<>­
rations. In general, an owners' debt pool is 
an entity that is treated as a trust Or part­
nership, a substantial portion of whose 88-
seta consist of real property mortgages, and 
whose principal activity is to iasue d .. bt in 
varying maturities. 

ta~['let~':a~~~~in";~~ ~~b!r ~l~ 
1986. The OlD and market discount provi ­
sions are effective for debt instrumenta is­
sued aner December 31, 1986. The owners' 
debt pool provisions g .. nerally are effective 
for entities formed afler Decembl'r 31, 19!16 

ye~~~ t~~~r r;:~~I~y~ra~o~~C~s ~~eu~~::; 
to pay a nondeductible five percent excIse 
taA on dividendo paid after the close of ita 
taxable year that are treated as having bl'en 
paid in the preceding taxable year. 

The definition of securities is clarified by 
reference to the d .. finition of securitif's in 
the Investment Company Act of 1940 Per­
mitted income for RICa is defined to includ .. 
i ncome from foreign cu rrencies, a nd opt ions 
and futures contracta, derived with r<,speel 
to the RIC's businf'BS of investing Regula­
tory authority is given to exclude c ... rtain 
gains from investment in foreign currpncy 
(Floor amendment by Senator Armstrong, 
adopted by voice vote.) 
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tl. It~Kul .. h·d In.e.lmenl Cnmpanies 
t.,·" •. 6:1:1 and 1451-1154 nr Ihp 
Senate amendment I t .unl.) 

R. Definition ..r PerRonal I10lding 
,'"mpany 'neomp (S"£'. 11116 of 
the IIflu"p hill and "PC. 1302 of 
thp Senate amendm~nt) 

Pn· ... ent La", 

A RII' may adopt any fiscal year as its 
taxable ypar RICs Elr .. perrnittPd tu treal 
cE'rlain divldl'nds paid Elfter the closp of a 
taxablE' year as paid during thp prpcPding 
t.axElble ypar Sharehold .. rs r..celving such 
"spillover dividends" recognize income 
altribulablp to such divld,mds in the Yl'ar of 

paCf':"R:C has spvpral "spries" of funds with 
stockholders whoIII' intprest in the RIC IS 
limitro to a inIPrest in a particular fund. 
thp RIC generally is treatro as a Single 
corporation. If the RIC is organized as a 
business trust, each spries fund may be 
treated 88 a separate corporation. howpver. 

In Ihe case of cprtain summonses III'rvPd 
upon "third party record keepers," certain 
notice rl'<juirements are imposed on the 
InIPrnal Revl'nue Service. Third party 
record keepers generally include various 
types of financial institutions. and others 
such as attorneys. accountants. and brokers. 
but do not include RICa 

(a) Personal holding companies are sulr 

{~~~e ~h':: i:~:';:~f~u~d;;:~~::::h~rl 
ers. Generally. personal holding companies 
are corporations at least 50 percent of 
whoee stock is ownPd by not more than five 
individuals and at least 60 percent of whoee 
adjustro ordinarj gr088 income is personal 
holding company income 

Personal holdlRg company income in­
cludes compulPr software royalties, regard­
less of whether such royalties are receivPd 
in connection with the active conduct of Ihe 
Irade or business of developing the software 
that generates the royahtes 

Ibl Personal holding company income also 
includes all gr088 inIPrest incoml'. rl'gard­
less of whpthl'r such inIPrest is receivPd in 
connection with the active conduct of the 
business of brokenng or dl'aling securities 

I·r".id~n". "mpuoal 

(01 No provision 

Ibl No provision. 

/lous~ lIill 

(a) An exception from the definition of 
personal holding company income is prl)­
vidPd for compulPr software royalties that 
are receivPd by certain corporations that (i) 
are actively engogPd in the business of de­
veloping complPr software, (iii derive at 
least 50 percent of their gr088 income from 
such compulPr software. (iii) incur substan­
tial trade on business expenses. and (iv) 
distribuIP mOllt of their pOBSive income 
other than compuIPr software royalties 

Effect .. ", dat<>.-Royalties receivPd aftl'r 
December 31. 1985 

(bl Another excl'ption is providPd from 
the definition of personal holding company 
income for inIPreat on securities held in the 
inventory of a dealer in securities In addi­
tion. a dealer in securities may dPduct inIPr' 
est on "offsetting loans" in computing 
inIPrest income. 

Senate Am"ndment ~ 
In the cas" of HICs tha i havt' serws funds. 

each fund is trt'aIPd as a '''pamte curpora­
tion Tax-free trpatment is given to the 
deemPd formation of th" sppurate curpora · 
tions that are deemPd to be lormed undt'r 
thp provision The time for filing notices for 
capital gains d,vld"nds and c"rtain ot hpr 
purposps is extend .. d frum 4!i to (iO days. 

~~Cs(F'j:;::e:::ndn:;~~d t;r~~~~;d~"r~ 
slrong. adoptro by voie .. volP I 

(01 Same as House bill. pxcppt that thl' 
exception is exIPndPd to forpign personal 
holding companies and Ihe requir .. m .. nl 
that at least 50 percpnl of the taxpayer's 
grOllS income musl be derivPd from comput­
er software is deletro . 

Similar rules are providPd for a particular 
mPdical research corporation 

Effect", ... date - Royal! ies rl'<'pivPd beforp. 
on. or after December 31. 19R6 

(b) InIPresl receivPd from specifit><! 
sources by a particular brok .. r-<lealer in SP­

curities i8 not includPd in personal holding 
company income. 

Effective dat<>.-lnIPreat receivPd after I EffNt", .. dat .... - lnIPrest recelvPd aft .. r 
December 31, 1985. the daIP of enactment. 
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Ih~m 

S. {""rlllin Enlit,. N .. I T .... ·" 11M tl 
t'uq.nrlltiun CNt'C, 16t~ uf tht- St'll 

nh~ nm('ntfnH'nt' 

---~ 

Pn~.'t.'nl 1.11\4 

Entlll4.'H thut un' ort{l1ni7,t"t1 11M tnlHlB 
uud"r 1".: .. 1 luw Ill"Y I,,' ""hj,..:1 10 F, .. I,·nll 
IIH'ornt~ tllX nH l'orporntionH rnther thnn U8 
IrllMls. if th,'y 1' ............ ,·,·rl.1I1I Corl'orRtl' 
,'hnruch-ru,hrN Such t"nhtwH U\UNt pny l~or -

/
",rntt> I,·wll ... in mltliliull 10 Ih .. I ... lit tilt' 
"'II"ficiRry It·vl'l . A ""rlam trllsl hUM bt"'n 
h"I.1 to bt· t.."ubl" 'UI " C"flN,rol iOIl .1"" 10 
tlw t'XiHt.t'(U'e of c~rt.nin hURinPRR POWt"rH 

Prt'",idl1 nt'M PrupoMsl 

No I1roviKiun 

!IOU"" Hill 

No tlroviHiollM 

S£'nllll' An1('ndm~nl ~ 
A ct'rtllin truHt Will lint 1M:' tnx, .... t ItS n 

Cor,k)fntinn If. nlllUIlt{ otlwr thing:R, It mnk"H 
nn ,-It'Ctiun find lIt{ft"t'M "ot to t'xt'rciHto hWH 
nP6tl lJuwt'rH contnint"tt In its truMt InNtru 
nl4.~nt (Fluor umt'ndnwnt hy Stou 
Durt.nbt·rl(t'r. "dlll'lt..! hy VOlt' " volt,) 

f.:f/i.'r!II ',' dale.-T"'Rbll' y ......... bt>l(inninl( 
RO.'r thl' I."obl£' y .. "r in whlt'h tilt' "1,,,'1 'lin 
is mRtI", I'rovidt'<l IhRt u\l condition" of lIlt' 
St'nnte nml'ndnwnt contin" ... ' to bt· Mut iMfit>o 

n 





I, 

[ Ilem 

A. Individ .. al Minimum Tax ("~C. 
!;III "f th .. "" .. Re bill and .ec. I lUI 
"f Ihe S~nR(e am~ndm~ntl 

I. Slru .. l .. re 

2. Kate 

3. Exempti"n amount 

4. Tax pref .. r .. nceR 
a. /Jil,jdf!nd3 ex .. ludt'd from 

gro,. in .. amf! (up ta $/00 
pr' prrlOn, $200 for joint 
r..turn8) 

b. A ...... /t'rated deprf!riatian 
on '<'0/ proper/II 

... A"I"I:/erated depreciation 
un prroonal proprrtll 

Presrnt Law 

An alternative tall, applying to a broader 
income base and at a lower rate than the 
regu lar tax, and payable to the elltent in 
exee88 of regular tall Iiabiliti .... 

20 percent 

$40,000 for joint returns, $30,000 for sin­
gles, $20,000 for marrieds filing separately 

(a) Treated 88 a preference. 

(b) ElIceBB over straight-line depreciation 
is a preference 

(el Solely for leOBed personal property, 
exceaa over straight·line depreciation is a 
preference 

I're.id~nt's Proposal 

Same 88 prpsent law. 

Same 88 present law 

The sum of the following 
til $15,000 for joint returns, $12,000 

for heads of household, $10,000 for sin­
f.lea, $7,500 for marrieds filing separate­
y, 

(2) the first $10,000 of preferences; 
and 

(3) the tall payer's personal ellemp­
tions. 

(a) Repealed for regular I.a.lI purposes 

pI~~~ai:.e ::~i:e~}~~ f'i98~w i~~"':~ 
property placed in service beginning in 
1986, ellCeBB over Tre88ury 1 depreciation 
would be a preference. 

(c) Same 88 present law for property 
placed in service before 1986. For leOBed 
personal property placed in service begin­
ning in 1986, excess of regular tall deprecia' 
tion over Tre88ury 1 depre­
ciation would be a preference 

" ..... ~ BIll 

Same as present law 

25 percent. 

Same as present law. 

(a) Same 88 President's proposal 

(b) For property placed in service after 
1985, treat 88 a preference the ellCeBB of 
regular I.a.lI depreciation over the "Item a­
tive depreciation described above in the de­
preciation section of the comparison (15 
bears for certain low·income housing reha-

p:~~ii~);,.,~: i!r:~19~~aw for property 

(e) For property placed in service after 
1985, treat 88 a preference the excess of 
regular I.a.lI depreciation over the allerna-

fi~!S~1:':~in(gthnee'J'~~~~~~o:~i~~ 
~~~::~;';ia::r~ ~~ec: t!f:.:nl~l:6(if~.: 
~~~ai~h~e ~r~~r~lere~~~: ellcess over 

Senale Am~ndm~nt 

Same as President '8 proposal and IIouse 
bill 

20 percent (same 88 PrPSldent's proposal 
and prest'nt law) 

Same 88 IIouse bill, ellcept that th .. ex · 

::ftti$'f u,,:~u.::~n~~~"~~at1e 2i5n~~;;,t: !~r 
ceeds $150,000 ($112,500 for singles and 
$75,000 for marrieds filing separately) 

(a) Same 88 President's proposal and 
House bill 

(b) Same 88 HouRe bill, exc .. pt that II I 
effective dale is delayed on .. y .. ar, (2) proper· 
ty grandfathered under the depreciatIOn 
rules is treated 88 pre·19H7 property , and 1:11 
no special rule applies to low·income hous· 
ing 

(e) Same as House hill , .. xeept tha t ( I I 
.. ffective date is d .. layed on .. year, and 12/ 
property grandfathered under the d .. pr .. ela· 
tion rules is treated as pre·lml7 property 
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IIpm 

d. f.:xp~n.ing of intangible 
drilling co'" 

e. 60·month nmarli:olian on 
rutifi~d pol/utioll ronlrol 
farilitie. 

r. ":xpensing (If mining I' xplo­
ration and del'I'lopmenl 
cns/lf 

g. Expensing of circulation 
~xpenditur.,. (for nr'U'spo­
pas, moga:in~., ~tr. ) 

h. f.'xpnuing of N'search and 
experimentntion e.rpt·ndi­
lures 

L ""rrenloge depll'lion 

j. /'1'.., rapital gain deduclion 

k. Inr~ntil'e stack options 

L To.r-eXl·mpl inlere.t 

m. ":xcludabk inrome earned 
abroad by I '.S. citizen. 

Pre"'t"nt I.u"" 

Idl Excess over lIi·year amortization (or 
cost depletion), to the exlent in excess of net 
oil and gas Income, is II preference. 

Ie) Excess over dppreciation otherwise 01 · 
lowable is a preference. 

(f) Excess over IO-year amortization is a 
preference. 

(g) Excess over 3-year amortization is a 
preference. 

(h) Excess over lO-year amortization is a 
preference. 

(i) Excess over adjusted bBBis of the de­
pletable property is a preference. 

(jl Treated as a preference. 

(kl Excess nf fair market value of stock 
over exercU;e price is a preference. 

(II Not a preference. 

1m) Not a preference. 

Prrsident's Proposal 

(d) H-percent of intangible drilling costs 
trealed BB a preference . 

(e) Same as present law for property 
placed in service before 19!!6 The provision 
would be reJlt'a led for regular tax purposes, 
effective in 19H6 

(f) Same 8.8 present law 

(g) Not a preference 

(h) Same BB present law 

Ii) Same BB present law for property 

~::~~ :~ :~:~ ~~~i~:~~ ~0;8K,r~~~ 
over cost depletion would be a preference. 

(j) Same 8.8 present law 

(kl Same 8.8 present law. 

(II Not a preference. For regular tax pur­
poses, exemption would be repealed for 
newly ISSUed securities other than govern­
ment obligations 

(m) Same as present law 

lIouse Hill 

(dl Retains present law, ('xcept treated as 
a preference to the extent in excess of (;5 
percent of net oil and gas Income 

(e) Same BB present law for proJlt'rty 
placed in service before 1!IH6 The provision 
is repea led for regular tax purposes. effec­
tive in 1986. 

(f) Same BB President's proposal 

(gl Same as present law 

(h) Same BB President's proposal . 

(i) Same BB present law 

(jl Same BB present law except that a 
portion of gain is excluded 80 that the mini­
mum tax role, like the maximum regular 
tax role on capital gains, is 22 percent 

(k) Same BB President's proposal 

II) Treat BB a preference inlerest on any 
newly issued nonessential function bonds 
that continue to be exempt. Refundings of 
pre-1986 bonds not a preference. 

(m) Treat BB a preference 

Senate Amendment 

Idl Same as pres!'nt law 

(el Same as pres<>nt law 

(f) Same BB President's proposal and 
1I0use bill . 

(gl Same BB House bill 

(hi Same BB President's proposal and 
House bill 

(il Same BB House bill 

(jl Deduction repealed for regular tax pur· 
poses 

(k) Same BB PreSIdent's proposal and 
House bill . 

(Ii Sume as present law 

(ml Same as Pres ldent's proposal a nd 
present law 
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Ittm 

n. ('ompleted ('onlrof:1 and 
othl" mf'lhod. of af:f:ount· 
jng for lonll·tf!rm f:onlrod. 

o. In./allment mt!lhod of at'· 
f:Ounlinll 

p. Net 10 .. from pa"jl'" In. 
l'f!IImen( adj"jlie. 

q. Net lOll from pa"i" e 
farminll or/i"ilif!' 

Prt.~nt Law President's Proposal 

(n I Not a preference (n ) Same as present law. 

(01 Not a preference. (0) Same as present law. 

(pI Not a preference. (p) Same as present law 

(q) Not a preference . Iql Same as present law 

lIouse Bill 

(n l Treat as a preference. by requiring use 
of percentage of completion method , fo r 
minimum tax purposes. on post-September 
25. 1985 long·term contracts. 

(0) Same as present law 

u~~!r T~i~~u~':..":, ~::t':s~ :~f~~~i:~ 
the excess net 1088 with respect to trade or 
business activities (including the production 
of rental or royalty incomel in which the 
taxpayer did not materially participate in 

::i~~=n~~:":~"::io:'i:~~~!ras~~i 
1088 in excess of C8Bh basis, which includes 
no more than $50,000 attributable to all of 
the ta:&payer's ta:& shelter investments. 

(q) Treat as a preference excess paaaive 
fann 1088e8. Rule resembles the p8118ive 1088 
rule set forth above, except that it applies 
only to fanning. applies separately to each 
fanning activity, and treats as a preference 
only 1088e8 in excess of twice cash basis 
(without hmiting C8Bh basis from tax shel· 
ters). 

Senat~ Amendment 

In l Same as House bill for post-March I , 
19Hf), long-term contracts 

(01 Treat as a prefe rence by not permi t. 
ting dealers to use the Installment method 
for minImum tax purposes on sales a fter 
March I , 1986. 

The provision does not apply (I I to ce rtain 
sa les by a manufacture r to a dealer where 
specia l relief is provided under the regular 
tax rules, and 121 in the case of certa in 
elections to pay interest On the deferral of 
income with respect to sa les of tlmeshares 
and residential lots 

(p) Same as House bill , except that the 
preference Ul applies to the entire 1088 with· 
out regard to cash basis. (2) is reduced by 
the amount. if any. of the ta:&payer's insol· 
vency. and (31 confonns to the regula r tax 
paaaive 1088 provision by applying to a ll 
rental activities. allows up to $25.000 of 
certain real estate rental 1088e8. does not 

::I;r~~1:.na::r:~nf;:~~:t:in o~~~nd 
rations. Technical rures from the regur:;';: 
tax paaaive 1088 provision apply (e g. the 
definition of material participation. act ive 
participation. separate activities and dispo­
sitionsl. 

Iql Some as House bIll except that 1\1 the 
preference applies to the entire net loss 
without regard to cash bll8is, (2) the pr"'-"r. 
ence applies to personal service corpora 
tions, (31 the prefe rence is reduced by the 
amount. if any, of the taxpayer's Insolvency, 
and (4 1 the definItIon of a passIve farm 
activity is conformed to the passive loss 
activity rul es 
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~. It~mil~d d~ducli .. ns Allowed only for casualty and th.·ft losses, 

~::::'r~~~Vel°dedu~i~~~:n~~f~a1bJ::dgu~ti~':,s~ 
(\.0 the extent in excess of 10 percent of 
adjusted gT068 income), interest expenses 
(restricted \.0 housing interest plus net in­
vestment income), and ceMin estate taxes . 

Allowed for all itemized deductions re­
tained under the Presiden!'s proposal, 
except 

Ii) interest in e xcess of the sum of 
housing interest and net investment in­
come; and 

{iii for charitable contributions of ap­
preciated property. the amount of un­
taxed appreciation allowed 88 a regular 
tax deduction . 

Same 88 present la w, except that with 
respect to charitable contributions of appre­
ciated property, the It>88(' r of the a mount of 
untaxed apprec iation allowed 88 a regula r 
ta x deduction or the amount of the taxpay· 
er'8 other preferences i8 treated aR a prefer­
ence 

---- ---- I t-------- -
6. Itegular tllX ~1"'· li .. n. Ta xpayerB generally can elect \.0 ha ve 

minimum tax rules for me88uring a particu­
lar item apply for regular tax purposes 

7. Adju.tment. in other year. I No provision 
wh~n taxpayer pays mi n imum 
tllX 

No election rule8 are atated . 

No proviBion 

Same 88 present law 

Amount of minimum tax liability relating 
\.0 deferral preferences allowed 88 a carry· 
forward credit against regular tax liability 

R. Inc~ntiv e credit. 1 Not allowed against minimum tax. Credo' Not allowed against minimum tax . No I Same 88 present law. 
ita that do not benefit the taxpayer due \.0 carryover rules are stated. 
minimum tax can be used 88 credit car-
ryovers against regular tax 

9. F .. r~ il(n ta x credit Allowed agaiMt minimum tax (under lim- I Rule iB not stated Slime 88 present law. 
ita similar \.0 those applying under regular 
tax ). 

Ill. Nd .. p~raling lo •• es I NOLa ) Allowed against minimum taxable in- I Rule iB not stated. Same 88 present law. 
come. For yellrB after 1982, minimum tax 
NOLa are reduced by the items of tax pref-
erence. 

"t:' ll tl l t:' ~UIlt: IIU"-I It'-"l 

Sa m .. as pr..".. nt law, ,·xc .. pt Iha t invest · 
menl Illterest definition '" conformed to d," 
initlon for regula r ta x purpos('" 

Slime 88 House bill 

Same 88 House bill . 

Same 88 House bIll 

Slime 88 Ilou .... bill . e xcept that foreIgn 
tax credita cnn not offset more tha n !)(I% of 
tentative tax liability 

Same 88 House bill. 

II . ~;ff~ctive dllt ~ Taxable yellrB beginning after December I T8Jlable yearB beginning after December I Taxable years beginning a ft e r DecE' mi>er 
31, 1985. 31,1985. 31, 19116. 

I 
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Ile-m 

II ('mpHrate Minimum Tax (.pc. 501 
.. f the lIuuse bill and ""c. 1101 uf 
'he Senat .. ampndmentl 

I. Strudur .. An add-on tax. equalling a percentage of 
cprtain preferpncea mlnU8 reKUlar tax paid 

2. Rat .. -- -+- 15 percent 

3. Exe-mptiun amHunl 

4. Tax preferenceR 
a. A crrirratrd drp,..,riation 

on ,..,01 pro~rtll 

b. Capital gain p,..,fr,..,ncr 

c. 60-month amortization of 
c.ertifird pollution control 
faci/iIi," 

d. Hod d,'bt ,..,urt'r deduction 
for financialln.titution. 

e, "r,untage depletion 

f. Accrlf:rat~d dep,..,ciotion 
on /1<',..onal Pro~'tfl 

g. ";x~n.ing of mining ex· 
ploration ond de"elopment 
co.t. 

The gTeater of $10.000 or the taxpayers 
regular tax liability . 

(a) Exce88 over 8traight·line depreciation 
i8 a preference. 

(bl Benefit of lower rate On capital gain8 is 
a preference. 

(cl Excess over depreciation otherwise al­
lowable is a preference. 

(dl Excess of deduction over amount al­
lowable under the elperience method is a 
preference. 

(el Exce88 over adju8ted bBBIS of the de­
pletable property is a preference. 

h~l~i~tc:m'::~i;:~peH~~~p;o~oplf~~~ 
plying solely to leased personal property, 
excess over 8traight-line depreciation is a 
preference 

Ig) Solely for PHo., exce811 over IO-year 
amortlZ8tion is a preference. 

.-retUu("nl8 r-rUI1(nUIl 

An altern!ltive minimum tax. applying to 
a base of reKUlar taxable income plu8 pref­
erences. and parable to the extent in excess 
of regular tal Itability 

20 percent. 

$15.000. plus the first $10.000 of prefer­
ence income. 

(a. Same 88 present law for property 
placed in service before 1986; for property 
placed in service beginning in 1986, exC'eB8 
over Tre88ury J depreciation would be a 
preference. 

tbl Capital gain fully included in mini­
mum taxable income 

(cl Same 88 preeent law for facilities 
placed in service before 1986; amortization 
rule repealed for regular tax pur~ be­
ginning in 1986. 

(d) Bad debt reserve deduction would be 
repealed for regular tax pu~ 

(e. Same 88 preeent law for property 

~:::: i~ =~: ~~i~!8f~ ~098K.~~~ 
over C06t depletion would be a preference, 

(f) Same 88 present law for property 
placed in service before 1986. For leased 

~r~ri~Ylf~6~:a.. ~'t.;!l~ra d~~r~~o"~ 
over Tre88ury 1 depreciation would be a 

r=r~fO; e~~l~v~~u~rold*,~~~ 
tion, or (ii) 25 percent of the corporation '8 
net interest expense would be a preference, 

(gl Treat 88 a preference for all corpora­
tions 

Same BB Presiden!"s proposal 

25 percent 

$40.000 (same 8B for individual8 filing 
joint returns under present law ). 

(a) For property placed in service all.er 
1985. treat 88 a preference the excess of 
regular tax depreciation over the alterna­
tive depreciation deecribed above in the de­
preciation section of the compariBon (15 

bm::tf~~.ceS::::; :;;::~~l~!~~~i~~o;:~; 
placed in service before 1986. 

(hI Same 88 President"s proposaL 

(cI Same 88 preeent law for facilities 
placed in service before 1986; amortization 
rules repealed for regular tax pur~ be­
ginning in 1986. 

(dl Same 88 present law 

(el Same 88 present law 

(f) For property placed in aervice after 
1985, treat 88 a preference the excess of 
regular tax depreciation over the alterna­
tive depreciation (generally ADR midpoint 
livesl deecribed in the depreciation section 

~~!:::~~,;ra=i~ :ce88 t!fu:nl~~6~/~: 
solely for leased property placed in service 
by a PIIC, exce88 over 8traight-line is a 
preference. 

One tran81tional rull' i8 proVided 

(g) Same 88 President'8 proposal 

Same BB President"s proposal and lJouse 
bill 

20 percent (same 8B Presid ... nt"8 proposal) 

Same 8B House bill. except that the I'X -

::f,ti$r :h'::~';:;tn\~~".'!,u~~at1 .. 2i~~~~~ !~r 
cl'l'ds $150.000 

(a) Same 88 House bill ... xc .. pt that (II 
.. fTective date is delayt'd one Y"'H. (2) proper­
ty grandfathered und .. r the dpprE'CilttlUn 
rules is treated 8B pr ..... I!l87 property. Rnd 1:11 
no special rule 8pplies to low-income huus-
109 

(bl Same 88 President'8 proposal and 
House bill . 

(cl Same 88 present law 

(dl Same 8B Ilouae hill 

leI Same BB Houae bill 

10 Some 88 1I0u!W bill. except that (II 
e fTective date 18 delayed one yt'ar. and (2) 
property gTandfathered und .. r the deprecill 
tiun rules is trl'atro as pr ..... I!l87 prop<'rty 

Ig) Same 88 present law 

I 
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10 f.'xpf'noing of in/nngibl" I Ih) Solply for PIICs. pxcer>8 ov .. r lO·ypar 
drilling ro./. amortization lor cost dpplpt,on). to the ex· 

I"nt in pxcess of n .. t oil and I(BB incomp. is a 
prpfprpnce 

f:xprnting of rirrulalion I (j) Solply for PIIC., excess over 3·year 
rxp.'ndi/ur ... Ibll flew.po , amortIzation is a prpfprpnce. 
p ..... maga:inr •• dr, ) 

j. f:x/Wn.ing 0'. re.earrh and I Ij) Solely for PHCs. pxcess ovpr IO·year 
expaimen/a/lOn expendi- amortization is a prpferpncp 
tUrf' lf 

k. Tax-exemp/ in/ ... ,," Ik) Not a prpferpnce, 

L f:xrludnble foreigfl .ale'l III Not a preferencp 
rorpora/ion (f'SC) inrom .. 

m, Completed ron/rod and 1m) Not a prpfprpnce. 
o/h .. r method. of arroun/-
ing for long,/erm ron/roct. 

fl. Charitable ran/ribu/iOfl. ' (n) Not a preference. 
of appreria/ed propertll 

0, In./allmen/ me/hod of ar-' (0) Not a prefprpnce 
rnunling 

p. /'api/ol rnno/rur/ion fund. , Ip) Not a prpferencp. 
for .hipplfIg romponie. 

q. Bu.ine •• un/dIed reported , Iql Not a prpfprpncp 
profit. 

Ih) For all corporations. H percent of in­
!.anglblp drilling costs is treated as a prefer-

iii Not a preferpncp 

Ijl Samp as present law 

po~:t~~iy P;~~:~~,~e~:~1 r~f:lil:;t~~/~~ 
main pxpmpt. 

III Same BB preeent law 

(m) Samp BB preeent law 

(n) Amount of un!.axed appreciation 
claimed BB a deduction i. a preference 

(0) Same BB preeent law 

(p) Repealed for rpgular !.ax purposes 

(q) Same as prpspnt law 

-..-l 

(hI Trl'at a. a prl'fe rpncp fur all corpora- I Ihl Saml' as pres"nt law ... xc .. pt thaI prt·f 
tlon. Use present law rull'. but wIth Ii" .. r('ncp app),ps to a ll corporations 
percpnt npt income offspt. to mpasurp the 
prpferplll'p 

iii Samp BB prespnt law iiI Samp BB 1I0use bill 

Ij) Not a preferpnce for any corporatIon (j) Same as 1I0uS!' bill 

Ik) Treat 8B a prpfprpncp interest on any' (kl Samp as prp.pnt law 
npwly issued nonessential function bond. 
that continue to be pXl'mpt. Refundlngs of 
pre-19R6 bonds not a prpfprpnce. 

()) Treat BB a prpfprence I fI) Same BB prespnt law and !'resid .. nt ·. 
proposal 

(ml Treat BB a preference by requiring use (m) Samp BB House bill for post March I . 
of percentage of complption mpthod . for 1!J!l(i, long-term contracts 
minimum tax purposes. on post-September 
25. 1 !J85 long·term contracts. 

(n) Lesser of untaxed appreciation or thp I (n) Same 8B present law 
amount of the !.ax payer's othpr prpferpnces 
i. a prpfprpncp. 

101 Same BB present law (0) Treat 8B a prefprence by not permIt· 
ting dpalprs to usp the In.!.allmpnt mf'lhod 
for minimum !.ax purposes on sa les a lter 
March I. 1986. 

The provision does not apply 11) to (' .. rta in 
sales by a manufacturpr to a dea le r where 
special relief is provided undpr thp rp~lI lar 
tax rules and (2) in thp case of Cl'r!.am 
elections to pay interp.t on the dpfprrul of 
income with respect to sa il'S of timpsharps 
and residpntial lots 

(p) Same BB preeent law Ip) Trpat BB a prpfprencp 

(q) Same BB present law Iq l Trpal as a prpferpnce 50 percpnt of Ihp 
exc'pss of Ihe !.axpayp,s prp·ta x book III CO"'p 
over alternative minimum taxable Incume 
Id"Iermmed without rpga rd 10 thIS prpfpr· 
ence and prior to reduct ion by NOLsI Book 
income IS the incomp of Ihp !.axpaypr as 
. hown III financial r .. ports or .I<ltl'"wnl5 
flit><! with thp S E.C o r oth"r Fedpral. State 
or loca l rpgulators. or provld..d to sharf.'· 
holders. ownprs or cred,tors U ncl pr cl'rla," 
circumstances, ps rnlngR and prufits nlily Iw 
sub. tlluted for book incomp 

Thp prpf"rpncp is compul ed by consolldal 
ing the book Incom e of those rorporatwns 
which a rl' consolldaled for ta. l>l"pc"e. 
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Item 

q. lIu.ineRR untlUed reported 
profit. (cont'dJ 

5. Rel(ular tax e lt"C'ti()n~ 

6. Adju"tment in other year. 
when taxpayer PHY. minimum 
tax 

7. Incentive credit. 

I\. For .. il(n tax credit 

9. Net operHtin~ 1.",,1" IN tH •• ) 

111_ Estimat .. d lax paJments 

II. Effecth'" date 

~ 

Pre,.nt La .. Pre.ident's Pruposal 

No provision. No provision. 

No provision No provision 

Not allowed against minimum tax Cred-I Not allowed against minimum lax No 
its that do not benefit the taxpayer due to carryover rules are slated. 
minimum tax can be used as credit car-
ryovers against regular lax 

ForeIgn preferences not subject to add-on 
tax 

Allowed in calculating add-on tax 

Corporations are n')t requirPd to make 
estimated tax payments with respect to 
minimum tax liability 

Rule is not stated 

Rule is not slated 

No provision. 

I/"u'e Hill 

Permit elections to apply minimum tax 
rules for fI·gular tax purposes 

Amount of minimum lax liability is al ­
lowed as a carryforward credit against regu­
lar lax liability in other years. 

(al Generally . apply present-law rule 
under alternative minimum tax on individ­
uals (not allowed against minimum tax but 
can be carried over). 

~enate Amendment 

EarnIngs of a corporatIOn that does not rile 
a collsolidalRd tax return with th .. tilxpaypr 
are taken into account on ly to th .. extent of 
dIvIdends recpivpd from the other corpora· 
tion 

Certain Alaska natIve co rporatIOns may 
ca lculat .. book income usin~ the asspt bas .. s 
d .. l .. mllned undpr the Alaska Native Claims 
s..ttlement Act Certain amou nts paId to · 
othe r Alaska native corporations may be 
treated as expenses for book purposes in th .. 
same year as th .. amounts are deductible for 
lax purposes. IFloor amendmpnt by Spnator 
Stevens. adopted by voice vote) 

One t ransi tional rule is provided 

Same as 1I0use bIll 

Amount of mmimum lax liability relating 
to deferral preferences is allowed as a carry­
forward credit against reg-ular lax liability 

la) Same as House bill 

(hI Corporations with NOl..8 in 2 of the lib) No provision. 
last 3 years before 1986 can use pre-1986 
credits to offset 75 percent of minimum t8J{ 
liability 

(cl Income eligible for the Puerto Rico and I tc) Same as 1I0use bill 
possessions tax credit (sec. 936) is exempted 
from the minimum tax 

Apply present-law rule under alternative 
minimum tax on individuals (allowed suh­
ject to limits similar to those under regu lar 
taxI. 

Allow against minimum laxable income. 
For years before 1986. rPduce minimum tax 

~r~n~YI!~e ~~s :!~:~~f~rge8rt r~~~~ 
minimum tax No1..a by all newly enacted 
items of tax preference. 

Sa me as House bill . except that 10rPIgn 
tax crPdits can not offs .. t more than !)()o/r of 
tenta ti ve lax liability 

Same as lIouse hilI . adjusted for chanlSe 
in effect ive date. 

Require that estimated lax pa-y:~-;:-;:r- ;ame as House bill 
made with respect to minimum tax liability 

Taxable years beginning after December Taxable years beginning afte:-Decem~T~axable years beginning after D,·c .. mh .. r 
31. 1985 31. 1985.

r 131. I!lX6 
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Itt'lll 

\ I.lnll'nliun .... ,n Ihr l'st" ur thr 
ell,h " .. thnd ,,( A€cnunlinj( Is .... 
!1lI~ nf til,· lI"us,' hill lind st'€. ;I~I 
nf thl~ Senttte ttmt'IHlmrntl 

Pn· ... rnl loR" 

till A In'pny,'r mily .. 1 .... ·1 to oS<' 811y nwlh · 
od 0(8('('Ounlill': Ihlll d(,lIrly n·n,·d" inC'olllt> 
nn,1 is n',:ulllrly u:<t-d ,II kt't'llIlIg ,L< h<.oks 
Th .... nsh rt>\· .. ipIS 8nd dishurSt'ments m .. th· 
od ttllt> Cl\sh m('thodl ;: .. n('rnlly is (·onsid .. rro 
10 d"lIrI,' n·n .... ·1 im'Om .. for Fro .. rnl inrom .. 
t,,, purp.,1<'<'S ulld .. r prt'St'nl 18w .... Ct'pl 
wh,''''' ;'w .. nlon,'S lire rt'qu,n'<l 10 be k .. pl 

tb. An accru81 ba..is taxpay .. r must 8ccru .. 
an IImount RB inrom .. wh .. n 81\ Ih .... " .. nls 
hl\\'" Ot.'('urn'<l which fix th .. nght 10 rt'C'E',v .. 
such inrom .. 8nd Ih .. 8mounl can be d .. l .. r­
m,m-d wilh rea.....,nabl .. 8ccur8cy 

An I\ccrual basis n>eipi .. nt of !'t'rvi<'t't! m8Y 
nol drouct th .. rotll of .uch .... rvl('('8 prior 10 
Ih .. 11m .. of t>C'Onomic pt>rform8nCt' . 

I'resident's I'roposal 

tn. Any laxl"'y .. r wilh IInnu81 Itr""" n"­

""ipls (rom 8 husim ........ ",'<'<lInS $5 nil Ilion . 

~\o.:~rdol~t"'~ :!;;~~~t~~~t:~ ~::r~t: h~~ 
m .. tI" ... 1 of l\et'Ounlinlt (or Fro .. ral inrom .. 
Inx purpot;t'S For bu61n ........... oth .. r Ihan 

r:,rd::flo~~ °i~ ~hn"o~'~~ ::":II~::: :~":et:~~I~ 
in;: hll" bt'.>n u ..... i rt'1o!Ulariy to 8S('t'rtain th .. 
inrolll", profil or I"... of I hE' busin('S.~ for IhE' 

~~I.k: ~;.,,::.ao~h .. ~I;~;'~~:~":~ h.-h::r.: 
ciarit'<!. or for erro,l purl"""'" 

Th .. prupoAAI would 8pply in 8ddilion 10 
Ih .. eurr'E'nl law lim,lalion on Ih .. u .... of th .. 
c .... h IIIf'1hod with rt'S1't'C1 10 a buslIlt'SS in 
whi("h ll\\'t:>ntory Al."COunltl\~ is I"f"'quir"'l'"'<l 

thl No pnwioton. 

F.l{tY'tll'" dut,· - Ta'8blE' y .. al"8 ~rjnnlll;: 
8fiE'r 11""-"mber 31. 19:;1>. Th .. a<ljustm .. nt to 
IIlcom ........ ulting from lh .. chall!!'E' in las 
,,('('Ounlln;: 1Ilt>lhod would be rt'Ct'lorniU"<i r8t ­
"bly O""r II pt>rllld not 10 ... C'o.'t'd 6 Y"1I1"8 
~rjnnin;: with Ih .. r.nlt las y .. ar for which 
th .. pru ......... 1 is .. rr .... ·t", .. 

1I0u.e Hill 

til' Th .. c8sh m .. lhod of nccounlin;: ;:('II .. r 
I\lIy m8Y 1I0t be u:<t-d h~' uny C coq_'rul,on, 
pnrtn .. rsh,p Ihnt has n C rorptm,I,on 8S 8 
parln .. r. or IlI ....... ml'l In,st with onrellllro 
hu~inE"s.. ... Inrome. EJ.('t·ptions Are made fur 
r"rmini( husint'S.._. qU8ltfiro p .. ""m81 St>rv' 
" ... corporlllion •• 8nd .. nlili ... with 8v .. rs;: .. 
"nllual !:""'" rt'C'E'ipls of $1> 1II,IltOll or I,'SS. 
('(lmpub,tion o( 8\' .. r"i(l' 8nnu81 !:n_ n"­

Ct'ipls is dOli .. 011 I h .. basis of I h .. :1 pc .. "inu. 
lax8hl .. ,· .. ars (nol indudinll Ih .. ~urrt>lIt 
la ... bl .. ): .. lIrl. 

Ibl A t ... pay .. r olh .. r (hall a financi81 in · 
stilution or a utiltly is 1I0t requirro 10 8e· 
,'ru" as II\rom .. any 8mounl to be rt'<,<,ivro 
for th .. pt>rformallCt' of .... rviC't"S prior 10 Ih .. 
lim .. th .. amount i8 billro A la'pay .. r. oth .. r 

:~a::r~~n:c!~:";~:i~~;o~~:~u~~1 I~"t.'~ 
,'<',,'ro for I h.. • .... rform8nCt' of St>r\"l''''''' 
whi,·h. on Ih .. bas,~ of ... pt>ri .. nCt'. will 1101 be 
coll .... ·W. as lOllS as unpai,1 balan ...... do not 
h.·ar inl .. rt'S1 or "",ull 11\ a 11\1 .. pa~'m .. n( 
chll!l(" 

All 8ccrual basi. n>eipi .. nt of servi,,,,,, ~ .. n 
.. rllll,' 1118,' not 1rt'8t Ih .. .... ,,·ie .... as ~ 
nomlcally - p.,rfOrtlll-d prior 10 Ih .. t;m .. of 
billins 

EIT .. "";,,,, dott' T8xllhl .. y .. "rs h.'lnnnillll 
81l .. r n...c..mber 31. 1!l~5 Th .. I\<lju.lnlt'llt 10 
illcom .. r,-,",ullillS frum Ih .. chan;: .. 11\ " .. 

8,'('()ulltin;: Illt'lhod is n'<.,"Oglliuod O\'''r 8 1'<'­
riod nol to esl't't"d :; , ' .. l\rH 11101 10 .. xc.'t'd Itl 
years ill Ih .. cruoe 0(8 h""pilall T8.pay .. rs 
1118Y .. I .... t 10 colllinu .. 10 re ..... rt inrolll,' frum 
loan8. I ........... 8nd Ir811"",·lion. w,lh n·IIII ... 1 
pt>1"Sl."' ... nh·rro inlo before ~1'1 .. mber :?1>. 
19l1.'i. usin,: IhE' e .... h 1II .. lh,1<I 

~ 

S .. n8le Amendm"nt 

tul Tht'" ("nsh nwthl'l..:t or nl'("u\lnlln~ n'lay 
not bt· u~-..d b,' nn, fi.ulnC'1tl1 Instltutiun. 
ban"- rur (''t'k.'J~n\t;\·~ .• (1rt.,.,hll'tllln ("nod .• 
fis .. • .. ("-·intu.ln or finnnl"e ("tlIllJ'W.lny that IS 

8110w .... 1 10 u>'<' II ... n""''''E' nlt'lh,,,1 01 ,'''m­
pollnK I,,,,~ frol1l had cit· hIs ,s.-,. \ '111 F 
h.'low l 

tbl /10 0 prO\'i.s,on. 

1-:17,'''''''' delt.. Tuxl\hl ... ",.""", I ... ·,:'nn"',: 
"fi .. r I ......... lllber :11, I~''''; Th .. I\tlJUSI" ... lIt t., 
'"etlm .. n'Su\tin;: (rom Ih .. ehnn!:,· 11\ ta , 
R("'(''OunllnJi: mt·thotl IS rt"\·\l~nll.t'(i 
~lt·ri\lill nut to .... ~Ct"t-..d 5 :" ('lIrs 
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L _ __ Item Present La.. President's Proposal House Hill S('nate Amendment 

II . Simplified nullllr Vlllue LIFO 
Methud fur (' .. rtllin Small HURi 
nc.-e. ts('c. ~1I1 uf the lIous(' hill ) 

t'_ Installment Sllles 'sec_ 903 uf the 
IIouRe hill and "('cs. 311-312 of the 
Senate amendment) 

, j 

A taxpayer whosp average annual gross 
receipts do not exceed $~ million may elect 
to use a s ingle. dollar value LIFO inventory 

ra::~~~~ : nla!~~~~~ru~,o:,st~h! ~ol~e: ~:f~~ 
UFO method may use data published by the 
Rureau of Labor Statistics to construct an 
individualized index that estimates the an­
nual change in prices for items in an inven­
tory pool 

A taxpayer who sells property in ex­
change for deferred payments generally 
may report income on the installment 
method. Generally, under the installment 
method, gain is reported in proportion to 
the payments received on the outstanding 
installment obligations. Under Treaaury 
regulations. a portion of sales made on a 
revolving credit plan are treated aa install­
ment sales eligible for reporting on the in­
sta llment method 

No provision 

Genl!rol rule.-If an installment obliga­
tion is pledged for a loan. the proceeds of the 

~~'\t~ne~~~a7i:~~d :r:u;:~kn:~ 
amount of deferred gain would be recog­
nized. 

Special rule (or dealer properly.-If an 
installment obligation received for property 
sold in the ordinary course of a trade or 
business is pledged for a loan in the ordi-

~::Js ~~Uthe I~a~r~d:uld t~::~~~~i~h~P:he 
extent the loan proceeds exceed the baais of 
the obligation . 

A taxpayer whose average annual gross 
receipts do not exceed $5 million may elect 
to use a simplified method of determining 
dollar value LIFO inventory values The 
method establishes inventory pools in ac­
cordance with general categories of invenlo-

rtait~ti~p:.!'li".!::! ~het~h!~~ei~ ~~e~::O.: 
lished index for the category to estimate the 

rnn~~:I~i."t~ar;i~h: ~'::i~n;hic~':e~~':'~ 
taxpayers to use a single. dollar value LIFO 
inventoJ, pool for taxpayers who had not 

~~i;:o~Sthe eJ~f ~a~et.!'te single pool 

E((eclwe dale.-Taxable years beginning 
Ilfter December 31, 1985. 

If an installment obligation is pledged for 
a loan. the proceeds of the loan are treated 
aa a payment on the obliglltion, and a pr<>­
portionate amount of deferred gain is recog­
nized 

m~ e;~~~~':a is t~~vi~~ fd~ean~~hi:.al~ 
months regardless of the maturity of other 
payments on the obliglltion. For a taxpayer 
who sells property on a revolving credit 

~a~ha~~.'ti:~n~rl!~:I~~~vt:hleebc:r:~~~ 
that is determined (pursuant to a statistical 
sampling technique) to be paid in 9 months 

No prov,s,on. 

The use of the installment method is de­
nied for a portion of sales of dealers (other 
than sales under revolving credit plans) and 
for a portion of sales of business or rental 

~~~~ ~he dl!I~!~C~~i~~i~th:~e;..~ 
tion that bears the same ratio to the total 
installment sales that the taxpayer's out­
standin~ debt bears to the sum of the tax ­
payer's Installment obligations and adjusted 
baais of the taxpayer's other assets 
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L 
C Installm~nt SaleK (Hec. 90:1 (If the 

lI"u ... hill and K ...... 311-312 of the 
S.·n .. l~ .. m~ndm .. nt) I .... nt.) 

Prt"st'nl Low 

The portion of salps mad .. on H revolVing 
cred it plHn Ihat may be treatf'd as sa les 
.. hgible for installm .. nl reporting is that 
portion of the s .. lt'8 that contemplate pay· 
menls Iwing made in two or more install · 
m .. nls and that are in fHcl paid for in two or 
more installmenta The determination of 
this portion is made on the basis of a statis' 
tica l sample of Ihe revolving credit ac· 
counta 

A revolving credit plan includes cycle 
budget accounta, nexible budget accounta, 
continuous budget accounta and oth .. r simi· 
lar plans or arrangementa under which the 
customer agrees to pay during each period 
of time for which a periodic statement of 
charges and credita is rendered. a part of 
the outatanding balance of the customer's 
account. 

If an installment obligation is disposed of. 
any deferred gain generally is recognized If 
an installment obligation is pledged as col· 

~~~~i~ ~~i':~ !"1;~:~~;e ~::i:.:loi~ 
the obligation 

Pr .. sid .. nl's Proposal 

Subsequenl pa'ymen~ •. - Paymenta by obli· 
gor on an insta llment obligation would trig· 
ger .. ddltional gain to the extent that the 
gain all ributable to such payml'nta exc~-eds 
galO recognized on account of the pledge. 

Excepllons.-Inapplicable to pledge of an 

~~~tht~~~rt~a~ ~bl\~a~~:."~~e~~:.t~t:J~r I; 
~~~~~~ c:!~tti'b:, th:~dco;:,~m,.!i~h':: ~IJ 
months Also inapplical,'le to pledges of obli· 
gations for debt that by ita terma is payable 
within 90 days. provided that debt is not 

i~d:b~n°:.:~~!du:, a ~~~n~~:rF~~~r~~io~ 
and secured by a general lien on all of the 
borrower's trade or business 88Beta, except if 
substantially all the borrower's 88Beta are 
installment obligations. 

Effect",e dOle.-Applicable to obligations 
pledged after December 31, 1985. Any in· 
s tallment obligation pledged before January 
I, I!lS6. would be treated 88 pledged on 
January I. 1991. if still outatanding. 

IInu ... Hill 

obI~:tf~~;is;~rn ~~~ ~hta~Pb!: ~ p:::~ .. : y! 
~:r;~~!e n:;t~~~e~(~l~~s~::t~~~d~ ~~~t ;rh';: 
vidf.>d that the taxpayer d ..... not i88ue addi· 
tional debt within 45 days. 

Anti·avoidance rules are includf.>d subject· 
ing a borrowing to the plf.>dging rule if It is 
reasonable to ex peet that the lender took 
into account paymenta on the installment 
obligations as a source for paymenta on the 
indebtedne88, but a safe harbor is providf.>d 
where more than 50 percent of the taxpay· 
er's 88Beta are used in an active trade or 
busine88. 

PI:J~~I~fte~atkc~!\,!~i3'i~lf9lffi.o:~~~~0Ii~ 
cable to obligations created after Septemb::r 

~~ia:!~~'ini! ~~r~e:~~be:W ~~~ir~h~ 
~~r~~~t ~br.~=n~na~i~i~g3 f~:::.~:~rs!l~ 
~~r~rar:r~~I~e ..d1~nf916~~~d;ho~~~ 
over 2 years for life installme nl obligations 
pledged in 1987 . One residential condomini· 
urn project is grandfathered 

Senate Am .. ndm~nt ~ 

The provision dO<'s not apply to IOHta ll· 
ment sa il'S of personal use property a nd 
fa rm propt'rty In addlllon, personal use 
Bnd fa rm property a nd ind,·bt .. dn...." re/stN 
tn such property IS not taken Into account 
for purp<"*,,, of applylO!!: th .. prop<>rtiona te 
dissllowance rule 

An exception is provided for sales by a 
manufacturer to a dealer (a) where the term 
of the dealer's obi igat ion is dependen I upon 

~~~~mby t~:: ~~:I:r~~~rtt~e i':n:e:::~:c~~r~~ 
has the right to repurchase the property if 
the deBler d0('8 not re",,11 or rent the prnper· 
ty within a speeifif.>d period. and (c) Ih .. 
amount of the manufacturer's installment 
obligations excl.'eds fifty percent of the man· 
ufacturer's sales to dealers 

U"" of the installment method for sa les 
made pursuant to a revolving credit plan 
and for sales of publicly traded properly is 
eliminated 

Sales by dealers of certuin timeshares and 
of residential Iota, the development of which 
is not made by the ""lIer of the lot , are 
eligible to elecl to pay Interest at the shorl · 
term Federal rate on Ihe dpfprral of tax 
under the II1stallme nl method a nd not Iw 
subject to the pro,">rllOna te dlsallowanc .. 
rul ... 

Effeclwe dale.-The e liminatIOn of IhO' 
Installment method for sa le8 on a revolving 
credit plan and for sa les of publicly t nHled 

~n~~ei~~~3l:~~ft T:I;=y~~p~~~:r; 
property on a revolving credit plan and who 
msy no longer use the installment m .. thod 
of accounting for revolving credit plans lIlay 
includ .. the resulting adjustm .. nl in income 
over a period not excl-eding fiv .. years 

The proportionate denial of the install · 
ment method is elTective as of January I , 

::t~:~hit I ~e:JS~ir.~esi::d~~~~~~ Il~}e~ 
particular taxpayer is nol taken In to ac 
count for purposes of applying the propor· 
tionate disallowance rule. 
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L Item Pre,,' nt I."... President '. Propnsal IInuse lIill Sen at" Amendm.'nt ~ 
II . C"pitalizatinn Rules for Invpnt" 

ry, ( 'nn.trudinn, and J)('velop 
ment ('o.t. I."c. 90!) nf the linus" 
hill and "'c. 3112 of th" SenHt" 
stnt"ndment' 

t. fn\'entnry 

2. Self·cnn.tru.·ted prnpnty and 
nnnim entnry property pro 
duced fur , .. Ie 

Ma nu fact urers g"ncrally must accu mu· 
lat" costs or produci ng " inventory" goods In 
a n Inventory account Costs in the Inven· 
tory account may be ded ucted only as the 
!(oods to which they relate a re disposed of 

Under regula t ions, the " full a bsorption 
method" determines which COB Is are includ· 
Ihl.. in inventory All direct production 
costs, including costs of materials incorpo-

~~~u~~i~n t~~rl~~~t dir~tl;u~:I~~i~~ 
ma nufacturing, must be inventoried The 
treatment of indirect production costs var· 
iI's according to the nature of the cost. some 
costs are deductible; othe rs are inventoria· 

~~~:~bi! ~~~~f~:J~~~rb~'~h~ :;.~~;~~ 
fop~~cahn~~r:r:::!i!f~~~=(e If., whole-
sa lers and retailers) must include In inven· 
tory the invoice price of the purchased 
goods plus transportation and other neces· 
sa ry costs incurred In acquiring possession. 

The costs of acqUiring, constructing, or 
Improving buildings, machine ry, equip­
ment, or othe r assets ha Ving a useful life 
beyond the end of the taxable r,ear are not 
currently deductIble. These 'capital e x· 
pen.litures" become pa rt of the b81!is of the 
asset , and may be rpcove rable over the use­
fullife of the propt'rty through depreciation 
or a mortiza tion deductions if the property is 
he ld for busine88 or investment purposes. 
Any unrecovered b81!is may be offset 
aga inst the amount realized if the property 
is sold 

Although a taxpaye r's direct costs of con· 
structing a n asset for its own use or a non· 
inventory asset produced for sale must be 
capitalized , the proper treatme nt of many 
indirpct costs is uncertain 

C.omprehe nsive capitalization rules (here­
inafter, the "uniform capitalizatIon rules"l 

;:,~~ldg.:r.IY T~~e r::i:;u:::~;;~II: i;~~rd 
parallel the full absorption rules, but would 
require that moet financial conformity costs 
be inventoried In addition, all tax deprecia· 
tion, current pension and fringe benefit 
costs, and a portion of general and adminis­
trative expenses would be treated 81! inven· 
tory costs . However, research and 
experimental costs (within the meaning of 
sec. 174) would not be subject to capitaliza-

~~~I~n !~~I~": °fa~::~~~ SWt.~ru~~ 
s~ial rules would apply to producers of 
tImber 

ae:r;:,:;!::b:~'3~19;~e fh~rs sec~~n~~, 
adjustment would be spread ratably over a 
period of not more than 6 years under the 
rules applicable to a change in a method of 
accounting initiated by the taxpayer 

Cost lother than research and experimen. 
tal coets) incurred in connection with con. 
struction of non inventory property and self· 

ro";'mP~~::~r.~~~~dr~essubject to the uni· 

EffectIVe date. - Costs incurred after De­
cember 31 , 1985, unle88 Incurred in connec· 
tion with property on which substantial 
construction had begun on or before that 
date. 

r.e ne ra lly the same as the r n'Slde nt's 
proposa l Sf'e, IV. A :I. a nd IV B I., resp<><:· 
ti v"ly , regardin~ sp<><:ia l rules I diffe rin~ 
from those in the rresident 's proposo l) ap· 
plica ble to fa rme rs a nd producers of timber 

af~Yfe~;::~~ ""i~a~9~~~ th:":.':f~~n~~f 
adjustment is to be spread ratably ove r a 
period of not more than 5 years under the 
rules applicable to a change in a method of 
accounting initiated by the taxpaye r 

Costs (other than research and experi· 
mental costs) incurred in connection with 
construction of noninventory property and 
self·use property are subject to the uniform 
capitalization rules. 

EffectIVe date.-Costs incurred after De­
cember 31, 1985 

Slime as 1I0use bill excppt that purch81! 
ers 01 goods for resa le having averagE' a nn u 
a l gross rpceipts In e xcess of $5 million 
ge ne rally are subject to the uniform capita l­
izatIOn rules Thus, costs l including genera l 
a nd admlmstra tive costs) a ttributahle to 
purchasing, transporting, re packa!(ing or 
other processing, and storage of goods, a nd 
oth .. r s imilar coets lISSociated with the 
goods, are to be treated as inventory costs 

See , IV .A :I and IV B I , respective ly. 
rega rding exceptions from the unIfor m capi · 
tali zat lOn rules for fa rmers a nd producers of 
tImber 

af;,r!~~::~~ 3 ~a ~:~ie ~a:.sec'::fi~nn i ~~ 
property placed in service before March I, 
1986, is not subject to the new capitalization 
rules The section 4RI adjustme nt is to be 
spread ratably over a period of not more 
than 5 years under the rules a pplicahle to a 
change in a method of accounting inotia ted 
by the taxpayer 

Same as lIouse bill 

Effect",e dale.-Costs incurred afte r 0,-­
cember 3 1, I!lH6, unless Incurred In Comwc· 
t ion with property on wh Ic h substant",1 
construction occurred before March I, l ~'Hh 
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[[ II.m 

:1. 101"r",1 

Eo Lnng-Term Contract .. (sec. 904 of 
the IInu.e bill and Hec. 301 uf the 
Senale amendmenll 

Prc"\ent Law 

or li~~~~:!jsl~~:e::~~: i~7.:~~t~~c~;r~ b;'~ 
taxpayer during construction or improve­
ment of real property to be held in a trade 
ur business or activity for profit generally 
musl be capitalized and amort.zed over 10 
years 

The treatment of C08ts of producing prop­
erty under a "long-term contract" varies 
depending on the method of accounting 
used by the taxpayer. In addition to an 
inventory method (e.g .• accrual shipment or 
accrual delivery I taxpayers ma)' use one of 
two special methods of accountlOg for long­
term contracts the percentage of comple­
tion method or the completed contract 
method Under the percentage of comple­
tiun method. gr088 income is recognized ac­
cording to the percentage of the contract 

~~~~~~~c!~in:r:a~~r::~~I~e l.:d~~t;'bled 
Under the completed contract method. the 
gr08S contract price is included in income. 
and C08ts assoc.ated with the contract may 
be deducted. in the year that the contract is 
completed and accepted 

The rules relating to which C08ts are con­
trael C08ts vary depending on whether the 
cuntract ' is an extended period contract lin 
general. a contract requiring longer than 2 
years to completel or a non-extended period 
contract. The rules applicable to extended 
period contracts are t'8Bentially the same as 
the uniform capitalization rules. Non-ex­
tended period contracts are subject to simi­
lar but 80mewhat less comprehensive rules. 

President', Pruposal 

A taxpayer would be required to capital · 
ize intert'St on debt incurred to finance the 
constructwn or production of (II real prop­
erty. and (21 long-lived personal property to 

:~s~ ~~ t~~i~~~:alo~r ~~or.t~r~~e(~r !h~i; 
tangible property requiring 2 or more years 
to produce or construct. Or to reach a pro­
duclive stage 

lIouse Bill 

A taxpayer must capitalize int(·r .. st on 
d .. bt incurred to finance th .. constructIOn or 
production of (II real property. (21 long-lived 
personal property. and (:11 other tnnKible 
property reqUIring 2 or more years to 
produce or construct. or to reach II produc­
tive stage. 

Interest incurred to finance the construc­
t.on or manufacture of properly custing 
more than $1 million also must be capital­
ized if the property reqUIres more than I 
year to produce. 

Effect",e date.-Interest paid or incurred I EffectiVf' ,/ote.-:-Interest paid or incurred 
after December 31, HIH5 after December 31. 1985 (with a targeted 

transitional rulel. 

All long-term contracts would be subject 
to the uniform capitalization rules, includ­
ing the interest capitalization rule (see item 
D, above I. unless reported on the percentage 
of completion method Moreover. additional 
general and administrative C08ts attributa­
ble to c08t-plus contracts and to Federal 
government contracts requiring certifica­
tion of C08ts would be treated as contract 
costs. 

Effectwe date - Contracts entered into 
after December 31. 19R5 

All long-term contracts muat be reported 
under the percentage of completion method . 
Thus, long-term contract C08ts are currently 
deductible to the extent attributable to con-

~~~~e;;~~~h::ddi~tetr':t ,:r~:~::i!f: b: 
(or tol the taxpayer if the actual profit on 
the contract varies from the estimated prof­
it uaed in reporting income. An exception is 
provided for contracts for the construction 

~~:~~f~horc~~r~t ~ate~it':~r;;:!n~ ; 
taxpayer whose average annual gf088 re­
ceipts do not exceed $10 million Present 
law capitalization rules are retained for 
contracts not required to be reported under 
the percentage of completion method 

Effectwe date.-{;ontracts entered into 
after September 25. 19R5. 

Senate Amendment 

Same as 1I0use bill . except long-lived per· 
sonal property is subject tu the int .. rest 
capitalizatIOn rule only .f .t .R to be used by 
the taxpayer in a trade uf business or activi ­
ty for profit (i .... is not held for sa lel. 

Effect ... e date - Interesl paid or incurred 
after December 31. 19Hfi. unl .. ss incurrro 
w.th respecl to property on which substan· 
tial construction began before March I. 
19R6. Several targeted tranBillonal ruleB ap­
ply 

In general. same as President 's proposal . 
except present Iaw is retained for real {'rop­
erty construct.on contracts nut requiring 
more than 2 years to complete .• f performed 

~~~p~xtral~r ;;l~~ona~~r~~ annual Kross 

or !r::::'Ma~~~"i~~~tracts entered lOto on 

I 
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L. hem Pre .. nt 1."10 !'reHiden!'. PrnpoMal 1I0uMe Bill Senate Amendm.'nt _ ~ 

F. I{~"~rve" fur Bad J)~btM (sec, 906 
lOr the Ilt,use bill and sec. 3113 "r 
the S .. nat~ amendmenu 

A taxpayer may u.ke a deduction for 
IUBBes un business debts under the " res('rve 
method" I .... c 16lilc)). The "reserve method" 

~}I~::i~:;,::rd~b~d~~~~II~:i/o~:;:tthert.°x~ 
payer which are ('xpected to become un, 
collt'Ctible. 

A similar rule applieB to debt that is 
guaranteed by a dealer in property where 
the debt arises from the sale of tangible 
pruperty and related services in the ordl' 
nary course of bUBiness 

The URe of the reserve method in comput, 
ing the deduction for bad debts would be 
dISallowed. InstRad, deductionB for bad 
debts would be allowed when specific 10anB 
become partially Or wholly worthless (i e., 
the "Bpecific charge-otr' method). 

Wholly worthless debts would have to be 
treated as worthless On a taxpayer'B bookB 
in order for a deduction to be allowed for 
Federal income tax purposes, as is the case 

~;~:'sr ~~=~~ II~: f~~.:i:n:::"~e~in'!!ile: 
guaranU>es by a dealer in property. 

EffecIlVe dale.- Taxable years beginning 
after December 31, 1985. The balance in any 
reserve for bad debts at that time would be 
included in income ratably over a I~year 
period beginning with the first taxable year 
beginning on or a~r January I, 1986. 

The u .... of the re .... rve method In comput· 
ing the deduction for bad debts iB disallowed 
for all taxpayerB other than commercial 
bankB who .... 888ets do not exceed $5HO mil · 
lion and thrift institutions. 

Wholly worthless d .. bts must be treatPd 
aB worthleBR On a taxpayer's books in order 
for a deduction to be allowed for FPderal 
incom .. tax purposes, as iB the case under 

~~=~~ I:: r~r r~t':.~~~IYo:d~~~o~:bf~r 
reserveB for guarantees by a dealer in prop­
erty. 

The use of the r .. servo' method In com put · 
ing the dPduct ioll for bad debts is dlslJllowed 
for all taxpay .. rs other than fina ncial illRI i 
tutlOns, banks for cooperatives, production 
credit aSBOCiations and certain finance COm­
panies. Finance companies m.'et ing a defini­
tional teBt are allowed to u .... the rest>rve 
method of computing the deduction for bad 
debts only With r .. gard to qualifiPd indebted· 
ness 

Wholly worthl('B8 debts mUBt be treated 
as worthless on a taxpayer's bookB In order 
for a deduction to be allowed for ~'ederal 
income tax purposes, as iB the case under 
prl"Bent law for partially worthless debts 
The use of the reserve method in computing 
the deduction for loeses on debts guaranU>ed 
by a dealer is disallowed 

EffecllVe dOle.-Taxable years beginning Effecl",,. dole.- Taxable years beginning 

~!:~~::"bt;:J J!b::~~ J:~~ ~i%~ni~ei~ci'unl b~~d!~:;ngt;:;r!~t!!f!r~:~:ebaatl~~~~ i;::eni~ 
~~~i~m:i~~~~~ r.~~ ':!:~r:a;e~r~: ~~II:~n~i~gm:i;h't'hb~~~t:-"~[~I:'~:~ ~ 
which the provision is efTt'Ctive. for which the amendment IB effectIve. 
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I 
L __ _ Ilem 

(;. Taxahle Years of "artnerships, S 
('"rpura(ion., and Personal Serv o 
ice ('orpurlltions (.ec. 30~ of the 
Senate amendmenll 

I'resenl Law 

(a) PartnershIps - A partnership may not 
adopt or chanl'(e to a taxable year other 
than that of all of ita principal partners 
unless it establishes. to the satisfaction of 
the Secretary of the Treaaury, a business 
purpose for adopting or changing to a differ· 
ent taxable year I f the principal partners 
have different taxable years, or if the part· 
nership haa no principal partners, the cal· 

~~~~~l:nr o}" t~::rf~c~:f~0~~~~'U~3!~ 
a transitional rule to the above rules, a 
partnership that haa previously made a va· 
lid election to use a taxable year different 
than that of all of ita principal partners (or 
the calendar year) is not required to change 
ita taxable year 

The Inlernal Revenue Service haa indio 
cated that a taxable year providing 3 
months or less of deferral of income gener· 
ally is accepted aa satisfying the require­
ment that a different taxable year have a 
business purpose. 

(b) S corpora tions. - An S corporation may 
not adopt or change to a taxable year other 
than the calendar year unless it establishes, 
to the satisfaction of the Secretary of the 

J:e~~~gi:g b:i~dift~:: !~b~~o~~~!. 
Under a transitional rule to the above rules, 
an S corporation having previously made a 
valid election to use a taxable year other 
than the calendar year is not required to 
change ita taxable year. 

The Inlernal Revenue Service haa indio 
cated that a taxable year providing 3 
months or less of deferral of income gener· 
ally is accepted aa satisfying the require­
ment that a different taxable year have a 
business purpose. 

(c) Personal serVIce corporatioM.-A per-

:~':r:~~~e isc~lro;~i~, ad~hp~r t~~a::.xaanbl~ 
year of ita choice, aa long aa that taxable 
year conforms with ita annual accounting 
period 

Pre.iden!'s Prupll"al lI"use Rill 

(al No prOVision (a) No provision 

(b) No provision. (b) No provision 

(c) No provIsion. (c) No provision. 

Senate Amendment _~ 

(a) Portnershlps - A partnNship IS re 
qui red to adopt the same ta xahl" yea r ft" 
that of the partners o"(ning a majority in · 
terest in partnership profits and capital If 
partners owning a majority of partnership 
proflta and capitol do not hav .. the same 
taxable year, the partnership is requin'<i to 
adopt the taxable year of all of its principal 

rh~n:r'~h: al:~en;:;'j~~~s n;~~i~::;et~ ~~O~l 
thl c;!~~::aF.r;rmay adopt a different ta x 
able year if it establishes, to the satisfact IOn 
of the Secretary of the Treaaury. a businp8S 
purpose for doing 80 

The present law rule that accepts as sa tis­
fying the bUSiness purpose require mf'n( a 
taxable year that provides deferral of in ­
come of a months or less will no lon~ ... 

Mi~ell~F~d::~ted~;n:o~:n;ote~y Senator 

(b) S corporations.-AII S corporations are 
required to adopt the calendar year as the 
taxable year, unless the S corporation estab­
lishes, to the satisfaction of the Secreuuy of 
the Treaaury, a business purpose for uSlIIg a 
different taxable year. 

The present law rule that accepts as satis­
fying the business purpose requireme nt a 
taxable year that provides de ferra l of III ­

come of 3 months or less Will no lon~ .. r 
apply (Floor amendment by Sena tor 
Mitchell, adopted by voice vote' 

(c) Personal ser",ee corpora/IOns -All per-
80nal service corporations are requin'<i to 
adopt the calendar year, unless thO' corpora ­
tion establiahes, to the satisfaction of the 
Secretary of the Treaaury. a business pur­
pose for using a different taxllble year 
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L II~m 

(;. T8x8hl~ Yel"" nf Partnership", S 
( 'urpurfttions. and Personal Serv 
ire ('"rpuratinn. I conI.) 

II. Sp .. cilll Tr""tmrnt of Certain 
Item. 

1. qUlllifird Hi.cnunt ('oupons 
I.N'. :t2 1 flf the Srnlltr amend 
mrnt) 

-----
2. "liliti.s u_ing acnoal ac · 

c"unting (Hec. 322 of the Sen 
ate amendment) 

Prt>"enf La"" 

An accrual·baais taxpayer may elect to 
deduct the C08t of redeeming "qualified dis· 

~h~n~~~~ie~~:~~~~~~~i~~t :ohre r~~~ 
lion up to 6 months following the clOIIe of 
the taxable year lsec. 466) A "qualified 

~=':;:!~I~ub;n:~~8 :;.~ep:y:i~~~d i':h~ha:~ 
lows a discount of not mor .. than $5 on the 
purchase price of merchandise or other tan­
gible personal property For the first year to 
which an .. Iection applies, a special rule 
delays a portion of the deduction attributa­
ble to the election to pr .. vent a bunching of 
deductions 

co~~~:~~~::i;lfO~ed a~rd:f~;n:~~~:~~: 
lion of income attributable to servtces 
provided to customers during the taxable 
year. but after the laat meter reading date 
occurring within the taxable year. 

Presiden". Prupo.al 

The election to deduct the C08t of redeem-

::tf..; '~u:~r:! o~~~u~~bli;:; wr:ui~v: 
repealed. Any portion of the iela),ed deduc-

~: ~~my:;~,:tJI':;edf ':~tld::Ju:~~cn~ 
would be deductible in the fiMlt taxable year 
for which the prop0881 is effective. 

e:!t~~'fur'%~~b~h;..::t::~:~~I~n: 
December 31, 1985. 

No provision. 

lIuuse Hill 

No provision. 

No provision 

Senate Amendment ~ 
The deferra l of income for thr .... months 

or less does not constit ut .. a husiness pur · 
pose. IFloor ampndnwnt hy Senator Mitch· 
ell. adopted by voice vot .. I 

Effect ... " dote.-Taxable y .. ars beginning 
after 19R6 Partn .. rs of partnerships and 
shar .. hold .. r of S corporations that or .. re­
quired to include items from more than one 
taxable year of the partnership or S corpo­
ration in any taxable year will take the net 
Income of any short taxable year Into ac­
count ratably over 4 years An election to 
include all such income in the first taxabl .. 
year is provided. Personal service corpora­
tions required to change their taxable years 
must annualize the income for that year 

Slime aa President 's proposal Anyadjust · 
ment r"'luired to be made aa a result of the 
change in method of accounting will be 
reduced by the amount of any suspE'nse 
account and Included in income over a 
period not to exceed five taxable yellrs. 

Effect",e dote.-Tllxable y .. ars beginning 
a fter Dec .. mber 31, 19H6. 

Accrual basis provide .... of utihty serviCes 
are required to recognize income attributa· 
ble to the furnishing or sale of utility serv­
ices to customers not later than the taxable 

~: ~~u:~~~~u~ i~:,~esr:;ltr.~~v~~:' 
the change in accounting mt>thod is recog· 
nized ratably Ovt>r four years 

Effective dote.-Taxable yellrs beginning 
after Dect>mber 31, 1986 
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L It~m 

3. Contribution. in aid of con 
.truction fHec. 908 of the 
IInuMe billl 

I. Hi.charge of indebtedness of 
solvent taxpa)'ers (sec. 323 of 
the Henat~ amendmenO 

Pre""pnl La" 

A regulllU>d public utility t hut provides 
electric energy. gas. water or sewage dispos­
sl services may treot contributions received 
in aid of construction as nontaxable contri­
butions to capItal. 

Solvent taxpayers who would otherwise 
be required \.0 currently recognize income 
from the discharge of qualified business in­
debU>dness may elect \.0 reduce the basis of 
depreciable property instead of currently 
recognizing such income. 

Pre.iden!'. Proposal 

No provision. 

No provision. 

Hnuse Rill 

The bill repeals the provision of present 
law allowing contributions in aid of con­
struction \.0 be treaU>d as nontaxable contri­
butions \.0 capItal. 

E((ectwe dote.-COntributions received 
after December 31.1985. 

No provision 

Senate Amendment 

No provi.ion 

The election for solvent taxpayers to re­
duce the basi. of deprecIable llroperty rath· 

dr:C~~~;:~feqn~!rifi~ot~~f:.~~::'de .. ~Wn~: 
is repealed 

J 

No change is made in the treatment of 
discharges of indebU>dness that occur in 
title II (bankruptcy) cases or when a tax­
payer is insolvent 

E((ectll'e dote.-Discharges of indebted­
ness occurring after Dffember 31. 19H6. 

ss 





L It~m 

,\ Itl'~"rv ... fur lI"d 1,.,1>1. 
I C .. mm .. rcial bank. ( ... c, HOHal 

uf th .. II"UH~ hilll 

2. Thrift inNtitutinnH ( ... c, HOHbl 
of th .. lIou"e hill and .ec. HOI 
of th .. S .. n"t~ am .. ndmenO 

Prf"!u'nl Luw 

Commercial bank. arl' allowl'd to dl'duct 
loan losses prior to the time that loans 
become wholly or partially worthless using 
either of two reserve methods (I) the ex",," 
ri~nce method, and (21 the percentage of 
eligible loans method The availability of 
the percentage of eligible loans method is 
schl'dull'd to expire for taxable years begin· 
ning after 19H7. 

If the bad debt dl'duction computl.'d under 
the percentage of eligible loans method ex· 
cel.'ds the dl'duction that would have been 
allowl'd under the experience method, then 
the dl'duction i8 rl'ducl'd by 20 percent of 
such excess. 

Pr ... id.nl'. PropoMal 

The use of both the t'xperience and 
c:rcentage of eligible loans methods would 

be ~iio!~ w~U~~i~'i~~~ :~ !~~..n~u~~ 
wholly worthless (i.e., the "8pecific charge­
off' method,. 

af~!~~~5 ~h~~r.~::lbor:~;: ~~:i~! 
serve for bod debts as of the effective date 

~~~~~:e "!~~~:'~i~c~~~ r~~b?rs~v~x~ 
able year beginning after 1985. Ban"" could 
elect to include the entire reserve balance 
in income in the first taxable year begin­
ning after 1985 

1I0u ... lIill 

The use of the experience and percl'ntage 
of eligible loan8 methods i8 repeall'd for 
ban"" with assets in excess of $500 million 
Thus, dl'duction8 for bad debts would be 
allowed when the loans are partially or 
wholly worthlefi8 (i e., the "8pecific charge­
off' method). Present law i8 retainl'd for 
other ban"". 

EffectIVe dale.-Taxable years beginning 
after 1985. The existing reserve balance on 
the effectivt' date is to be includl'd in incomt' 
ratably over a f>.year period starting with 
the first taxable year beginning after 1985 
Taxpayers could elect the amount to be 
recapturl'd in the first taxable year begin-

b~l!n~~:v~~Il:hea~~x~at;'~%a~ec1~~~:y~':! 
could also elect to account for exi8ting loans 
using a "cutoff' method 

Senate Amendm~nl ~ 

No prOVISion 

--------------r---------------------~ -----------------~ 
Thrift institutions may dl'duct loan 1088e8, 

prior to the time that loans become wholly 

~et~..:1~a~~aii;bl~hl::'ha".:'~g(th~e .. ~,,:,,;:~ 
ence" and " percentage of eligible loans" 

~~~~~e~~~.e ;t::':~e~u.:vea~~~x~~I~ i::; 
thrifts. The percentage of eligible loans 
method is schl'dull'd to expire for taxable 
years beginning after 1987. 

m!th!i~ at~~~~~ind~~c~ro::~a~:io~~°fu~ 
40 percent of taxable Income if 112 percent of 
the thrift's assets are qualified (72 percent 
for mutual savings ban"" without stock). 
The dl'duction phases down to zero when 
less than 60 percent of the thrift's assets are 
quolifil'd (;'0 percE'nt for mutual savings 
banks without stock I Qualified assets in · 
c1ude home mortgage loons and certain 
other assets 

Use of the experience, percentage of eligi-

~:t~:r:':~u~r~c~:::.i:: 'D:d~~~i~~~°fu~ 
loan 1088e8 would be allowed when the loan8 
are partially or wholly worthless (i e ., the 
"8pecific charge-off' methodl. 

Thrift institutions using the reserve 
method to compute their 1088e8 on bad debts 
may use the esperience method allowl'd 
commercial ban"" under present law or the 
percentage of laJIable income method with 
the percentage reduced from 40 percent to 5 
percent. An institution must hold at least 60 

C:':~!id!~ ~~ri%' :::l~~~~~ '~~ht;:. 
purpoee. 

Thrift institutions using the reserve 
method 10 compult' the .. losses on bad debts 
may use the experience method allowl'd 

bl:l::'ae~~i~le~h~":'II~':...r;~~':r:~:.a~f b~l~f~ 
(until Its schedull'd expiration) or the per­
centage of taxable Income method with th .. 
percentage rl'duced from 40 percent to 2!'i 
percent. The deductIOn of ~5 perc .. nl of I"x 
able income is allowed only if 82 percent of 
the thrift's assets are qllalifil'd (72 percl'nl 

~he r;::~:~t!;;i~rt9~~~~: i~~~';;:~ta~I~~~~ 
as a dl'ductiun is rl'ducl'd by one-hnlf of one 

ru:c;'~~~i :~~~g~bba~~~1 %~c:~~hg::..rc~~: 
by which the thrift fads 10 hold the perc .. nl­
age qualilil'd assets necessary to rec .. ivp the 
maximum percentage dl'duction No dl'lluc­
tion under the percentage of income method 
is allowl'd when less lhall 60 percent of the 

:::~~~~81 =~g:~~X8a:ifil'd (50 percent for 
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L _ lIem Present La'" President's Proposal 1I0use Hill Senate Amendment 

2. Thnfl institutinn. lennI.) II the bad debt deduction computed under 
ei ther the percentage of eligible loans meth· 
od or th" percentage of taxable income 
n",thod exceeds the deduction that would 
have been a llowed under th" experience 
method. then the deduction is rl'duced hy 20 
perce nt of such excess. 

The bad debt deduction under the per· 
centage of taxable income method is not 
reduced by reason of it exceed ing the deduc· 
tion allowable under the experience meth · 
od 

The bad debt d"ductiun allowed under 
ei ther the percpntagl' of e ligIble loans ml'th· 

:Pth~ t~: ::J~~~at:' ~~J t;;::c~l~t '~fu:~: 
eXCess of such amount over the dt'ductlon 
that is allowed und l'r the experience I1wlh · 
od 

Effectwe date. TlUable years beginning I Effective date.-Taxable years begInning I Effectwe da te -Taxable years beginning 
after 1985. The portion of the bad debt after 1985 aftt' r 19Hfi 
reserve on the effective date which is equal 
to the greater of the reserve balance com· 
puted under the experience and percentage 
of eligible loans methods would be included 

~~~i~~m~ith~~Yfi~~e~:a~I~,y;::r ~~ 
ning after 1985. TlUpayers could elect to 
include the entire recapture amount in the 
first taxable year beginning after 1985. 
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lIem 

I. Inlere.t nn lIebt liMed tn Pun·haMe 
nr I'arry Tax-Exempt Ublig"ti"nM 
I.ec. HII2 (Or the lI"u.e billl 

Nel tlperlllinl( Ln"Me. (Of Financial 
In.lilulinn, (,''c. HO:I nf th" IInu"e 
hill and M"r. Hill "f the Senal .. 
amendmenll 

-

Prt''ienl 1..8"" 

m~~de:nuc~~ob~ irn~~~:t ~~r ~~~r~~~a~ 
~":d~::elo~g::~~i~j~dicia'lta~~I!~"r:.\~i:-
trative interpretation, financial institutions 
generally are permitted to invest deposited 
funds in tax-exempt obligations, while con­
tinuing to deduct interest paid to depositol'1l 

The corporate tax preference rules reduce 
by 20 percent the amount which may be 

!.7~~'f:!n'd;. ~"=~i! ~S~zU!i~;~~~ro~~~~: 
tions acquired after 1982. The portion of 
funds allocable to tax-exempt obligations is 
deemed to be equivalent to the ratio of-

of~~:e~~~"Xli:~~~~~ :~~~~ ~~ 
1982 and held by the financial in8titu­
tion, to 

(2) the average annual adjusted basis 
of the financial institution 'a total as­
sets. 

Commercial blinks and thrift inalJtutions 
may carry net operaling losses back to the 
preceding ten taxable years and forward to 
Ihe succeeding five taxable yeal'1l This con­
trasts with the general rule for other tax­
payers allowing a net operating 1088 to be 
ca rried back to the preceding three taxable 
years and forward to the succeedlllg 15 tax ­
able years. 

Pre"iden!'. Proposal 

Otonles financial institutions 100 percent 
of interest deductions that are allocable to 
tax-exempt obligations acquired on or aflRr 

~n~:ae ~~ t~~~~e!,h:t :b'n~~~i~:: ~~~~~e~ 
determined in the same manner as for pur· 
poses of the tax preference reduction under 
present law 

The present law (i.e., 20 percentl reduc­
tion would continue to apply with respect to 
tax-exempt obligations acquired in 1983 
through I !l8fi 

The ca rryback and carryforward rules al>­
plicable to commercial banks and thrill. in · 
stitutiona would be repealed Commercial 
ban ka and thrift institutions would carry­
back and carryforward net operating 1088e8 

~xd::y~~ 1~~;:::lc~~~;b~~~:I~t~:a~ c~tr~~r 
fOl"Wardl . 

Effectwe dale -Net operating 1088e8 in-

~~r"1a~u8':;~~1~9l6."~et~~~:~~g ~~ 
:,:c~~bj!tn:~h~~~r::J ;.:!~~~~~nue to 

I\uu.e Hill 

Denies financial institutions 100 percent 
of interest deductions that are allocable to 
tax-exempt obligationa acquired on or after 

~n~:~re ~ ~~8!xe~:t ~blfg~~~o~! i~n.t~~ 
mined in the 88me manner as for purposes 
of the tax preference reduction under 
present law 

The present law (i.e, 20 percentl reduc­
tion continues to apply with respect to tax­
exempt obligations acquired in 1983 
through 1985 

TalH'xempt obligations that (I) are ac­
quired pursuant to a written commitment 
that waa entered into before September 25, 

~i~8! o:c~~i::: ~~:l~~~a::~d:re;::~~I~~6: 
1987 or 1988, are treated as having been 
acquired before January I, 1986. A qualified 

~;n-e~x~~~~t~~dn d~ai:~a':ib~i~ln fi~~: 
e r lin eXistence on October 3, 19851 that ia 
either a tax anticipalion note with a term 
not exceeding one year or part of an i88ue to 
provide qualified project financing that doea 
not exceed $3 million Not more than $10 
million of aggregated obligations may be 
designated by any i8Buer during any ca len­
dar year . 

The interest disallowance rule is to be 

~I~~e::o':!f'i~::r~tu!:c~~u:.:~~~ ~~h~h~ 
manufacture or construction of property 
(See VII1 0.3) 

Same as President's proposal 

EffectIVe date.-Net operating 1088e8 In-

~~;1a~nua':;~~1~9l6.a~et~~~~:~~g ~~ 
:,:c~~bj!:ntoerh~e:ur=:J ;.:!~;r~~nu" to 

~enate Am.ndmenl 

Helains pn'sl'nt law 

Generally retaina presenl law Net oper· 
ating 1088e8 IIlcurred by a thrift inatitutJon 
in lllxable years beginning after 19HI and 
before 1986 may be carrit'd forward to the 
aucceeding eight taxable years (rather than 
five taxable years). 

Effectll'" date.- Date of enactment 
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L L-- • or •• uc .... rml'u.", 1I0ose "'II ~en8te I\m~num~1Il -----1 

A II. UenrKanillllinn. nf Financially 
Tmuhlrd Thrift Instilution. (sec. 
Hili nf I h~ lIouMe bill 1 

I. (~ualificatinn for tax.freel 
!ittaCos 

2. Net nperalinK In".eN 

:I. FSLI( ' pa) ment. 

E. LHM~e!'l 1Jn IJepu!'Jit!'4 in Insulvenl 
Financial In_Wulinn. t.ec. RO~ 
nr the lI"uMe hili and _ec . H03 of 
Ihe Senat" bill. 

-' 

Continuity uf pruprI .. tary interest is gen· 
.. rally a prerequisite to qualification of a 
transactiun as a tax·free reorganization. 
Thus, the equity owners of the acquired 
corporation must retain a substantial con· 
tinuing interest in the acquiring corpora· 

~~d~;;hi~ae ~~~~~n~r"a s~~~i~r.~v~~~~~ 
bled thrift institution into another corpora· 
tion may qualify as a reorganization even 
though continuity of proprietary interest is 
absent 

The rules limiting use of an acquired 
corporation's net operating lOBS carryovers 
by the acquiring corporation are relaxed in 
certain situations for troubled thrift reorga· 
nizations 

Payments received by certain financially 
troublM thrift institutions from the Federal 
Savings and Loan Insurance Corporation 
tFSLlCI are not income to the recipient and 
are exempt from the general requirement 
that a taxpayer's basis in its assets be reo 
ducM by nonsharehold .. r contributions to 
capital 

A loss realIZed by a taxpayer with respect 
to a deposit or account in a financial institu­
tion is deductible in the year in which it is 
determined that there is no prospect of reo 
covery, III the same manner as any other 
type of bad debt loss. Unless the deposit was 
creatM in connection with a trade or busi· 
ness of the taxpnyer, the loss is trealM aa a 
short·term capital loss, the deduction of 
which is "mitM under the Code. 

The special rules relating to '1uaJificalion I Same as PreSident's proposal 
of an Rcquisition of a financially troubled 
thrift institution aa a tax·free reorganiza 
tion would be repealed 

Effeclll'<' dOle.-Acquisitions on or after I Effeclll'e dale -Acquisitions on or after 
January 1. 199/ January I. 1986. 

The special treatment of net operating 
losses in a troubled thrift reorganization 
would be repealM. 

Efff'<:/tl'<' dale.-Acquisitions on or after 
January I, 1991. 

The special rules relating to the exclusion 
from income, or exemption from the basis 

~Mt~~~~ledd:':if~~~~t\'t~[i~;~~giJ;:,e~~ 
pealM . 

Effeclwe dole.-Payments on or after 
January I, 199/ 

No provision 

The special treatment of net operating 
losses In a troubled thrift reorganization is 
repealM. tSee VI 11.6 b , abovel. 

Effeclll'f! dale.-Acquisiltons on or after 
January I, 19!16. 

The special rules relating to the exclusion 
from income, or exemption from the baais 
reduction requi rement, of FSLlC payments 
to troubled thrift institutions are repealed 

Effecl",e dale.-Payments on or aller 
January I, 1986. In addition, present law is 
clarified by providing that FSLlC payments 
to financially troublM thrift institutions ex· 
empt under the present-law exclusion are 
not subject to the provision disallowing ex· 
penl!e8 attributable to such payments. 

Individuals may elect to dMuct losses on 
deposits or accounts in certain types of fi ­
nancial institutions as a casualty 1088 at the 
time the loss can be reasonably estimated 
The election applies only where the loss 
arises aa a result of the bankruptcy or insol· 
veney of the financial institution 

Effeclwe dOle.-Losses in taxable years 
after December 31, 1982 

No proVISIOn 

Generally retains pr ...... nt law for n .. 1 OJ>-

~~~~:"i=0~:r~~ev1 H~j ~~~~~el thrift 

No provision. 

Same as lIouse bill 
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\ In!ltur8n .. "C IJrndurtH 
I . E"du~ion fur intert'At nn in 

"1 .. lIm~nl pa) m('n" "f lif~ In 
"ura",'~ proc"ed. (.N. 1001 of 
Ih~ lI"u.,· hill and He ... 10111 of 
I h~ Senate am"ndm('nt) 

2. Scrurtur('d .t'ltI~m~nl" c ..... . 
1003 of I he lIou.~ bill and ..... . 
1002 of the S~nat" amend 
m('nl) 

3. Pulin hnlrl("r Inan y (l'l"C. 1003 or 
lh r S .. "l1al .. amt"l1dmf'n'. 

A h"n('ficiary of a Iif,' insurance policy 
mlly r .... t'ive In"ta llml'nl pay ments of the 
procl't'ds of the pohcy Amounts in tht' na· 
lure of Interest tup to $1 .000 annually) on 

~~;v~~I~a~ds:;':~~~f ~~!~~ru~~ ::~dn~~ \~~ 
c1udt'd in Ihe spoU8t"s Income. 

Prest'nt law e_clud ... from income the 
amount of any damages receivt'd on account 
of pe,.,..,nal injuries or sickn_. whether by 
su it or agr...,ml'nt and whether 88 a lump 
sum or 88 periodic payments Thl' person 
h .. ble I<> pay the damages may 88Bign I<> a 
third party (a structured settlement compa· 
ny) the obligation I<> pay the periodiC pay. 
ments The portion of the amount recelvt'd 
by that third party for agreeing I<> the 88' 

s ignment that is usl'd I<> purchase 888ets I<> 
fund the hability is not includt'd in the third 
party's income. 

The overall efToct of the8l' rules is that no 
taxpayer is 8ubjc.><:t to t8J< on the investment 
income earnt'd on _ts uMod I<> fund the 
periodk payment of damages for personal 
injuries" 

Life illBuranCl' policies often permit the 
policyholder I<> borrow up I<> the cash sur· 
render value of the policy Until repaid, the 
policyholder loan rt'daces the proceeds pay· 

:~~~~d!~eor:~~y~li~~r o~n ~h~h:v~~erfc~ 
arl('8 in the event of the death of the policy· 
holder 

Under p ........ ot law, policyholder loans 
generally are treated 88 loans and nut 88 
withdrawals from the policy Interest paid 
on policyholder loans generally is dt'du('ti· 
ble by the policyholder. 

No dt'duction is allowt'd for amounts paid 
or accrut'd on indebtedn_ incurred or con· 
tinut'd I<> purch88e or carry a single premi· 
um life in8uranCl' ron tract. 

r- ..-t:~UUt'II' II r "-UI'U8t11 

No prOVISUUl 

Under the President's propoeal. third· 
party 88Bignl"e8 of liabilities I<> make period-

i~Jh:dent~l'i~~17 a~:~te ~Y:O~~e;:~i~~ 
receivl'd from the ll88ignor in gr<WI inrome. 

t,n f,:r:~ fi~hlhti~ngt!n..':tn~~i~~n~~~ 
would be treatl'd 88 the owner of the annu­
ily and would be taJ<ed on the inrome com· 
ponl'nt of all amounlll paid I<> it under the 
terms of the annuity rontract. The ll88ignee 
would be given an election concerning the 
taJ< treatml'nt li .e .• the timing of its dl'duc· 
tion). and if the tBJ<payer makes the el .... · 
tion. its basis in the annuity is not reduct'.! 
by the deduction. 

Eff«llI''' dale.- The propoeal would be 

:~~t~~~~13fifs'o"'ents entered inl<> 

The President's propoeal did not recom· 
mend any specific changes relating I<> the 
tax treatment of policyholder 10&ruI. How· 

:11~\t~rt ~i:~~n~~i~~~o:b:~:.nf~: 
lerest I<> the sum of net investment income. 
interest on debt securl'd by the taxpayers 
principal residence tup to its value), and 
$5,000. 

Erf«I ..... dale.-The nonbusinees interest 
limitation genl'rally would be etT .... tive (sub­
j .... t I<> two phllBl"-ln rules) for interest ex· 
penll<' paid or incurred after Ol>ct>mber 31, 
1985. 

ttnU!4f' HIIJ 

Repeals the $1.00(1 annllal exclusion ror 
Ihe amounts III Ihe nalure of interest re­
ct'ivt'd by the surviving spouse of an in· 
surt'd 

is :{(:t';'~: f::~e.;,-;;~~ ~i:'::;b/::~a:~ 
ciary with respect I<> dl'aths occurring after 
December :l1, 19X5 

Retains pre8l'nt law, but limits th(' exclu­
sion for structurt'd settlement agn ... ments 
to cases involving physica l injury or sick­
neBlj 

Eff«III''' dale.- A88ignments entt'rt'd into 
after o...·ember 31, 1985 

p~nt~::~u~7e t~':t~~n~m:~~t ~~~ 
accrued 00 indebt.edne88 incurred or con tin· 

ii~ ~~~~':"'co~t;:c~isa :~"!~~i~r:,,:~ 
also. Nonbusin_ interest limits, item V C., 
above.) 

Senale Am~ndm~nl ~ 

Same as Ilouse hill . ('_cept that the provi ' 
Slon requires the use of at'X neutral mortah· 
ty tables for purposes of determining the 
amounts in the nature of interest . 

is :{(:.tt~: ft:~".;,-;;J~~ ::C~:~~byg::r::~ 
ciary with rl'8pect to deaths occurrin~ aft"r 
Oec('mber 31. 1981i. 

Same 88 President's proposal. 

Effecl",(' dal~. - Assignments enterl'd inl<> 
after Ol>ct>mber 31, 19!!6. 

ProVides that a dt'ductiun ror inlerest on 
policyholder loans is not allowt'd in thl' CMe 
of loans aggregating more than $50,00(1 per 
offiCl'r. employ..." or owner of an interest in 
a trade or business ca rrit'd on by the tax · 
payer lSee also. Nonbusiness interl'!!t lim­
Its, item V C. above .) 

IFloor amendment by sPnator Dolt', 
adoptt'd by voic(' vote. 

Efrf'CllI~ dalt'.-The prOVISion IS efT .... tive 
for Interest on loans under polici ... pur· 
chast>d after June 20, 19!16. 

93 





I. Tr~8tment of \><.licie. to cover 
pr .. arranKed funeral up .. n .... 
("e~. IK25 uf the Senat .. 
a mendment' 

5. Ileductinn r .. r policyholder 
1 ... 0". tMec_ 1002 of the "'lUsr 
billl 

I're"it"nl 1.8" 

A life insurance contract gen .. rally is d .... 
flnl'd as a contract which m .... ts either (I) a 
cash value ac~umulatinn u-st, or (:!) a U>st 
consisting of a guideline premium rt"quire­
ment a nd a caah value corridor requir .... 
ment. Future increll8t'8 in death benefits 
may cause a contract not to qualify under 
these U>sts 

SU~\Jl~~~~~i~:n~h:l~x'::fe ~:~C!nd I~ 
compensated for by insurance or otherwise. 
The CBBualty 1068 dl'duction i.e allowable 
only to the extent that the 10fl8e8 exceed 10 
percent of the taxpayer's adjusted gT088 in­
come (AGI). 

If .. caaually or other event occurs which 
results in a claim for reimbursement with 
respect to which there is a reasonable prO&­
pect of recovery (such as an insurance 
claim), then the 1068 may not be dl'ducted 
until it can be ascertai nl'd with reasonable 
certainty that the reimbursement will not 
be receivl'd 

Some recent cases have he ld that the 
deduction is allowable when an individual 
has insurance coverage on nonbusiness 
properly, but elects not to fil e .. claim 

I'resident's Prupooal 

No provision 

su~~~~~ tl~e;'~~:~!:tsl:;i=I~~;":~~1d 
be permitted to elect to claim a deduction 
with reepeet to thoee 10018<'8 without regard 
to the pf08pect of recovery from the insur­
ance company. IllIIurance proceeds would be 
taxable income when received to the extent 
of any porlion of the 10811 that waa previous­
ly deductible. Present law would continue to 
apply to nonelecting taxpayers. 

Efft'C/wf! da/".-The proposal would be 
efTective for all 108IIe8 incurred in taxable 
years ~nning after December 31, 1985, 
that are Insured under pollcit'6 iaaued after 
December 31, 1985. 

lIou.e Hill 

No provision 

Retains present law, but the c88ually 1068 
deduction is denied to the extent that an 
individual haa insurance coverage on non­
busine88 property and elects not to file a 
claim. 

Efft'Ctwe dale.-The provision is efTective 
for taxable years beginning after December 
:11,1985 

Senate Amendment 

Provides I hat fUlur .. increases in delllh 
h .. neflts may be taken into "ccount in deler· 
mining whether the definitIon of life insur· 
once contructs is satlsfll'd wIth respect 10 
certain policies 10 Cover prearrangl'd funer­
a l e xpenses Such contracta can qualify as 8 
life Insurance contract if Ihe inilial death 
benefit IS $5,000 or less ((reating all ~on · 
tracts issued 10 the S8me con tract own .. r as 
one contract), and If the contract provid"" 
for fixed annual incre8lle8 in the death ben · 
"fit not exceeding 10 per~ent of the initial 
death benefit or Il percent of the d"alh 
benefit at the end of the precl'ding year 

!Floor amendment by Senator Long, 
adoptl'd by voice vote ) 

No provision. 

Effec/.... du/ .. -C'.()ntra~ls iasul'd afl"r 
December 31. 19H4 
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[ - - - - lI~m 

II . Lif .. In"lran~l' Cumpanil'Y 
I. Spt"t'ial life inMUranCf' eumpa­

"" d .. ducliun «~f'(,. I 011 of (hf' 
li"u.~ bill and .~C. 1011 or Ih. 
SenRle 8m~ndmf'nl) 

2. Tax-exempt orltanizations .. n ­
gaited in In.urance activiU .. s 
(sec_ 1012 of th .. Hous .. bill) 

a. Charitable ol"floni:alion. 
(ut'. 50/(r)(3)) and .Mtal 
Wl'/(aff ol"floni:olion. (ut'_ 
501lt')(1)) 

b. Fro/anal fH>nefiriarll OMi 

elieo (oef'. 501(rJ(81J 

Presenl Law 

A life insurance company is talled at cor­
porate rates on its life insurance company 
taxable income (L1crl). A life insurance 
company is allowed a special Iif .. insurance 
company deduction of 20 pl'rcent of its ten­
tative L1C'fI (LK.,.I in excess of the small 
company deduction) for any taxable year. 
This deduction h88 the effect of reducing 
the tax rates imposed on L1cr). General 
corporate tall rates apply to Lle'Tl after 
reduction by the deduction . 

p!~~:n":;i'::~;:~:'f!~l':;~~er;:.'~~ 
or to the ~eneral public forms the basis for 
the organization's exemption from Federal 
income tax. 

(a) A charitable organization directly en­
gaged in providing insurance generally 
would be conaidered to be conducting a com­
mercial activity which benefits a private, 
rather than public, interest and would not 
be entitled to tax exemption. P88t IRS poli­
cy h88 permitted certain organizations, 
whose princIpal activities are providing life 
insurance, health insurance, and annuities 
to be treated 88 tax e"empt. 

An organization is entitled to tax e"emp­
tion if it is opl'rated ellclusively for the 
promotion of social welfare. Some health 
Insurance providers have been treated 88 
tax-exempt social welfare organizations. 

(bl A fraternal bt>neficiary society, order, 
or 8B8OCiation that is opl'rating under the 
lodge system, and providing for the pay­
ment of life, sick, accident, or other benefits 
to the members of such society. order, or 
8B8OCiation or their dependents, is entitled 
to tax exemption 

I'r .. sident's Pruposal 

The special deduclion would be repl'aled 

Effl'CIII>e clale.-Tallable years bt>ginning 
after o..c .. mber 31, 1985. 

(a) No provision 

(b) No prOVision. 

IInuse Hill 

Same 88 President's proposal. 

Efferl", .. dale.-Tal!ahl .. y .. ars bt>ginning 
after December 31,1985 

(a) Under the bill, a charitable Or social 
welfare organization is not entitled to tax­
ellempt status unless no substantial part of 
its activities consists of providing commer­
cial-type insurance. Commercial-type insur­
ance does not include (I) insurance provided 
at less than cost to a c11l88 of charitable 
recipients, (2) health insurance provided by 
a health maintenance organization that is 
incidental to the organization's principal 

~~i;:~y o~n~ro~~~fty h~~~~hra~a:ee, (s":ct '!: 
fire insurance) provided by a church or con­
vention of churches solely for such church 
or convention. The bill authorizes Tre88ury 
regulations providing special treatment 
with respect to the activities of Blue Cr088 
and Blue Shield, relating to high-risk indi­
viduals and small groupe 

bt>~~fi1J':~i~:~~b; ~~~d~::..!:~r~ 
partment, to be reported to the Congress by 
January I, 1988. 

is ~((::il: f~~~;-rs~r;~i~~i~~e~e~:~ 
ber 31, 1985. A spl'Cial rule provides that the 

~~:~~nb~::::e:tofP~~t~~~h of~tri~ th.: 

~~~: b!r:.~e o~WAt-tREFd: t~:t ~~: 
provision does not apply to that portion of 
its business until January I, 1988. 

Senat .. Aml'ndment 

Same as House hIli a nd Presidenl 's pro­
p< lSa l 

Effeclwe dale - Talla6le years beginnmg 
after December aI, 1!l86 

A special rule provides that, in the case of 
a life Insurance company owning the stock 
of another corporation. which stock W88 
acquIred on January 14, 1981, income, gain , 
1088, or deduction attributable to the owner­
ship of such stock is taken into account at 
prest'nt law rales, bt>for .. calculation of Ih .. 
small company deduction . Such items are 
taken into account at Ihe rate of 46/ :16 H, 
which provides the same tax ben .. fit tu the 
life insurance company 88 is provided under 
prest'nt law (Floor amendment by Senator 
M .. tzenbaum, adopted by voice vote I 

(a) No provision 

(bl No proviSIon 

I 
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I Item 

:1. TreHtm~nt of electing mutual 
life insurance company (Mec. 
Jf)I~ of the Senate amend. 
m~nll 

~, Physicians' and surgeons' mu· 
tual protection asRociations 
fsec. 1031 of the Senate 
omendment) 

Present 1..8'" President's Proposal 

A mutual hfe insurance company may No provision 
elect to treat all Its indIVIdual noncancella· 
ble (or guarantft><! renewable) accident and 
health insurance contracts as cancellable, 
for purposes of dctermlninl:l whether the 
company IS taxable as a life Insurance com· 
pany or a property and casualty insurance 
company As a condItion of making this 
election, 011 stock life insurance company 
affiliates of an electing mutual life insur· 
ance company which is the common parent 
of the group are treated as mutual life 
insurance companies subject to tax under 
all provisions of the Code applicable to mu-
tual life insurance company, including the 
provisions regarding the differential earn-
ings amount of mutual companies. 

In general, the gr088 income of a mutual I No provision 

~~~~ra;o~:n";fai.rcl~J:r :.~ ~~~~~~~ 
and other consideration, gT088 investment 
income, and gain from the sale or other 
disposition of property. Present law pf(). 

:i!ila~ d:~~~u~:~~t~~idfo~ d~it~nh:l:en~ 
in theIr capacity as such. 

I n the case of corporations. gr088 income 
does not include any contribution to capital 
(sec. 118). However, the provisions covering 
the taxation of nonlife mutual insurance 
companies have no specific provisions re­
garding paid in capital or the distribution of 
such capital 

Under present la"" premiums for liabilit,Y 
insurance in carrying on any trade Or bUSI­
ness are deductible in the year they are paid 
or incurred For example, premiums paid by 
a physician for medical malpractice insur­
ance generally are deductible. However, no 
deduction is allowed as an expense paid or 
incurred during the taxable year for a con­
tribution to capital. 

IInu.e Hill 

No provision . 

No provision . 

Senate Amendment ---.-J 
The requirement that stock life Insurance 

company affiliates of an electing mutual life 
insurance company commOn parent are 
treated as mutual life insurance companies 
is repealed 

fA floor amendment by Senator Metz· 
enbaum, adopted by vOIce vote, prOVIdes 
that the repeal is effective only for taxable 
years beginning after December :lI, 19R5, 
ond before January 1,1992.) 

Contributions to a pooled malpractice in· 
surance ll88OCiation are currently deductible 
to the extent they do not exceed the cost of a 
commercial insurance premium and are in­
cluded in the 8S8OCiation's income. Refunds 
of such contributions are deductible to the 
fund only to the estent included in income 

~iat~~i:~';,':,~aJ!:: .I':d:~~C:;:tear:~i':ri::: 
to January 1, 1984 

fFloor amendment by Senator Matsu· 
naga, adopted by voice vote.) 

Effect .. ", dnte -ContrtbutlOns a nd reo 
funds afU.r the date of enactment 
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L Item I're.en( Law PreAident'. Proposal "nu.e Hill Senate Amendment ~ 
5. Operations 108s deduction of 

insnlyent compani~s t sec. 1013 
of the \louse bill and sec. 1012 
nf the Senate amendmenll 

( ' . "roperty Ilnd ('a8ualty Insurance 
("ompBnit"B 

• 

J. Treatment nf acquisition ~x­
pen8es fAec, 1021 of the 1I0use 
bill and "eC. 1021 of the Senate 
amendment) 

The Life Insurance Company Tax Act of 
191'4 repealed the deduction for additions to 
a policyholders surplus account IPSA), 
which W88 originally adopted to provide a 
cushion of RSSeIB to protect the interesIB of 
the policyholders However, a stock life in­
surance company is required to Include in 
income any amount dl't'med to "" distribut­
ed from an existing PSA 

A property and C88ualty insurance com-

~~y :C:;~~it7:~al~x1,..~~, in~~~~ed t~:':~ 
taxation of the aasociated premium income 
may"" deferred, by means of the unearned 
premium reserve deduction, to the period to 
which the premium income relates. 

No provislun 

Unearned premiums would be subject to 
the QRA proposal (see 1088 reserve discount­
ing, item 3, below I. 

A life insurance company is perml(ted to 
apply iIB current 1088 from operations and 
iIB unused 1088 carryovers to oITset taxable 
income from amounlB dl't'med distributed 
from its policyholder surplus account (PSA ) 
if (\) the company W88 insolvent on Novem-

~~~~n~9~,~2~0~~ ~~d::~~ !s ~i~1~i~~~ 
similar C88e, and (3) 88 a result of the liqui­
dation, the company's tax liability would be 
incre88ed due to distributions from the 
PSA 

Efff!CIWe date - The pro~ision applies to 
liquidations on or after November 15, 1985 

uall~;I~:r:~~;~~;:r~!:t ~~~\'.:1~c~~~ill 
anAl: :~~I~;=~~"1n~~~,,;:u:::~~':~er 5 
years, 20 percent of the company's un-

ili~~::eir;:i"whi~~ili! a~:~~~ni~in,.~[ 
eITective. 

Efff!Ctive dote.-The proVIsion is eITective 
for taxable years ""ginning after Decem""r 
:11,1985. 

Same as Iiouse bill 

Effect",e date.-Same as 1I0use bill . 

Includes annually in income of a property 
and c88ualty company 20 percent of the 
Incre88e (if any) in the unearned premium 
reserve. 

Also includes in income, ratably over 7';' 
years, 20 percent of the company's un­
earned premium reserve at the beginning of 
the year in which the provision is first 
eITective A company that ceaaes to be sub­
ject to tax 88 a property and casualty Insur· 

~~~rn~I::'J~Yn inuc~~:c~~~~:7hi:~~~v~~,~~( 
For this purpoee, the unearned premIum 

reserve does not include life insurance re­
serves 

With respect to insurance 8gainst default 
in the payment of principal or interest on 

::~;:t:he :;!,t~u:t ~~t~d~ i~fi:c:~:7s rr. 
:~:dt ;:e~i:;c;:::v~:f :nnt I~n ~;ceun~: 
ratably over 7 \I. years, of the company's 
unearned premium reserve at the beginninK 
of the taxable year in which the provision IS 
first eITective. 

Effedit'f! dale.-The proviSIon is eITecttve 
for taxable years beginning after ~ember 
31,1986 
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• . T"'alnwnt uf tax-~xempt in 
",mle I ...... 1022 IOf thp IIlOu.e 
!.illl 

J. Trt"Hlmt"nl of IH~~ re~("rV("R 
I se... 1027 (If th" lIouse bill 
and s..... 11122 IOf the Senate 
am .. ndmen'l 

Nu .p..clal trealnwnl applies to thp tax ­
p"'mpt incump of a prupprt:; and ca<tlil lty 
insuranc~ company 

A property and casualty insurance com­
pany may deduct from its gross incume the 
increase in IOSBPB incurred during the year 
Losses incurred include unpaid 10000s and 
losses that have ~n incurred but not r("­
purted I"[BNR" losses', which represents 
the full amount of actual and estimated 

~:sc~~~~~: ~Iio':J\~~k~~~ th.,YI~ ~;: 
incurred or estimated to have ~n in ­
curred, rather than the year in which they 
Ilre paid or have accrued under generally 
applicable prinCiples of tax accounting 

This loss reserve deduction rule dues not 
take account of the difference between the 
time the ,,'serve for losses incurred is estab­
lished 'i.e., the year in which the event 
covered by insurance occurs! and the time 
when the It"ms are released from the r("­
serve li.e., the year III which claims are 
sa tisfied or otherwiSf' extinguished!. 

PreSf'nt law trea tment of res"rves of a 
t .tl e Insurance company is unclear 

No spproal rule wuuld apply to tax-exempt 
IIIcume uther than the enect on tax-ex .. mpt 
"'CU"'P of the QRA pruposal lsee Item ~. 
1 ... 1 ow I 

A property and casualty Insurance com­
pany s deduction for unearned prE'miums, 
and for unpaid losses with rpspect to a line 
of business, during a taxable year would be 
limited to the amount It credits to a quali­
tied reserve account ("QRA"!. 

If thE' total amount credited to a QRA 
exceeds the stalutory ,,'serves for the line of 
business fur which the QRA is established in 
any YE'ar, the excess must be currently III ' 
eluded III the company's incume The Presi ­
dent's proposal is equivalent to aflE'r-tax 
discounting of reserve deductions to reOeet 
the timE' value of monE'Y This is accom­
plished by increasing each QRA re ... rvE' an­
nually by a percentage equal to the after­
lax ratE' of return earned by the company on 
its investments durlllg that year No addi­
tional re ... rve deduction wuuld be allowed 
for this annual IIIcrease in the re ... rve ac­
counts 

A company would be allowed a deduction 
each year for the full amount paid to satisfy 
claims, but would be required to include in 
taxable income an ..-qui valent amount re· 
leased from the approprialE' QRA Thus, if 
the reserve was insufficient to cover all 
claims. the excess claims wuuld produce a 
net deduction when paid 

Effectll'l' dolt' - ThE' proposal would be 
etfeclive fur all lossps Incurred in taxable 
years beginning aflE'r December 31, 1985, 
that are insured under poliCies issued after 
December 31, 19H5. 

Reduces d£'ductions ror loss rpservps hy III 
percenl lUi Iwrrent fur t"xabl .. ypars lw~IIl' 
nong aft .. r I)£,Cl·mb+-r :11. 1!!H7! (If thp SUIll (If 
Ii! tax-ex£'ml'l intpr£'S1 II,comp a nd liil the 
dpduclible port inn uf dividends rpcl'ivpd 
Provides an ext' .. ptiun l'or interest and divi ­
dends received or accrued on investments 
acquired before Nuvember 15. 19H5 

Effed", .. dale - The provision ,s effective 
for taxable years beginning after [)ecE'mber 
:1I,19H!i. 

cu~~I~::;~~~h!~hc~h~rlor~:~~o~~i~~;! ~~ 
Taxation! to submit to the Congress a s tudy 
of the treatment or luss reserves This study 
is due not later than January I. 1987 

--l 
No pruvlSllm . 

RequirE'S pretax discountln!: of unpa let 
loss and loss adjustment ex pense reserves 
The prOVision applies to loss rese rvps, in · 
cludlng accident and health res.-rves, for 
each pruperty and casualty line of business 
of all insurance companies (provided Ruch 
reserves are not subject to discounting 
und .. r life insurance company rules! 

The int"rest ralE' to be apploed is 5 per­
cent for accident years beginning before or 
in 1!1H7, and 75 percent of a a-year rolling 
avprage of the annual Federal mid-term 
rate the rcaflE'r. A loss payment paltern , 
based on insurance company annual statp­
ment data, is determined for each lin .. of 
bUSiness every 5 years startin!: with 1!!H7 , 
and promul!:uted by the Treasury 

A Rpecial rulp for long-tail li .. ps of busi­
nes.. provides that the payment pa\lern is 
generally dl>('med to be the number of years 
for which annual statement data is avaal· 
able, but may be expanded an additional ,. 
years 

A cumpany IS permitted tu elpct In parh :;. 
year period to discount based on Its own IuS» 
payment pattern, except for internallunal 
and reinsurance lines of bUSiness 

Rpserves of title inRurancp companaes l in 
an amount not in excess of loss rt"serves) art" 
subject to the discounting rules. rather than 
the rule applicable to unearned premoullls 
(item I , above!. 

Effl'CIII'(' dal ... - The provision IS .. ff .... ·.,v .. 
with rt'Spect to changes In loss rese rves ror 
taxable years beginning after [)ecemiwr :n. 
1~!H6, with special treatml'nt fur rps .. rve 
strpngthening after March I. I!1Hli Thl' 
rules are Implemented on a fresh-starl ha· 
S18, providing a forgiven ess of Incump In HlP 

amount of the reduction In rest'"rvt:"s n~~ult 
ing frum th .. impl .. ml'ntati un of discount II.!: 
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~ - --------- - .... ~---- -- ----- -------------- .-.l 

·1. Trpatmpnt of net gain from 
upprat ion. • "pc. 1023 of the 
lI"u ... bill) 

5. Limiting policyholder divi · 
d .. nd deduction for mutual 
companies ' ... c. 1026 of thr 
lIou"e bill) 

No special provision of present law re- No provIsIon Requirps that the taxable Income of a No prov isio" 
quires that the taxable income of a property property and casualty company must bear a 

ia~to~:~~I~~ li.::"~;~~~?nCfr'::~~~~~,~~s r~ ~~art~~~~~i~~ tr~~~a~{~h:tc~s::.;!~~~ 
reported on Its an nual statement for finan- annual statement for financial accounting 
cial accounting purposes purposes). This rule provides that regular 

taxable income of a property and casualty 
insurance company is not less than 20/36 of 
its adjusted n .. t gain from operations. and 
its regular taxable 1.- is not mOre than 
20/36 of its adjuated net 1.- from oper­
ations. as set forth in its annual statement. 
Tax-i!xempt income and the deductible por­
tion of certain dividends reeeived attributa­
ble to investments made before November 
15. 1985. are excluded from adjuated net 
gain or 1.- from operations 

Under present law. property and casualty 
insurance companies (whether stock Or mu-

~~~~:r:~:;n:i::Hfa:"'~7.::~~ru:::'~~~~~ddi~; 
!.ec~~;~ S~r!~C~~~I~i': ~~/~~~~ ~:!:~~r. 
deduct dividends paid to shareholders 

This distinction between policyholder and 
shareholder dividends also exists in the case 
of life insurance companies. but deductible 
policyholder dividends paid by mutual life 
insurance companies are reduced by an 
amount intended to reneet the portion of 
th .. distribution allocable to the companies' 

~h~n;fti:nn~h~~~~~ ::,ii~;ht~l!eUrisr~:~om 

th~~~~ti!~er:~s ~Ii=de~o~~d~~i~ 
mutual property and C88Ualty comp6Jlies to 
be reduced in a manner similar to the re­
duction applicable to mutual life ineurance 
companies. The propoeal stalee that addi­
tional study is needed to determine the sUe 
of the competitive advantage that the cur­
rent treatment of policyholder dividends 
provides to mutual property and C88ualty 
companies and to set the appropriate deduc­
tion limitation. 

effWti~~'f~r d:a':~bl~h;ea"~°t:~ni~~I~n: 
December 31. 1985 

Pre-effeetive date 1.- carryovers may not 
be applied against poet-i!ffective. date in­
come. and consolidated Uuable Income of 
property and casualty members of an affili­
ated group is generally determined sepa­
rately before being taken into account in 
determining consolidated taxable income of 
the entire consolidated group. 

Effectwe dale.-The provision is effective 
for Uuable years beginning aller December 
31.1987. 

Requires the Secretery of the Treasury to 
submit to the Congress a study of the tr .. at­
ment of policyholder dividends by mutual 
property and casualty insurance companies 
and whether any changes in such treatment 
would be appropriate. This study is due not 
later than January I. 19!!7 

No provision 
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L -- Ilem 

ft. Prutection against 1089 se­
('Hunl fur mutual ('"ompanies 
(sec. I 02~ of the \lou8e bill 
and ... c. 1023 of the Senate 
anwndmentl 

7. Special exemptions, rates, and 
dedurtinn. of small mutual 
C'ompanie. (sec. 1025 of the 
1I0u.e hill and sec. I02~ of the 
Senate amendment) 

Prrsenl Lu'" 

Mutual property and cllsualty insurance 
rumpanies are permitted deductions for con­
(rlbutlons Iwhirh ar" merely bookkeepin~ 
entnesl to a protedlUn a~ainst loss I"PAL' I 
Ilccoun!. The amount of the deduction IS 

e4ua l to the sum of one percent of the 
underwriting 10SSt'S fur the year, plus 25 
percent of statutory underwriting income, 
plus certain Windstorm and other losses 

~~ ~~~f~ :~l:.,~,s~~:~~:;~ra d~l..~~~t":r~ 
portion of mutual company underwriting 
income. 

Under present law, mutual property and 
casua lty companies are dassified into three 
categories depending upon the amounts of 
their gross receipts 

Mutual companies with certa in gross r..­
ceipts not in excess of $150,000 are tax­
exemp!. 

C-ompanies whoee gross receipts exceed 
$150,000 but do not exceed $500,000 are 
"small mutuals" and may be taxed solely on 
Investment income 

Small mutuals which are subject to tax 
because their gross receipts exceed $150,000 
may claim the benefit of a special rule 
which phases in the r"gular tax on invest­
ment income as gross receipts increase from 
$150,000 to $250,000 Companies whuse 
gross receipts exceed $500,000 are ordinary 
mutuals taxed on both investment and un­
d .. rwrltlng income 

Like stock cumpanies, ordinary mutuals 
Il"nf'rally are subject to the regular corpo­
rate Income tax rates Mutuals whose tax­
able income dO<'s not exceed $12,000 are not 
subject to tax on the first $Ii,OIlO of taxable 
income, and a tax of :10 percent IS imposed 
On the next $(j,UOO of taxable income. For 
,mall mutual companies which are taxable 
On Investment income, nn tax is Im posed on 
the first $3.01111 of taxshl .. investment in 
come, and a tax of:lO perrent is imposed on 
taxable investment income between $3 ,000 
and $6,000 

Mutual companies that receive a gross 
amount from premiums and certain invest­
ment Income of less than $1.100,000 are 
allowed a speCial deduction against their 
underwriting income (if it is subject to tax). 
The maximum amount of the deduction is 
$Ii,()OO, and the deduction phases out as the 
groRS amount inereas"s from $500,OUO to 
$1 , \00 ,000 

President', Proposal 

The President's proposal would repeal the 
deduction for contributions to a PAL ac­
count Amounts currently held in the ac­
count would be Included in income no later 
than ratably Over a 5-year period 

Efferlwe do le.-Taxable years beginning 
after December 31, 1985. 

The special tax exemptions, rate reduc­
tions, and deductions of small mutual prop­
erty and casualty insurance companies 
would be repealed 

Effec:twe dole.-The proposal would be 
phased in over a 5-year period starting with 
the first taxable year beginning after De­
cember 31,1985 

1I0use Bill 

Repeals the deduction for contributions to 
a PAL account Amounts currently h .. ld in 
the account are included in income over a 5-
year period 

Effeclwe dole -Taxable years beginning 
after December 31, 1985 

Provides that property and casualty in­
suranCe companies (stock or mutua\) with 
nl't written premiums (or direct written pr..­
miums, if greater) of less than $500,000 arl' 
exempt from tax, and companies with such 

~~~";~m~hi~a~r' .::rl~~~~te;;!;a~!~~~ 
taxed only On inv~tment income 

EffeclIVe dale - The prOVision is effective 
for taxable years begtnning after December 
31,191l5. 

Semde Amendment 

Same as the 1\0use hili, except that thf' 
amounts currently held III the account may 
be Included at a slower rate in th" s,'cond 
through fourth years of thf' 5 year pt'riud 

Efferlwe dole - Taxable years beglnnln", 
after December :ll, 19Hr. 

Provides that property and casualty in­
surance companies (stock or mutua\) with 
net written premiums (or direct written pr..­
miums, if greater) of less than $350,OOU are 
exempt from tax, and companies with such 

~~~";:'m~h~u$\ ~ ~JI~~~te;;!;ael!~f;:!;II:;:: 
taxed on ly On investment income 

Efferlwe doll' -Thl' provision is I'ffective 
for taxable years beginntng after December 
3I,I!)8r.. 

J 
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A. Trea(ment of Tax·Favored Sav· 
ings 

I. Individual retirement ar· 
rangements !lRAs' 

a. f.:ligibilitg to make deducl. 
ible IRA contribution. 
(.e •• 110/ of the Hou.e bill 
and .e.,. 1201, 120t, and 
120lA of the Senate 
amendment) 

(a) An individual who has not attained 
age 70 '1. is entitled to deduct from gr088 
income (within limits) the amount contrib­
uted to an individual retirement arrange­
ment (an IRA). The limit on the deduction 
for a taxable year generally is the lesser of 
$2,000 or 100 percent of compensation 
(earned income, in the case of income from 
self-employment>. 

Prior to ERTA, deductible IRA contribu· 
tions were not ~rmitted for any taxable 
year if an indiVIdual, for any part of the 
plan year ending with or withIn the individ· 

~:~:t~::b~~ yne~r't~:S fnndf~i~~:F:rt~~~},';! 
were vested) in-

(1) a qualified plan (seal. 401(a) or 403(a)), 
(2) a tax~heltered annuity program (sec. 

403(b)}, or 
ta~3~:afifive'd~ment.al plan (whether or not 

Nondeductible IRA contributions are not 
permitted. 

(0 1 No provisIon. (a) Provides a first-dollar offset of an em· 

r~~y~Su~~! ~:~~~~ila~ifu~t d~rla~1,;c~h~ 
fi:t~:ah'~re~~:;~~je~e:r~a~:e~~~~ ~cbuD~ ; 
and a tax·sheltered annuity (sec. 403(bll. 
Also provides for the reduction of the first 
$2,000 of the spousal IRA deduction limit 

--.. -.- ..... _ .. _ ... _... .--...l 

n~a~!i~ci::b;e to I k~~~~t~I~~tfot';;:;~~°'i!; 
made for any taxable year If an indiVIdual is 
an active participant (whether Or not the 
individual's benefits are vested) in an em· 
ployer·maintained retirement plan for any 
part of the plan year ending with or within 
the individual's taxable year. For purposes 
of this rule, an employer·maintained retire­
ment plan means-

(i) a qualified plan (sees. 40Ha ), 
401(k), or 403(a)), 

(2) a tax-sheltered annuIty (sec . 

403(bll, 
(3) a simplified employee pension (sec 

408<k)), 
(4) a plan established for its employ· 

ees by the United Stales, by a Stale or 

~lf~C:~~e~::I~~~f ~heb~:;,,~ ~~n~ 
or a State or political subdivision, or 

(5) a plan described in section 
SOI(dI8). 

Individuals who are not eligible to make 
deductible IRA contributions for a taxable 
year may make nondeductible IRA contri · 
butions. The limit on nondeductible contri· 
butions for a taxable year is the lesser of 100 
percent of compensation (earned income in 
the case of a self-employed individuall or 
$2,000 ($2,250 in the case of a spousal IHA I 

It is th .. sense of the Senate that full IRA 
deductibility should be reta ined in a ma n· 
ner that does not adversely affect tax rates 
or the distribution of tax reduction by in · 
come class Wloor amendment by Senator 
Packwood, adopted by voice vole.) 

Effective dale.-Taxable yeaTS begmning I Effeclll'e date.-Taxable yea rs beglnnmg 
arter December 31, 1985. after December 31, 19Kfi. 

In the case of certain collectively bar· 
gained plans, the proviaion is not effective 
until years beginning on or arter the earlier 
of-

m the termination of the collective 

ba(~~~';fa~1991t, or 
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I. Individual retirement ar· 
rangements I I RA. I-I ront.) 

h. Spou.al IRA (sec. 1101 of 
thc House bill and .ec. 
120/ of Ihe S,·nale amend 
menl) 

r. Additional in rome lax on 
f"Orlll withdrawal. (.ec. 
1123 of thr Houoe bill and 
sec. 1223 of the Senale 
amendment) 

d. Inlerrol on loon. 10 make 
IR,t conlributiono loec. 
1203 of Ihe Senate amend 
m,·nt) 

e. Acqui.ilion of /lold and ,II 
I'er coin. bll IRA. (.ec_ 
1Z/2 of Ih" Senale amend· 
ment) 

(bl An ondlvldual IS permItted an addi· 
tlOnal deduction for contributions to an IRA 
far the ben .. fit of the individual"s spouse if­

III the spouse has no compensation 
for the year, 

(2) the spouse has not attained age 
70Y2, and 

(3) the couple files a joint income Uu 
return for the year. 

If these requirements are met, the annual 
deduction limit is increased from $2,000 to 
$2.250. The contribution m:.r be divided as 

~~oen sro:=t~::':.:'u:~~:ee<t!~2,gggtribu 
If both spouses have any compensation, 

~~~~lnfR~d!d~~~isl~t t~i~w~50, the 

Icl Amounts withdrawn from an IRA 
prior to age 59 'h, death, or disability of the 
owner are subject to a 10-percent additional 
income tax 

Idl Under present law, no deduction is 
allowed for interest on indebtedness in· 
curred or continued to purchase or carry 
obligations the interest on whIch is exempt 
from Uu I sec. 265(21). Th,s provision does 
not apply to amounts borrowed to make 
IRA contributions, because the interest in­
come on an IRA is not wholly exempt from 
tax. Instead, the interest on IRA contribu· 
tions is not Uued until it is withdrawn 

Ie) The acquisition by an IRA of any col· 
lectlble is treated as a distribution from the 
IRA of the cost of the collectible and IS 

includible in the IRA owner's income for the 
year deemed dIstributed A collectible in· 
cludes any stamp or coon 

(bl For purposes of calculating the spousal 
IRA deduction limit, all compensation of 
both spouses could be considered if the cou· 
pie filed a joint return Thus, deductible 
IRA contributions of up to $2,000 per year to 
each indIvidual's IRA would be permItted 
for a couple filing a joint return, provided 
their combined earned income was at least 
$4,000. 

Effect",,, dale.-Taxable years beginning 
after December 31, 1985 

Icl The additional income tax on IRA 
withdrawals prior to age 59'h, death, or 
disability would be increased from \0 to 20 

~~c:~~ ~hdi~t~b:t~~~~ ';!=d:~~I~ccc~:t~~~f 
I II acquisition of the owner's first 

principal residence, 
121 the payment of college expenses of 

a dependent, or 

fol~wrnn:'~h!oYC=~io~ur!fg u~e~I~~ 
ment benefits 

(bl Retains the present·law $2,250 limit on 
spousal IRAs, but permits the spouse to 
elect to be treated as having no compensa· 
tion for a year Thus, a spouse wIth less 
than $250 of compensation will not be pre­
cluded from receiving spousal IRA contribu· 
tions. 

Effectil'e date.-Taxable years begonning 
after December 31, 1985. 

Ie) The additional income tax on IRA 
withdrawals prior to age 59Y., death, or 
disability is increased from 10 to 15 percent . 
The tax is waived if the withdrawal is one of 

:n~~~~~~ f:.:
r
:;:: li~~~vt:h~alRA~~n~~~~~ 

the joint lives of the owner and the owner's 
beneficiary I. 

(bl Same as lIouse bill 

Effect",e dote - Taxable years beginning 
after December 31, 19K1i. 

Icl Same as House bill, except that the 
increase in the tax applies only to with· 
drawals attributable to deductible IRA con· 
tributions and the exemptIOn applies if pay· 
ments are made over the life expectancy nf 
the owner 

Effect",e date.-Taxable years beginning I EffectIVe date.-Taxable years beginning I Effecti"" dale.-Taxable years beginnIng 
after December 31,1985 after December 31,1985. after December 31. I!lKIi. 

Idl No provIsion 

Ie) No provision 

(dl No provision. lSee, however, the limi· 
tations on nonbusiness interest deductions 
in V C., above.) 

(I'I No provision 

Idl Denies a deduction for interest on 
indebtedness incurred or continued to make 
an IRA contribution ISee, also, the limI ts on 
nonbusiness interest deductions in V (" , 
above.! 

Ie) Exempts any guld or si Iver coon issued 
by the United States from the rules re lating 
to IRA investments in collectibles IFloor 
amendment by Senator McClure, adopted 
by voice vote . I 

Effect",e dote.-AcquisitlOns of cu on s 
after December 31, 19Hh 
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2. (luHlified CII.h or d~ferred ar 
ranK,·n ... nt. I",',· . ~Ollk) plano) 
I.e... . 1102, III I. and 1112 of 
th" lI .. u.e bill snd sees. 1205 
and 1216 of Ih~ Senale Hmend 
menU 

a. Umi/ on cI"clil'e deferrals 

If a cllSh or deferrt'd arrs ngement ICOIlA) 
m""ts certain r"'luirpments, an employ,,,, 
who hIlS a chOIce of receiving current pny or 
having thnt pay deferrt'd under a profit· 
sharing or stock bonus plan lor certain prl'­
ERISA money purchase pension plans) is 
not taxt'd IlS though the compensation had 
bt-en r<'Ceivt'd . 

la) EI<'Ctive deferrals under a CODA are 
subj<'Ct to the overall limits on annual addi-

¥h~:, ~~~:~ p~'::~~nl~,c~h:~~~:~~ lelte~-
rals of any employee Iplus employer contri · 
butions and certain other amounts) 

~~~~~I~r 2~;r~~n~~~~e e~~lo~=-:rno~~ 
deferrt'd compensation. 

b. Nondi.C'rimina/ion requirt'- , Ib) A spPCial nondiSCrimination test oj>' 
menlo plies a limit on el<'ClIve deferrals under a 

~~~~y~ t~harr~uSe~!r~~~~ b~m::r~~~~ 
to the rate of deferrals by other employ""". 

Htghl,v compensated employees.- An em­
ploy"" is considert'd highly compensatt'd, 
for th is purpose, if the employ"" is more 
highly paid than 0/3 of all employ""" eligible 
to participate in the plan . 

(0) AB modifit'd, the President 's proposal 
would repeal the spPCial treatment of cllSh 

f;w~~~~~e afu,.a~::~e~~in~7~:raG:;~~ 
cember 31, 19H6 

Ib) No provision. 

(0) Limits the maximum annual el<'Ctive 
deferral for an employ"" under all CODAs 
and tax ... heltert'd annuities to $7,000 In 
addition, rt'duces an individual 's annual cap 

~n~i~~a~I~~1:ca~5~:~~I~h!e[~~:~d~~J.~ 
el<'Ctive deferrals under a CODA 

Also permits certain employ""" of certain 
t'ducational or health organizations to make 
up to $15,000 in catch-up contributions over 
their lifetimes 

Effectwe dote.- Taxable years beglllning 
after December ill, 19B5. 

In the case of certain coll<'Ctively bar­
gaint'd plans, the provision is not efT<'Ctive 
until years beginning on or after the earlier 
of-

I I) the termination of the coll<'Ctive 
bargaining '.gr""ment, or 

(2) January I, 1991. 

Ibl Modifies the spPCial nondiscrlmmation 

~~~:i~~i~~~~p ~fqh~~~~~~~~sa%l~:' 
ploy""" and by revising the spPCial 
percentage tests 

Hlghl,v compensated emplo.vees. - Adopts a 
uniform definition of highly compen8att'd 
employ""" Is"" the description of Ite m B 5., 
below ). 

~t'n8fe Amendment 
---- _.-J 

(0) Same IlS Ilouse bill , but also a pplies 
the $7,0110 annual ca p to .. 1<'Ctive defe rrals, 
which the proposal permits, unde r a si mpl i­
fit'd e mploye .. pension ISEI' ), Rnd under a 
plan desc ribed in 8t'Ction f,lI J(cW IH). Thl" 
limit is rt'duct'd, dollnr for dollar, by ,' Iective 
deferrals under a tax ·shelt"rt'd annuity 

In addition, an individual's an nual cap un 
deferrals under an eligible State or I,,,' al 
deferrt'd compensatiun plan i8 rt'duc .. d by 
el .. ctive def .. rrals under CODAs, SEl's , and 
section !lOllcH I~) plans . 

The $7,000 cap is indext'd lbeginning In 
I !IR81 by reference to percentage increa .... s 
in the social security taxable wage bllSe 

In addition, the $7,1100 ca p IflR indexed I IS 
InueHSt'd by up to $Z,5tlll in the caRe of 
c€'rWln investmenls in e mployer securit ll·s 
unde r an ESOP 

Effect",e date - Taxabl .. y,'ars beginlllllg 
after llecember :II, I !IHI; 

In the cas.. of Ct' rta lll collecti vely bar­
galllt'd pla ns, the provision IS nol eff .. ct,v,' 
until yea rs beginning on or after the .. arlit'r 
of-

II) the terminstlon of II,.. collecllv" 
bargaining al(reement , or 

IZI J a nuary I , I !191 

Ib l RetainS the pre8<'nt IlIw HpeClalllundis· 
crimination test, but modifies d .. finil ion of 
highly compensatt'd employ .... s 

H~hly c"mpensu/pd (>nI"/o,'p(', Adopt..' a 
uniform definition of hiKhly con ll>t'llsat .. d 
employ""" Is"" the descrlpt",n in Item 
R!; . belowl 
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h. .'liondi.criminalion 
quir"m~nla (conL) 

NondlSCrlmlnallon lesl - A CODA meets 
the specIal nondlscrimlnal ion lest for a plan 
year if-

(I) the average deferral percentage 
for th .. highly paid employees dOl'S not 
exceed the average deferral percentage 
for the other eligible employees by 
more than 150 percent, or 

(2) The average deferral percentage 
for the highly paid employees does not 
exceed the average deferral percentage 
of the other eligible employees by more 
than the lesser of 

(a) 250 IX'rcent of the average of 
the other eligible employees, or 

Ib) such average, plus 3 percent­
age points. 

FOllure 10 aollSfy nondlBcrlmllUlllOn 
lest.- If a cash or deferred arran~ement 
fails to meet the special nondiscrimination 
U>st, the arrangement is not a qualified cash 
or deferred arrangement. 

Failure 10 aollBfy 
le.I.- No provision . 

nondl8crlmllUlllOn 

Non,llScrlmlnollOn lesl. - AIUors th .. s pe-I Nund,srnmlnu/lfJn I,'sl H,'lmns the 
cial nondiscrimination t .... t to provide that pr"""nt law perc .. ntagO! lests 
the test is met for a yea r if the average 

~:[:;{:~::r~~:;"~~<;;o::~c~h:hec~::~~; 
of-

(I) 125 percent ofthe aVl'rage d .. f"rral 
percentage for all other eliglbl .. employ­
ees. or 

(2) the lesser of 
(i) 200 perc .. nt of the av('rage defer­

~~pio'=,~e for all other eligible 

(iii such average, plus 2 IX'rcentage 
points. 

FOilure to aalufy nonducrlmlnallOn 
lesl.-If the special nondiscrimination test 
is not satisfied for any year, the bill pro­
vides that the excess elective deferrals of 
highly comlX'nsated employees are subject 
to a 10 IX'rcent excise tax unless distributed 
(with earnings) within 2~ montha oller the 
end of the year of deferral. Violation of the 
special nondiscrimination test will not 
caUSl' the disqualification of the arrange­
m .. nt if excess elective deferrals are distril>­
uted by the ('nd of the following year. 

Effl'Clwe dale.-The provision appli .... for 
years beginning aller Decembl'r 31, 1985. 

In the case of certain collectively bar­
gained plans, the provisions are not effec­
tive until yean! beginning on or aner the 
earlier of-

(I) the Uormination of the collective 
bargaining agreement, or 

(2) January I, 199J. 
In th(' case of a CODA maintained by a 

public employ('r that is grandfath .. red 
(SI'e lUom c., bl'low), the new nondiscrimlna· 
tion rul .... do not apply for years bl'ginning 
bl'fore Novembl'r 22, 1987 

Failure 10 .ollBfy nondlScrlmlnollOn 
le.t. -Same as UOUSl' bill 

E((l'Clllle dale.- The moolfication of th .. 
definition of highly comlX'nsated e mployees 
is effective for years bl'ginning after Decem­
bl'r 31, 1988, and the treatment of .. dis­
criminatory arrangement IS effective for 
years bl'ginning oller December 31, I !J~(i 

In the C88l' of certa in collectiVt'ly bar­
gained plans, the prOVISion s are nol pITl"C 

tive until years bl'ginnlng on or aft ... th .. 
earlier of-

I/) the Uormination of the colJectiv .. 
bargaining agreement, or 

(2) January I, 1991 
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c. IIHhdroU'al and other re 
HtrirtionH 

Ie) A participant in a qualified CODA IS 
not permitted to withdraw elective deferrals 
(or earnings there<JnJ before age 59Y., death, 
disability , separation from service, retare­
ment, or the OCcurrence of a hardship 

It is unclear under present law whether 
tax-exempt and public employers may es­
tablish a CODA 

The IRS has issued determination letters 
on the qualified status of CODAl! main · 
tained by tax-exempt and State and local 
govern menta, but ceaaed issuing determina ' 
tion letters during 1985. 

IcJ No provision. (cJ Imposes the following additional re­
strictions on CODAl!' 

(!J Limit hardship withdrawals to an 
employee's elective deferrals; 

(2) Withdrawals on account of plan 
termination are permitted; 

ei~~~rAd~r!c~~o.;.e[n:;;:Iet'i;~o~~~~i~~oan~ 
through matching contributionsJ, con­
tributions and benefita upon an employ­
ee's elective deferrals; 

(4) Employees may not be required to 
complete more than one year of service 

toft ~~~'t t,:'r~e~~; :~~ilable to em-
ployees of tax-exempt and public em­
ployers. 

ye:r:~nnfn~u~n::e~:~t..~~rt!~8/or 
In the case of certain collectively bar­

gai ned plans, the provisions a re not effec­
tive until years beginning on or after the 
earlier of-

(1) the termination of the collective 
bargaining BgTeement, or 

(2) January I, 1991. 

un~~-e~hi~~ ;::bf{~e..~;;I~~"rs ~~;is:,oo'l 
maintain a CODA does not apply to plans 
adopted before November 6, 1985, if the 
employer submitted a determination letter 
request 1.0 the IRS hy that date With re­
spect to those public employer plans grand­
fathered under the preceding rule, the new 
withdrawal restrictions do not apply for 
years beginning before November 22, 1987. 

QuolirU!d offset arrangem<!nts.-A transi­
tion rule is provided for the provision that 
an employer cannot condition other benefits 
on an employee's elective deferrals The 
transition rule delays the effective date of 
the provision until plan years beginning on 
or after January I, 1991, in the case of a 
"qualified offset arrangement." 

Withdrawals on plan I<!rminatlOn.-The 
provision permitting withdrawals upon 
plan termination is effective for termina­
tions after December 31,1984 

(c) Imposes the following additional re· 
strictions on CODAl!' 

(\J Same aa Ilouse bill 

--1 

12J Same as House hIli , a nd also pe r· 
mits withdrawa ls in the case of certain 
sales of subsidiaries or assets 

(3) Same aa House bill 

(4) Same aa House bill . 

(5) CODAl! are available to employees 
of tax-exempt employers, but are not 
available to State and local govern­
ments. 

ye:r:~n~~t!S~fte<;'~:~t..~~rt!~88for 
In the case of certain collectively bar­

gained plans, the provisions would not be 
effective for years beginning before the ea r­
lier of-

(\) the later of January I, 1989, or 
termination of the collective bargaining 
BgTeement, or 

(2) January I , 1991. 

cla~\f;~;":h~t r..7~ie~p~ ~~~Io:;;:.vi~~~ 
maintain CODAl! is effective immedia tely 
The proVIsion prohihiting Stat~ 
and local governments from maintaining 
CODAl! does not apply to a CODA adopted 
by the employer before May 6, 1986 

Qualafied offset orron~enaents. -Same aa 
House bill, but the rule applies on a perma­
nent basis and the treatment is avaIlable to 
successor employers 

Wlthdrawols on pion termlnotlon - The 
provisions permitting withdrawals on plan 
termination and sale of a subsidiary or as­
sets are effective for terminations or d,stri ­
butions after December 31, 1984 
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:1. Empl,,)er malt'hing cOIntribu 
linn", Ilnd t·mpluyee ("untribu 
li"ns (s"c. 1112 IIf tht> IInu ... 
hill and M"C. 1217 of the Senale 
amt'ndment) 

a. f:mplol/er matching and 
,'mplol/ff contribution. 

(a) If an employer contribution undt'r a 

~,~ I ~~~1 r~~~~i~~ ,CtO~e~;t :h~E'''~I;~~~~:>:::~~h: 
in~ contflbution must be 8 uniform 
percentage of comp,>nsation (adjusted, to 
th" "X tent permitted, for certa in soclal secu­
rily benefits ) 

An employer may elect to tr .. at c"rtain 
qualifymg employer matching contributions 
to a CODA und"r the special nondiscrimina­
tion tests which permit higher contributions 
(88 a percentage of compensation) for the 
top '/o of .employees by compensation, but 
which do not permit social security benefits 
to be takE'n into account. Employer match­
ing contributions are treated lUI qualifying 

:::.a~~~ ~~d,::btht~o~s a~~, ~~~di~~f~Tn"i-
tlOn teat If the contribu'iions are fully and 
immediately vested and subject to the with­
drawal restrictions applicable to CODAs 

(a) Under the proposal, two special non­
disc rlmmatlon tests would be applied to em­
ployer matchiog contributions undE'r any 
qualified plan An aggr"gation rule would 
apply if employer matching contributions 
are tied to elective def"rrals under a CODA 

tlO?::..".!'.{{~:f;f;~~/~~~I~~~c':t::fc~fnn:r~~~ . 
I ributions for any highly compensated 
"mployE'e (expresaed 88 a percentage of pay) 
would be limited to the greater of-

0) 125 percent of the average match­
ing contributions (e"pressed sa a per­
centage of pay) for nonhighly 

comith:~::"~n;:f~Yees, or 

til 200 percent of the average for 
non highly compensated employees, 
or 

(ii) such average, plus 2 percent­
age points 

pI~y,::e~n:~i;'::~~ig!IYt~~mdefi~~ e::;; 
t.'ODAs lSee the description in Item B.l.e ., 
below.) 

Qualifying employer matching contribu­
tions are required to he-

ll) nonforfeitable when made, 
(2) ineligible for withdrawal prior to 

the employE'e's death, disability, separa­
tion from service, or plan termination, 
and 

(3) no greater than 100 percent of the 
employee's mandatory contributions 

Olher emplo_wr matchIng conlnbulwfUl.­
Under the proposal, the average of the em­
ployer matching contributions that are not 
qualifying employer matching contributions 
for any highly compensated employE'e would 
be limited to the greater of-

II) 110 percent of the average non­
qualifying contributions for the non­
highly compensated employees, or 

(2) thl' lesser of-
(i) ISO percent of the average 

nonqualifying contributions for 
nonhighly compensated employees 
or 

Ii i) such average, plua 1 percent­
age point. 

(a) Two special nondiscrimination tests 
are applied to employer matching contribu­
tions and pmpluYE'e contrihutlons The"e 
tests apply in addition to the general non­
di!ICrimination rulPB for qualified plans 

Quo/lfYlng employer moll'h,ng ond em· 
ployee conlribullOos.-The aVE'rage qualify­
ing employer matching contributions and 
employE'e contributions (e"pressed sa a per· 
centage of pay) for highly compensated em­
ployees are each limited to the greater of-

(1) 125 percent of the average employ­
er matching contributions and employ­
ee contributions le"pressed 88 a 
percentage of pay) for non highly com­
pensated employees, or 

(2) the lesser of 
(i) 200 percent of the average for 

non highly compensated employees, 
or 

(ii) such average, plus 2 percent­
age points. 

A uniform definition of highly compensat­
ed employees is adopted lsee the description 
in Item B.S., below). 

Qualifying employer matching contribu­
tions are required to be-

(1) nonforfeitable when made, 
(2) ineligible for withdrawal prior to 

the employE'e's d"ath, disability , separa­
tion from service, or plan termination, 
and 

(3) no greater than 100 percent of the 
employees' mandatory contributions 

Th~lh:~:~!oY~;: ,,:1~~~::t:f~~~lbeu~~;::y~ 
matching contributions (e"pressed as a per­
centage of pay) for highly compenSAted em­
ployees is limited to the greater of-

II) 110 percent of the avE' rage non · 
qualifying employer matching contri­
butions (e"pressed 88 a percentage of 
pay) for the nonhighly compensated 

e~2)I~h~~r of-
li) ISO percent of the averag" for 

non highly compensated employee, 
or 

Iii) such average, plua I percent­
age point. 

la) A sin.:l e special nondiscriminallun tt'st 
is a pplied to all types of employer matching 
cunlributlons and e",ployee contributions, 
in liE'u of the general nondiscriminatiun 
test 

Emplo.ver mlllchllll( and employee cun ln 
hullofUl.- Under this teat, the average .. m­
ployer matching contributions and 
employE'<' contributions (expressed as a per-

~i~:= ~~:~:~he~t~~~~:;t~S:~~::;; 
of-

(I) 150 percent of the average employ­
er matching contributions and "mploy­
E'e contributions (expressed DB a 

::;::~~W~.!:~l~y::', ~~e nonhlghly 
(2) the lesser of 

th~ ) ~~nhi:~r;t ~!~';!::,.e(.!fe ,,~~ 
ployees, or 

(ii) such average, plus :1 percent­
age points 

A ulllform definition of highly compensat­
ed employees is adopted (see the description 
in Item B.5, below ) 

Nu distinction is made between qualifying 
emploYE'r matching contrihutions and otb"r 
employer matching contributions 

Olher emplo.wr malchl~ conlrIhu · 

~:,".:':rib~fo~~o:~~o:~~~~~I~h~r ;::;~~:~: 
test 
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b. [,'Xf"f!8B contribution. 

4. l lnfunded deferred com~nsa­
tinn arrangements of State 
and local guvernments and 
tax-exempt employers (sec. 
1104 of th~ Ifnuse bill and sec. 
1207 of the Senate amend· 
ment) 

II- Eligible plan 

Presenl Law 

(b) If employer matchmg contributions 
discriminate in favor of employees who are 
officers, shareholders or highly compensat­
ed, the plan is disqualified . 

(a) Under an eligible deferred compensa­
tion plan maintained by a State or local 
government or rural electric cooperative, an 
employee may elect annual deferrals equal 
to th .. lesser of $7 ,500 or 33 '13 percent of 
compensation (net of the deferral). A partic-

:hen:"::~i~~ :pr..~~~~:ac:;;:~n~e:;~n ~~ift;; 
taxed on the deferred amounts (and income 
attributable thereto) when such amounts 
are paid or otherwise made available 

If an unfunded State or local plan (other 
than an eligible judicial plan) does not qual­
ify as an eligible plan, the deferral is includ­
ed in the employee's gr088 income when 
there is no longer a substantial risk of for­
feiture of such amount 

President's Proposal 

(b) Under the proposal-
m the employer would be denied a 

deduction for any contributions on be-

~nalfe~~!g~l ~h~~~~u~ e;~.::i~:i 
under the matching contribution rules, 

(2) those excess contributions would 
be subject to a nondeductible IO-percent 
excise tax, and 

(3) unless the excess contributions 

~~~ ~h~n~~fo~~h~~::!n ~~:r 1~~~~i~~ 
the year for which the contributions 
were made, the plan would be retroac­
tively disqualified. 

Effective date.-The proposals would 

:r~l: ~~:::-~731~lfJ5n years beginning 
For collectively bargained plans, the pro-rn::s ili~ult..~~a~o~la~/~h~ ~~\~~ 

bargining agreement. 

(a) The proposal would provide that the 

ri:!: ;~~~in!o~ldl~:~i/~~~ ~~fund:i 
deferred compensation plana for employees 
of tax-exempt employers. 

lIouse Bill 

(b) If the special nondiscriminatIOn tests 
for employer matching and employee con­
tributions are not satisfied for a year, the 
bill provides that-

(1) the excess contributions are sub­
Ject to a 10-percent excise tax unless 
distributed (with earnings) within 2112 
months after the end of the year, 

(2) unless the excess contributions 
("Ius earnings thereon) are distributed 
110 later than the end of the following 
year, the plan will be retroactively dis­
qualified 

Effective dates.-Years beginning after 
December 31, 1985. 

In the case of certain collectively bar­
gained plans, the provisions are not effec­
tive until years beginning on or after the 
earlier of-

0) the termination of the collective 
bargaining agreement, or 

(2) January I, 1991. 

is I~:i~~:~~ t~\ s~t ::: i::lafla~v~~~~ 
ment and that was in existence on ~ovem-
~~! =~~~~:~~i~:Sv~~b::~ 2':~ll98~til 

(a) Same as President's proposal. 

Senate Amendment 

(b) Same as 1I0use bill 

Effectwe dotes. - Y .. ars beginning after 
December 31, 198M. 

In the case of certain collectively bar­
gained plans, the provisions would not be 
effective before years beginning before the 
earlier of-

m the later of January I, 1989, or the 
termination of the collectively bar­
gained agreement, or 

(2) January I, 1991. 

(a) Retains present law 
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L Item Pre.ent La... I'resident'. Prop08111 lIouse Rill Senate Amendment __ ~ 

b. Required diotribulion. IbMIJ ReqUIred dlStributlOns.-DIstribu­
tions under an e"gible plan a re re<juired to 
commence no later than 60 days after the 
later of (II the year in which the employee 
attains normal retirement age, or (21 the 
year in which the employee separates from 
service. The total benefiLa scheduled to be 
paid to the participant must be more than 
50 percent of the maximum amount that 
could have been patd to the participant if no 
provision were made for payments to the 
beneficiary. 

(21 Constructwe ,.."..,Ipts.-Deferrals under 
an eligible plan are Includible in income 
when distributed or made available 

(3) RollOl,ers.-No rollovers between eligi­
ble plans are permitted 

(41 Coord,natIOn wah other contrlbu­
tlons.-The amount that a participant may 
defer under an eligil-le plan is reduced by 
contributions under a tall-sheltered annu­
ity 

(bM II R~Ulred dlStrlbutlOn8.-Under the 

propo!l~: , ~I:ti~f:i~n:a;~~~dsc'hed~~i~~d-;r 
which benefiLa projected to be paId over 
the Itfetlme of the participant are at 
least 66% percent of the total benefits 
payable with respect to the participant. 

(ii) in the case of benefits payable 

t,;;e~aj.r;~~ ~~:~~t~~ii~ ~~~rne::;;: 
ing basis, and 

(iiil aller the death of the employee, 
to provide for the commencement of 

~~hr~Lao~ ~e""re~~tti;: ':.::;~~:.,r;;. 
death. 

(2) Constructi~ I"l'('eipt.-Under the pr()­
posal, benefiLa would not be treated as made 
available merely because an employee is 

:~I~w:1!~in e~oJa~::~~:eer"!~i~~ ;uh'rs ~~j~ 
r!~~ifu ~~ i~~t:lIec~olr~ u:.~~ ~h~';: 
ployee is no longer entitled to elect deferrals 
under the plan . 

(3) Rollol>ers.-Certain w-free rollovers 
between eligible plans would be permitted. 

(41 C.oordlnatlOn WIth other rontribu­
tlOns. - No provision. 

(bX II ReqUIred dIStrIbutIOns. - Distribu­
tions are re<juired -

(i) to satisfy a payuut schedule under 
which benefiLa projected to be paid over 
the lifetime of the participant are at 
least 66% percent of the total benefits 

pal~b\~ ~i~~ ~~~fto.,!~:r,~rt~~::~I~ 
t,;;e~aido~~ ~~:~~t~~ii~ ~~~rneca:;;: 
ing basis, 

(iii) aller the death of the employee, 
to provide for the commencement of 
benefiLa to the employee's beneficiary 
within 60 days aller the close of the 
year in which employee's death occurs, 
and 

(ivl in the case of benefits that com­
menced before the employee's death, to 
provide for the payment of benefits 
under a method at least as rapId as the 
method of payment before death 

(21 Constructwe receIpt -Same as Presi­
dent 's proposal. 

(31 Rollol·ers.-Same as PresIdent's pr()­
posal 

(4) C.oordtnatlOn WIth other contrlbu 
tlOns - The amount that a participant may 

~i::rp~~d~":du~'.:f~I:II~~f~~;1011~~b;.nth~ 
participant's elective deferrals under a 
CODA (ellcept a CODA maintained by a 
ru ral electric cooperative). 

L Effectwe dote - The provisions would ap- Effectwe dote.-EfTective for years begin­
ply to talIable years beginning after Decem- ning after December 31, 1985 An exception 
ber 31. 1985. is provided for State judicial plans. 

(bl II RequIred d,stributIOns - Same as 
lIouse bIll . 

(21 Constructwe recl'lpt.-Same as 1I 0use 
bill and PreSIdent's proposal 

(:11 Rollovprs.-Sllme as 1I 0us" bIll a nd 
PresIdent's proposal 

(41 CoordinatIOn WIth other contrlbu 
tlons.-The amount that a partiCIpant de­
fers under an eligtble defern'd 
compensation plan reduces, dollar for dol-

~";ie:;a~sli::'~Je~n a t~~f:Art:~':c~~~'s a e~g; 
:r~~i'::d"je~~ars ruu~;~re~stf~, ~~Jd::dt~~~:: 
ble contributions under a Sl"Ction r,Ol(cM IHI 
plan 

Effectwe dote - EfTective fur years begin 
ning after December 31, 19HIi. An exception 
is provided for State judIcial plans 
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5. lI .. f .. rr .. d annuity ,·ontrart. 
(.ec. 1135 "f the /lnuM .. hill 
and .er. 12:11 "f tlte Senate 
amendmentl 

6. Electi ... c"ntr ibution. und .. r 
tax-.helt .. red annuitie. I • .,c. 
1102 "f th" Il"u." bill I 

!'r~ ... nl Law 

la) In,oestment earnln.lls.- lllt .. r .. Ht cred­
itl'd I" th .. cash surrend .. r value of a de­
ferred annuity is nut taxed currently. but is 
taxed when paid to thl' policyholder 

Ibl Enrly Withdrawal tar_- If a policy­
holder rece,vl'. any amount und .. r an annu­
,Iy contract before reaching ag .. 59 '/ •• an 
ndd,tional incom .. tax is impos..d equal to 
live percent of the amount includl'd in in­
com .. Thi. tax does not apply if the distribu-

[:~i~~ o~el~~ 6~i:oa:th.r~~\~ ~~~"f::: 
certain oth ... purposes. 

Und .. r pr .. sent law, public school. and 
c .. rtain tax-exempt organizations lincluding 
churches and cerlain organizations associat­
I'd with chu rchesl may mak .. payments on 
hehalf of an .. mploye .. to purchase a tax­
sheltered annuity contract lsec . 411:I(bll. Pay­
m .. nts to a cu.todial account investing in 
stock of a r .. gulated investment company 
I .. g .• a mutual fundI are also permitted 

Th .. amount paId hy the employer is ex 
c1udl'd from th .... mploy .... ·• incomE' for the 
toxubl .. y .. ar to th .... xt .. nt th .. payment doe. 
not .. xcPl'd th .... mploy .... ·s .. xelusion allow­
a nn' fur the taxahl .. year. Th .. exclusion 
allowane .. is f(enerally equal to :W percent of 
the employ .... ·s ineludible compensation 
from th .. employer multiplied by the num­
ber or th .... mploy .... ·s y .. ars of s .. rvlce with 
th .. employer. rl'ducl'd by amuunts alrE'ady 

Ft~i1.~ ~~;;.tbr;:~,I~YE" to purchase th .. annu 

sh~I~:r~:~n":it;~~~r!~t ~~;~h~U:m~lo';~ 
ar .. also .ubject to th .. ov .. rall limits on 
con tnbutions and hPnelits under qua!ilil'd 
plans lsec 41 ;'1. Becau ... tax-sh('lt .. rl'd annu­
itIes g .. nl'rnlly ar .. deli ned contribution 
plan •. th .. limit on th .. annual additrons on 
behalf of an .. mploy .. e g .. n .. rally is th .. lesser 
of 2" perc .. nt of a compensation or $:10.000. 

!'re.ident's Proposal 

lal In, oe,tm"nt eorntn.ll8.- The owner of a 
deferrl'd annuity contract would include in 
income any increase in the excess of th .. 
contract's cash value over th .. owner's in­
vestment in the contract during the taxable 
year 

Ibl &r/y Withdrawal tar.-Same as 
pr ..... nt law 

EffPrt"oe date_- Thl' proposal would be­
coml' E'ffective for investment income crl'd­
itl'<l after December 31, 1985. to policies 
issued on or after the date of committee 
action . 

LImit on eket"oe dl'ferrals.-No orovision 

CoordinatIOn WIth olher electIVe defer­
rals - No provision 

CtHlrdtnotwn WIth IRA deduction Itmlt.­
No provision 

8pfflal catch.up e1fftwn.- No provision 

lI"u .. Bill Senale Am~ndm~nt ~ 
(0) Inl le.~tmpnl f'nrnln#s. - The annual in-I Inl /rtPcslmrnt ('(Jrn"'~s - Same ItS lInus,' 

crea!le in valu .. uf a dE'f"rrl'd annuIty COIl - btll 
tract is includIblE' in gross incol11" if the 
owner of the contract is a nonnatural per-
son Isuch as a corporat,on or a partnershIp) 

Ibl &r1y wlthdruwaltux. - Th .. additIOnal 
income tax on amounts withdrawn from 
d .. f .. rrl'd annuity contracts beforE' IIg .. 59'1. 
is conformed to the la-percent tax on early 
withdrawals from IRAs Th .. tax is waived if 
th .. withdrawal is onE' of a schl'dull'd series 
of l .. v .. 1 paym .. nts over the life of th .. annuI­
tant lor ov .. r the joint liv ... of the annuitant 
and the annuitant's ben .. liciaryl. 

Effect"oe dute - Effecttve for amounts tn­
vestl'd in def .. rred annuIty contracts after 
September 25. 1985 

IAmlt Iln elect"oe deferrols.-Limll.a to 
$7.000 the amount that an employ .... can 
elect to defer for any taxable year und .. r all 
tax-.helterl'd annuitl". in whIch the .. m­
ploy .... participates_ 

c .... rdtnutlOn with other e1ec/II'e defer­
rals - An individual's .. Iective defe rrals 
und .. r a CODA r .. duc ... dollar for dollar, th .. 

~~i~fJOu~':f.,~n :h~~~~~~t~:~ ,,~,,~~,~~: .. f .. r-

('oord,natlOn WIth IRA deductIon I"?III -
An individual's IRA deduction limIt i. re­
ducl'd. dollar for dollar. by the .. mploy .... 's 
el .. ctiv .. deferralA und .. r a tax -.hE'ltered an­
nUIty 

8pecial cateh ·up electIon - A speclI.1 
catch-up ('Iection provides a limitl'<l .. xeep­
tion to the $7.noo annual limit (but not the 
oth .. rwise applicabl .... xclu.ion allowance 
lsec. 40:Jlbll or the ov .. rall limit on contribu­
tion. and hPnelits lsec. 4151 in th .. case of 
employ ..... of an I'ducational organization, a 
hospital. a home health servic .. agency, or a 
church. convention, or B880Ciation of 
churches Th .. catch up is limited to $:J.lJO() 
per YE'ar (up to $15.0001 and is available only 
to .. mploy ...... with at least 15 years of serv­
ice whose contributions have not. un aYer­
age ... xcPl'dI'd $;,,(JOn per y .. ar 

Ibl &r/y ll'lthdrawol tar - Retain" 
pr<'8ent law -for th .. additional incom .. tax on 
amounts WIthdrawn from d"f~rrl'd annuIty 
contracts. but II I r .. pealM the exceptIon fur 
paymE'nts made for at le .... t (ill munth. anti 
121 waivl'8 the tax If the WIthdrawal IS one 01 
a schl'duled ... ri .... of I .. vel fayments ovpr 
the lif .. lor life expectancy) 0 the annuitant 
lor ov"r the joint lives of th .. annuitant Ilnd 
the annuitant's ben .. liciary), 

Eflectwe do/eo- Effective for amounts tn ­
vestl'd in def .. rred annuity contracts .. ft .. r 
F .. bruary ~H. I!lH6 

Llnllt on elerliloe deferrals - Rl'lains 
prl'8l'nt law 

CtHJrd,nntlOn With othpr ('Ieetll 'e d"Ii'r 
retls.-Hetain. pr .. sent law 

CoordtnutlOn With IRA deductlUn 
Itmlt -No dl'ductiblE' IRA contnhutiuns 
may be made by an .. mploy .... particlpatmg 
in 0 tax "sheltpr .. d annuIty. but nond .. dul'1 
ibl .. IHA cuntrihutlollS ar .. I"'rmlltl'd 

8pt'(,lal catch up elecllon - No proVISIon 
(&>e. however. the provision r('lating to th .. 
catch-up e lection to th .. overa ll "miL, I It,· 111 

D.I d 1.1 
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6. Electiv .. c"ntributiun. under 
l ..... bdt .. r .. d .. nnuitieH-
(cllnU 

7. Special rules for Himplified 
.. mpl"yee penH ions I Me«:. 1208 
of the S .. nate amendment) 

C .. rt .. in catch·up el<'ctions allow an .. m· 
ployer to contribute in e .cess of the usual 
percentage limits in certain years The 
catch·up election is available only to em· 
ployees of an educational organization, a 
h06pital, a home health service agency, or a 
church, convention, ur association of 
churches. 

Under present law, if an IRA qualifies as 
a simplified employee peMion (SEP), the 
annual IRA deductIOn limit is increased to 
the lesser of-

m $30,000 or 
(2) 15 percent of compensation. 

The increased deduction limit applies 
only to employer contributions. 

Employer contributions under a SEP are 
cOMidered discnminatory unle&8 contribu· 
tions thereto bear a uniform relationship to 
compensatIOn. 

ar;{!iT~~~~v~(J;~:;"~~: I:;:~~~~:i~: ;~~ee:~~ 
cember 31, 1!185 

In the case of certain cullecllve bargain' 
ing agreements, the provisiuns do not apply 
to contributions made under such an agree· 
ment in taxable years beginning before the 
earlier of-

(\I the date on which the last of the 
collective bargaining agr""ments ter· 
minates, or 

(2) January I, 1991 

a. Limit on .. Iertil'e deferru/. I la) Limit on electwe de{erru13.-Present I la) Limit on electwe de{erru13 - No provi·1 la) Limit on electwe de{errols.- No provi· 
law does not permit elective deferrals under sion. sion 
a SEP 

m~tPa~t';~~I:~I!I;r~;nlef~~::~I:7:~~~; 
a SEP, as described below 

la) Llm.t on electwe de{errols.- Perm.ts 
employees participating in a SEP to make 
el<'Ctlve deferrals of up to $7 ,000 lind"xed ) 
under the SEP, prOVIded that -

(I) the employer maintaining the 
SEP has 25 or fewer employees, 

"';'2) ;f
t 

I:h:
t ~!:,i~;:~t ~I~~e t!mh~)!~ 

amounts contributed to the SF-P, and 
(3) the employ .. r is not a public " m· 

ployer 
Limits the average amount deferred as a 

percentage of compensalton Ideferral per· 
centagel for each highly compen.ated em­
ployee to no mure than If,., Jl{'rcent of the 
average deferral percentage of all other e lt­
gible employees IEmpluyer contributIons 
are subject to the nondiscrimination rules uf 
~resent law). The uniform definition of 
1~lfte~B'5~::~,employees is appllt'd 

Excess deferrals are subject to the SHn1t' 
rules as CODAa. lSee Item 2, above ) 
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b. Courdination with IRA de· 
ductiun limit 

c. Coordination with other 
l'If'r/il'f'd,derrat. 

II. Salary reduction permitted 
under .ection 50ItcHI!!) plan. 
loec. '209 of the Senate 
amendment) 

---

Ibl CoordlTlotlOn wah IRA deductIOn 
Imllt - Present law does nut coordinate the 
limit on SEP contributions wIth the IRA 
deduction limIt. 

lei CoordInatIOn wIth oth .. r ele('/we defer. 
rals - No provisIOn. 

Under present law, a trust or trusts cre­
ated before June 25, 1959, forming part of a 
pensIOn plan funded solely by employee con­
tributions is entitled to tax-exempt status if 
ce rtain nondiscrimination requirements are 
met lsec. 5OIIcMI8)), Rev. Rul. 54-190 con­
cluded that contributions to a section 
fiOllcM 18) pension plan were deductible 89 

union dues In 1982, the IRS declared Rev. 
Rul. fi4-190 obsolete 

(b) CoordlTlation uJlth IRA deduC'tlOn'- 1 Ib) CoordtnatlOn u,.th IRA deductIOn -lIb) C""rd.nat",n wah IRA deduC'tlOn 
No provision. . No provision. IIm.t - An individual who is an active par· 

ticipant in a SEP may nllt make deductlbl .. 
IRA contributluns lsee Item A \.a .. above). 

Ic) GJord.nat.on with other electwe defer. I Ic) CoorritnatlOn w.th oth .. r eledwe defer 1 Ic) CAHJfYitnatlOn w.th oth .. r eiedi,'f> defer · 
rals.-No provision rals.-No provision. rals.-An employee's elective deferrals 

under a SEP are coordinated with elective 
deferrals under a CODA, and a section 
50\(cW 18) plan for purposes of the $7 ,OOf) 
cap. Such elective deferrals reduce the cap 
on deferrals under a section 457 plan 

No provision No provision. 

Effeclll'e date,- EfTective for years begin· 
ning afu.r December 31, 1986. 

Participants in a section 501(cW III) plan 
may make deductible contributions to the 
plan up to the lesser of (() $7,000 or (2) 2fi 
percent of compensation, This limit is co­
ordinated with limits on elective deferrals 
under CODAs and SEPs. 

A special nondiscrimination test similar 
to the test for Qualified cash or deferred 
arrangements applies to the deductible cun­
tributions 

ta:['%t~~e8.!t::;;.,<;::~;r~~::e~°O::ce~t!~ :I'~ 
1986. 
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II . Minimum Sliondllrd. f"r Qualified 
"Ians 

I . ( 'u\leruKP r ... quirpnlt·nt~ ror 
qUlllified ph.n. I.ec. 1136 .. f 
Ih~ lI"u ... hill and ... c. 1212 <If 
Ihe S .. nale amendm .. ntl 

(al The cov .. rag .. rul .. s for qualor,ed plans 
r"'luir .. Ihnt a plull cover .. mploye .. s on gen­
l'ral ralher tha n merely .. mploy .. es who a r .. 
offi cers. shareholders. nr hIghly compensat­
.. d. A plan J(en .. rally . atisfi .. s the coverage 
rul .. s If it m .. ets eithe r -

( I I a perc .. ntag .. lest. or 
(2) a f"ir cross-section test 

Perrenlalle lesl .- A plan m .... ts the per­
centage test if-

I I) it benelits at least 70 percent of all 

e,,;~)I~rb::~~r.ts at least 80 percent of 
the employees eligible to benelit under 

~~pr~~~n~r:t ~1~:r~I;Od,:.:c~h~ 0~1:~ 
benefits at least 56 percenl of all em­
ployees ). 

FaIr cross-sec lIon lesl. - A plan m .... ta the 
fair cross-8PCtion test if the Secretary of 
the Tr .. asury determines that it covers a 
cl8S8ification of employ .... s that is found 
not to discriminate in favor of employees 
who are offic .. rs. shareholders. or highly 
compensated 

IRS regulations provide that . in determin­
ong wh .. ther the fair cross-section test is 
satIsfied. all of the surrounding facta and 
circumstances must be taken into account. 
allowing for a r .. asonable difference be­
t w .... n the percentage of officers. sharehold­
ers. or highly compensated employees who 
a re benefited by the plan and the percent-

~f:n O~h!h:~.'~\J~~t~!Zdo :~~::fu3~ c~~~ 
sideration of the existence of separate lines 
of businl'S8 or of benefita provided under 
01 h .. r plans as a fact or circumstance justi­
fying a reasonable disparity 

Employees not cov .. red by a plan that 
satisfies the fair cross-section tesl are not 
r/.'quired to be covered under a ny pilln of an 
employe r 

(al Wuuld revis .. th .. cov .. rage test for 
qunlilied plans. as desc robed below 

Perrenlage Inl.-The proposal provides 
thaI the coverage test would be met only if 

~~~y:;cb!'~~i~~ ~~;~~ ~h;'l;iannsad':s en~t 
~~h~e~2~::aeb!,~!;.~~r..~d;~~ ~:~I 
Under certain very limited circumstances 

!~u~~e~ ;!r:"Cr~~heIWt.~ ~:ld~i~~ili~ 
125 percent test in favor of a more liberal 
test for a period of time. 

FOlr cross·secllOn lesl.-Repeal present 
law 

(al !),r .. cts Ihe s..crelary of Ih .. Tr .... sury 
10 study Ihe e ffect of th .. present-law cover­
aJ(e tests. lind to re port to the ('",mmil le<> on 
Ways and MeHns of the Ilous .. of Repre""nt­
alives and the C,ommltt .... on Finance of th .. 
Senate. as well a8 the JOInt Committee on 
Taxation. by July I. 1!I~6 The report is to 
include specific recommendations of any 
changes that the Secretary finds to be ap­
propriate or necessa ry. including recom­
mendations for impl .. menting those 
changes 

Perrenlage lesl - No provision 

FaIr cmss·secllOn lesl.- No provIs Ion 

L'I~nl1[e t\n,~num~n' ~ 

(al A plan satis fies the cuv .. mge rul .. s if II 
m .... ts-

til a I,..rce nla~ .. Il·st. 
(21 a rellsonnble cla.&Iificalion 1 ... 1. 

(:U .. n allemallv" reasonabl .. cla",.i ­
fi cation test 

Pf'rcenl((l?e lesl -A pilln me .. ts the PN­
cenlaJ(e lest if th .. plan Ixonefita a t least XII 
percenl of the .. mployees 

Forr cross-secllOn lesl. - The fair cross-sec­
lion test is retained for purposes of the 
alternative reasonable c18S8ification t('St 
lsee below)_ 

m~:;:~~b~~::b~c~:::ifi~::i;;;,A u!:a~ 
the Secretary of the Treasury determin .... 
that it covers a reasonable d8S8ification of 

f:;f~~~~/~r:~~ f~~~<!:~!a~ i:~~Toi;::se 
The Secretary of the Treasury is directed 

~~~t th; !r~i;i~ly ~~:7:nt,;,.e;:t:;,.a:I~~ 
and~e coverage percentage of nonhighly 
compensated employees permItted in R .. v. 
Rul 83- 511 is excessive. In addition. th .. 
amendml'nt clarifies that reasonable d,s­
parities betw .... n the coverage perc .. nlag .. of 
highly compensated employ .... s and the cov­
erage percentage of nonhlghly compensa te" 

:';t!~jae;:: f:~~':~d~~~~.t:~~~~lod by the 
The test may be satiAfied on a Ion .. of 

buslnl'S8 or operating un il basis 
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Ilrm Prt>" .. nt Law I'rp. id pnl'. !'ruposo l II nusp H, II 

I. ""''''"KP r~l/Ilirpm.nl" for I Undpr Revpnup Ruling K3-5K, Ih .. IRS I Allpmall"/' .. n>asonohl.. dasslflt'a llOn I Alternalt,,,, ,rellsnnnhl .. 
l/ualill.,,, plan' (cunU rult'd thot a plan satisfil'd II,,· fa .. cr088- I l'sl - No provIsIon lesl - Nu prov,slon 

>l<"Clion t .. sl under Ihe following facts and 
circumstanc...a 

(I) th .. plan covp rl'd only 8"laril'd pm­
ployees, 

(2) thp pIon coverl'd 40 out of 150 
pmploye-es 127 percpnt of all .. mploy ..... ); 

(3) 55 perc .. nl of the .. mploye-es par­
licipaling in Ih .. plan w .. r .. offic .. rs or 

sh~;;"~h~d~'i!~f :~: .. ~~(tI06;r':r~~~t of 
thOSP .. mployees with compensation 
greater than $40,000 (\00 perc .. nt of 
whom wer .. officers and shar .. holdprs) 
and only 25 perc .. nt of employe-es whose 
compensation was less than $40,000 (50 
percent of whom wer .. officers or sharp­
holders); and 

(5) th .. compensation of the cov .. rl'd 
employe-es was substantially th .. same 
as th .. compensation of th .. exc1udl'd 
pmployees, 

:o-.(> nslf' Amr n C1 m t> n l 

dn.';;!Hf,cntwfI I Alt.,rnallf /(J reasnflubl... ('Ia.~Slr,cntwn 
lesl - A plan SIIlislips Ihp alt .. rnalivf' rea­
sonahle c1"""ificnlion \('''' ,1'-

(I) thp pllln satlHfi(>S the "respnt­
law fair cr088-S .. ct ion test, hut not th .. 
reosonablp c188SlficallOn lest, and 

(2) Ihe average bPnpfilas a percpnl­
agp of compensalion for employ .... 8 not 
coV(> rl'd under Ihp plan i8 III Ipasl t,ll 
percpnt of th .. averag .. benplit perc .. nt­
aj{p for .. mploye-es covprl'd und .. r th .. 
pllln 

Th .. ((>s1 may be 8ati81i1'd on a linp or 
busine88 or o""rotlng unit basis 

L.IU' of buslne8S.-No specilic rules apply 
to permit coverage rl'quirements 1.0 be satis­
lil'd on a line of bU8ine88 or operating unil 
bllSis 

Lin .. of buslne8S,-No provision. Line of bus,nps. - No provision Lin .. of bUSiness. - The rpasonable c188Si fi ­
calion tesl ond the alternalive rellBOnahl .. 
c\888ificalion test may be applil'd BPparaldy 
to a line of business or operaling unit of Ihe 
pmploypr if Ihp pmploypr d .. monslrates 10 
thp sati8faction of the &-t:-retary Ihal such 
Ilnp of businp88 or operating unit IS operat­
I'd 8t'parately for bona fide bUSiness r .. ason" 
A separate lin .. of business or operating UOlI 
is Irpall'd as operaW for bono lide bU8lness 
r .. ason8 If such lin .. of bU8lness or operatlllj{ 
unit is 0 8t:'pl1ra~ sel(-BuBtainin~ unit a nd 

(I) 8uch hnp of busine"" or operal-
109 unit has at I .. ast 50 .. mployees, 

(2) the percpntaj{p of highly com-

bu~r:!: ~~~;:':~~n~it~~7t s~c~~~nrp::: 
Ihan 50 percpnl of Ihe percpntagp of 
highly compen8aW .. mploypes of Ihe 
.. mployer or at I .. MI 10 percpnl of Ih .. 
highly compensaW "mploy...", of Ih" 
pmployer perform 8('rvices solely for 
the linp of buslnpas ur oJX·ralinj{ ulllI, 
and 

(3) thp percpntaj{e of hIghly com, 

bu~~~ :;n~~~=~I~l;i~~\~ ~su~~lh~7o~! 
than 200 perc .. nt of Ih .. perc .. nl agp of 
hi!(hly compensalro pmployeps uf Ihp 
pmploypr 
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I. ( 'U\ ,'rul.{t> rt·,.uirpmt>nt~ fur 
4uahl1,'d plans (cunl.l 

pe~:~~~::~~~:s~~'~(t~e;t ~~~ f~ril{:~-:;c~ 
tion t .. st . c .. rtain employN'S who hltv .. not 

( II completed minimum periods of 
s .. rvice tg .. nerltlly one y .. arl. and 

(21 attained age 21 
may be d.sr .. garded 

Employl'e8 w.th less than thr .... y .. ars of 
""rvice may be excluded if thE' plan providl'8 
for full and immediate vesting_ In addition. 
in applying both the percentage and the fair 
cross-8I'Ction tl'St. employ ...... not covered by 
th .. plan who ar .. lIlcluded in a unit of 

r~p~r:'m~o;r:e bJ.s~~~I:d~iv~ ~~~~:i~~ 
evid .. nce that r .. tir .. ment benefits w .. re the 
subject of good faith bargaining Certain 
nonresid .. nt ali .. ns and certain airlin .. pilots 
also are disregarded 

---.L. __ _ 

Ex.-/wlul>l.. employees - Th.. proposal 
would narrow the class of employ .... s who 
could b .. excluded from consideration in a p­
plying the perc(>ntag., test by r .. pealing th .. 
.. xc .. ptions for .. mploy .... s with I .. ss than 
thr .. e yellrs of s(' rvice and for certain airline 
pilots . 

Effect;,'e date.-The Pr .. sid .. nt's proposal 

:f~~d ~:~:~v3[~rl~~~n t~~rsc!i;~~i~~~~ 
~~~1;i~ lal~n;~a~" t!~0:n7~1 t:'f~~~ ~h! 
t .. rminatIon of the current co'lective bar· 
gaining agr .... me nt. 

E.tdudul>le l'X1'1(Jyeps -No provisUln 

. -.-1 

Such sl'para le Ipstlng on a line ofhuslI"'ss 
or opera ting unll basis dOt·s not apply 10 a 
plan that does nol sat.sfy the prpspnl law 
fUlr cruRs-section test 

Exc/wluble "mp/ow'", - Retains pres!'nt 
luw. but provides a specia l rule for dt'l .. r 
minlnl( .. xcludahl .... lnpluy .... s fo r purposes 
of the altE'rnativ .. r .. nso nab le "'o""ilication 
tp8t undpr which th .... mploy ... may 

t I I count all employ .. e •. ur 
(2) .. xclude .. mploy .. es who hav .. not com­

pleted th .. lowest age or .ervice r<'<julr('mpnt 
in any plan of th .... mploy,·r 

c .. ~i~ ~~~d':hren e~";,r~~~:~ !~od:;;·gc':,"vd 
.. red under a s .. parote plan that m,'cts th .. 
coverage requirements 

Effectwe dates.-G .. n .. rally .. ffed.ve for 

f~H~ l~~he ~~n~f'~:rt~S:~oPt:~i~zr b~~: 
gained plans. th .. proviSIOn would not b .. 
effective befor .. y .. ars beginning before the 
.. arli .. r of 

the ~lr~i~!~~Z~ ~f Jth~U~~II~t;';:~~,,~r 
gaining ogre .. m .. nt. or 

(21 January I. 1991 
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Z. Minimum participati(ln r .. · 

tju;"'''lt'nt I.e ... IZIZ (If th .. 
St·nuf(· amendn ... nt) 

a. Nundi!ol('nminatinn rule~ ap· 
pli,·ahl .. tIl tax·.hell .. red annu· 
ili".I,e .. 1113 (If t he lI uu.e 
hilll 

--l 

" r''''U'nl La w l~ r t>s uU· n l s rn)pO~81 ~t:' II Dlt'" n, ,, ~ ,,u l"~ ~_~ 

No provision 

Under pres"nt law. a tjualified plan is 
required I<> meet nondiscnmination require-

;:'ndn:::':::i."lsc~~~~?J.:da~~d:~ ':'h~o;I~~~~t~i~h 
::~~~~~! ~t;r.!I:'s': st::eh~~:::'~~~hl~lhj; 
compenSlltro . A tax·sheltered annuity pro­
gram maintained by a tax-exempt charita· 
ble organization or certain educational 
institutions is not required to meet nondis· 
crimination requirementa. 

No provision 

(u) ( 'ur'ero~e and nontirS('rrml"atlon - No 
prOVISion . 

No provision 

(8. COllt'ral:e and nontif..Scnnufwlron.­
Applies the coverage nnd nondisc riminatIOn 
roles of preRent law lsecs. 4 Hkbl and 

!~::~~~) p~o~~~~~ti;r7b:rI:~je ~: .~~~~,::~~ 
t Ions by I he sponsorinl( employer lother 

~:,~t!~~ob~rch~~~~!~tl~rr~~n~h; S;:r:~ 
tary of the Treasury. In applYing the COver· 
age rules. to take inl<> account th 4o' "pecial 
circumstances faced by edocational organi· 
zations and tax-exe mpt organi",tions lin · 
cluding the compre88<."d I18lary scales of 
those orl(anizations and the need of educa· 
tional inslttutlons I<> attract visitinl( profes· 
sors). 

A plan,s f( 'lfuired to l"UV("r the 1~ 'HS(' r of [.0 
(·tnplu.v(· ... s o r .,f) p~rc('nt of aJi Hf an ,,",ploy 
(·r's non('xdudnhle e"'plfly ... ·s ... lfectiv(· Ii" 
plan years beglnlllnl( ah~r I !)KK 

(a) ( '.(-)f'erulte and nondrscnmuruilon, - Re­
loins present law 

IbU;pecml rule for "/eclll 'p def"rrals - No I Ihl SpecIal rule for eleclw" d.ferrals.- I Ibl Specml rule for eledll'" deferrols - He· 
prOVISion. Applies a "pecia) coverage and nondlRenm· talnS preRent law . 

ination rule I<> the portion of any tax·shel · 
tered annuity prol(rams that permlta 
4o' h,cl ive d .. ferrals . A tax ·sheltered an nuity 
program that perm ita. elective deferrals will 
be considered d,scrimlnal<>ry WIth respect to 
those deferrals unless the opportunity t(l 
make elective deferrals is made available to 
all employ."!s of the entity sponsonnl( the 
tax·sheltered annuity program. 

nol:~~f~~~ ~7et~!:':~~it~S!;~~~[~~r~~~ 
tax.sheltered annuity program lother than 
nonresident aliens with no U.S ·source 
earned incomel may be excluded from con· 
sideration 

Effect",,, dole.- The prOVision is .. ffec t, ve 
for plan years beginning after December :1I. 
1!IKa Ilowever. wilh respect to tax·sheltered 
annuity programs maIntained by State and 
local govern menta. the provisions generally 
apply for plan years beginning afler No­
vember 21. l!lti7 . 

-
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t. Integmtiun with Sudol Secu­
rity (sec. 111 t of the 1I0uHe hill 
Hnd Hec. 1211 of t he Senate 
Hmendmentl 

a. Defined bene fit plan. 
I I) Excess pions 

I:!i Ofr<"t plans 

Under present law, a plan is not qualified 
unless cont ributions or benefits do not dIs­
criminate in favor of employees who are 
officers, sharehulders, or highly compensat­
ed. A plan is not considered discriminatory 
merely because benefits provided under the 
plan bear a uniform relationship to compen­
sation 

efi~~:;::'=:f~~~e~~::~~~t~h~t~~~::~: 
88tion, the employer ·provided share of an 
employee's social security benefit may be 
taken into account. Under certain circum­
stances, the employer-provided share of s0-

cial security benefits may be taken into 
account more than onCe under a defined 
benefit pension plan because an employer 
may reduce plan benefits by social security 
benefits earned with a prior employer 

(a HI I A defined benefit plan may be tested 
for discrimination in favor of highly ~aid 

b:.."~fii..~r!'~:;vi.l:tnfu~ ~~ i~~lI~:": oif~ 
stated level (the integration levell with the 
rat .. at which benefits are provided for pay 
up to that level. If the difference is not more 

~:~tst7 ~e,:r:~n~e n~~tsc~~~~r~di!: 
criminatory 

For an employee who retirE'S at age 65 in 
1!IR6, an ellcess plan could meet the nondis­
crimination standard by providing benefits 
at the rate of 37 If. percent of average pay in 
ellC('811 of $15,000 and no benefits with re­
spect to the first $15,000 of pay For younger 
~:':~7.:'p t~e$~~"MJ,~tion level may be in-

(21 A defined benefit offst't plan may pro­
vide a benefit that is reduced (offset) by 
social security benefits considered to be pro-

;~;~e':tsa o~I~~e ~~~i~~r~~~~mt:;,,~r 
~ciK3~t'~~~nt;e~~f~~~~i~;;;~~:~!n~~ 
amount provided unde r the Social Security 
Act 

No provi~ion Modifies the integration rulen for defined 
benefit pension plans, as dencribed below 

{a" 1 I Providps that social security bene-

::"tsc~~~~:~t~na ~:i~ge:h~~h:~ ~rd;:'~!d 
benefit pension plan is consid .. red discrimi­
natory 

{21 Same 8B rule for excess plans 

As desc ribed below, the rules govern In!: 
the integration of a qualified plan With s<>­
cial security are modified 

A defined benefit pension plan Iwhether 
an e xCP811 plan or an offset plan l may pro­
vide that an employee's benefit under the 
plan may be reduced to the extent that the 
employee's benefit, when combined with 
employer-provided SOCial security benl'fits 
attributable to the employee's years of Sl'rv­
ice with that employer, exceeds tOO percent 
of the employee's final compensation. 

(a" 1 I The rate at which ben .. fits are pro­
vided for pay up to t he integration level of a 
plan generally may not be less than 50 
percent of the rate at which benefits are 
provided for pay in excess of that leve l The 
integration level may not be more than the 
Social Security wage and benefit base 
($42,000 for 19861. 

Any optional form of benefit, preretire­
ment benefit, actuarial factor, or othe r ben-

:~vo: t~:\~,;!:r'~i~~'1e:~ltt:n~":t~t pt;'o~:'l 
ed with respect to pay up to the Integ rat IOn 
level 

be~~fi~ t~a~ ::'~ifi~~~I~~~ :::.~~c~e~~~ 
such offset may not reduce a participant's 
benefit by more than 50 percent. For ",xam· 
pie, if an employee's benefit bt,fore the off 
set was $200 per month, then the offset may 
not reduce the benefit below $100 per 
month . 
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h. Ild;n.'d l'ontribut;IIn I Ibl A dpfined I'onl ributinn plan may hi' 
plnn. tl'.ted for d,scriminatIOn in favor of hIghly 

paid .. mployeeN hy comparing til .. rate at 
whIch employer con tributions are provided 
for pay in exces:; of a slated I .. vel Ithe inte· 
gration lI'vel) with th .. rate at which em­
ployer contributions are provided for puy up 
to that levl'l. If thl' d,ffl'r .. ncl' is not more 
than the rate of the employer FICA lax for 
OASDI bPnefits und .. r thl' Social &cunly 
Act, the difT .. rencl' will not cauS!' the plan to 
bP discriminatory 

5. Ilefinililln lIf highly clImpen­
.att>d ,·mpillyee. Ist>c. II1I of 
the IIt.use hill and sec. 12H lIf 
the S"nale amendment) 

Fvr 19Hti. an Integrated definl'd cont rlbu ­
tion plan cou ld provide employer con tnbu­
tlOns equal to fl7 perc .. nt of pay in t>xcess vf 
$42.000 and no contributions for thl' first 
$42.01111 of pay. 

Pr .. sent law gl'nerally does not E'xplicitly 
definE' thl' group of E'mployE'E's who are offi­
cers. shar .. hold .. rs. or highly compt>nsated 

For purposes of the special nondiscrim· 
inatlon t .... t for qualified cash o r defl'rred 
a rrangemE'nts . an E'mployE'E' is considE'red 
highly compensated if the E'mployee is more 
highly paid than % of all E'mployE'E's eligiblE' 
to participate In thE' plan 

The proposal would provide a uniform 
d .. finition of highly COmll('nsated E'mployl'E'S 
An .. mployee would bP treated as highly 
compensated for a plan year If. at any time 

~~;i~r t1hl'e ~1:~E'~.r:: :~d~~;y:~he last 

II) owns an interest of at lE'ast onE' pt>rct>nt 
of the t> mployt>r Idt>termined with attribu­
tion rules), 

121 t>arns at lE'ast $5U,000 in annual com­
pensation from the E'mployer, 

131 E'a rns at lE'ast $20,000 in compensatIOn 
a nd is among-

lal the top 10 percent of employees by 
compensation . or 

(bl the top 3 t>mploY(>(>9 by compensa­
tion, or 

141 is a family member of another 
highly compensat..d E'mployE'E' for such year 

C .... rlain mechanical adjustments would be 
mad .. to the top 10-percl'nt and 3 highl'st­
paid I'mployE'E' tests to take into account an 

r:r~~:~~s w":~~d\:t~~~~id~ ~~m:~a..'ty:~; 
lookback rule to rE'flect significant fluctua ­
tions in an I'mplvyer's workforce. 

Ihl No provi~inn 

E((ectll'f' dute - Tile proposal gt>nPrally is 
I'ffective fvr plan Yl'ars b"ginnlng after [)p­
cembPr 31. 19H5. 

Adopts a Uniform dl'finition of highly 
compensated employees for purposes of the 
special nondlscrimmation test for qualified 
cash or defprred arrnng .. ml'nts and for .. m­
ployee bPnelit programs 

Treats an I'mployE'E' as highly compensa t­
ed for the current Yl'ar if, at a ny time 
during till' 2 preced ing years, the employE'E' 
was-

(\ I a 5-percent owner Id .. termmed 
With attribution rules), 

l:l) ea rned more than $5U.OOU annual­
ly. or 

131 was in thl' top 10 percent of all 

emplo~Oe~pf:J~xc~uh~n~~ned less 
than $20.000. and 

liil emploY(>(>9 who E'arned le88 
than $35,000 and we re not among 
the top 5 percent by pay 

Current _year.-"Highly compensated em­
ployees" also includes I'mployE'E's who are 5-
percl'nt owners during the currl'nt yt>ar, 
and I'mployE'E's who arE' both in catt>gori(>8 
l:ll or 131 and in the top IOU employet>s by 
pay during the cu rrl' nt YE'ar 

Ihl Th .. ral .. at whlt'h employer contnhu · 
tions are provided for pay up tn the intPKra 
tlOn lI'vel of a plan may not b .. I.·ss than :.11 
per ... ·nt of the rate at which cont ribut IOns 
are provided lor pay in (:,c~ss of thaI I f'vt' I 
Also, the rate for pay in eXCl'HS of th t> inlf" 
gration 1"vt>1 may nvt t>x .... t>d the rate for 
pay up to that level hy more than DASIlI 
tax rate 15.7 pt>rct>nt fvr 1!IH61. The integra­
tion levl'1 may not bt> mor .. tha n th .. SOCIal 
Security wagl' and bPllefit base 1$42.1100 for 
19R61. 

E((e .. /we dates - I:enerally .. ffectiv.. for 
plan y .. ars bPginning afte r l>t>ct>mht>r :11, 
19HM In thl' caS!' of ct>rtain collectivt>ly bar­
gained plans. tht> provision would not ht> 
t>fTective for yt>ars bPginning bPfort> th t> t>ar­
Iier of-

(\1 the later of January I, 19K!I, or th .. 
termination of th t> collectivt> bargaIning 
agreement. or 

121 January I. 1991 

Adopts a uniform deli natIOn of highly 
compensa ted I'mployees for purpos .. s of th" 
coverage and nondiscrimination rules for 
qualified plans li nclvdmg thl' " pt>C I" I nOll ­
d'S{'rimmation test for tjunlified cash or d.,­
f .. rred arrangl'mentsl a nd for "mploy("(' 
benefit programs 

An E'mployE'E' IS trl'"ted 115 highly cnmp,·n · 
sated for tht> cUrrl'n! yl'llf if, at any tim .. 
dunng Ihe prt>C .. dlllj( year. the .. mploy .... 

II) was a 5-percent owner Ide"'r ­
mined WIth attribution rull's). 

121 ea rned -
lal more than $1011,11110 lindexc·d 

by referl'nce to ttl!' pt>rcI'ntng" In · 
crl'ase in the soc' ial ""curity wag .. 
basel. vr 

Ih) morl' than $:)0.0110 l indl'xed by 
rl'fl'rl'ncl' to the percl'nlagl' 1Il -

b:"rur a~nd t~':... ~'~!:;tl~!t~o;a~~ 
perc .. nt of I'mploye.,s by pay. or 

131 was an officer las dl'lined in spc 
4 161 ill. 

Current year - SamE' as lIouse bill 
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;,. I "'finiti"n uf highly cumpen 
saled l'mplu)t"(,s (('ont.) 

6. Tnp·heavy plans (sec. 1115 of 
the IInuse hill and sec. 12111 of 
the Senate amendment) 

7. Includible cnmpensation (sec. 
1103 "f the IInuse bill and sec. 
1206 "f the Senate amend· 
ment) 

Under present law. the benefit accrual 

~~I:d ~;eefi~l~la~~~~c:itl~p~lyq~:~~~i~i. 
mum benefits required under a top-heavy 
plan. The fractional benefit accrual rule 
provides that each participant's accrued 
benefit at the end of any year must be at 
least equal to an amount deIPrmined by 
dividing the participant's years of participa' 
tion by the total number of years of partici· 
pation to normal retirement age 

(a) Qualified plans.-Under present law. 
in the case of a qualified plan that is not top 
heavy, there 18 no limit on the amount of 
the annual compensation of an employee 
that may be taken into account under the 
plan In the case of a qualified plan that is 
top heavy, the annual compensation of an 
employee taken into account under the plan 
may not exceed $200,000. 

No provision. 

(a) Qualified plans.-No provision 

Famli.v members - Elective deferrals of I F,wlIly memhers - Same as lIous .. 11111 
(and compensation paid to. family ml'mbers 
"f-

(a) &-percpnt ownprs. and 
(b) the top 10 highly compensatl'd 

are :~~~~:: ~thalhe elective defprrals of 

~ ~f~~f:;':;~h:"s,:!~;r~~~di:C~i~~~~: 
tion tests. 

A family member is defined as a spou ..... 
parent, lineal ascendant or descendant. and 
a spou .... of a lineal ascendant or descend· 
ant. 

Effectwe date.-Ypars beginning afIPr 
1985. 

Applies a uniform benefit accrual rule in 
testing whether a qualified defined benefit 
plan is top heavy. In deIPrmining whether a 
plan is top heavy, the fractional benefit 
accrual rule is applied. 

~t~~~eart~eo;!~PCb!i;3/or9g~an years 

(a) Qualified plons.-Limits the amount 
of compensation that may be taken into 

~~c~~t"~~n~::v;nh~u .. ::::::1ofl:n q:~rtP.::i 
plans is 7 times the defined contribution 
dollar limit (under the bill. for 1986,7 times 
$25,000. or $175.000). The limit will be in· 
creased as the defined contribution plan 
dollar limit is increased. This limit applies 
for all qualification purposes including test· 
ing for dIscrimination (SPCB 40\(aK4. and 
40ltkK3)). 

Also. an individual who has .... paratl'd 
from .... mce continues to be treatl'd as a 

. ~~h~~o:~g'ht~~;%~~~le~~I~y~i~~ 
lseparation from servtce or at such other 
times as regulations may prescribe. 

EffectIVe date. - Years beginning afIPr 

~;:,r a~~ ~:~~~ ;r~19lr fo~';!~~ 
sian purposes 

Same as House bill. 

Effectwe date.-Effpctive for plan yea rs 
beginning afIPr December 31, 1986 

(a' Qualified plons.-Limits the amount 
of compensation that may be taken into 

~~c~~t"~~n~::~nf.!url~~ftrl:ll· q:~rtP.::i 
plans is set initially at $200.000 and is in· 
dexed by reference to percentage increases 
in the social security wage base. The limit 
applies for all qualificatIOn purposes Includ· 
ing testing fur discrimination (I' g .. secs 
40\(aK4. and 40ltkK3n 
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7. Ind udi hlt' l"UmpenHHliun (Nt'f' . 
110:1 II( Ilw lI 11u.~ bi ll lind "('c. 
12116 II( I h ~ S~nlll~ ,mU'lId 
lIIt'nt) ('unl.) 

H. lip 1If' fi I (or(,·ilun·. (.'·C. 1116 
II( fh~ lI11u.~ hill Hnd .,·r. 1219 
uf (hI" St'nHh' nnlf'ndnu'nt 

Ihl8EPs - In th,· CIIM(' 01 " Hi III ph fi, .. 1 (·m· 

E~~~,:ro,::,u:~~I~;~':'~ I h~:~:.',~ ui':~t:;' ":::;'~~~i 
ulld"r th .. pilln lllHy not e .. ·('t'<l $21111.UUU 

Forrl'ilur1'8 in a money purchll8(' p,,"oiun 
plHn mlly not he rt'ullllco"'" to n'molllinj( 
particIpants. bul mUBt be u ...... 10 r...tu .. e 
futun' "mployer contributions or 1.0 olT.et 
1'1011 admmiHtratlve .. xpt·nlW8. 

(hI 8/<:1'lI - No provisioll. 

1,,-,1~~:1 r:~~ ~~~~~~i~~'; il~a~~~~r~~U;:;'8 1.0 

to l<'rr.7:'~:;f;::p e-;;J:~: 1~~~:",ri;:~~;t,..~p~lf. 
I!lH5. 

----

9. V"Hlin.: IH"~. 1213 II( Ih~ Spn· I til) In iI"n .. ru/ - I'r ...... nt law n'quires thHI I lal/n /oIwU'ru/.-No proviRion 
Hlp HIlII',"lm.'nll u pllrticlpant's employer·providl'd benefils 

he v .... led 
(I) upon ottainm .. nt of normal r .. tire­

ml'nlOl(e; 
(2) at all times in the hen .. fit d .. rivffl 

rr~;;; !Tthl~:;~~'~~~~::'~~ro;r~Vidl'd 
benefits, at 1 .. lUIt 88 rapidly /UI und"r 

~:'.:':rv~~i~~I~h~lU~,:I .... rnHtive mini· 

(i) rull v .... ting IB rPlluirl'd UPOIl 

completion or 10 y .. aN! or ""rvice 
(no v ..... ting i8 rl'ljuirl'd heror .. the 
.. nd or the lUth yeor) 

Iii) v .... tinl( hooj(ins ot 2" l,,-,r ... 'lIt 
oft"r compl"~ion or 5 yeON! or .... rv-
ice ond incr .......... j(roduolly to 100 
lJt"rctc"nt Hfh.or t.'omplctlun of 15 
ypurs of twrvil'e. 

(illl r('tlu ....... r,II ' I,,-'rcent v .... tlllg 
on"r 5 yeHN! of ... ·rvic ... ood when 
lh., Bum of 0':" Jllld yello) or ... ·rvic .. 
i8 45. lind Jln udditionol 11I·IIt·rc.'nt 
v .... tinj( ror "a .. h additionJlI yeor or 
""rvic .. and ~ rolllt inc r .. IIJ .... in thl' 
Hum or 01(" olld yeoN! or 8O'rVIC(' 
un,,1 IOU.pt'rcl'nt v ..... ting i8 ot· 
tallll'd or"'r 15 yeoN! or 8('rvic ... 

~·'lIIl .. r v" ... tinj( ,. rPllul" .. 1 ullder pr ...... nt 
IJlw ror lo..-hl'ovy plllilB 

Ihl AI'I'I.culwn 10 mull'o'ml'/oy .. r plans - I (b) AI'(,I.col",,, 10 mu/t,pmployt'r plans.­
The v ..... tinj( rt"luir"OWnls IIpply to multiem- No provIsion 
ploy"r plono. 

~ 

Ihl SEI'!I - No prov,owlI I Ihl 8/<:1'. - Sum,' '''' IIn'o"nl Illw. hul Ih,' 
$21111.1I1IU UIIIOUllt IH '"d,· .... 1 by .. ·f.·rel\(.· to 

1

1)(.rCf"tltUKe IIICr('IUK"fI 111 tht, HfK.' lal l'1VClInt y 

Wltl{t' hmH' 

1':'("""'" tlul.· - (i"nl'rHlly "ffedlve for I<.Y(", I" .... /ul.. <;"II"nolly ,·ff, .. : I,v(· for 
yeB", bt'I(JllIlIlIl( ulI"r Il<""'mht'r :11. I~IH" 1 yellrR 1><'l(lOnlnl( "Itt'r 1> ..... ·mh.·r :11, I~IHH . 

Slim .. "8 I'r .. II"I"nt '8 propo.ml 

~(""'lIIe .{nl('.-Som" /UI Pr".id('lIt ·. 1"0-

(ul/n /oIen,,",1 No provIsion 

w,th r""I"",t to I"'nf'lils ol'cru .. d Bflt'r Ihllt 
dHI ... 

RUUI(> liS (>r~lrlent '8 propmml und Iioufo\f' 
b .. 1 

I"!(,::,'j'~i~~':.. bNt'''' 118 I'r"Hldf'III '~ pro-

JlUI'~:·:~II~;I:~y".:: pr~.\:'.:[~,~!;;'~ uUn,I~':~:~~ 
qUllhfi ... 1 Ilion lolh .. r thull 0 mulllt'nlplnY"r 
plHIII v .... t lit II'000t lUI rtIp,dly /Ulllnder on<' of 
thl' followlJ'l( 2 "11t'rn"tiv,, v,'olinj( Rl'hed 
ul .... -

II) full v,'slillj( would I", rl'll'llrl'll 
upon cnmp"'linn or 5 Y"IIN! or Rl'rVIl'''. 

.. ():~~IO'~i~~'j(o}"f'~:~~ 2~r"'~::~~::It'"::I,:'~ 
incrl'lllIt'II by :W pt'rl'PDI ror ,,"ch Huh",,-
quO'nt Yl'or or .... rvi ..... until \()O I,,'rc,'nl 
v .... llll.: iR ohlain .... Hr .... r 7 y.'urH ur "!'IV, 
iCt" 

I'rt.'St·nt·luw rul .... ror IOI)-tIl'IlVY 1'111110 li n' 
r"tailll'd . 

Con(oruung umendlllcnlB an' I1ltl(l(- to 
EIIISA Wloor II II ,,,1111 lilt' II t hy S.·nalurs 
KI'I1II''<ly lint! lI .. tch .... Iopt .... by VII"'" vol.· I 

(b) A/l,,~u'u/um to ",ultu~mplo.yer p/n,I." - 1 (hI App/u'utwn til muliu'rnl'lol'('r ,,/U fl.'·' 
No provIsion. H'·(llIlrt."H thltt " pllrticilUtnt 'H (·lIlploy. ·r 

provid('d h"I1P,jt lIlIdl'r II multiprnplo)' ('r 
plnll ~H' 100 l)torcenl v('NI('d 110 IHt, or Ihall 
UpUIi UI(' purlU'lpunt 'H cnmpld Ullt 01 I II 
y(·ttrH (If Hf'rVln' 

II!' 





L rrt"lUO~nl M rrOplJHlI1 :'"'It"nalt" Amt"nomenl 
----.J 

9. \" e,linl{ I eont.l ICI Class-year ,'es/lUlI-Special vesting I Ic) Class-year !'<'stlUg. - No provision 
rules also apply to "class year plans" A 
class year plan is a profit -sha ring or stock 
bonus plan that provides for the separate 
vesting of employE'E' rights to amounts dE'-
rived from em ployer contributions on a 
year-by-year basis. The minimum vesting 
requirements are satisfied if the plan pro-
vides that a participant's right to amuunts 
derived from employer contributions with 
respect to any plan year are nonforfeitable 
nut latE'r than the close of the fifth plan 
year following the plan year for which the 
contribution was made. 

Ic) Class-yenr ,'estlnll - Nu proviSIOn. Ie) ("a..,;;s-Yl'llr ppstrn!! - Cla.,",s-year vesting 
is nut permittt'li to the extent it is mconsi"t ­
ent with th .. ~ alternative permittt'd vesting 
schedules 

Effect",e dates - (;pnerally .. ffective fur 
plan years bt'ginnlng aft .. r D<'Cemher :lI, 
19K8. In the CasE' of certain collectively bar­
gained plans. the provision is nut erft'Ct iv .. 
for years beginning before the earh .. r of-

ill the latE'r of January 1. 19H9. or thl' 
termination of the coll<'Ctive bargaining 
agreement, or 

(2) January 1. 19!11. 
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C Withdrawal .. f lI~nrfit" 
I I'nifurm minimum di!'\tribu · 

Ii .. n rule" I'~C, 1121 flf the 
lI .. u.~ IIill and '''c. 122\ of the 
S,'nat .. 8m~ndm"nll 

2. Withdra",als IIefure aK~ 59'1. 
/L ~ddilional income lax on 

early Il'ithdrall'al. (.ec •. 
1111 and 1123 of Ih~ Houoe 
hill and '~c. 1223 of Ih~ 
S"nate amendm,'nf) 

Tax-favor..d rellrement arrangements are 
subject to certain nllnimum requirements 
concernin!,: the timing Hnd amount of be­
fore-death and after-death dIstributions . 
Under these rules, di.tributiun of a partici­
pant's benefit.. must commence when the 
particlpant-

til attains age 70 'I., or 
121 with respect to participants who are 

not 5-percent owners, the taxable year in 
which the participant retires, if later 

Distributions from an IRA are requlr..d to 
commence when the owner attains age 70'1.. 

The first annual required distribution 
may be delay..d until April 1 of the calendar 
year following the calendar year in which 
the individual attains age 70'1. or relires, 
whichever i8 applicable 

A qualifi..d plan failing to satisfy the min· 
imum distribution rules may be disquali-

~:tou:ts ~~i~~n~ ~cili.tr~~t3f~~~ at;: 
IRA that are not distribut..d . 

la) An additional income tax is Imposed 
on certain early WIthdrawals from qualifi..d 
plans with respect to five-percent owners 
who have not atlain..d age 59 '/0, unless the 
ea rly withdrawal is made on account of the 
employee's disability or death A similar tax 
also applies to ea rly withdrawals made trom 
an IRA 

Wow~r of /(lX.- Present law does not pm· 
VIde an exception to the addItional tax on 
ea rly withdrawa ls for distributions in the 
form of a life annuity 

The proposal would retain the present 
law rules relating to benefit comme)lcement 
date a nd would subject all qualifi..d plans, 
tax·sheller..d annuities and IRAs to uni ­
form minimum distribution rules Certain 
simplifYing modifications would be made to 
those rules. 

Under the proposal, the uniform sanction 
for failure to satisfy the minimum distribu­
tion rules would be a nond..ductible excise 
tax equal to 50 percent of the amount by 
which the minimum amount requir..d to be 
distributed exceeds the amounts actually 
distributed The recipient of the distribution 
would be primarily liable with a right, 
where appropriate, to recover the tax from 
the plan The current disqualification sanc­
tion would be eliminated 

Eff«tll'~ dote.-The proposal generally 
applies for distributions made after Decem­
ber ~I, 1985. 

(a) The proposal would conform the early 
WIthdrawal rules for qualifi..d plans to the 
rules for IRAs. Thus, an additional income 
tax would apply to any participant in a 
qualifi..d plan or tax-shelter..d annuity who 

d~~ih,':r ~i~b~r~i~~~I~ ~~o~rst:%~ti~~Yi~ 
made in the form of a qualifying annuity 

Wower of tax.-A qualifying annuity 
would be an annuity commencing after the 
participant attains age 50, payable as one of 
a schedul..d series of substantially nonin­
creasing payments under-

(I) an a nnuity for the life of the par­
ticipant (or the joint lives of the partici­
pant and the participant's beneficiary), 
or 

le:';~ ~80a~no~~h:~~:;':::~::'cf~~~~fr: 
tlrement under the plan. 

A uniform benefit comm('ncement date 
applil's to qUAlifi..d plans, I RAs a nd tax ­
shelter..d a nnuities Distributiuns are rl'­
quir..d to commence no later than April I of 
the calendar year fullowlng the cat.mdar 
year in which the participant attains age 
7U'/o. 

Subjects all qualifi..d plans, tax-shelter..d 
annuities, and IRAs to uniform minimum 
distribution rules. 

The sanction for faIlure to satisfy the 
minimum distribution rules in oPl'ration is 
a nond..ductible excise tax equal to 5U per-

~:~uO~tt~~~rr:intto bb., wdh~~~i~~~ed~:~~ 
the amounts actually distribut..d The recip­
ient of the distribution is liable for the tax 
The current disqualification sanction for 
operational defects is eliminated 

Eff~ctjl'" dol~. - Effective for d,st ributions 
made after December 31, 1985. 

An exception from the uniform com­
mencement date is provid..d for individuals 
who are not 5-percent owners and who have 
attain..d age 70'/0 by January I, 1988. 

(a) Conforms the early withdrawal rules 
for qualifi..d plans to the rules for IRAs. 
Thus, an additional income tax applies to 
any participant in a qualifi..d plan, tax­
shelter..d annuity, or IRA who receIves a 
distribution before age ;'9 '1" death , Or dis­
ability, unless the distribution is made in 
the form of a qualifying annuIty . 

Wo"'~r of ta:.c .- A «(ualifying annuity 
which is not subject to the additIonal in­
come tax is an annuity commencing at any 
age and payable in substantially equal J><'ri­
udic payments I made not less fre<juently 
than annually) for the life of the participant 
(or the joint lives of the participant and the 
participant's beneficiary ). 

Same as 1I0use bill , except that the prnv i· 

~~~Iifi:lui;l~~ ~~~nl~~~:ib~~i°i':te~O~a~ 
~~r~~ I a o~:~~cfp:a~t f~~~~,~~~g a~~e 7rl~;,r a\~ 
plies only to a participant who is a hiKhl y 
compensated employee for any plan year 
ending in a calendar year after the calendar 
year in which the employee attains age 65 'I •. 

pl~yh.! df;7~t~0~0!~i~I~~~mJ:f~~~ e;:;; 
coverag .. a nd nond,scrlmlllatlOn purpos.-s 
ts.... It" 01 B 5., above I. 

The provisions do not apply to distribu­
tions under lax-shelter..d annuities. 

m:J:~~}~~~ ~~~t;!~e~~i.vf9~~ distributlUns 

(a) Same as the House bill , e xc .. pt that ­
(I) the early withdrawal tax does not 

apply to distributIOns from or und .. r " 
tax-shelter..d annuity , 

(21 the tax is waiv..d under ce rtam 
addItional circumstances. and 

(a) the rate of th .. tax varies dept'nd . 
ing on the character of the contribut mn 
to which the dIstribution re lates 

Wo"'~r of tax - Exempts from the add, ­
tiunal income tax on early withdrawals -

(J) any distribution that is part uf it 
sch..dul..d series of suhstantially equal 
»<'riu<iic paym~nts for th .. Iii .. tor hfl' 
ex»('Ctancyl of the partiCIpant (ur th .. 
joint lives of th .. participant and th .. 
part iel pant's beneficia ry), 

(2) any distribution from a quahli('d 
plan to an employee luther than a a-per­
cent owner) who has a ttam..d agl' ;';" 
sepllrat..d from servIce, and satisfipd 
the requirements for ea rly retireml'nt 
under the plan, 
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n ,Idditiunal incomc leu: on 
<'Urly withdrawn/. (cont.1 

h. Tax·.hellered annui'ip8 
/Nee, 1122 of Ihl?' Hou.e 
hilll 

Ral .. of lax - The ratl?' of tax unde r 
present law is 10 pprcent 

(b) Withdrawals under a tax-sheltered an· 
nuity inv .... ted in a custodial account may 

,:ta~~,,:~e:: K9:~~ :t:~~~::,~:..n di:~l~: 
separates from service, or encounters finan' 
cinl hardship. Other tax·sheltered annuiti .... 
a re not suhject to these withdrawal r .... tric· 
lIons or the lO,pprcent addItional income 
tax on ea rly distributIons . 

wo~I~P ~f2:~~~c~~~ ~f~eo~~~:t"7~;~~l 
ihle in income The tax would be reduced to 
ten percent if thl?' distribution is made on 
nccount of-

(i) the purchase of the individual's 
first principal residence, 

(2) the payment of college expenses 
for a dependent of the individual, or 

(3) unemployment during the period 
following the cessation of unemploy· 
ment bene fi Ill. 

(b) The propoeal would eliminate finan · 

f:~~ h~'!"~tei:!r~r~~~~i[~:s d:~~:~t7~ 
custodial accounlll and would extend the 
modified withdrawal r .... trictions applicable 
to tax·sheltered annuities invested in a cus­
todial account to all tax-sheltered annuiti .... . 

Effrclwr dales. - The provisions would 

~:~I?,..~o~I~~~~e fi:;:v~i~h~n!a~I~~fX 
~~~:f~ie::'it(~c~:;:,,;::,u~hi;h~o ":!.1~io:;' 
al contributions were made after December 
31, 19115 

Roll!' of lux - The rote of tax is Hi pt'rcent 
of the amount includible in incnme 

(bl Extends the withdrawal restrictions 
currently applicable to tax-sheltered cus">· 
dial accounlll to all tax-sheltered annuities 
Withdrawals on account of hardship from a 
tax ·sheltered annuity or custodial account 
are permitted only to the extent of contribu. 

~;!::::~t" 1~~~~:~~:~nfn::I~:; th:~C!~On~ 
tributions). The ~resent.law standards de­
fining "hardship' for purposes of a CODA 
apply 

EffeelHw dale • . - Yea", heginning after 
December 31, 1985. The proVisions relatmg 
to r .... trictions on dIStributions from tax· 
sheltered annuity or custodial accounlll do 

~~!I:e~~ a'::n~~i:n~r c~~st:;:(t:'~ac~u~ 
before December 31,1985 

The bill contains exceptions to the tax on 
early withdrawals for-

(I) individuals who, 88 of November 
6, 1985, had separated from service and 
had commenced receiving benefilll pur· 
suant to a written election deSignatIng 
a specific schedule of benefit pay men Ill, 
and 

(2) the total distribution of a partici · 
pant's accrued ben .. fit on account of a 
plan termination before December 31. 
19H5 

1:1) "prla ln hard"hip distrlhullOll" 
Imedlcal. casualty. and ce .... "tlon of li n· 
em ploym .. nt b.·n~·fi"') from a qua lofied 
pion (01 hpr thun to a f'·pp rcf' nt owner). 
a nd 

(41 Cf'rta in d,sl rlbut.ons from an em 
ploy .... s tock oWllprsh,p pilln 

R a le of /cu. ' Th .. tax g{·nerally is m · 
crl'ased front 10 tn 15 percent for dislrthu · 
tlUIlS fmnt all qualified ret .. pme nl plnns 
and IRAs In Ihe cnsp of-

II) the distribution of income and 
matchlllg conlrlhutions (plus income) 
attributable to nfter·tax emploYl?'l' clln 
tributions to a qualified plan. and 

(2) withdrawals of income attrihuta 
ble to nondeductlhle IRA contributions. 

the amuunt of the I.Hx is 10 pprc .. nt uf th .. 
amuunt of the distrihution mcludlble III in · 
COme 

Ib) Hf' tallls pre""nl law 

Effecl."e dales - V .... rs i>el(onnlnK uft .. r 
f>t.cember :1I. 1 !JHti 

Providf'S an excl'ptiun to th l?' tax on t·arly 
WIthdrawals for indIviduals whu. ItS of 
March I. I !JHIi. had separated from Rerv lce 
and had commenced receivi nl( I ... nefit.. pur· 
sunnt to .. written e lection designaling .. 
spec ific schedule of benefit paymenUi 
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c. lJirecl tmn.{er option (8ec. 
t223 o{ the Senate amend 
mOl II 

3. "nifnrm tax treatment 01 
dislributinn. Isec. 1122 of 
Ihe IInuse bill and sec. 
1222 of the Senate amend-
menl. 

a. to-gear {orword income 
ol'unging and prf'·/9U 
capital gain. treatment 

be~~!fiYsn~~: ~aei~en~ l:wqu~Io~;inegm~~lfu':~: 
distrobutoon, all or allY portion of thp distri­
butIon may be rolled over, wllhin 611 days of 
Ihe date of the dis trobution, to an IRA or to 
anuther qualified pia II If a rollover is made, 
ta x is d .. ferred 011 the portioll of I he d lsi ri­
bution rolled over, and 110 early withdrawal 
tax is imposed 

When a qualifYing rollover dIstribution is 
made, the pia II administrator is rE'quired to 
provide notice to the recipient Ihat-

m the distribution will 1I0t be taxed cur­
rently to the extent transferred to anolher 
qualified plan or an IRA, and 

(2) the transfer must be made within 611 
days of receipt in order to qualify for this 
tax-fr .... rollover treatmenl 

(c) No provi.ion (e) No provisIOn 

(aH I) AI'eraglllll -Certain lump sum diS" (aO) AI'eraglRg.-The proposal would re-
tributions received under a qualified plan peal the special 100year forward averaging 
may qualify for special 10·year forward treatment. 

(aXil Al'erUf(IIIg.-Substitutes 5-years for 
IO-year forward averaging and permits only 
one election of forward averaging WIth re­
spect to a single lump sum distribution re-averaging treatment 

(2) Capllal galrl .-A participant may elect 
to treat the pre-1974 portion of any lump 
sum distribution from a qualified plan or 
tax-sheltered annuity as long-term capItal 
gaIn 

ceived after the Individual attains age 59\12 
(except 88 provided under the tran~ition 
rule) Effective for taxable years beginning 
after £kcember 31. 19R5 

(2) CapItal l1alfl .-The proposal would re- I (.2) CapItal galn .-Phases out the capital 
peal the specIal pre-1974 capital gain treat I galll ch.aracter, of the pre-I!l74 portion of a 
ment. lump-sum dIstribution over a Ii-yea r perood 

beginning On January I, 19H6 

(c) If an employ" .. separates rrom .. ' rvlce 
and IS to receive a distrobutlon that wuld be 
rollP<! over to anoth .. r qualofied pia II Or IHA , 
th .. employ .. r is r .. qulr.-d to off .. r tIll' e m­
p)oyee th .. optIon uf .. Iprllllg a d,r .. "t trallS­
fer of the employ .... ·s aceruf'd bt-nl'lit tu an 
IRA or to anoth .. r qualolied plan 

The nut ice of rollover treatment is to be 
revised to include a statement that the em-

~~"l.rr~~a~i~~~~~~o;"xmt?n:: :o~~~c~v':r ~~ 
an IRA or to another qualified plan 

Effectwe dale.-Years beginning after 
o.-cember 31, 1!)~1i 

(aX I) AI'erUf(lRg -Same as I louse bill ... I· 
fective for taxable years iJ<>ginning after 
December 31, 19R6 

(~) CapItal g<llfl.-Same as lIouse bIll, 
effpctlve on January I, 1!!R7 
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fl. 1f1-!lnJr (orlf'ard in(,flmc 
ntTrngtng IJnd prp·1971 
capital gain.. trcatnrmt 
Icnnt.) 

b. Cnn .• trudi"f' rpcf'ipl 

c. Ilo . .,is rer-Ol'f'ry 

(bl Under a tax-sheltered annuity. unlike 
a qualified plan. a participant is taxed when 
ben .. fits are received or made available. 

Ic" II Pre-annu.(y slarllng dote.-Distri· 
butions prior to the annuity starting date 
are treated as being made first out of non· 
taxable employee contributions and then 
out of taxable amounts lemployer contribu· 
tions and mcomel 

121 Post-annUIty startIng date -Dlstribu· 
tiolls after the annuity starting date are 
treated under the following rules 

'.!1 ~~J~n~~;~:~~hori:c'::~~ t ai~dt ~aa~~ 
recovery of employe.. contributions 

(21 Under a spt>Cial rule. if an individ­
ual will receive all employ .. !' contribu· 
tions within the first three years after 
the annuity startmg date. then all dis­
tributions are considered a return of 
.. mployee contributIons until the indio 
VIdual s basis has been recovered 

\:11 TranSItIOn rule.- Ilowever. the repeal 
of capItal gain Ir .. atment and III-year for· 
ward av!'raging would be phased in over a fi­
y .. ar period for individuals who will have 
attained age 5:' before January I. 19H7 
During the transition period. IO-year for· 
ward averaging calculations would use the 
pres!'nt·law rate schedules 

u~~~rT~e t1';~k:"~r~ou~~n~~y P~~~ici~ahne~ 
benefits are received. effective for distribu. 
tions after December 31. 1985. 

s~~ Ilto~:~ib~~:~~r::""fo::t:h~ ~~hur~ 
starting date. the proposal would reverse 
the ordering rules-treating the distribu-

~i::'~~nS:S ,~~fo;~~~n[rib~ti~~ ~.!ina~~~ 
est) and then out of nontaxable employee 
conlributions. 

(2) PO$t-annully .larll"l/ dale.-The prl>­
posal would repeal the special 3·year basis 
recovery rule and treat each d~tribution as 
part a payment of income and part as recov· 
ery of employee contributions. under modi· 
fied basis recovery rules 

1:11 Tm'~<ltwn rule Any parliCipant who 
allained age :.11 by .January I. 1!IXfi. is p .. r · 
nllttPd-

(II 10 make one elecllOn of fi.year for­
ward averaging with respecl to a singl .. 
lump sum distrihution receiv .. d before 
age 59'12. and 

(21 to retain the capital gain charac· 
ter of the pre-1974 portion of such a 
dislribution under the f).year phase out. 

An mdividual who separates from service 
during December 1985 and receives a lump 
sum distribution in January or Fehruary of 
19H6 may elect to treat the dislribution as if 
it were received in 1985. so that it could 
qualify for IO-year forward averaging. and 
capital gain treatment. if thai Irealm .. nt 
would have been applicable to a 1985 dlstri· 
bution 

(bl Same as President 's proposal 

Ic~\) Pre·annulty sturttng date.-Same as 
President's proposal 

(21 Post-annUl tv starttn!? dute - Same as 
President's proposal 

------1 

(: 11 Trallsltu", ru/p Any partin pant who 
attamf·d ag .. :.11 hy .)'lIIuary I. 1 !IXli. IS 

perlllitted -
I II to mak .. one .. lecllOn of f).year 

forward averagmg or lO-year forward 
averaging lal pr!'sent-Iaw tax ratesl 
with r!'spect to a single lump sum dis· 
Iribution without r .. gard to Ihe attam­
m .. nt of age 5!c1'1a . and 

(21 to retam the capital gam charac­
ter of the pre-1974 portion of such a 
dislribution 

An election under Ihls Iransition rule is 
treated as an eleclion of forward averaging 
under the general rule permitting only one 
such electIOn 

Ihl Same as House bill and Pres,dent 's 
pruposal ... ffective for dlslrlbutlOns an .. r 
December :11. 19H6 

Ic" II Pre·onnUity slartw!? date - Modifi('s 

~~rt~~da;"d~:r';hu~~I: t!o~r!~d:~o~Utl~~ 
pro rata recovery of employee contribulions 

(21 Posl·annulty sturtwg date - Same as 
House bill and President's proposal 
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II. Eff"d;I'" date. 

4. Loan. under qualifiPd plan. 
(OK. 1134 of the HoulM' bill 
and Ree:. 1233 or the ~nate 
amendment) 

a. Amount. t,..,othl ... dt.trl­
bution. 

b. fU>pallment period 

(a) Subject t.o certain exceptions, a loan t.o 
a participant from a qualified plan is treat­
ed as a taxable distribution of plan benefits. 
An eKception is provided t.o the eKtent that 
the loan, when addPd t.o the outstanding 
balance of all other plan loans, does not 
exceed the lesser of-

(\) $50,000, or 
(2) the greater of $10,000 or one-half 

the participant's accrued benefit 

m:::,~,T~; ~:ace~~~,a~lire: °iJY ~rt~~~ lfi~~ 
years, or within a re880nA~e period if the 

~'ia~e::iJe":e t.oofc~,,:r~~~:~:;~~e:.. ";;.':1'; 
member 

(d) Effectllle doles.-The provisions gener­
ally would apply t.o distributions made after 
December 31, 1985. 

In addItion, the basis recovery rule appli­
cable t.o distributions made before the annu-

~t{c~~;~o~a:: J:~~::;o:, ~~&~ ~~r~~ 
of the 3-year basis recovery rule and the 
modification of the eKclusion ratio would 
not apply t.o any amount received as an 
annuity if the annuity was in pay status on 
January I, 1986 

(a) Under the prop088I, a loan would be 
treated as a distribution t.o the eKtent that 
the loan eKceeds the lesser of-

(1) $50,000, reduced by the highest 
outstanding loan balance during the 
prior 12 montho, or 

(2) the greater or $10,000 or one-half 
of the employee's accrued benefit. 

(b) The prop0881 provides an exception t.o 

~~:::l:?'ne:rap~f!r,:n:he""fi~ti~!y p~~~ 
chase of the participant's principal resi­
dence. 

(d) h.Yfectwe doles.-The provisions gen­
erally apply t.o distributions mad.. after 
December 31, 1985. However, the basis re­
covery rule applicable t.o distributions made 
before the annuity starting date does not 

~~~t ~~~~~~:~~9~f t!~i:fi~ ;r~n~~:;te!i 
as distributed before any post-1985 benefits. 
The repeal of the 3-year basis recovery rule 
does not apply t.o an)' individual whose an­
nuity starting date IS on or before July I, 
1986. 

(a) Same as President's prop0881 

(h) PrOvides an exception t.o the 1).year 

~i~e~~e"":U:h= :tt~~O;:~~~i;:t~ 
principal residence (whether or not a first­
time purchase). Requires that a plan loan be 
amortized in level payments, made not 1_ 
frequently than quarterly over the term of 
loans. 

(d) Effecti,'e dales - The hasls recovery 
rule applicable t.o distributions made before 
the annuity starting date applies t.o 
amounts received after December 31, I!JH6 
However, in the case of a plan that, on May 
5, 1986, permitted the withdrawal of em­
ployee contributions before separation from 
service, distributions are treated as made 
first out of non taKable employee contribu­
tions made before Deeember 31, 19i!6. 

The repeal of the 3-year basis recovery 
rule is fully effective with respect t.o an 
individual whose annuity starting date is 

i~d;t!ni~aafie~' J;~~a~ tel~88,ub~ ~~~; 
before January I, 1989, 50 percent of the 
basis is recovered under the 3-year rule, and 
the remaining 50 percent would be recov­
erPd under the new baslB recovery rule. 

(a) Same as House bill and President's 
prop0881 

(b) Provides an exception to the 1).year 

~ir:l'~e~~e"";~~h:~ :rt~;':~~,~::ts 
principal residence or the principal resi· 
dence of a descendant of the participant 
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I 

, 

r. InleN!aI paid on plan loan , I Ic) In terl'St paid on a loan from II qual ified 
plan is deductible 

Ic) No prOVision (c) Defers the deduction for interest paid 
by-

(II all employees with rt'Spect to 
loans secured by elective deferrals 
under a qualified cash or deferred ar-
rangement or \.ax-sheltered annuity, 
and 

(2) key employees with respect to 
loans from any qualified plan , 

by denying a deduction for the interest and 
increasing a participant's basis under the 
plan by the amount of nondeductible inter­
est paid. 

Ie) No provision l&-e, al80, Item V C., 
relating to limitations on nonbusiness inter· 
est deductions.) 

EffectlVt' datt',-The provision would be I EffectIVe datt'.- Effective for amounts I EffectIVe date.-Effective for amounts re­
effective for amounts received as a loan received 88 a loan after December 31, 1985. ceived 88 a loan after December 31, 19Hfi 
after December 31, 1985. 
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t. Tax lIef~rral llnder Qualified 
Plan. 

I. (h~rall limit. on contribu· 
li"n. and benefits (Bel'S. 1103 
and 1133 "f the lIouse bill and 
Bec. 1206 of Ihe Senate amend­
ment) 

a. IJdined rontribution plan. 

b. IJdined benefit plan. 

(aMI) L,m,ts on contnbullo1iS.- Annual 
additions on behalf of a participant under a 
qualified defined contribution plan are lim­
ited to the lesser of (i) ~5 percent of compen­
sation, or (iiJ $30,000 

(21 DefinltUJn of onnual addltUJns.-An· 
nual additions include employer contribu­
lions, forfeitures, and if employee 
contributions exceed six percent of compen· 
sation, the lesser of (i) one-half the employee 
contributions, or lij) total employee contri­
butions in excess of six percent of compensa· 
tion 

(bM)) Limits on bt'nefits.-Annual benefits 
commencing at any time after attainment 

~~~ef~;.::d .iu:I~~~ o:;e'fin~lf~n~f.:~:~~ 
are limited to the lesser of (j) 100 percent of 
compensation or (ii) $90,000. 

If benefits commence before age 62, the 
dollar limit is reduced to the acturaial 
equivalent of an annual benefit of $90,000 
commencing at age 62. In no event, howev­
er, is the dollar limit applicable to benefits 
comencing at or after age 55 less than 
$75,000 

(aM II Lim.ts on contributions.-No provi­
sion. 

(2) Defin.tUJn of annual cuJd,tlOns.-One­
half of all employee contributiona would be 
treated 88 annual additions 

Effective dale.- Years beginning after 
December 31, 1985. 

For collectively bargained plans, the 
modificationa would apply to limitation 
years beginnin~ after termination of the 
collective bargaining agreement. 

(bN)) L,m.ts on bt'nefits.-No provision 

(aM)) L,m,ts on contnbutUJns.-Reduces 
the dollar limit to the greater of $~5 ,OOO or 
25 percent of the limit for defined benefit 
plans. 

The $~5,()()() limit is frozen until the dollar 
limit on annual benefits under a defined 
benefit plan reaches $100,000. After that, 
the dollar limit is indexed in the same man­
ner 88 the dollar limit for defined benefit 
plana (by reference to percentage increases 
In the primary insurance amount under 
social security) so that the ratio of the 
defined benefit plan dollar limit to the 
defined contribution plan dollar limit will 
remain at 411 

Tr~~ts r:i(~~~I~~~o~;'ib~:io:::'!:/~~'::~-::i 
additions. 

Effective dale.-Years beginning after 
December 31, 1985. 

th~~r~:~~n d:!:~~v:~pl~a:J~~:e;! ~~: 
ning before the earlier of-

Ii) the termination of the agreement, 
or 

(ii) January I, 1991. 

(bM)) Liml'" on bt'nefits.-Reduces the 
dollar limit for benefits commencing at ages 
62 to 65 to $77,000, indexed for innation 
after 1987. Provides that the limit for bene­
fits commencing at or after age 55 is not 
lower than $65,000. 

(aMll L,m,ts on contrlbutro"" .- The 
$:10,000 hmit on annual additions to a de­
fined contribution plan is frozen until the 
dollar limit on annual benefits under a de­
fined benefit plan reaches $ I ~O,OOO After 
that, the dollar limit for defined contribu-

~~oen J:1li~: 1~~7~f;r~~fi~!d ::fi';;t:~~b; 
reference to percentage increases in the 8()­

cial security wage base) so that the ratio of 
the defined benefit plan dollar limit to the 
defined contribution plan dollar limit WIll 
remain at 4/1 

(~) DefinitIOn of onnuol odd,tlO"' •. -Same 
88 1I0use bill 

Effective date.-Years beginning after 
December 31, 1986 

For certain collectively bargained plan., 
the provision does not apply to years begin­
ning before the earlier of-

<il the termination of the agret.·ment, 
or 

(ii) January I, 1991. 

(bM)) L,m,ts on bt'nefits.-Retains present 
law limits on benefits commencing at nor­
mal retirement age and indexes those limits 
by reference to the percentage increases in 
the social security wage base. 

The normal retirE-ment age for purJlOf!e8 
of the limit on benefits under a defined 
benefit plan 's conformed to the social secu­
rity retirement age. If the retirem .. nt ben .... 
fit under a defined benefit plan hE'gtns 

~:::n:I~~ =i~~1 ~eu:i~he r;~~~G;:~)eli~~e 
tion on annual benefits generally is rE'duced 
so that it IS the actuarial equivalent of an 
annual benefit of $90,000 beglnning 01 the 
social security retirement age. Under tran · 
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b. IJdined Mnefit plano 
(conL) 

c. I.imit on benefit. from 
more Ihan one plan 

If benefits undpr a defined benefit plan 
begin after age li5, the $!IO,()fJ() Iomit is in· 
creased to thp actuarial equivalent of an 
annual benpfit of $!IO,()()O Iwginning at agp 
1)5. 

(2) Phase·in of Ilmll.-Thls limit is pro­
portionately reduced for participants with 
II'SB than ten years of service 

(3) Special rule for polICe, firefigh/ers, and 
pdots.-None 

(4) C.os/ of./Wtng arrongements.-No spe­
cial rules. 

(c) A combined plan limit is applied to an 
Individual who participates in both a de­
fined contribution plan and a defined bene-

f!!.!I:~f ~f) \~~ ~';.'c~:~trl~h:rse":~:~:p~: 
dollar limits, or (ii) 140 percent of the sepa­
rate plan percentage limits. A lower com-

~~':-t~Cig~~i~g li:~t w"t~~:vy f;ranindividuals 
No overall limit is placed on the amount 

of benefits payable to an individual under 
plana of unrelated employers 

(2) Phase'ln of Ilmll.-The overall limIt 
would be reduced for participants with IPBS 
than ten years of plan participation 

(3) Special rule for polICe, firef'lfh/ers, and 
pdots.-No provision 

(4) Cos/ of-Iwlng orrongements.-No pro-

EffeclIVe do/e.-The provision phasing in 
the requirement that the defined benefit 
plan dollar limit be reduced for participants 

:~t~dli: p~~ ~~, r:~m~~n~a~:I~p:N.: 
tive for years beginning after December 31, 
1993. 

(c) An additional IO-percent excise tax 

;~u~~:U!ic~ni~I~~~c~~~fi~ 
amount. To the extent that aggregate annu­
al distributions made with respect to any 
individual from qualified plana, IRAs, and 
tax-fiheltered annuities exceed that dollar 

~h;0~~~ ::oc~ ~ ~~I°Dn~~n~~! 
proposal, the dollar amount would be 1.25 
times the defined benefit dollar limit (e.g., 
1.25 times $90,000 would equal $1l2,500 for 
1985 through 1987). 

(2) Phase·ln of I,m,l - Same as Presi­
dent's proposal 

Pll!~S~Th: ~:%~[o;t;I~~:bC'tg;~~ ~~~ 
firefighters is not reduced below $50,000 at 
~g1s"t;7X~ airline pilots, the limit at age 

(4) C.osl-of-living arrongements.-An em­
ployer is permitted to offer employees a 
qualified c08t-of-living arrangement that 
supplements benefits under a defined bene­
fit pension plan 

Effect",e dale - Years beginning after 
December 31, 1985. 

For collectively bargained plana, the bill 
does not apply to years beginning before the 
earlier of-

(I) the termination of the agreement, 
or 

(2) January I, 1991. 

te) Same as President 's proposal, but aJ>­
plies a l5-percent excise tax on aggregate 
annual distributiona from all tax-favored 
retirement arrangements in exceas of the 
greater of-

(\) $112,500 or 
(2) 1.25 times the indexed dollar limit 

A:~ri!,,~n~ ~~e~khl:rn~iling for pur-
poses of calcu~ing the exceas distribution 
for any calendar year in which the individ­
ual receives a lump distribution that is suI:>-

~~!r~~;".fh~h%hc:f~::::in~ai:~hZ'ie!:~~f 
(I) the portion of the lump sum that 

is eligible for capital gains treatment or 
5-year averaging. or 

(2) 5 times the otherwise applicable 
ceiling for such year. 

SltlOll rules. twnefits alrt>ady accrued by a 
plan participant und .. r an eXlstlllg plan an' 
not a ffected hy the rt'ductlOns for actuarial 
t~qulvalt'ncf' 

If benefits comm .. nce after the social se· 
curity retirement age, the $!JO,()()() Iomit is 
increased to the actuarial equivalent of a 
$!)f).ono benefit commencing at the social 
security retlrement age 

(21 Phu-w'·!n of 11m" - -Same as 110use bill 
and President's proposal. 

p.};~~S~s~O~;'::: (1~:':/b;I/:::[~~~ Ith":'t 70~ 
pilots, the limit at age 60 is $90,fJCc), IIldexed 
to the percentage increases in the Social 
Security wage base. Also extends the special 
rule for police and firefighters to correction· 
alofficers. 

(4) Cos/·of-lIvlng orrangemenls.-Same as 
House bill . 

Effecl",e dole - Years begtnmng after 
December :ll, 1986 

For collectively bargained plans. the bill 
does not apply to years beg-Inmng before the 
earlier of-

til the termination of the agree­
ment, or 

(2) January I, 1991 
The limit phase in does not apply to bene­

fits accrued before the effective date 

(c) No provision. 
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... Limit Oil ~Mnb (rom 
mon tMII OM pU.ll 

("DilL) 

d. Tax·.laeitt'"d annuitie. 

2. lleduction. fur contributions 
t .. qualified plano eoe('. 1131 of 
the llouoe bill and Se('. 1231 of 
the Senate amendment) 

Id) In the case of a tax-shelh>red annuity, 
special one-time elections increase the over· 
all dl'fined contribution plan limit. The spe­
cial elections allow certain catch·up 

~~~~bb~i~h: ::t~!ne:~&~ :~cl.:;.~~n~io;: 
snce. 

An additional election permits a church 
employee to elect to increase the overall 

~:~Ya ~rre~.!~O~~u~: :rnl4~~ ~o~t a~ 
em~~y~ich.up elections are available to 
employees of an educational organization, a 
hospital, a home health service agency, or a 
church, convention, or 8S8OCiation of 
churches. 

a. I'rofit·.hor;"II ond .tock I la NI) CoordinatIOn with s,xUJI 8f'Cunty In· 

bonu. pu.n. tegrotion.-In the case of a profit-sharing or 
stock bonus plan that is inh>grated with 
social security, the Itmlt on deductible em· 
ployer contributions is not reduced by the 
employer share of social security taxes ta· 
kl'n into account under the plan . 

(2) Limit carryforward -Employer contri· 
butions in exct'88 of the deduction limits 
may hi' carrIed over and deducted in lah>r 
years. If the contnbuticn for a particular 
year is 10wI'r than the deduction limit, the 
unwoed limit may hi' carried over and used 
in lah>r years 

Effectil>(, date-Years beginning after 
Decemhl'r 31, 1985. 

Id) The special catch·up elections would 
hl'repealed 

Effectll>(, date.-Years beginning atler 
Decemhl'r 31, 1985. 

pos~.de~~~ dl::'ribou~~~~s in s~i~f ~~~~~ 
ing post-ileath distributions to thl' annual 
tax on E'xcess dIStributions, the bill adds an 
additional estah> tax equal to 15 percent of 
the individual's excess retireml'nt accumu· 
lation "Exct'88 retirement accumulation" is 
defined 88 the exct'88 of the decedent's inter· 
est in all tax·favored retirement arrange­
ments Over the present value of annual 
payments :::.\ual to the annual ceiling over a 

in(n~d':lim~.,.:~eh>~;e~;:~~~h of the 

Effectil>(, date - Years beginning after 
Decemhl'r 31, 1985. 

Id) Retains special catch·up elections Id) The special catch·up elections are r ... 
tained and extended to employl'l'8 of cl'rtain 
health and wl'lfare service agencies 

Effectll>(, dote.-Years beginning after 
Decemhl'r 31, 1986 

laKI> CoordinatIOn wIlh soclallU?Cunly In· I (aK I) CoordInatIOn u'lth IKJCIOI ucunty /n . I (aNI> CoordinatIOn wllh soclOl security In ' 
tegrotwn.-No provision. tegrotion.-In the case of a profit-sharing or tegrollon.-Retains present law 

='~t~~u%~ru:h~d':fu~~n t7~~ b~~~ 

(2) Limit carryforward.-The present·law 
=rJ0rward for unwoed deduction limits 

~~':e~ ~~I~ro~~t~h~~:::e;l:ertaln ;~ 
it-eharing plan would hi' treated 88 a 
"retirement type" plan with respect to an 
individual if, for each of the preceding 10 
years-

(I) the individual is an active partici· 
pant in the plan, 

employer share of social security taxe£! 
taken into account under the plan 

li~~ :;:~orw~;:?{~~lir;~~baa~Sng :~d 
stock bonus plans (including retirement· 
type plans). 

(2) LImIt corryforward -Same 88 I louse 
bill 
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a. profit-.llari,." and .tMIt 
bonu. pia", 
(conL) 

b. Combination of J1f'n.i"n 
and other plan 

.\'"ndeductible contribu­
tion8 

(b) Employer contributiolUl to a money 
purch""" pension plan are generally dt>ducl-

~~~ ~~d:~n~u~~~rr~~t~~d~ 'ili~S~?nr:~~ 
funding standard is t he contribution rate 
specifit><l by the plan, which cannot excet'd 
25 percent of a participant's compensation 

If an employer maintailUl a pension plan 
(defint>d benefit or money purchase) and 
either a profit-sharing or stock bonus plan 
for the same employee, then the employer's 
dt>duction for contributiolUl for that year is 
generally limited to the greater of-

(\) the amount net'ded to satisfy the 
minimum funding requirements of the 
pension plan, or 

(2) 25 percent of the aggregate com-

Tt!:nl~~:~nd~o~~;~p~'GP~h:,s an em-
ployee participatps in both a defint>d benefit 
and a money purchase pension plan of the 
same t"mployer 

Ic) Employer controbutlons in excess of 
the dt>duction limit may be carried over and 
d .. ductt>d In later years 

(2) the indIvidual is not a participant 
in any oth .. r profit-sharing or stock ­
bonus plan maintaint>d by the .. mploy­
er, 

(3) contributions are based on a for­
mula using a rell8Onabl .. y .... r..,f-service 
factor, 

(4) c .. rtain ben .. fits ar .. not available 
before separation from service. death or 
disability, and 

(5) th .. plan is not toJ>-heavy. 

Ih) Th .. proposal would .. xtend the 2!>-

:{C~~~brn~Fo~a~ c~~rin;dsa~~e~~i!.!d 
money purchase pension plans 

Ic) Employer controbutions in excess of 
th .. dt>ductibl .. limits would be 8ubject to a 
ten perc .. nt annual nondt>duclible excise tax 
until the .. xcess is eliminated 

Effectwe dales.-Th .. proposals g .. n .. rally 
would be .. ffective for years beglnning after 
Dec .. mber 31, 1985. Special transition rules 
would maintain certain limit carryforwards 
and permit the dt>ductlOn of .. xcess contribu­
lions carrit>d forward from years before the 
effective date . 

Ib) Sam .. 88 Presid .. nt's proposal 

Ie) Same 88 President's proposal 

Effecti!¥! dates - Effectiv .. for years begin· 

~i:.g :u~.r ~~~~~y!~' ~~~. ~;d';,'r! t"fs6 
limitation carry forwards . 

Ib) Same 88 1I0use bill and Presldent 's 
proposal 

Ie) Retains prpsent law 

Effeclwedales - Eff,'('tive for years begin­
ning after December 31. 19H6. Und .. r a spe­
cial rule. an employ .. r may use pre-19H7 
limitation carryforwards. 
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I 

3. A"set reversions under quali. 
fied plans (sec. 1132 of the 
lIouse bill and Mer. 1232 of the 
Senate amendment) 

Prior to the satisfaction of all liabiliti .. s 
with respect to employ ..... and beneficiaries, 
aSSl'ta held und .. r a qualified plan g .. nerally 
may not be used for, or diverted to, purposes 
other than the exclusive benefit of employ· 
...... lIowever, aSSl'ts remaining in the plan 
upon plan tl'rminatlon generally may be 
paid to the employer afll'r plan benefits, 
accrued to the dati' of the plan tl'rmination, 
have been provided. 

Assets reverll'd to the employer are in· 
c1udlble in the employer's gr088 income. 

of ~~fe~~f~uf~~ :~~;ni~;;~nta;~!':i~:~ 
deducted plan contributions, the proposal 

~ouu~~ ~".'~rc:n~~f~h!~~~lfu~d~i::ve~~ 
ing to the employer upon plan termination. 

Effectwe do/e. - The 10 percent recapture 
tax would apply to qualified plan assets 

r:;~7~~~i~ a~;~~!~~e~~;s~~t!;I;~ 
1985. 

Same as President's proposal 

~(er/we dale.-Same as President's pro-

Same as /louse bill and President's pr ... 
posal, except -

(al the .. xcise tax applies to any direct or 
indirect recovery of assets by the employer, 
and 

(b l a special rule applies in the case of an 
amount transferred from a defined beneflt 
pension plan to an ESOP 

The excise tax is waived in the case of a 
reversion (pursuant to a tl'rmination within 
1 year of the dati' of enactment! by a certain 
corporation 

Effec/we dole.-Same as House bill and 
President's proposal, unl!'8R the rev .. rsion is 
attributable to a plan tl'rmination occurring 
on or before December 31, 1985. 
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I 
E. Mi.r~IIRneouo PenNion and De­

rt'rred ('umpe-nMsliun Pruvisions 

I. Di.l-reliunary cuntribulion 
plan. (oec. 1112 of the lIouNe 
hill and .ec_ ) 2:15 of Ihe Senate 
amendment) 

2_ Requirement that collective 
bargaining agreement be bona 
fide Isec. 11311 of the lIouse 
bill and see. 1236 of the Senate 
amendmenll 

3. I'enally fur IIve",lalemenl of 
pen.inn liahilitiestsec. 1139 of 
the UnuMe hill I 

'~rest"nl Law 

Under certJIin types of plana, including 
profit-sharing plana, the level of employer 
contributions to the plan may vary from 
year to year at the diacretion of the t'mploy­
er An employer'a diacretion over the level 
of contributions to a profit-sharing plan ia 
limited by the requirement that the employ­
er'a contribution to the plan in any given 
year may not exceed the employer'a current 
or accumulated profits. 

Under present law, many of the nondis­
crimination standards of the Code applica­
ble to qualified plans apply &eparately to 
plans or programs maintained pursuant to 
an agreement that is found to be a collective 
bargaining agreement if there ia evidence 
that retirement benefits were the subject of 
good faith bargaining between the employer 
and employee representatives. Similar ex­
clusions are provided with respect to certJIin 
welfare benefits provided to employees. 
Present law provides no clear definition of a 
collective bargaining agreement 

A penalty may apply if deductions are 
bBSed on a SIgnificant overstatement of Ihe 
value of an item (such 88 a charitable deduc­
tion). The level of the penalty varies, de­
pending on the degree of the overstatement. 
A similar penalty applies to underpayments 

~[a~~~"n~ ~~~~'isd~~ ~;~~;t;~alt~df:; 
an overstatement of liabilitoes under a pen­
sion plan. 

rrt"8Ia~nl II rropul'ltil 

No provision. 

No provision. 

No provision. 

Employer contributions to a profit-shar­
ing plan that satiafy the immediate vesting 
and withdrawal restrictions applicable to 
elective deferrals under a c88h or deferred 
arrangement (CODAl are not limited to the 
employer's current or accumulated profits 
(whether or not the plan contains a CODA). 

Eff~tlUe date.-Years beginning after 
December 31, 1985. 

No lIlP"eement is treated 88 a collective 
bargainong agreement unless it is a bona 

~~d;r::;~~iv'! ':~d:~ ~~o~:~~~~;::: 
Effeclive dale.-Date of enactment 

Provides a new penalty on actuaries for 
underpayments of tax due to overstate­
ments of liabilities under a pension plan. 
New penalty would be similar to the cur­
rent overvaluation penalty . 

Effect",e date.- Overstatementa with re­
spect to 1986 and later returna. 

Employe r contribullo~a to a profit ·shar. 
ing plan a re not limited to the employer's 
current Or accumulated profits. 

Effecll('e dale - Yeara beginnong after 
December 31, 1986 

Same 88 1I0use bill 

Effect",e dale.-Same as House bIll 

No provision . 

I 
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L Ilt'm I're<pnl La" I'rpsid~nl'. Propo.al IInuse Rill Senal" Amendmenl _~ 

t. Trealmenl IIf ~ertain Osher · 
men ao self .. mplll)e-d Is~~ 
J 237 IIf I he Senal.. amend 
menl' 

5_ Cash nul of rertain .. ccrued 
b .. nefils Is .... , 123x of Ih .. Sl'n ­
alp ampndmenll 

1 

Und"r pr"""nl law, ~"rlain fish"rm .. n 
who olh ...... i"" would bt' I rea led as common­
law "mployP('S und"r Ih" usual rul"" for 
d"lermining an .. mploy"r~nlploy"" rela­
lionship are Irpaled as St'lf~mployed indi­
viduals for purpost'S of "mploym"nt taxt'S 
(5<'<:5 312\(b~:?01 and 3:l06(~~201l. 

Th" IRS has h .. ld Ihal, all hough Ih""" 
fIsh"rm .. n ar" lrealed as St'lf~mploye-d indi­
viduals for "mploym .. nl tax purpost'S, Ih"y 
are lreate-d as "mplo)'P('S for purpost'S of 

f:~~~';'~~~~ ~:~";I::e.::~~r..~~;hlh; 
own .. r or op<'ralor of th" boat (or boatsl on 
which th" fish"rm"n work is a qualified 
plan und"r St'Ction 40\(a l. 

A p<'nsion, profIl-fiharing, or stock bonus 
plan may not imme-dialely distribule any 
portion of a participanl 's bt>nelit withoul 
Ih" participant's conSt'nt, if th" presenl val ­
u" of th" participant's accrue-d ben"lit "x­
cet'ds $3,500. Th" inleft'St rale used in 
d"lermining th" presenl valu" of a bt'nPlit 
may not excet'd Ih" interest rat" that would 
be used by th" P"nsion BPn"fit Guaranty 
Corporation IPBGC) for purpost'S of d"ler­
mining th" p ........ nt valu" of a lump sum 
distributIon upon t"rmlnatlon of the plan. 

No provision 

No provisIon. 

No provisIon. 

No proVlBion 

M"mbt>rs of fIShing boal cr"ws Idt'SCrll>t"d 
In SPC :112\(b~2011 ar" Irpalted as self..,m­
ployed andinduals for purposes of Ih" rulpS 
r"lalang 10 qualifited pensIon. profil-sharlng, 
or slock bonus plans 

Erred" ... dol .. -Tuabl" y .. ars ix-ginning 
after o..c"mbt>r :11, l!l~fi 

A plan IS n·quared to compule th" firsl 
S3,5OO of Ihe present valu" of a bt'n .. fil by 
using an inl"ft'St rale no gr .. ater Ihan Ih" 
Inlert'S1 rale (d"f"rred or imme-dlate, which-

~~:rp~pur;;;~~1 ;I~~\ ~~~~int;ti~~~! 
r"maining portion of th" present valu(' of 
th" bt'n"fit IS requare-d 10 be d"l"rmlne-d 
using an inleft'St rale no grl'alN than 1211 
p<'rcent of th" inleft'St rail' Id .. f"rred or 
immedlale, whlch"v"r is appropriatel Ihal 
would bt' used by th" PBGC upon th" plan's 
lermination . 

A conforming am"ndm"nt IS mad" 10 
ERISA 1000r am"ndm"nt by s"nalors K"n­
ne-dy and Hatch, adopte-d by voic" vole I. 

Errerlll ... datl'.-Distributions after J)... 
cember 31, 19t-4 Th" am"ndml'nl do.-s nol 
apply to dislributions Ihal w",,, mad" afler 
December 31, 1984, and bt'fore th" dale of 
"nactm"nt, if such distributions were mad" 
in accordanc" with th" r"'luir"m"nts of r<'g­
ulations issue-d under th" Ri-tlrem"nt Eyui­
ty Act of 1984 
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6. Timp rpquired fur plan 
Dmf?ndmt'ntM~ is!omanre nr reg 
ulalions and dpvelupmenl of 
spc. 10 II k I modpl and maRler 
und prutol}pp plan. Ispc. 1137 
or U,P llou.~ bill and '''CM. 
1239-1211 of Ihp Senale 
ampndmenll 

lal Time reqlllrpd for plan om .. ndmenls.­
If the rt'<juirements applicable to qualified 
plans are changed, presenl law !(enerally 
re<.juires Ihat conformmg plan amendments 
bt' adopted no later Ihan the last day of the 
lirsl plan year after Ihe effective date of Ihe 
change, and the amendments musl bt' effec­
tive, for all purposes, not later than the first 
day of Ihat plan year. 

Ibl/.suonet' of rl'RulollOn8.-No provision. 

Ic) Ik"elopmenl of .ecl",n 401" I m{)(lel 
und masler and prolol,vp<' plon ," -' ::;ccre­
tary ia not required under presc.. low to 
publish u section 40llkl model plull or to 
issue opinion letters with respecl 10 master 
and prototype section 401lkl plans 

• ., • • _, •.. - . ' - r - " -' --1 

lal No provIs ion 

(bl No provision , 

Ic) No provision. 

(a l Provides thaI a plan will nol fail 10 he 
a qualified plan on accounl of chan!(es made 
in Iht' bill for any year beginning bt'fore 
J a nuary I, 19HI:!, provided -

11 I Ihe plan complies, In operalJon, 
wilh Ihe changes as of any sepa ralely 
stated effective dull'; 

wA~ tV:: c~~an~: n~I:~~~h~~ tC~en;~ 
day of the firsl plan year bt'ginning 
after Decembt'r 31, 19H7; and 

ti~2ly t:: th~fi~;nd~; :rr~~esfi;:llr~~~ 
year bt'ginning On or after the separale­
Iy stated effective date 

wl~1 :itdif~Dnloco~~t~~ifl,e!ia;;v:~~'1o:I:~; 
year bt-gmning bt'fore the later of-

11) January I, 1988, or 
(2) the earlier of la) January I, 1991 , 

or Ibl the first plan year bt'ginning after 
the termination of the collective bar­
gaining agreemE'nU 

Ib) No provision 

Icl No prOVISIOn 

Effeclw .. dOle.-Date of enactment. 

lal Provides thaI a phill will nul fall tu he 
a qualifi t'tl plan 011 account of cha ng .. s made 
in Ihe bill for any yt'ar Ix'ginmng l>efor .. 
January I, I!lH!I, providt'tl ~ 

III Ih .. plan comphes, in operation, 
wllh th .. changes as of any separately 
staled effectiv .. date, 

121 Ihe plan is am .. ndfod to comply 
with th" changes no later than the last 
day of the first plan year bt>ginning 
after [)(.c .. mbt'r 31, 19HH, and 

(31 Ihe amendment appli .... relroac­
tively to the separately slated effective 
date. 

In addition, collectively bargamed plans 
will not fail to bt' quahfied plans for any 
year bt'ginning before Ihe later of-

(II January I, 1991 , or 
(2) the earlier of (al January I, I!lH9, 

or (bllhe first plan year bt'ginning afler 
Ihe termination of the collective bar­
gaining agreement. 

(bl Prov ides that the Secretary is to Issue 
final regulations by February I, I!JRH, with 
respect to-

111 the rules relating to the ml .. gra · 
t Ion of benefits und~r qualififod pluns, 

(21 Ihe coverage requirements appli ­
cable to qualified pluns, 

qut;lllfil!t c~I';hn~~~d!1~ r~::s li~~~~~,!(~o 
menls Isec. 4()lIkl plansl, and 

(41 the new nondiscrimina tion rules 
for employer malchlng and t'mploy .... 
conlributions Isec. 401lm)/ 

IC I Provid .... that the Secrptu ry IS to pub· 
hsh, no laler than May I, 1!IH7,lImod~1 plan 
document for qualified plans I hal inc1udl' 
cash or deferred arrangemenls By May I , 
1987, Ihe Secretary 1810 bt'gin issuing opln · 
ion letters wilh resp..,,1 to secllOn 40llk l 
muster and prototype plans. 

Effecl/t'r dolp Date uf pnnctmpnt 
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I 
7. f("tir"m"nt Equity Act flf 19111 

mEAl "rr"ctive dat~ (sec. 1243 
of th" Senate amendm"ntl 

Under REA. a penAion plan is to prOVIde 
automatic survivor benefits-

u~~~;nt~~e =. ~~ a th~'1~c::;,a~} ~h;u:i~k: 
joint and survivor annuity. and 

(2) in the case of a vested participant who 
dies before the annuity starting date (the 
fi"'t period for which an amount iB received 
as an annuity. whether by reason of death 
or dIsability. under the plan) and who has a 
surviving spouse. in the form of a qualified 
preretirement survivor annuity. The quali­
fied joint and survivor and preretirement 
survivor annuity proviBiona apply to any 
participant who performs at least one hour 
of service under the plan on or after the 
date of enactment. 

REA provided a special transition rule for 
participants who separated from service be­
fore the date of enactment and whose bene­
fits were not in pay status as of t he date of 

en(i~\:n;;~i~~n~~~V:;I:t!f~~i~t1 hour 
of service under the plan after September I . 
1974. 

(2) the participant separated from service 
before the fi"'t day of the fi"'t plan year 
beginning on or after January I . 1976. and 

(3 ) the plan iB required to provide a quali· 
fied joint and survivor annuity Under the 
s pecial rule. the participant iB to be provid­
ed the right to elect to receive benefits in 
the form of a qualified joint and survivor 
annuity . 

... n~!l IO~nl 8 .... ruptJlJal 

No provision No provIsion. Exempts a plan from the survivor bt,ne­
fits requlrem"nts of REA if-

(\) the plan was established prior to 
January I . 1954. as a result of an agree­
ment bt,tween employee representa · 
tives and the Federal Government 
during a period of Government oper­
ation. under seizure powe",. of a major 
part of the productive facilities of the 
Industry. and 

(2) under the plan. participation is 
substantially limIted to participants 
who. before January I. 1976. ceased em­
ployment covered by the plan 

!Floor amendment by Senator Byrd. 
adopted by voice vote.) 

E{{eclllJe dal".- Date of enactment. 

J 
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... Empl"Jf>e Bf>nf> fitM 

l. Sh,tu("ry employee henefit 
e,rlusions I Hers. 121 and 1161 
.. f t h~ IInuMe bill and secs. 
1261 lind 1262 .. f the Senate 
amf>ndmentl 

a. f:xc/u.ion. from income I (a) ExclusIOns from Income.-I'resent law 
I I) fupald legal serlllre.' provides specific income tax and employ­

ment tax exclusions with respect to the 
following benefita provided by an employer 
to employl'<'8. 

I II Prepa Id legal sert'IC'f'.S I ( II Benefita under prepaid legal services 
plans (expired after 19851. 

121 Employer·prol ,i,u,d I (21 Commuting through use of a van pool 
tron.sparlo/lon (expired after 1985). 

(JI Employee educa t IOn · I (3) Up to $5,000 annually of employee 
01 assls/once educational 8B8istance (expired after 1985). 

(41 [""endent care as· I 14 I Dep<.>ndent ca re 8B8istance 
sistonce 

b. f:rreciil 'e dale 

(a ) Exclwilons from illcome.-The Presi · 
dent 's propoaal would make the following 
changes in the tax treatment of employer· 
provided employee benefita 

se~\c~e ::~lds~ ~~l:e:::!fn~~~. I~~ 
exclusion would be available only to the 
extent that employer contributions to the 

~~~~ :':re :h~% ::~~!.r.:~~e~~~ij~.f. of the 

tr~~s;~::~ti~~"..:!~ld :-ai:;:~~~'~;~r:::: 
the end of 1985, 88 scheduled under present 
law 

(31 The employee educational 8B8ietance 
exclusion would be made permanent. The 
$5,000 annual cap on educational 8B8u,tance 
would be rep<.>aled 

(41 Present law would be retained . 

(b) Effectil'e date - EIT...,tive for taxable 
years beginning after December 31 , 1985. 

lal Exclusions from Incmne.- The House 
bill makes the following changes in the 
treatment of employer-provided employee 
benefita. 

(I) Extends the exclusion for prepaid legal 
8('rvices for 2 years through 1987. 

(21 Same 88 President's propoaal, i.e., the 
exclusion for employer-provided transporta­
tion is not reinstated . 

(31 Extends the exclusion for educational 
8B8istance for 2 years through 1987, and 
retaina the $5,000 cap on annual benefita. 

ca~~ ~:;~~~hr: $5,~~~e!~r($t~n~~n! 
married individual filing 8('paratelyl. 

(hI Effective date.-EIT...,tive for taxable 
years beginning after December 31, 1985. 

~en8te Amendment 

(al Exr/uslOns from Income.-The amend· 
ment makes the following changes in the 
treatment of employer-provided employee 
benefita 

(/I The e xclusion IS made p<.>rmanent. 

(21 Same 88 House bIll and President 's 
propoaal. 

(31 Makes the exclusion for employee edu­
cational 888istance p<.>rmanent, and provides 
that the cap on the annual exclusion equals 
$5,250, indexed by reference to p<.>rcentage 
increases in the social security taxable wage 
base 

(41 Retains present law 

(bl Effectwe doles - EITl'Ctive for taxable 
years beginning after December :11, 19~ti , 
except that the provisions relat ing to pre· 
paid legal services and employ{'{' educa tion · 
al 8B8istance are eITl'Ctive for years aftt'r 
December 31,1 985. 
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2. Nnndi.criminalion r~quire­
m~nu. ror emplnye~ b~lI~nl 
plan. ('ec. 1151 nr Ihe If .. use 
bill and sec. 1251 .. rlhe Senat~ 
Dm~ndm~nt) 

0. (;"nrral ru/" (a) Under preeent law, exclusions for most 
of the statutory employee benefits are con· 
ditioned on compliance with various rules 

::~nhi~i~~foyd~rir~i;:~:~".i~i~~~i;n of":;i;: 
are provided for -

0) group-term life insurance, 
(2) self-insured medical reimburse-

ment plana, 
(3) qualifil'd tuition reduction, 
(4) group legal servicea, 
(5) cafeteria plana, 
(6) educational 888istance, 
(7) dependent care lU!8istance, 
(8) nonadditional-e08t servicea, qual i-

~:::fa~riti~~~dnts, and subsidized 

(9) welfare benefit funds 

Theee nondi8Crimination rules generally 

~:~~i~~a!~~d:a~°be~fi~ el;~v~~~ ~ 
addition, certain benefits are SU~Ject to con­
c~ntration teats, which limit the exclusion if 
more than a specified percentage of total 
benefits are provIded to certain owners. 

(a) The Preaident's proposal would estalr 
lish uniform nondillerimination rules for eli· 
gibility and benefits and a uniform 
concentration teat for -

g: re~'ilhte:.::,n:.i~:ih:~h:;~~ not in-
aured), 

m r~~Fo~~a~~~::~1 888istance, 

:~: ~=re~~fan~I':nr:, 888iatance, 
(7) qualified employee dilleounts, no­

additional-<:oet services, and subsidized 
eating facilitiea, 

(8) qualified tuition reductions, and 
(9) welfare benefit funds. 

(a) Establishes uniform nondlocrimina· 
tion rulea 88 to eligibility and benefits for ­

(I) group-term life inaurance, 
(2) health plana (whether or nol in-

aurl'd), 
(3) group legal servicea, 
(4) educational 888iatance, 
(5) dependent care 888iatance, 
(6) cafeteria plans, and 
(7) welfare benefit funda. 

(a) The following modification. (88 more 

~~I~~i!ri~::::io~~~i~ ~ret:a!:~nt .law 
(II extend. nondlBCrimination rul es 

to health plans (whether or not insured l 
and applies the same reqllirementa to 
group-term life insurance plans; 

he~tth~r~~e: a~d c;:,,:;~~~olife'fn~u~ 
ance plans; 

(3) eatablishea, for all employee bene­
fit plans, a uniform definition of highly 

f~:h=f~o~';;i~i;:in~tr;;ne~~~~a: 
ited)· 

(4) establishes, for all employee bene­
fit plans, a uniform definition of em· 
ployees who can be excluded from 
consideration in teating whether a plan 
is dilleriminatory; 

(5) with respect to all employE'E' bene­
fit plana, requires that the employer 
provide re880nable notification to all 
eligible employees of their eligibility to 
participate in the plan; and 

(6) with respect to employee benefit 
plana other than health and group-term 
life insurance plans, establishea alter­
native nondillerimination rulea that a 
plan may satisfy in lieu of the present­
law teats. 
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h. /Jefinilion of employee. in 
whose (ol'or diHcrimina 
lion i. prohibited 

Ibl Under pre .... nt low. benefiUl under the 
following plans may not discriminate In 
favor of officers. shar<·hold .. rs lor ownersl. 
or highly cumppnsat .. d employe .. s· 

(\ I Qualifit>d tuition rt>ductiuns. 
(21 group legal services. 
(31 educational 088istance. 
(41 deppndent care 088istance. and 
(51 no-additional;::""t services. Quali-

~~:;fa~r~~iscounlB. and subsidized 

A group-tI'rm life insurance plan may not 
dlscrimlnatl' in favor of k .. y employPeB. 
which Includes-

(i) officers. 
(2) top-10 owner-employPeB. 
(3) frpprcent owners. and 
(4) I-pprcent owners who earn more 

than $150.000 

A self-insured medical reimbursement 
program may not discriminatl' in favor of­

(ll the 5 highest paid officers. 
(2) lO-percent shareholders. or 
(3) the 2frpercent highest paid of all 

~~~I°6e'""':,,,~i~dl.:ddiffo~m~~:t;:ra~~~ 
under the eligibility testl. 

For purposes of the cafeteria plan nondis­
crimination rules. a definition IS provided 
for highly comppnsoted individuals and for 
key empluyE'f'S 

Highly comppnsoted individuals in-
clude-

II) officers. 
(2) frpprcent shareholders. 
(3) highly comppnsoted employPeB. 

and 
(4) spouses or depend .. nlB of such in­

dividuals. 
Key employPeB include the some employ­

PeB as providt>d for group-tI'rm life insur-

Under a welfare bl'nefit fund. a highly 
comppnsoted employee meana-

(I) one of the 5 highest paid officers. 
(2) IO-percent shareholders. and 

hi~~~";!::jY:O ~!~t ~~eal~:,~~roy~ 
(other than excr.7dable employees I. 

(bl The proposal would provide a uniform 
definition of highly comppnsated employPeB. 

(b) Provides a uniform definitIOn or hlgh-

:r;~~~~~~o': i:";,~~'ii;~~n (s:..°7h!ad~ 
sCription in Item B 5 • above) 

Provides that a former employee is a 
highly compensoted employee if such .. m­
ployee was highly compensoted at separa­
tion from service or at any I.ime aftl'r 
attainment of age 55 

The definition of "highly comppnsoted 
employees" applies for purposes of the non­
discrimination rules for-

(I) group-tI'rm life insurance. 
(2) health plans. 
(3) group l .. gal services. 
(4) cafetl'ria plans. 
(5) educational 088iatance. 
(6) depend .. nt core 088istance. and 
(7) welfare bl'nefit funds . 

Ibl Provides a unirorm definition of highly 
comppnsoted employees. in wh""" favor dis­
crimination is prohibited (See the descrip­
tion In Item B.a .. above.) 

Provides that a former employee is a 
highly comppnsoted .. mployee if such em­
ploy .... was highly comppnsated at Repara­
tIOn from servic .. or 01 such other times as 
prescribed in regulations 

The definition of "highly comppnsoted 
employees" applies for purposes of the non­
discrimination rules for-

~~: ~~~'jlh~I:::.~:fe insurance. 

(3) Qualified tuition rt>duction. 
(4) group legal services. 
(5) cafetl'ria plans. 
(6) educational 088istance. 
(7) dependent core 088istance. 
(8) no-additional;::""t services. Quali-

~:l:;'fa~iri~~:~~~nlB. and suboidized 

(9) welfare bl'nefit funds 

138 





c. Exr/udab/f' f'mp/ollf'f'3 (cl Under present law, for purposes of 
testing whether a plan is nondiscrimina­
tory, certain employees can be disregarded 

In the C88e of a group legal services plan, 
educational 888lstance plan, or a dependent 
care 888istance plan, employees cov .. red 
under a collective bargaining unit may be 
disregarded if the benefit W88 the subject of 
good faith bargaining 

Under a group-term life insurance plan, 
the following employees may be disregard­
ed-

(I) employees who have less than 3 
years of service, 

(2) part-time or seaaonal employees, 
(3) collective bargaining employees (if 

the benefit W88 the subject of good faith 
bargaining), and 

(4) nonresident aliens. 

Under a self-insured medical reimburse-

:~I~l~f~~e !'~~~d:!~!t~~OYees may be 
()) employees with 1_ than 3 years 

of service, 
(2) part-time and se880nal employees, 
(3) employees who have not attained 

age 25, 
(4) collective bargaining employees (if 

the benefit W88 the subject of good faith 

batlJa~~~~i~~t aliens. 

For purp0ee8 of the cafeteria plan non­
discrimination rules, employees with less 
than 3 years of service may be disregarded. 

Under a welfare benefit fund, the follow­
ing .. mp!oyees may be disregarded-

(I) employees who have not complet­
ed 3 years of service, 

(2) employ""" who have not attained 
age 21, 

(31 seasonal or less than half-time 

e~fll~ii::tive bargaining employees (if 
the benefits were the subject of good 
faith bargaining), and 

(51 nonresident aliens. 

di!~~:J:ni~l;yi~g eth~lf~~~~~~d e~ 
fo~~~rn~!;.~~~u~:!:d ~~~ ~o~~' i~';: 
account in testing whether a plan provides 
nondiscriminatory coverage-

~!t~ I!: t~~~n 0: :~;~r:;,,!.;,,:!lrIoe: 
90 days, in the case of an employer­
maintained health plan), 

an(l)~t;!~J~~pio:e:~des, part-time 

(3) employees covered by certain col-

I~~i)v~~~~i~e~f ~m!h~' ~:e no 
U.S. earned income. 

(c) The following employees generally 
may be disregarded in testing whether the 
nondiscriminatory eligibility test is 88tl.8-
fied -

(I) employees who have not complet­
ed ISO days of service, 

(21 employees who work less than 20 
hours per week, 

(3) employees who normally work 
fewer than 1000 hours a year (seasonal 

e~f)lo:~~yees included in a collective 
ba"aining unit if benefits were the 
subject of good faith bargaining, 

(5) employees who have not attained 
age 21, and 

(61 nonresident aliena. 

The definition applies for purp0ee8 of the 
nondiscrimination rules for-

g: r.::.llh~~:fe insurance, 

(31 group legal services, 
(41 cafeteria plana, 
(5) educational 888istance, 
(61 dependent care 888istance, and 
(7) welfare benefit funds 

(c) The following employees generally 
may be disregarded in testing wheth .. r the 
nondiscriminatory eligibility test is 88tis­
fied -

(I ) in the C88e of core health plans, 
employees who have not completed 180 
days of service, 

(21 in the case of a plan (other than 
core health), employees who have not 
compl .. ted 1 year of service, 

(3) employees who work less than half 
time, 

(4) employees who normally work 
fewer than 6 months a year (se880nal 

e~K)I~::"e;i~yees included in a collective­
ba"aining unit if the benefits were the 

su~::t;~I~~f~~~ ~aa~:i~~~g~ttained 
age 21, and 

(7) nonresident aliens 

The definition applies for purposes of the 
nondiscrimination rules for -m re~lh~I::,~:fe insurance, 

(3) qualified tuition reduction, 
(4) group legal services, 
(5) cafeteria plana, 
(6) educational 888istance, 
(7) dependent care 888istance, 
(8) no-additional-e08t services, quali-

~::;fa~riti~,~~dnts, and subsidized 

(9) welfare benefit funds 
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d. Ru/~. for health plaR6 fdl Under prl'8<'nt law, no nondiscrimina· 
tion rules apply to insured health plans 

In the case of 8£'lf·insured medical reim· 
bursement plans, pr .. sent law provides a 
nondiscriminatory eligibility test and a non · 
discriminatory btonefits test. 

EI'II.btl,/,V test - The e ligibility test for a 
self-insured hea lth plan is sati.fied if the 
plan -

(\ I btonefits 70 perc .. nt of all .. mploy­
ees; 

(21 benefits 80 percent of eligible em­
ployees and 70 percent of all .. mployees 
are eligible; or 

(31 benefits a nondiscriminatory clas­
sification of employees. 

(dl The President's proposal would pro­
vide a uniform eligibility, benefits, and con· 
cent ration test applicable to all employee 
bton .. fit plans 

Eltg.b./.ty test.- Under the President's 
proposal, the percentage of highly oompen-

:.::: c~~~o~:s e':c::r~2t U;~!n~ ~~af~~ 
~dc:rn~epl~~" U~hde;r e:~::e~'ii~~~ 
~~~i~'.:s~=n i~u~~e as ~meo~e~~~heIW~.~ 
could waive the 125 percent test in favor of 
a more liberal test for a period of time. 

(dl The Hou8£' bill provides a Uniform 
eligibility and btonefits teat to all employee 
btonefit plans, including health plans 

w!~·~t':::~ce~~S~f ~I~~pl~~:ea e~g~~:\t~ 
eligible to participate in a plan In addition, 
a plan may not contain a provision relating 
to eligibility that discriminates in favor of 
highly compensated employees 

(dl The amendment extends uniform non· 
discrimination requirements to heulth 
plans 

EI'II.btl./.v test - Under the eligibility 
test, a plan must -

(ll benefit at least HO percent of all 

en;~)I(:;;,'::fit a reasonable clllB8ificatlOn 
of employees that does not discriminate 
in favor of highly compensated employ· 
ees, 

(31 meet an alternative reasonable 
cl888ification test, or 

f41 meet an average income exclusion 
test. 

m:!:;~8~h:b~~t::b~C~:=ifi~:i;;;;A u!~a~ 
the Secretary of the Tr .. asury determines 
that it cove .... a reasonable cl888ification of 
emr,loyees that is found not to discriminate 

~heaS:r~~~~l thOemr.:;=~ i;S!~~w 
~~~t th: ~1Phl~i~1/)ec~';,.ee;r!':::r:;..s:.~~ 
andu:.te coverage perc .. ntage of nonhighly 
compensated employees permitted under 
Rev Rul. 83- 58 is excessive. In addition, the 
amendment clarifies that reasonable dis· 
parities btotween the coverage percentag .. of 
highly compensated employees and the cov· 
erage of nonhighly compensated empluy .... s 
ar .. permitted if justified by the alt"ndant 
facts and circumstances 

The test may bto applied on a Imp of 
buslIless or operating unit basis 
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d. Rul.·. (or h.'allh plan. 
Iront.) 

Line of buslness.- The eligibility test 
cuuld not be .... tisfie<t on a line of business or 
operating unit bOBis. 

LIM of bUSIMss.- Under certain circum­
stances, the eligibility test may be applied 
separately with respect to employees in a 
separate line of business or operating unit 
of the employer. The bill requires that in 
ord .. r for the line of business or operating 
unit exception to apply-

II) the line of business must have at 

le~\ ~~I::flr;:::c:~~ but not more 

:~~' ;i~ ru~i:;:; o:rt~';,!~ril~~e:t~ ~~: 
highly compenaated. 

Alternatll'e reasolluhle (·/a .. 'i • ..,'(lfuiwn 
Il'sl. - A plan satisfies th" alternlltive rell ­
.'>I1able c18&1ification t .... t If-

(II the plan Hatisfie. the present .law 
fa ir c rOHS-6Pction te. ! hut nut the re .. -
suna bl" c1as..ification test, and 

(2) the aver...:e benefit OB II percent­
age of compen .... tion for pmployees not 
covered under th .. plan is at least "U 
percent of the average benefit percent· 
~f:n,f~rndmployet'8 covered under the 

(3) in the case of a health plan, at 
least flU percent of the employp.r's non · 
highly compen88ted employees (Ire e li · 
gible to participate In a pilln providing 
average benefits equal to at I .. ust 40 
percent of the average benefits provld 
ed to employees covered by the plan 
being tested . 

The test may be applied on a hne of 
business or uperating unit bOBis 

AI"'rag<' Incume <,xcluslon I •• I.-A plan 
meets the requirements of the avprlij(e in­
come exclusion test if-

(\) the empluyer elects I he applica· 
tiun of the test with respect to all 

he(~I)th th~an:'v:~!e amounl proVIded 

::1:t :~~I~~::" ~f t~~~h~~h~ro~~~nr.::; 
least 80 percenl uf the averagf- amounl 
provided for highly compen88ted em­
ployees 

The test may be apphPd on a line of 
busin""" or operating unit bSHis 

LIne of buslne.s - The re880nuble c1lWt ifi­
cation I~t, the alwrnative reSHum.bl .. dus· 
Hification test, and the averagE" inCOrllE" ex 
c1usion test may be appl ied Bf'parately to 
a Illle of business or uperlltlng Untt of the 
employer If the employer demons trutes to 
the 88tisfaction of the Secretory that such 
line of bUSiness or operating unit is operal 
ed separawly for bona fide bus,""811 re'lSOno 
A separate Illle of business or operatIng Ullll 
is treated OB operated for bona fide busine .... 
re8BOns if such line of business or Opt>rallng 
unit is a separate self-sustaining unit a nd 

II) such line of business or operuting 
unit hOB at least 50 employees, 

(2) the pel"Cf'ntage of highly com!"'n · 
88ted employees within such line of 
business or operating unit is not 1,,88 
than 50 pel"Cf'nt of the perc .. ntag .. of 
highly compensated employees of th .. 
employer ur at leOBt IU pt>rcent uf the 
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d. Rule. (or health pion. 
(ro nt.) 

Benefits /est.-Under the benefits test for 

:If~n::f.: ;:::~~JI~:;. t~~t cd~~i~it~~~! 
in favor of highly compensated employees 

e. Eligibilitll tnl (or plan' I (I'I Under present law, the following bene-
olher Ihan health plan. fits must be available w a claaaification of 

:~pl~r:ffi~~~, d~r~ht01j:%i~~~a::W~~::': 
highly compensated employ..."" or depend· 
ents of any such employ...",: 

() I qualified tuition reduction, 
(21 educational aaaistance, 
t31 dependent care aaai8tance, and 

Benefits test.-The proposal would re­
quire that all types and levels of benefits 
available w any hi¥.hly compen88ted em· 
ployee must be avaIlable W all non highly 
compensated participants. Similarly, any 
condition for receipt of a benefit would be 
required w be applied in a nondiBcrimina­
wry manner 

Benefits /est.-The benefits test requires 
that the coverage provided under a health 
plan be the 88mI' for each participant in the 
plan A limited exception w this require­
ment is provided for employees who normal · 

Iy l~o::d~~:;~: i~~he3!:~fa 'h:aUh~lan in 
which more than 25 percent of the partici· 
pants are highly compen88ted, the plan is 
considered discriminawry unless-

(1) the plan actually covers at least 75 
percent of thoee employ...", eligible w 
participate in the plan; or 

(2) the plan, when aggregated with a 
comparable plan (or plans), 88tisfiee the 
2f>.percent test. 

Two or more plans are considered compa· 
rable if the average employer cost per par­
ticipant in the plan or plans is at least 80 
percent of the average employer cost per 
participant in a plan that would otherwise 
fail the nondiscrimination test. 

ConcentmtlOn test.-Under the concen- I GJncentmtion lest.-No provision. 
tration test, the contributions provided w 

~~~y~ ~~~~J ~~te~~~ i~~=~f ~h~ 
wtal contributions provided under the plan 
for any year 

(I'I Under the President's proposal, the 

=I!nn':?~i;: ~~~~~a c;'~ric:ui~0~~:1.?:d 
125 percent of the percentage of all other 
employees benefiting under the plan Under 
certain very limited circumstances in the 

~:~~~~~~~In~~.!id :: ~shU:\25 

(e) Under the eligibility test, 90 percent of 
all employees must be ehgible w participate 
in a plan. In addition, a plan ma)' not 
contain a provision relating w eligIbility 
that discriminates in favor of highly com­
pensated employees 

hIghly compensated employees of the 
employer perform servIces solely for 
the line of business or operating unit. 
and 

t31 the percentage of highly com pen· 
88ted employ...", wlthm such line of 
busine88 or operating unit is not more 

~~:hl;O~OI~;~~~ ~~pk;=~et~! 
employer 

Such separate testing on a line of business 

~la~~h~~in!~n~o~a:~:~heotp::r~tt: 
fair cr08lHleCtion test applicable w qualified 
pension plans. 

Benefits t""t.-No separate benefits test IS 
provided for health plans because the eligi· 
bllity test also operates as a benefits test 

ConrentmllOn lest - No more than 40 per· 
cent of the t'mployt"e8 benefitmg under a 
health plan may be highly compensah..i 

~m~~~hl~ i~~ir:;:~t ti~~~be~~h~li~~ 
employ...", of the employer 

tel Retains present law eligIbility tests 
applicable w employet' benefit plans other 
than grou!>'term life insurance, but pro­
vides the average income t'xclusion teet tsee 
the description in d., abovel as an alterna­
tive test w certa in eligibility tests 

Applies the same nondiscrimination tests 
w grou!>'term life insuranct' plans as the 
tests for health plans 
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e. Eligibility ted (or plan. 
other than health plan. 
(('ont.) 

f. I/cnefil. Ie." (or plan. 
otha Ihan health plan. 

(4) no-additional-cost services, quali­
fied employee discounts, and subsidized 
eating facilitips 

Group legal services plans, cafeteria 
plans, and welfare benefit funds must bene­
fit (rather than merely be available to) a 

d\~:~~~~~ i~ffa:,;;,r~l~c!~~ts:a':ho'jd~ 
~:J~t~~~ hi~~~y ~~T~7:edtedp~~~~0:tee:o ~ 
collective bargoining agreement is treated 
as nondiscriminatory 

A group-term life inaurance plan muat 
meet one of the following eligibility tests­

\l) the plan benefits 70 percent of all 

e,,;~)liti.d.at 85 percent of the partici­
pants are not key employees, 

(3) the plan benefits a nondiscrimina-

to~) c!~~~';I~~n ;f ;;J'~le:s~f~teria 
plan, the requirements relating to cafe­
teria plana are met. 

In applymg the nondiscrimination tests to 
certain statutory fringe benefits, all em­
ployees of employers that are under com­
mon control are aggregated and treated as if 
employed by a single employer . 

(0 Under present law, the contributions 
or benefits provided under a group legal 
services plan may not discriminate in favor 
of highly compensated employees. 

th~~;~ :n~r:,u:O~~~ ol;fbe~nesfi~a~~~ir!br~ 
under the plan may not discriminate in 
favor of key employees. The test is satisfied 
if the benefits bear a uniform relationship 
to compensation. 

A cafeteria plan may not discriminate in 
favor of highly compensted participants as 
to contributions or benefits, which requires 
that nontaxable benefits and total benefits 
(or employer contributions for total bene­
fits) be nondiscriminatory. A special rule 
applies to health benefits. 

Under a welfare benefit fund, the benefits 
provided under each class may not discrimi­
nate in favor of highly compensated em­
ployees Life insurance, disability, 

:,i~;~;~~ !oa~Pe~:ti~~p~:"r.';!"lar~n"n~t 
considered nondiscriminatory merely be-

• '1I["~,ulI[".n n .- IUII"IUII 

percent test in favor of a more liberal test 
for a period of time. 

(0 Under the President's proposal, all 
types and levels of benefits available to any 
highly compensated participant muat also 
be available to all nonhighly comf":nsated 
participants. Similarly, any condition for 
receipt to a benefit would be required to be 

aPt~~ P~~;):t!:'i~m~~~~1 ~:~dn=rim_ 
matory benefits test to group-term life in­
surance, health benefits, and group legal 
services benefits provided under a perma­
nent and enforceable plan. This test would 

~rJ'j tl.~~~h i~:unr~tn~~eo~':iritn:u":J'~ 
~t~~y:;ry~~~':nt;~~~o~I~~~lbe per-

Under the proposal, employee education­
al assistance benefits, dependent care assist­
ance, miscellaneous frmge benefits, and 
qualified tuition reductions would also be 

~~~:~~i:h nt~~d::.,~:~n:~~n~~t~~e'fu! 
provided to highly compensated employees 
could not exceed 125 percent of the average 
amount of benefits provided to other em-

Under certain circumstances, the elig,bil 
ity test may be applied separately with re­
spect to employees in each separalR line of 
business or operating unit of the employer 
The bill requires that, in order, for the line 
of business or operating unit exception to 
apply-

(I) the line of buainess or operating 
unit must have at least 100 employees, 
and 

(2) at least 5 percent, but not more 
than 25 percent, of the employees m the 
line of business or operating unit are 
highly compensated. 

(0 Requires that the coverage proVided 
under a group-term life insurance plan or 
group legal services plan be the same for 
each partiCipant in the plan, regardless of 
whether the benefit is provided through 
insurance or self-insured by the employer 

In the case of group-term life insurance 

g!~~s of~11 r~~foy!!a~h"c:',:~~es~li~fbl!"'~ 
~:~~~b~ t~~ ~t:nplan must actually be 

An educational assistance plan or depend­
ent care assistance plan is considered dis­
criminatory unless (a) all benefits available 
to highly compensated employees are avail ­
able on the same terms and conditions to all 
other employees eligible to participate in 
the plan; and (h) the average benefit pro-

i~~fl~~80h~~~~n~0::rru.~S:~~~~X:m 
provided to highly compensated employees 

(0 Retains present law benefits tests ap­
plicable to group-term life insurance, group 
legal services, cafeteria plans, and welfare 
benefit funds, but provides the ave rage m· 
come exclusion test os an alternative test 

J 
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g. { onanlrnlion le.18 for 
plan. olher Ihan health 
plan. 

h. Sane·lion. for di.uimina 
lion 

i. Hr.-purting rf'quiN'mf'nl8 

j. Siudy 

ca use the ben~fits bear a uni for m rela t ion­
ship to compensa tion 

Igl Under present law. not more tha n 25 
pe rcent of the benefi ts under a group legal 
serv ices pla n or a depende nt cal e assistance 
plan may be provided during a year to .'>­
percent shareholders or owners (or the ir 
spouses or depende ntsl. 

No more than 25 percent of the nontax­
a ble benefits under a cafeteria plan can be 

prN~dr:;en~h:~I~ t;e~~!n~mJI~h:e:mounts 
paid or incurred under on educational 8-'1-

s istance program may be provided annually 
for !>-percent shareholders or owners (or 
their spouses or dependents). 

(h I Under present law, if a plan fail s to 
mpet the applicable nondiscrimination re­
quirements, all employees are required to 
include the value of the benefits provided in 
gross income. A special rule applies in the 
case of a discriminatory self-insured medi­
ca l re imbursement plan under which only 

~~~r!dg~Yi~cl'.:'S:i~l:o::P:h~~~i:n r~ 
their re imbursements that are discrimina­
to ry In the case of group-term life insur-

r~c1:;d~ntl~e kvetIu~mtrl~h:esbe~~efi:TIu:~:m~ 
under a discriminatory plan. 

(il Under present la w, a n annual re port­
ing requirement applies with respect to 
group legal services plans, educational 8-'1-

sistance pla ns, a nd cafeteria plans. Under 
this requirement, each employer that main­
tai ns a pla n is required to file a return 
showing the number of employees partici­
pating in the plan, the total cost of the plan 
for the taxable year, and specified employer 
Identification information 

... 11J['8'UIJ['IU 8 rrOpoN81 

ployees In the case of educational assist­
a nce benefits, only amounts expended for 
degree programs would be required to be 
tested under this nondiscrimination rule. 

(gl The proposal would modify the utilizs-

~~~I,:~~e:e':~I!~:e a:J'~~~~~~a~ :;"~f. 
once, and dependent care assistance. Under 

~~~~~~ot~i~h~;~~~n:e~t:dn:'::~I:~'!: 
(by pay) could not exceed 25 percent of 
the total contributions provided under the 
pion for ony year. This rule would apply to 
each employee benefit otherwise excludable 
from income 

(h) Under the proposal , if a plan is found 
to be discriminatory in coverage, benefits, 
or utilization , the benefits provided to high­
ly compensated employees would not be eli­
gible for exclusion from gro88 income. The 
amount to be included in gro88 income in 
the case of iJl8uronce-type benefits would be 
the value of the coverage provided to a 
highly compensated employee and not reim­
bursements received under the plan for ex- . 
penses. 

(i) Retains present law 

(jl No provision. 

/I(}U"~ Rill 

(gl Reta ins present law 

(h) A highl y compensated employee who 
IS a participant in a discriminatory statuto­
ry fringe benefit plan is required to include 
in income an amount equal to the discrimi-

~~:VfJer~~:~~~~~:re~~I;r8e: 'N~~~~t.:; 
are includible in income for nonhighly com­
pensated employees 

(il Extends present-law reporting require-

ti:~,ts ~h~1I e~Bloy:=t p~an~eln ~~~~ 
requirement for any employee benefu plan 
in any year in which benefits are includible 
in the income of a highly compensated or 
key employee. The provisIOn is effective for 
years beginning aller December 31 , 1986 

m~~t ~~~~ ~ha!t~~; ~re:b~~ ~t~r~ 
health insurance provisions and make rec­
ommendations for changes in the nondis­
crimination rules No later than July I, 
1986, Treasury is required to report the 
result of the s tudy, together WIth a ny rec­
ommendations it deems ad visable, to the 
Committee on Ways and Means, the Com-

Senat~ Am~ndment 

(g) Retains present h.w concentration 
tests In addition, prOVides that no more 
than 25 percent of the benefits under a 

f;d~~r~~i:~e~nt"~~~~~ P~i8 ~~)e ~t~:d 
not apply if the plan provides equal cover­
age (in a dollar amount rather tha n 8-'1 a 
percentage of payl to each plan participant 

In addItion, provides tha t no more than 
40 percent of the employees benefiting 
under a group-term life Insurance pla n mlly 
be highly compensated employees. A pl an is 
not treated 88 failing to meet this require­
ment if it benefits all employees of t he 
employe r 

(hI A highly compensated employee who 

~ a t!~~A~ip:i:.tn iisa ~~.:;~:in~to~ci~lelor~ 

J 

income an amount equal to the employee's 
employer-provided benefit under the plan 
No benefits are Includible in income for 
nonhighly compensated employees 

(j) RetainS present law report lOl'! require· 
men ts 

(jl No provision 
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k f:ffn·li, ·, date. 

3. IIl'nl'fit. providl'd under a car­
I'tl'ria plan (sec. 1162 uf thl' 
IInu"1' bill) 

4. Faculty hnuNing (Nee. 1263 of 
the Senate amendmenll 

Under a cafeteria plan, an employee is 
offered a choice between cash and one or 
more employee benefits. If certain require­
ments are met, then the mere availability of 
cash or certain permitted taxable benl'fits 
under a cafeteria plan does not cause an 
pmployee to be treated as having received 
the available cash or taxable benefits for 
income tax purposes. 

ed A ..!'i~~~nc:":~e':~~a=:~b[eee c!!~r:~~ 
taxable benefits if the cafeteria plan dis­
Criminates in favor of highly compensated 
individuals as to eligibility or as to benefits 
and contributions In addition, if more than 
25 percent of the total excludable benefits 
for a plan year are provided to employees 
who are key employees tcertain officeMl and 
owneN!), then the key em ployees will be 
taxed as though thl'Y received all available 
taxable benefits under the plan. 

In addition, each benefit provided under a 
cafeteria plan must separately satIsfy any 
nondiscrimmation rule applicable to that 
benpfil. 

Stoveral court C881'8 have held that on· 
campus housing furnished to faculty or 
other employees by an educational institu­
tion does not quality for the exclusion under 
('.ode 8I'Ction 119 (certain lodging furnished 
for the convenience of the employer), and 
that therefore the rental value of the hous­
ing!less any amounts paid by the employee) 
is includible in income and wages 

The Deficit Reducti"n Act of 1984 prohib­
ited Treasury from l88uing, prior to 1986, 

~~~~:~~oe~:~:!i:if: j:~op,: ~~~~e:.~~ 
the greater of-

(k) The proposal relating to uniform non· 
discrimination rules generally would be ef­
fective for plan yeaMl beginning after 
December 31. 1985, eKcept that, in the case 
of a health plan, the proposal would be 
effective for plan yeaMl beginning after De­
cember 31, 1986. The proposal would pro­
vide a delayed effective date for collectively 
bargained plans 

re~bu"r:=~~~I'!:~!;.I~ sl:~~1 ~~Ied~ 
pendent care expen8e8 under a reimburse­
ment account, under which the 
reimbur&ements would be deemed to be 
nondiscriminatory if the ave::fe reim-

:e~=n~!~r ;,,~ '1~pe~nt e~".~~~ 
average reimbur&ements for all other par­
ticipants in the cafeteria plan. In addition, 
the contributions provided to the top 20 
highly compensated employees could not 
exceed 25 percent of the total contributions 
under the plan for any year. Under the 
propoeal, reimbur&ements of insurance pre­
miums would not be permitted from a reim­
bUr&ement account. 

Effpcli~ dal<!.-The propo8!ll would be 

~::~~e3r~rl~~~n yeaMl beginning after De-

No provision. 

mitlee on Finance, and the Jomt Cummittee 
on Taxation. 

(k) The provIsions are I'ffective for yeaMl I (k) Same as HouRI' DIll, except that the 
beginning after December 31,1986 nondiscrImination rules for an insured 

hea lth plan do not opply to a church plan 
until yeaN! beginning after l}ffember :11 . 
1988. 

Extends to cafeteria plans, for yeaMl be­
ginning after December 31. 1986, nondis­
crimination rules similar to th08e 

~r:~~cakl:o ~od~~~h! r~~P~~~:nit:Kn~~! 
year in which benefits undpr a discrimma-

~~eca~~ter~~~:~n ~~~~~~udae:!din ~:; 
employees 

Clarifies that fUll -time life insurance 
IUIlesmen may elect benefits under a cafete­
ria plan that they are otherwiBl' permitted 
to exclude from income. 

Effpclwe dale.-Effective for taxable 
yeaMl beginning after December 31, 1986 

No provision. 

!t~::dif.:a~h! :::'fi'n~ti~n of highly Com-
pensated employees and excludIble employ­
ees to conform to the new uniform 
definition, and 

(2) provides the average income exclUSIOn 
test as an alternative test to the pre8l'nt·law 
benefits test 

The rental value of qualified campus lodg· 
ing for a year is treated as no greater than 
five percent of the appraIsed value for the 
year of the lodging, prOVIded that an inde-

:~~:~:Pt:;~:":~: ~~~~-::: ~~e al:!f~I~~'7! 
~x~=~ t~~~~;~a~n~oh~'o~n~~~~o ~h~ 
educational institution equals or excl't'ds 
(on an annualized basis) five percent of the 
appraised value Also, rents charged by an 
educational institution to nonemployees for 
comparable lodging may be used to dl'fine 
fair rental value . 

I 
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5. Ueduetih il ity of health insur 
anee cu.t. of .elf employed 
(Mee. 1261 of the Senate 
amendment) 

6. Itealth benefit. for retiree. 
(sec. 1263 tlf the Senate 
.. mendment) 

(I) the operating C08t paid in furnish· 
ing the lodging, or 

(2) the rent received, in the case of 
such lodging furnished in 19l14 or 19H5. 

vi~~1ers p~~~!~7tW se:d~~~ie;!:ni;: 
clude) the C08t of health benefi~, group­
term life insurance, or cafeteria plan bene­
fi~ for the self-t'mployed individual 

Under present law, an employer general. 
Iy is entitled to deduct contributions (within 

:::~~!t~e':n:~~fa~eed~~ifi~~;t.~to to~O:i~~ 
ployees The hmi~ allow amoun~ reason· 

~'Jer ~':!if:Z be~efi~c;I~,::~at'hat rf~.rr.: 
of p08t-retirement m..dical benefi~ or p08t­
retirement life insurance benefi~ (includ· 
ing death benefi~1 with respect to an em· 
ployee can be completed upon the 
employee's retirement However, these 
amoun~ may be accumulated no more rap­
idly than on a level baais over the working 
life of an employee with the employer of 
that employee. 

Each year's computation of contributions 
with respect to retiree medical benefi~ is to 
be made under the 888umption that the 
medical benefi~ provided to future retirees 
will have the same C08t aa medical benefi~ 
currently provided to retirees. Because the 
r ...... rve is to be comruted on the baais of 
current medical C08~, future innation is not 
taken Into account 

No provISion. No provision 

No provision. No provision . 

af~!t~H'5e ~~~e;i~:x;:~~/~h~sl~~t:~~~~ 
follow the valuation rul .. , except that the 
_!!Bed valuation of the property for loca l 
real estate tax purposes would be trea ted as 
meeting the r"'luireme nt of 0 Qualified .. p­
praisal 

A aelf-t'mployed Individual is permitlRd to 
deduct (for income tax purposes) 50 percent 
of the amoun~ paid for health insurance 
(but not in excess of net earnings from self· 

:~a'::~b;::etht~~~;~,,:~~~ ~~a~~~~:~~a~fc~~: 
self-t'mployed individual or such individ · 
ual's spouse 

The deduction is not allowable unle88 pm· 

~i~~a~~,:t~e ':.0 "..lr~~~:';:r~t~ ~~:J~ 
or buainesses in which the self-t'mployed 
individual is a &-percent owner 

Effectwe dale.-Taxable years beginning 
after December 3 I, 19B6. 

(al An employer is permitted to take into 

~~c~~i'c~r;~t~~!n~~=tind::i~b:~o;~ 
contributions to a welfare benefit fund for 
p08t·retirement medIcal benefits The 
amount taken Into account is limit..d hy 
reference to projected increases In medical 
C08ts under R specifi..d index 

(b) Extends the due date of the study 
(mandated in DEFRAI relating to minimum 
standards for welfare benefit plans and a 
review of the funding levels of such plans to 
~;i,\"ar from the date of enactment of the 

Effect",e date.-Taxable years beginning 
after December 31, 19l16 
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7. Accrurd ,acati .. n pay (sec. 907 
"f the lI"use hill "nd sec. 325 
"f the Senate amrndmentl 

Undl'r present law, an acc runl method 

~x~:~~~!~~:~al~h:St~~~I~t~aar ~~':.c~:~~ 
the all-<'venta test is met and economic per­
formance acCUrli. In the caS(' of (hI' deferred 
""nefits for employees (such as vacation pay 
earned in the current taxable year, but paid 
more than 2'12 months after the c108(' of the 

~le'Je:;,t ~i:,~ a: d:::r~~L~~ g~~ra~t~~ e~~~ 
""nefit is includible in an emp{oyPe's gr088 

Under a special rule of present law, an 
employer may make an election under sec­
tion 463 to deduct an amount representing a 
re8BOnable addition to a reserve account for 
vacation pay (contingent or vested) earned 

~~..dp~beee;a:d ~~~h~u;l=tor~::~t ~~~re:; 
within 12 months thereafter 

No provision Revises the special provision under I Same as HouS(' bill 
present law relating to accrued vacllon pay 
to limit the deduction for accrued vacation 
pay to amounts expected to "" paid during 
the current year or within H'I2 months 
thereafter 

Effect",. dote -Taxable years of the em· I Effrctwe date.-Taxable y.-arll beglnn",!: 
ployer ""ginning after Decem""r 31, 19!15. after Decem""r 31, 19!16. 

1-t7 





G. t:mployee Stock Ownership Plane 
(ESfW8 ) 

I. ES(W8 M employee benefit , 
plant. (8ee8. 1171 and 
1173-1176 of the 1I0u.e bill 
and 8eCH. 1271, 1272, 1275, and 
1276 of the Senate amend· 
ment) 

a. Statu. 08 retiN'ment plan. 

b. resting 

(a ) An Employee Stock Ownenlhip Plan 
(ESOP) (eithe r a 8tock bonus plan or a com­
bination stock bonus and money purch8Be 
pension plan) must be invested primarily in 
employer securities ESOPs are subject to 

~~i~ :l,u:~i~c:i~:~::;!u!~~~~;I~ ~np;11~~: 
.ble to qua lified plans. 

(b) Under present law, ESOP8 a re 8ubject 
to the vesting rules gene rally applicable to 
qualified plan8 

(a) Under the prop068I, any employer 
with 15 or more empl~ees would be el~e 

!"rsh.~a!fr::a~~~ If";~~o~~:alifies: 
then 

(I) the trust would be e"empt from in· 
come tax , 

(0?~pe%,,12~e;!~~~~d :; :~;..~~tro",.~tof~: 
principal payments made on a securities 
acquisition loan, or for amounts contributed 

'::ou'id n~~~:~~IY ~~~n :~~c~:~r~ 
butions, and 

(3) participants would not be taxed until 

~~:n~:rljl::aliefu:;:~: w~:1d :Itr:~d:d 
for certain non leveraged ESOTs to which 
the employer had committed a 8tream of 
contributions. 

All eligible securities acquisition loans 
would require either (a) annual principal 

~h~ 8n30~~~:r'!h: O~::~~itn~~ 
pal balance, or (h) equal annual payments 
and a term of ten yean! of 1_. 

The ESOT trust agreement would be re­
quired to provide that (1) the IMlCUrities dis.­
tributed or allocated during the year, and 
(2) dividends on undistributed and una\l()­
cated securities, be apportioned among all 

~~u":Yorse~~~= t~~~-of ~h I~ 
ployee 's compensation for the ~ not in 
excess of $50,000. 

(b) The propoea/ would require full vest­
ing u/,?n either the allocation of employer 
securities to a participant's account or upon 
distribution of 8uch securities. 

(a) , No provi8ion 

(b) Any ESOP that is not top heavy is 
required to provide that a participant'8 
right to his account balance derived from 

f:J~t~ble c~~t~:~~;i~:::w~~~a~h:7011~;: 
ing 100year graded vesting schedule. 20 
percent vesting after completion of 6 years 
of service, and an additional 20-percent 
vesting for each additional year of service 
until 100 percent vesting is attained after 10 
years of service. 

(a) Adds to the Code a 8tat ... ment of Con­
gressional policy, describing the belief of 
C'.ongress (reflected in a series of applicable 
law8) that ESOPs should be used in a wide 

i~r!~~rOf~o:~~~~~n~heci~:r:ic~:':f~~o~~ 
~i';~~°the' s~:,::~~c!~~~S~~g~=:~: 
~~~~~i~~bl;hb~ t~~k::~~8 w~l~d beruT.~~~ 
that-

II ) characterize ESOP8 8B conventional 
retirement plans, 

(2) reduce the freedom of ESOPs and em· 

~~':i:;Oa '!~de ~~~i~~?'~::l: ri~a~~ 
ing transactions, and 

(3) impede the establishment and 8UCCe8ll 
of these plans. 

(bl See Item B 9, above, describing the 
provisions in the Senate amendment that 

i~l~dfn~~~~~m!~o~r; o<l"u:~f~~o ~:;~~: 
native vesting schedules Under the fi rst 
schedule, a participant mU8t be 100-perc ... nt 

U~:;: Ut~n ::~~~et~h::ru~:.e:~~~~~c:t 
must vest no more 810wly than unde r the 
following 7·year grad...t vesting schedule :!II 
percent after 3 years of service, and an 
additional 20 percent for each year of servo 
ice until 100 percent vesting is attained 
aller 7 years of service 
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c. /\'ondi8t'riminalion 

d. D",..rslfi~a lion 

e. "oling right. 

(cW!) In general.-ESOPs are subject to 

~~~I;}.o:;t~~~,::mT~::' :':!e:d:r.r,:iC:r~~ib~ 
discrimination as to eligibility, contribu-

~i;enso~c~~~~~~ri;h~d~~~f :rm~~hi;' ~::.~ 
pensated employees. 

(2) Compensation talun intc account.-For 
any year for which a qualified tan is a toiv 

~h:?'':~$iJ)~n:f I~:m,;~:ro~h~~~n ~ 
taken into account under the plan for pur­
poses of applying the nondISCrimination 
tests. 

(d) No provision. 

(e) A stock bonus or money purch8.8E' pen­
sion plan (including an ESOP) maintamed 
by an employer whoee securities are not 

rh~~~~h ~f~~~n:ri:~~r~~~rt\~ip~~I~ ~~h 
respect to securities allocated to such par­
ticipants on major corporate issues if the 
plan holda more than ten percent of its 
easets in employer securities. 

In addition, an ESOP maintained by an 
employer that has registration-type securi­
ties must provide p8l!&through voting with 
respect to allocated securities on any issue. 

(cN I) In general.-No provision. 

ri;) ~;:::::t)~~~~n~neo~°t::t~-; 
quired to provide that (1) the securities dis­
tributed or allocated during the year, and 
(2) dividenda on undistributed and unallo­
cated securities, be apportioned among all 
employees (of thoee employees with 1,000 
houn! of service) on the basis of each em­
~}ol6O,~nual compensation not in exce8l! 

(d) No provision. 

w~~\d Ub:,d~~~~~.Jr~~iJ;e;!~h~ 
voting (\) on all issues with respect to aIro­
cated securities and (2) on major corporate 
issues with respect to unallocated securities. 

th~~ I~:~t~i~d';;:- o;~~~i::y!~,:t c~~t~~~~ 
tions for a year be allocated to the group of 
employees consisting of omcen!, IO-percent 
shareholden!, or highly compensated indi­
viduals. Individuals are considered highly 

~~~.:~r~ ;!,:~ee~t ~f~h:d~ia;ii!i~ ~~ 
annual additiolUl to a df'fined contribution 
plan (i e ., for 1985, 200 percent of $30,000 
equals $60,000) 

~~~~he'li~:~nonti~~ludU:l: ~~:::::~ 
tion from $200,000 to an amount equal to 7 
times the defined contribution plan dollar 
limit ($175,000 for 1986) and applies the 
limit to all plans, including ESOPs, whether 
or not top heavy. 

be(d;n':l~resan~:~~ "d~~~"'!heem~:~i:i'~ 
pant's "qualified election period" to direct 
diven!ification of up to 26 percent of the 
participant's account balance (50 percent 

!r::or .:':a~~~i~~ o:t "i:s~0~~~~ :;t~!: 
pleted 10 yean! of participation is a qualified 
employee. An employee s Qualified election 
period commences with the year following 
the year in which the employee attains age 

~:"~~~~~~ i~O th,:;e:: roi~~~~ti:~~ 
year m which the participant attains age 60. 
The ESOP i8 required to ofTer at least 3 
investment OptiOlUl, to provide an annual 

::re~v:h:i~f::~~fi~~~~nwk~~~ as"r!c~ 
fied period 

(e) Requires that if an employer does not 
have registration-type securities, then (I) 
participants with more than 10 yean! of 
service have the right to direct the trustee 
to vote allocated securities on all issues, (2) 
participants with fewer than 10 yean! of 
service have the right to direct the trustee 

:::';~~~~~~a~~~~~~ :.:!~ b;,es~i~~ 
by more than a majority vote As under 
present law, no p8l!&through of voting 
rights is required with respect to unallocat­
ed securities. 

Retains present-law requirements appli­
cable to employen! with registration-type 
securities 

(CM I) In general.-Retains prf's"nt law, 
but f:SOl's gen"ra ll y are subject to the 
changes made by the amendment Lo quail · 
fied plans 

E~~n~~he1L!;i~~o~i~itn~~ %~I~d:ble 
compensation to all plalUl, including ESOPs, 
whether or not top heavy 

(dJ Retains present law 

(e) Eliminates the pass-through voti ng re­
quirements of present law in the C8.8E' of 
employer secunties issued by certain small 

:I~:rr::;;dm:~~;s &::~a~:i?tet;:~~ 
and Dixon, adopted by voice vote .) 
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L _ It~m I>r~.ent I.aw President's Proposal !louse HIlt ~enate AmenOm"nl 

f. tJl'eralllimih 0" co"/ribu­
tiuntf 

g. f.:StJ/' /a.x credi/l 

If) Th" usual dollar limit on a nnual a ddi 
tion8($30,oool is increa&><! to the lesser of II) 
$60,000 or (2) th .. a mount of employer s{'('u­
riti ... contribut..d to, or acquir..d by, the 
plan In addition, d..ductible ESOP contri­
butions appli..d by the pilln to th" puym" nt 
of intereat on a securitIes acquisition loan, 
as w,,11 as forfei tur"s of c"rtain e mployer 
S{'(' urities, may be disn>gard..d in applying 
this limit. 

Th ..... incr"ased limits apply only if the 
ESOP provides that no mor" than on,,-third 
of th" employ"r contributions for the year 
a r" allocated to the group of employees 
consisting of officers, shareholders and 
highly compensated employees 

(gl An electing employ"r is allowed an 
income tax credit for contributions to a 

fi':.;i~-~~af[".:}i~~~~~~~ ~r:: 
pensation paid or accrued in 1985, 1986, or 
1987. No credit would be allowed after 1987. 

(f) The proposal would equal the in -

~;:redpl~~!)p liAii::::E~~~abl:tn!~~~~~; 
8<'curit.es under an ESOT would be permit­
ted without regard to the qualified plan 
limits on annual additions. 

(g) The proposal would allow the payroll­
based tax credit to expire after 1987, 8B 

scheduled under pr ..... nt law. 

If) RetainS present law (S"" c, above, 
which appli"s th" '10 a llocation r"striction to 
all ESOPs .1 

(g) Repeals th .. payroll -based tax reed it, 
eff{'('tive for compensation paid or acc rued 
after December 3 1, 1\1R5. 

(f) Modifies the de finition of an .. mpluy ..... 
who is subject to th ... "n .. -thi rd allocation 
limit for purp"s ... of the special limi tation 
on annual additions to ESOPs The d ... fini ­
tion is mod.fi .. d to conform to the new defi­
nition of highly comp ... nsated e mploy .. e 
added to the Cude for purposes of quahfi .. d 

::r:~~~~'nlf~~~~~;::;~:~ 'or;~pr~~ b~:~~ 
plans . (See it .. m B 5 , above. 1 

(g) R .. peals the payroll -b8Bed tax a .. d.! , 
.. ff .. ct iv .. for compensation pa.d or accru ed 
a fter Decpmber 31, 19Hfi 
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h. Distribution ,..,.tridion. (h~ I ) Put opl&oRS.-A participant in an 
ESOP generally must have the right to d~ 

~~~~r ~~!~ibt!ih"anoJ. fr"~hl~y'::u~t!~i~~ 
not readily tradeable. the employer mUBt 
provide a put option 

Each distributee, upon separation from 
servire. must be given at least 60 days after 
receipt of the employer securities to require 
the employer to repurchase the securities at 
their fair market value. 

If the distributee doee not exercise the 

t~;!!:I ~ti~~h:~fc:~~o~h;t!~ie~;:~I~ 
which the option lapses, the distributee 
mUBt be given another 60 days to put the 
securities to the employer. 

Payrtll'nt upon uerrl8e of put optwn.-If 
employee "rute" securities to the employer, 

refe~t ~ro~dJ'u:h~rt~~~ ~~ mor tl:: 
~~~: ~=~~Irit;':.~:~e=~~i~ 
rate of interest. The terms of deferral are 
generally considered reasonable if they r~ 

~u~O J:;~~itfe"d:~ t~~':'heen~~~o~~h~ 
is exercised and ending within 5 years of the 
date of exercise of the option. However, the 

~~fi;:~ t~~~h:eirl\':r ~f~~~~y~,! t~~ 
the date that the put option is exercised or 
(2) the date that th~ securities acquisition 
loan with which the securities were ac­
quired is repaid. 

(2) D1stnbution I"PStnctWn8 -DiBtribu-

:hoensd~~:rb~~o~~!e:~;~Z.hleUB:O ~~~ 
boU~d~~ ~h= ~I:~~ ~p is not rE>-
quired to make distributions to a partici­
pant, until the participant has attained 
normal ~etiremenl age In addition. employ-

~~u~u~~d: a!I~~~it ~~ire~~~ar~ 
may not be distributed before the end of 84 
monthl! 

...... ..... .. . ..... IUt""ea. 

(h~ I) Put OpllOn8.-The proposal wQuld r~ 
peal the special put option rules relating to 
qualified plans 

(2) Dlstr.butlon restnctwn8.-The new 
ESOT generally would be required to dis­
tribute annually that portion of the securi­
ties held by the ESOT equal in value to the 
scheduled principal payment.& on the securi­
ties acquisition loan. BB well as dividends 
paid on allocated and unallocated stock 
Alternatively. the ESOT could retain nomi­
nal ownership of the allocated securities 
provided the employees had all rights of 
direct ownership. 

In addition, the employer would be ~ 

~~it~uU~~t ~=~eese:;~:t~t ~t~r~ 
three years after receipt or allocation and 

~o:t~ ~t::;~: torl~:n~v~~ ~::;I~t:e~~ 
aration from service 

The 84-month rule would be repealed 
With respect to qualified plans. 

NOU8P H.II Senate Amendment 

IhK)) Pul optIORS.- (h O) Pu l OpIWRS.-

In general.-Retains the put option r~ I In genl'ra l.-Retalns the put oplion r ..... 
quirement of present law (modified in man- qUlrements of prt"8ent law (modified in man­
ner described below). nero described below) and e xtends the put 

opllon requirements to distributions of non­
readily traded S('Curiti ..... from stock bonus 
plans 

Payrtll'nt upon uerrose of oplion.-Re­
quires that in the case of a lump sum distri­
bution of employer securities, if employee 

~~i~';'" ~~~~~~u~~J~lr;~~~lt i~~~II~ 
ments over a period not exceeding 5 years 
and beginning not more than 30 days after 
the close of the 60 day option period The 

::'::f1~~~~ ~U;~~~~vi~~d~.:?'n!blet~~~~: 
est. 

In the case of a put option exercised with 
respect to distribution of employer S('Curi­
ties other than a lump sum, requires that 

~~:r~~I~l~~:~oPtion price 90 days after 

(2) DistnbutuJrl reslrictlOM. -Requires 
that, unleae an employee otherwise elects in 

~i~g~~~ ~e~~ l~:'n~~ ~O":ia~ 
after the end of the plan year in which 
occurs (l) the first anniveraary of the date 
on which the participant separates from 
service, or (2) the repayment of the secu-j· 
ties acquisition loan, if later. However, if 
the participant atta.i.n8 normal retirement 
age In an earlier year, benefits mUBt com­
mence no later than 60 days after the year 
in which the participant attajns normal 
retirement age, absent a contrary election 
by the participant. 

Poyrtll'nl upon enrrl8e of optw n.-Same 
as House bill, except that (a ) the 5-year 
period during which the employer must 
purchase a lumJHlum distribution of securi­
ties with respect to which a participant has 
exercised a put option begins 30 days after 
the date of exercise of the put opt.on; (b) the 
employer need not provide security With 
respect to the put opt.on installment pay­
ments, and (e) in the case of a put option 
exercised with respect to a distribution 
other than a lump sum, the employer must 
pay the full option prire to the participan t 
:;::~~ !2ri~s after the close of the 60~ay 

(2) Dutnbulwrl reslncIIORS.-Requlr ..... 
that, unless an employee otherwise elects In 

writing. the payment of benefits from an 

~;tl:I~~~~h~opl:~;.,!,~~~ , ~~ewh~~h 
the participant terminates employment due 
to retirement, disability. or death. (b ) wh ich 
is the fifth plan year following the year In 

which the partiCipant separates from serv­
ice, or (c) which is the first anniversary of 
the date on which the securities acqu isit ion 
loan was repaid However, if the participa nt 
attams normal retirement age in an earli .. r 
year, benefits must commence no later than 
60 days after the year in which the part ici­
pant attains normal retirement age, a bt!ent 

a Th:rSe~:::;,~~:J.;~~t:;:c~~:~ra tes 
~~pk~.:so;:~e7,~i~hu!t~~~d~ution of an 

I 
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h. ni./ribution reo/rir/ion. 
(ront.) 

i. f:rfcrli,'1' dolt,. 

2. Inc~nliv~s for ESOP finane · 
inK (Hec. 1172 or th~ 1100.1' bill 
and .ers. 1273 and 1271 or Ihe 
Sen ale amendm~n( I 

a. {)edudion for di"idn.d. 
paid 

(:11 DLS/rlbu/lons upon /ermlno/wn.-Dis· 
Iributions may not be made from a tax 
crMit P..501' upon Ihe .... rminatioll of the 
ESOP excepl m the case of employer secUrl' 
lIes that have sati.IIM Ihe 84 month re· 
quiremenl 

(a) An employer may dedoct the amount 
of any dividends paid in cash WIth respect to 
employer·securities held by an ESOP and 
allocatM to participants' accounts, provided 
the diVIdends are paid out currently to par· 
ticipants and beneficiaries 

(31 /J, .• /nbu/wfLS upon /ermlna/",n.- Ilis· 
Iribullons would bt, permittM on the termi· 
Ilatoon of an ESOT 

ge~~r;({;'/~';pl~"t:~ ~~~it;;:~lu,:,~r~~ 
loans made after December 31, 191\5. The 
treatment of addItional contributions made 
pursuant to loans outstanding on December 
31, 1985, would conlinue to be governed by 
existing law 

(01 The propoeal would modify the provi· 
sion providmg a deductiun for diVIdends 
paid (II by permilting the deduction only 
with respect 10 employer securities held by 
the new Employt'l' Stock Ownership Trust 
(ESOTI (and not an ESOPI; (2) by making 
the dMuction available with respect to divi· 
dends paid on all allocatM and unallocated 
employer securities held by the ESOT; and 
(31 by conditioning the dMuction on the 
employer's makIng and additional nonde­
ductible payment (equal to the resulting tax 
savingsl to employees reeeiving the divi· 
dends 

(3) Vr.st"bul,on "pon lermlnaiwfI I 1:41 Ihftln/mtums UpOIl lernllnalltJlt 
Amends the tax credit ESOP provisions 10 Salll ... ns IInus(' hIli 
pt'rmit certain dIstributions upon pl"n 
termination. Thus, the 84·month rule gen· 
erally will nut apply wilh rpspect tu 
distributions mad .. on account of the termi · 
nation uf the lax credil ESOP 

Ii I Effect.,,,, dotes. - The repenl of Ihe pay· 
roll based tax credil generally applies with 
respect to compensation paId or accrued 
after December 31, 1985 

The provi~iun permitting the dislribulion 
of 8B8ets upon th .. term motion of an ESOP 
is efleetlve for termination distributions 
made after Ilecember 31,1984 

The remaining provisions apply to ESOP 
adoptM after December 31, 1985. In add" 
tion, for ESOPs in existence prior to Janu· 
ary I, 1986, the requirements apply to 
amounts contributM after December 31. 
1985, for securities purchased with Ihorw 
amounts 

f~~:v~ra;a~,~~~';J~~fd 1~7t:.r0D:::~~':; 
31,1988. 

(il Effpl'l ... ~ dutes The repeal of Ihe 
paymll·based tax credit Kenf'rally app"e. 
with respect to compensatiun paid or ac· 
crued after December :H, 191\6. 

The provision permitting distributions 
upon plan termination generally is e fleetive 
for termination distributions made afler De· 
cember :11,1984 

The distribution requirements and the 
extension of the put option reqUIremen t 10 
stock bonus plans are efleetive with respect 
to dIStributions attributahle to stock ac· 
quired after December 31, 1986 The pul 
option rf'quirements arE' "f1eetive for d,stri · 
butions attributable to stock acquirM after 
the date of enac\mE'nt. The modified defini· 

~~::Cti~e h~!rh~eac::.m~~:':'n~ :ft%:o~~~ 
bt'r :11, 1988 

(nl Expands Ihe deduction for d,vldE'nds 
paId on ESOP stock 10 a pply to dIVIdends 
U8M 10 repay ESOP loans Ihal were u",'d 10 
acq uirE' Ihe seeuritles on which Ih,' d,v" 
dends a rt> paid Th .. provislull IS eflectove for 
laxabl,' years bt·.:inning after Ihe date uf 
enactmtc"nt 
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6. Exrlu.ion of inl~N'" 
earned un tft'curitietf ocqui­
!filion loon,. 

r. Tax-d~ferN'd rollO/'er of 
gain deri"ed from .o/e. of 
.'"rk 10 on eligib/t' emplog 
ee organization 

d. /'ogmenl of r.lole lax 611 
on emplogee o'llonizotion 

e. Ell In Ie lax exclusion for 
.01E·. 10 E..,U/'. 

fbI A bonk. insurllnce company. or a cor· 
por/Hion actively en(o(oged in the bustness of 
lendtng money may exclud .. from gross tn· 
come fiO pprcpnt of the interest r.-ceived on 
loons to a leveraged ESOP. the proceeds of 
which are applied by the plan to acquire 
employer securities. 

(c) An individual may el.-ctto defer r.-cog­
nition of gain on the sale of certain qualified 
securities to an ESOP or eligible worker­
owned cooperative to the extent that the 

~~~~~~e~i~hi~ ~~~~~!i~:(~~i:-

a~d~i~f~~": d=~~~b~~r~pa~~ ~~ 
~!~~bl: d~;~w~a~oolSOf!i~~, ~~rk~ 
owned cooperative, or (3) are transferred by 
the d.-cedent's executor to an ESOP or 
worker-<lwned cooperative, then the execu­
tor is relieved of estate tax liability to the 
extent the ESOP or cooperative is required 
to pay the liability 

(e) No provision. 

fbI The proposal would apply the 50-per­
("ent interest exclusion to transactions in­
volving ESOTs rather than ESOPs, eff.-ctive 
for loans mode after December 31, 1985 

Ic) The propoeal would permit an individ­
ual to elect to defer recognition with respect 

~~~I~f~p!~ eI:~tietow~~k~wn'"~~~ 
operative, effective for sales occurring after 
December 31. 1985. 

fd) The propoeal would repeal this provi­
sion. effective for decedenla dying after De­
cember 31, 1985 

Ie) No provision . 

fb) fWpeals the pres .. nt law provision for 
loans made after December 31, I!lRH 

lo!~s ~::d:I:~~ ~,,:.:~~a3\,p[~~sion for 

10!~~ ~::d:I:~~ ~":,"t!e~a;;,p[98;ion for 

(e) No provision. 

fb) Modifies the "O-perc .. nt exclUSion tn 
two r ... pecla First. expand. the dpfinltlOn of 
a "",der eliglhle for the exclUSIOn to include 
a regulated investment company &cond o 
makes exclusion available with respect to a 
loan (with an original commitment period of 
7 or fewer years) to the employer, to th .. 
extent that, within :10 days, employer secu 
rities are transferred to the plan in an 
amount equal to the proceeds of the loan, 

~i~1p~~~' cZ;ct~~~~io~h:r~r~I~~~~stoeff:: 
tive for loans used to acquire employer 
securities after the date of enactment. 

Ic) Retains present law. 

(d) fWtains present law 

Ie) The bill permlla an exclusion from ttw 
gross estate of 50 percent of the qualified 
proceeds from the sale of employer securi­
ties by the eXl'Cutor of the estate to an 
ESOP, before the due date fincludmg exten­
sions) of the estate's tax return The provi­
sion is effective for sal('8 after the date of 
.. nactment by the executor of an .. stat .. rO'­
quired to file a return after that date 
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A. Fon'ign Tax t'rrdit (.eeM. 601-604 
"f Ih., lI"usr hill Hnd _eeM. 901-905 
"f Ih~ S~n .. te amendmenll 

I. S .. pnrale (oreign tax credit 
limihtliun ~ 

a. 1J"f'rolllimilalion 

b. Sl'paral.. limilalinn. for 
diffuenl IlIpl'" of inrome 

181The for .. ign tax credit is determined on 
an "overall" basis: a taxpayer adds up ils 
nel income and net losses from "II sources 
oulside the United States and calculates one 
aggregate limitation bOBed on the total. The 
credit is limited to the pre<redit U.S. tall 
multiplied by a fraction. the ratio of foreign 
source income to worldwide income 

(bl Overall foreign tall credit limitations 
are calculated separately for certain caLRg<>­
ries of income that fr"'!uently bear either 

~ ~i~d;~I~~t;:~o~f lfo~~'i~~' ~o; ~eh~'i 
can easily be earned in low-tall countries 
rather than in the United States in order to 
innate the foreign tax credit limitation. The 
re880n for the separate limitations is to 
prevent distortion of the foreign tax credit. 

(al Determine the foreign tax credit limi­
tation on a per country basis instead of on 
an overall basis. That is. a tall payer could 
credit talles paid on income derived from a 
particular country only up to the amount of 
U.S. tax that would be owed on thai income. 

(bl Generally retain the present law sepa­
rate limitations. but apply them on a coun­
try-by-country basis if the per country 
limitation is adupted . 

The application of the separate limitation 
for p888ive interest income Y'ould be ell­
tended to certain other types of income, 

(al Does nol adopl th .. per country Iimita­
lion 

(bK II Eatablish .... a separate limitation for 
banking and insurance income. 

(21 Establishes a separate limitation for 
shipping income. that is. income of a kind 
which would be foreign base company shiJ>-

r~~!~~C~~~;:n~t;,dt b;~;7t:~..!u~r.i~.! 
C.I.a. below I. 

fo~:lg~~~~:~c~ t~a:ra;i~~ ~!i:.~tation for 

(41 Replaces the separate limitation for 
p888ive interest income with a separate lim­
Itation for p888ive income generally 

(il P888ive income. for this purpose. gener-

:~16 ~~'flf~~~i;e;~~~li;;'l~:~~ ~~~~~ 
(FPkCI income as that category of income is 
expanded by the House bill (see C.1.a belowl 
ellcept that foreign currency tran88ction 
gains of dollar taxpayers are p888ive income 
without regard to the busineB8 needs ellceJ>­
tion generally provided in the new subpart 
F rules for currency gains 

(iii Foreign personal holding company in­
clusions (under sec. 5531 and p888ive foreign 
investment company inclusions (diBcu8Bed 
in item D 8 .• below I are also p888ive income. 

h., Does not adopt Ih .. p<'r country IImlta­
h on 

IbM 11 No provision. 

(21 No prOVision 

(31 No provision . 

(4 1 Replaces the separate limita tIOn for 
p888ive inter .... t Income With a separate lim­
Itation for p888ive income generally . 

Iii P888ive income, for this purpose. geller-

:~16p~~'flf~~~i;e;~~~'ii;;'l~i~~ ~o~~~~ 
IFPHC) income as that category of income is 
ellpanded by the Senate amendment I ..... 
C.I.a. below I. 

(Iii Same as House bill 
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h. Separate limitation. for 
diffeN'nt tl/pn of inc-ome 
({'ont.) 

,"rf'~ent Law President's Proposal 

Dividends generally would be subject to 
the various separate limitations in propor­
tion to the types of income out of which the 
dividends were paid . 

lIuuse Hill 

(iii) The separate limItation for paasive 
income does not apply to: 

(A) banking and insurance incoml' 
(which is subject to its own separate 
limitation (see (bW II, alx)Ve)); 

(8) shipping income (which is subject 
to its own separate limitation (see (bX2), 
above)); 

(C) foreign oil and gas extraction in­
come; or 

(D) active business rents and royal­
ties from unrelated parties. 

Senate Amendment 

(iii) The separate limItation for paasive 
income does not apply to: 

(A) same aB House bill, I'xcept that pas­
sive banking and insurance income 18 
subject to the separate limitation; 

(8) same aB House bill, WIth no separate 
limitation for shipping income; 

(C) same BB House bill; 

<01 same BB House bill ; 

(E) high withholding tax interest (which 
is subject to its own .... parate limitation 
(see A.2. below)); 

(F) interest on working capital (BB under 
current law); or 

(GI dividends on worlting capital received 
from a regulated investment company. 

(iv) High-taxed income is excluded from I (iv) TreaBury may prescribe anti-abuse 
the separate limitation for paasive income. rules to prevent manipulation of the charac­

ter of income the effect of which ia to avoid 
the purposes of the .... parate limitations 

(5) In applying the new separate Iimita­
tiol18, certain payments from, and inclu­
siol18 with respect to, related persons are 
subject to look-through rules that take into 
account the income of the payor. 

(5) Same BB House bill, except that the 
look-through rule for payments by related 
persons with pa88ive income treats pay­
ments 88 first attributable to the payor's 
pa88ive income. 

I 
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, 

c. Fo,..,ign lax credit carr" 
forward. ond corr/lbach 

IC) Foreign taxes in excess of the foreign 
tax credit limitation may be carried back 
two years and then ca rried forward five 
years . 

•• C'8IU~n\ B rruptnnU 

lei If the per country limitation is ad"pt­
ed, extend the foreign tax credit carryover 
period from 5 to 10 years for post-effective 
date excess credits. 

Erf~c/j,,~ dol~. -Generally, taxable years 
beginning aller 19B5. 

Transitional rule for shift from an overall 
to a per country limitation: 

Carryforwards.-Pre-effective date excess 
credits can be carried forward under an 
overall limitation 

C.arrybacks.-Post-effective date excess 
credits cannot be carried back to pre-effec­
tive date years. 

IC) RetainS present law 

Eff~clwe dal~.-Taxable years beginning 
aller 19~5 

Transitional rule for new separate limita­
tions 

Carryforwards.-Carryforwards from a 
pre-effective date year to a post-effective 
date year can offset U.S. tax on only the 
same kind of income, determined under the 
House bill's new rules, as the income on 

F~:che!~~~I~~i~r:::;ec~~~e dC::'ealllof~~ 
taxes on portfolio dividend income that are 
carried to a post-effective date year can 
offset the U.S. tax on only passive income in 
that later year 

Carrybacks.-Carrybacka from a post-ef­
fective date year to a pre-effective date year 
can offset U.S. tax on only the same kind of 
income, determined under the House bill 's 
new rules, as the income on which the for­
eign taxes were actually paid 

IC) Same as lIouse bill (retains present 
law). 

EffeClwe da/e.-In gen~ral, taxable years 
beginning aller 1986 

Transitional rule for new separate limita­
tions (including that for hIgh withholding 
tax interest discussed in item A.2. below): 

Carryforwards_-Pre-effective date excess 
credits can be carned forward to post-effec-

~~~~~:~l~h~ oId~ra~ 1~:'~~i~,S~a~~o".; 
they had been in. For example, pre-effective 
date foreign taxes on portfolio dividend in­
come that are carried to a post-effective 
date year can offset U.S. tax on only overall 
limitation in that later year 

I 

Carrybacks. - Post..,ffective date exceRS 
cred its- can be used in pre-effecltve date 
years to reduce the U.s tax on ove rall 
limitation income only Post-effective date 
credits that are excess credits solely because 
of the &nate amendment's rate reductIOns 
cannot be ca rried back to higher rate ypars 

An additional, targeted tranSitional rule 
is provided in the case of the separate limi­
tation for passive income. 
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Il~m 

2. ("udil fur hIgh .. ithh"lding 
ta,f'S on intert'!ilt 

Prf''if'nl Law 

The foreign tax credit is available for 
Income, war profits. and excess profits taxes 
paid to a fOrl'ign country or a U .S posses. 
sion. In certain cases, a tax other than an 
income tax IS creditable If it 8I'rves as a 
sub..titute for an Income tax. Under the 
overall limitation, U.S. lenders can U8l' for· 
eign tax credits for high gr088 withholding 
taxes on a loan-the ~nomic burd~n of 

;o~~~_mt!Y ':u:r~~/I;~da:~l17.sth~boli: 
!'bility on other loan procl.'edB and other 

Pr~.idrnt'8 Propo,al 

No prov is ion . 

IInu"~ Hill 

(a) A foreign tax credit is allowed for 
gr088·basi8 taxes on Interest paid to a bank. 
insurance company or othl'r financia l insti · 
tution (or any related I"'rson ) only to the 
extent of the U .S tax on the lL'<Sociated 
interest income. 

E{{l'CtlVe dote .-
(i) In general, the provision applies to 

taxable years beginning after 1985. 

(ii) The provision does not apply until 

~;~r~t theaf~~f ~::lfov~~:~m~98~ 
loans an! restructurings thereof (adjusted 
upward by 3 percent pl'r year) to borrowers 
in 15 less developed countries. 

S~nat~ Am~ndm~nt 

(a) Crl'att's a separat!" for!"ig n tax cred,t 
limltlltion for forl'ign interest earned by a 
bsnk or other financial institution o r an 
insurancp company (or a n·lated pl'rsonl in 
the case of interest thll t IS subJ~t to a 
foreIgn gross· basis lax of;' pl'rcent or mor" 

tb) Provides exceptions for ' 

Ii) interest earned by a related person 
if the interest is daro>etJy related to that 
pl'rson 's active business. and 

(ii) interest earned by a finance com· 
pany in conn~tion with export financ· 

U~,t~ s~~ct ::'~cl~~t~~o~n the 

(c) In applying thp new 8I'parate limita· 
tion, certain payments from. and inclusions 
with respl'Ct to, related pl'rsons are subjo>et 

~l%~~~~o~f~';eu~":y~~at take into account 

E{{~ctj"" dote.-
Ii) In general, the provision applies to 

taxabll' years beginning after 1986 

(ii) Thl' provision does not apply tWlthout 
time limIt) in the case of forl'ign taxes im· 
posed On interest r~eived or accrued on 
pre-November 17, 19R5 loans to borrowers 
in 15 less developed countries. In general, 
the amount of a lender's foreign tax credits 
prot~ted by this exemptIon is increllSl'd by 
3 pl'rcent annually through 1990, and the 
less developed country loans can be restruc· 
tured until that date without any loss of thl' 
exemption 

(iii) Thl' provision also does not apply to 
intere9t r~eived or accrued in taxable years 
before 1997 on other loan8 held by the tax· 
payer on November 16, 19H5 
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:I. lIe~med,p8id crrdil 

I. Effect flf foreil(n and 1'.8. 
Ins!oOes nn fureiJ(n tax ('r~it 

1 

A U.S. corporation Ihat owns al least IO 
percent of a for"ign corporation's voting 
stock and thaI has dividend income from 
the foreign corporatIon may generally lake 
a "deemed·paid" CredIt for a share of the 
foreign laxes that the foreIgn corporation 
paid on the earnings out of which the divi · 
dend is paid A sImilar CredIt apphes when a 
I().percent U.S . corporate shareholder in· 
cludes in income a portion of a controlled 
foreign corporation s undistributed earn­
ings under subpart F 

A dIvIdend or subpart F Inclusion is con-

~fd~h~c~~n~~!:;~~de~h~~nrro~n~~~:;: 
lated profits of each preceding year Actual 
distributions made in the first 60 days of a 
Uuable year are treated as made from the 
prior year's earnings and profits 

Earnings and profits may be computed In 

a dIfferent manner for actual dividend dis­
tributions than for subpart F inclUSIOns. 

(a ) Under the o,·erall foreign Uu credit 
limilation, a laxpayer first uses a net I""" 
Incurred in any foreIgn country to reduce 
Its income from other foreign countries. If a 

~~r.:~t::,~~~:;e~~x= I~bi:!i~ °i~~ 
come subject to that hmilation, the excess 
arguably reduces the lax payer's U.S source 
taxable income 

lb. An overall US loss first reduces for­
eIgn income earned In the loss year and 
hence pr~redit U.S. lax in that year 

A U S. corporation's share of foreign 
taxes paid by a foreign corporation would 
depend on the percentage of the foreign 
corporation's multi ·year pool of accumulat· 
ed earmngs and profits represented by the 
dividend, including current year earnings 
and profits The 61klay rule would be re­
pealed 

Earnings and profits would be computed 
in the 88me manner for actual distributions 
and for subpart F Inclusions, generally fol · 

~~i:fo:~~a~~~~~~ ror~i;: cu~~:n~;e~0~7d 
be modified 

Effl'CIW(' dale.-Taxable years beginning 
after 1985. Future dividends would be treat· 
ed as paid first out of accumulated profits of 
the payor derived after the effective date. 
Dividends in eXCe1!8 of that amount would be 

~~~ul::'J~~fio~t u~~:'7~~~~:wd~~ 
dering rules. 

(a) If the per country limilation is adopt· 
ed, a net 1068 incurred in any foreogn coun· 
try would reduce Uuable income earned In 

all other countries, including the United 
Slates, in proportion to the shares of world· 
wide laxable income earned in each of those 
other countries. 

(b) An overall U.S loss would continue to 
reduce foreIgn Income. If the per country 
hmllation is adopted, the U.S. 1088 would be 
prorated against income earned by the Uu· 

::::~~~~n ~i~~~h~':e~rw~~ldn~~d~ :;x~hle 
income earned in each of the countries In 

:~~~t.:J.' t~~ ;ro';aar,:uo~\'J a~~m!~~~~raii 
U.S 106B recapture rule Under this rule, a 
portion of U.S income earned after an over· 
all U.S. 1068 year would be treated as foreign 
income. 

Effl'CIIl .... dal ... -Generally, Uuable years 
beginning after 1985. Pre-<!ffective date 

~;::I~~:;';t:~a;:or~~::e ~d~;u~h! 
pre-effective date foreign 1088 recapture 
rules 

Sam .. as President 's proposal 

~(""Ill"" dale -Same as President's pro-

la) Provides that foreign 10SSt'S first re-

g~~e~cb:f~r!n t~~ ~0Uf' i~n~o:ee 
Provides a recapture rule. 

(bl Retains pres<>nt law 

Eff..,.II('<' dale. -The changes are effective 
with respect to I~ incurred in Uuable 
years beginning after 19R5. 

I 

Same as Presld"nt's proposal a nd lin",,, 
bill, except draws taxI'S and earnlllgs a nd 
profits from a moving lO·year pool. 

Effed" .... dale.-Ssme as Presldent '8 pro­
po6IIl and JlouSt' bill. bLt effective for tax 
able years beglnmng after I!JH6 rather Illan 
19H5. 

(a' Same as HouSt' bIll 

(b. Generally , same as lIouse bIll , hut 
provides that U.S losses reduce ca tt'l(o ries 
of foreogn Income pro ra la 

Effeclll'l' dole - The changes a re effed"·,, 
wIth r!'Spect to losses incurred In ta xable 
years beginning after I !I~fi 
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5. Suh.illie. 

Ii Sourre Kule. 

I . Sale. of pe"onal property 
(Hec. 611 nf the HouRe bill and 
Rec. 911 of the Senate amend· 
mentl 

a. Int'ome dui,'ed from pur. 
chou and .ale of in,'entorll 
propertll 

b. Income from manufadure 
and oale of inr'entorll prop 
ertll 

Under a Treasury regulation , a tax is not 
creditable if it is used directly or indirectly 
as a subsidy to the taxpayer or certain 
related persons 

(al Generally sourced where title to the 
property passes The title pasaage rule al­
lows taxpayers to obtain foreign sourcing 

~~~;~7 ':''i~o:'ffsh~e P::~~~I.!::I~f ~h~';: 
the economic activity generating the income 
took place 

(bO I The sales portion of such income is 
sourced where the title to the property 
passes. 

(b" 21 Generally, under Treasury regula­
tions, half of the income is treated 88 manu­
facturing and sourced in the country of 
manufacture and half is treated 88 sales 
income and sourced in the country of sale. 
The division of such income between manu­
facturing and sales must be made on the 
basis of an independent factory price in­
stead if one eXlst8 

No provision 

er~~lyE~~;~:t;:, \~~ ~~~nr~~~~J:~?ee~f 
the seller. If the seller has a fixed place of 
businesa out8ide the country of residence 
that participates materially in the sale, 
source where that fixed place of business is 

~~~uTdh~o':x::lii~ th~ :n:rs ":I~el:; 
related foreign persons 

(bN 1) Eliminate the title pasaage rule for 
the sales portion of such income and source 
that portion of the income generally in the 
country of residence of the seller, with an 
exception for foreign material participation 
in unrelated party sales. 

(bN2) Source the manufacturing portion of 
such income as under present law Retain 
the 50/50 formula and mdependent factory 
price rules for allocating such income be­
tween manufacturing and sales activity 

OxIifies the Treasury rl'gulatlon tha t de­
nies a foreign tax credit for taxes used as a 
subsidy to the taxpayer or certam rela ted 
per1lOns. 

Effertwe dale - Applicable to foreign 
taxes paid or accrued in taxable years be­
ginning after 1985. 

(al Generally follows the President's pro­
poaaJ. Anti-abuse rules are provided to pre­
vent manipulation of the basic residl'nce-i)f­
thlHleller source rule. The bill provides that, 

~~~:~~ fi~!!t~I~~:!ftl:i~! ~~~": 
~o~O~t~ls b~~r~f::r~:~c~::,~ ~:f~gthat 

IbN 1) For the sales portion of such income, 
generally follows the President's proposal 
Anti-abuse rules are provided to prevent 
manipulation of the basic residenc~f-the­
seller source rule. It is provided that no 
fixed place of business exist8 in a country 

:i~~r~:fb: tt;'e!~~o;:mw:;:~rn;hP~:~i~~~ 
special rule for foreign sales by U.S. compa­
nies to ensure foreign source for sales of 
foreign-produced property. 

(bN2) Requires that at least 50 percent of 
such income be allocated to manufacturing 
activity under regulations 

Gene ra lly, codIfies the regulat ion to trea t 
direct or indirect subsidies, including a sub­
s idy to a party to a r .. la ted transaction, as a 
reduction of creditable taxes 

ta;tte~~:d o~:~~;.;~~~c~b~:bl!" ye~o~e~ 
ginning after 1986 

(al JUotains present law for US. persons, 
but generally follows House bill for foreign 
persons by providing that income earned by 
a foreign person attrIbutable to a fixed 
pia. ce of business within the United States IS 
U S. source (except for foreign tax credit 
purposes). 

(b~ 11 JUotaina present law for U.S. per­
sons, but generally follows House bill for 
foreign persons by providing that income 
earned by a foreign person attributable to a 
fixed place of business within the United 
States is U.S source (except for foreign tax 
credit purposesl. 

(bN 2) Retams present law 
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... Illromr from Ihr .all' af ;lIlall 
!libie profH'rlg (o lhrr Ihan in 
,· .. nlaryl 

d. In.-om,' d";""d from ,011' of 
allo~r properly (olio" liolln ;11 
"'nlorgl 

J 

(el (; .. n .. rnlly. income from sail'S of intnn· 
I(ible properly is sourcl'd "her .. Ih .. lill .. 10 
th.. properly passes Som.. mcomp from 
""Ies of mlHnl(illl .. properly for an amounl 
cunlin!: .. nt on the use of Ih(' prupt'rly IS 
sourc..d where 111 .. prul>t'rly is used 

(dl (; .. n .. rnlly sourel'd wh .. r .. th .. till .. to 
th .. property pass<>S 

(cllncome from sales of inlanl(ibl .. s would 
hav .. Its source 01 Ih(' pial'" of uS(' 

\ 

td M Illncom .. d .. rivl'd from sal .... of p<'rson­
al prop<'rly used by the sell .. r in his businl.'SS 
would be sourcl'd where th .. property was 
used 

(dM21 Income d .. rovPd from sales of olh .. r 
personal pruperty. including passive inv .... l · 
men I prup<'rty such as securiti"" and com­
modily fulures contracla. would be sourced 
in Ih .. counlry of rpsidenc .. of Ih .. sell .. r 

ErfK/""? do/~ - GenPrally. taxabl .. y .. ars 
bt-gmning lifter 191\5. Transilional rules 
wuuld be providPd for sales mad.. und .. r 
unrelall'd parly conlracts enll'rl'd into be­
for .. 19~6 

(c) Sources incom .. from sales of intangi· 
bl('s ("xc"pt sal .... for amount.. continl( .. nl on 
the uS(' of Ih .. intangibles) generally in Ihe 
country of resid .. nc .. of th .. seller Provides 
anli·abuS(' rules to pr .. v .. nl manipulalion of 
th .. basic r .. sid .. ne~f.lhe·sellpr soure .. rul ... 
and provid .. s thaI no fixl'd placp of bUSIness 
eXIsts in a country wilh rl'Sp'!cl to mcom .. 
which Ihat country IS barrl'd by tr .. aty from 
taxing Sources incom .. from sales uf good 
will wh .. r .. the goodwill is dpvelopPd 

f~'!: ~I:~fc:::.:::rtur~"re'~~o:;'s:i~;'~~ 
sell .. r m his busml.'SS w~ere dl'ductions with 
respect to such property pr .. viously offset 
income. to th .... xtenl of such dPduclions 
Sourcps any sales incom .... xcePdmg previ­
ous dPductions g .. n .. rally in th .. country of 
residene .. of Ih ..... 1I .. r. prOVIdes anti·abuse 
rul .... to prev .. nl manipulation of th .. basiC 
resid .. nc~f-lhe-s .. II .. r source rule. and pro­
vides thaI no fixl'd place of business .. xisla 
in a eounlry With respect to meom .. which 
Ihat counlry IS barrl'd by trealy from taxIng 

(dM2) Sam .. as I'r .... id .. nt's proposal 

Erfed"'e dole - G .. n .. rally .. laxabl .. y .. ars 
begmning afler 1985 Transitoonal rules ar .. 
providl'd for sales during 19~6 mad .. und .. r 
unr .. lall'd parly conlracts .. nl"rl'd into be­
fore 19)16 

(el (; .. nerally. sam .. as 1I0us .. bIll ... xcPpt 
""Ies by U .S persons oltrobutabl .. to a fixl'd 

~~f~l'du~~~ ~'i!id 'fo~~~~'~: rc~ui~~~':n: ~'f 
such incume is subjpcl 10 al least a 10· 
perepnt for .. il(n tax I • 

(dM II ror rpcapture income. same as 

~~~~::':e Il~~d ~~~~ ~:~~/~n~~~~~ f~!,;;PC..:r~u~f 
pprsunal property used by th .. sellpr in his 
busin .. ss. pr .. S('nl law is rplalnl'd for US 
pprsons. sam .. as lIouSt' bill for for .. ,gn I><>r· 
sons 

(dM21 Gen .. rally . same as 1I0use bill ... x­
cepl. 

(iI sal .. s by U.S persons al\ rlbutabl .. 10 a 
fixl'd place of businl.'SS mainlainPd outsid .. 
Ih .. Unoll'd Stales YI .. ld foreign soure .. m · 
come (If such incom .. IS subjpcl to al leasl a 
10,pNc .. nt for .. ign taxi; and 

(ii i gam (in .. xel.'SS of sec. 124>l rpcaplur .. ' 
from sal ..... by U.S persons of stock In )10 
perct'nt-ownl'd corporatIons arp for(> ll(n 
sourrE" if the corporBhon derives B subst.a n­
Ilal amount of Its busm .. ss ineonlP m the 
counlry wh .. re Ih .. sal .. O<.'Curs 

Effecl ,,'e dole ror U .S p<'rsons a nd con · 
IrollPd fur .. ign corpo ra t IOns. laxaille yea rs 
begmnmg after 19)10. For oth .. r fur .. il(n I~· r · 
sons. Iransact lOns e nt .. rPd inlo a fler Marc h 
1)1. 1 9~ti 
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lu.'m 

... Tran .. portatiu n i n ("u m e (se(". 
61:1 "f th ~ lI " u .~ hill a nd .~c . 
!l1:1 tl f t h~ S~n at~ am~ndmen tl 

o. SOlJrt'f' of incom, 

b. :-i".,cial rIJ1~, for t ..... ~/. 
and aircraft 

(". Ilt'ciprocol f?x~mption 

t"-rt>t\t> n t L8 ~ 

lal Treasury regulations generally allo-

~~t:entrausrrt~~dn r:;;;~: :~~~e: ~~ 
~rdin:t~~~ :~~;,:x~=~ci';;:~~ ~~~ 
Side the three-mile limit to the territorial 
waters of the United States are treated as 
foreign for this calculation Income and 
losses from transportation that begins and 
ends in t he United States are sourcl'<! in t he 
United States Income and losses from 

¥~~~~t;~ds ~~a! IT.~ti~~ I~rn~,: 
versa) generally is treated as 5O-percent 
U.S. source and 5O-percent possessions 

ex~~~U=i:tXi:~ ;hu~i~:"~';'d:~ 
sition of a vessel or aircraft that is con­
structed in the United States and leased to 
U.S. persons are sourcl'<! in the Unitl'<! 
States, regardless of where the vessel or 
aircraft may be used 

121 A Similar rule applies to transporta­
tion Income and expenses associated with 
the lease of an aircraft (wherever construct­
l'<!) to a regularly schl'<!ull'<! US. air carrier. 
to the extent the aircraft is used on U.S ­
U S possessicns routes 

IC' Th~ Unitl'<! States does not W foreign 
persons earnings from the operation of 
ships and aircraft registerl'<! in foreign 

~u~i~t~~a~s g~~~tu~ui;:;;::a~~:~ ptions 

r rf'S lo e nt § rropUSlli 

la) Reassess the rule allocatIng transpor­
tation income to U.S and foreign sources in 
proportion to where expenses are incurrl'd , 
possibly substitute for it a 5O-percent rule 
similar to that for U.S -U.S. possessIOns 
transpnrtation income 

Ib~ 11 Repeal special rule 

(2' Retain present law 

Ic' Retain present law 

lal Sources transportation income and 
loss allributable to U S ~foreign and foreign · 
US routes as 50-percent U~S and 5U- per­
cent foreign 

Ib~ U Repeals special rule ~ 

12, Repeals special rule ~ 

(Cx 11 Modifies the exemption for foreign 
persons' sh ipping and aircraft income so 
that its availability tUmll on whether a 
foreign person's resichTlCf! country gives U.S 
citizens a nd U.S corporations an equivalent 
foreign w exemption, not on whether the 
country where the ship or aircraft is regis­
U! rl'<! gives such an exemption. 

(2) Persons are not considerl'<! residtmts of 
countries that exempt U.S. carriers unle8B 
75 percent or more of the ultimate owners 
are U.S. persons who are currently wable 
on the income or residents of countries that 
exempt U.S. carriers from tax. 

...,enl:lle 1'\1I1t"IIU l1IClil --.-----J 

lal Same as ilouse bill. but the amend 
ment exeludes income from personal servo 
ices performl'<! as an employee froOl 
transportation income on US .foreign and 

~o:;t~-~ ~s'0~s..;,.~~~~~ than routes to 

Ibx II Same as President's proposal and 
House bill 

(2) Same as House bill 

Ic~ 11 Same as House bill, but prOVides 
that rental income on a full or bareboat 
basis is eligible for the reciprocal exemp­
tion, and the Secretary can apply the rffip­
rocal exemption separately to different 
types of transportation income 

(2) Persons are not conslderl'<! residents of 
countries that exempt U.S. carriers unless 
50 percent or more of the ultimate owners 
are U.S shareholders or residents of coun­
tries that exempt U.S. carriers from tax 
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, 

d. ( .. m •.• ·ba.i. withholding 
ta.r 

~ . Other .. ff"hore incume and in · 
~nme earn~d in "pace (sec. 615 
.. f the IInuse hill and sec. 915 
.. f the S~n8te ampndmpntl 

Idl The Unoted Swtes lin contrast w,th a 
number of countries I does not impose a 
Kross·bas,s wx on domestic source shipping 
income of forl"gn persuns 

Generally, treat...:! as foreign source in­
come. Some taxpayers treat certain space­
related income as U.S source income 

.. - . ·-r---- ~enate Amendment ---.J 
Idl Retain present law IdK II Imposes a four·percent gross-baBis 

tax on U.S. source transportation income of 
foreign persons, unless prohibit.-d by truty 
or reciprocal exemption (with anti-<:onduit 
rules to prevent flag shopping) 

Id K \I Same as 1I0use bill, but Itmits ,ts 
appltcatlUn only to residents of countries 

~~~ei":'rur~:::n~n; ::'~hs':~:f~::'~d ~ 7; 
rules to prevent flag shoppingl. Residents of 
other countries are tAXed as under present 
law and can elect to be taxed on a net basis 
for nonefTectively connected Income. 

(2) Collects the tax through a withholding I (21 C.ollects the tax through return filing . 
requirement. 

(3) Transportation income is efTectively I 131 Retains present law 's definition of ef· 
connect.-d only in limit.-d C88<'8 fectively connected Income. 

Ie) £U,ciprocal exemptions do not apply in lei Same aB House bill 
treaty shopping cases 

Effectwe date.-GeneralIy, taxable years I Effective date.-8ame as President's pr<)o 
beginning after 1985. The repeal of the spe- posal . 

Effectwe date - Generally, taxable years 
beginning after 19,,6. The repeal of the s pe­
cial U.S. sourcing rules for certain leasing 
income does not afTect income attributable 

cial U.S. sourcing rules for certain leasing 
income would not afTect income attributable 
to an asset owned on January I, 1986, if that 
asset was first leas.-d before that date 

No provision . 

~~ ':'ie~:?O~~ili~rla~1 ~~'v\~~a! 
target.-d transitional rule . 

Sources certain ofTshore income and in· 1 Same as House bill, but sources income 
come earn...:! .in space in the recipient's from the trans.mi88ion of corr,munications or 
country of residence Treats U.S.-<:ontroll...:! data from the Unit.-d States to any fore iKn 
foreign corporations as U.S . residents for country tor v,ce-versa l aB 5() percent US 
purposes of th,s rule source and 50 percent fore'gn source 

Eff~~tlt'" dat~.-Taxable years beglnnong I Effectlt'" date - Taxable years beginning 
after 1985. after 1986. 
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I. Ilividend and inlere, t income 
(sec. 612 of th" IIflu"" bill and 
_ec. !l12 flf th" S"nal" amend 
menl' 

a. 110/20 .·ntitj~. 

h. Iflla~81 flol subject 10 U.S. 
lax 

(al Generally sourced in the residence 
country of the payor (in the case of a corpo­
ration. its country of incorporation). Howev· 
er. if a U.S. corporation earns more than 80 
percent of its income from foreign sources 
(such a corporation is known as an "Hono 
compa ny)" . dividends and interest paid by 
th.. corporation are treated as foreign 
source income. 

(bl Present law effectively exempts from 
US. tax some categories of interest income 
when earned by foreign persons (for exam· 
pie. interest earned on U S. bank depoeits l 
by treating the mcome as foreign source. 

rl'"t~'IOenl s rrnpnS81 

(a) Repeal the .. xceptions ta the general 
source rules for interest and dividends paid 
by 80/20 companies (i. .... treat as U .S. 
source). 

(bl Retain the present law exemptions but 
restructure some of them (including that for 
U .S . bank depoeitsl as overt exemptions and 
treat the interest subject ta the restructured 
exemptions as U .S. source. 

Effeclwe dale.-Generally. wable years 
begmnmg after 1985. The modification of 
the source rule for interest paid by 80/20 
companies would apply ta interest paid on 
debt obligations incurred after January I. 
1986 

llou:oie tilll 

(aKI) Generally f"lIows President's pro­
posal. An exception is provided for interest 
paid by a n 80/20 company engaged in the 
active conduct of a trade or busi ness in a 
foreign country to an unrelated fin a ncial 
institution engaged in the active conduct of 

~~~~~;~fn~u~~~;~r:~f;. ~~~~::rn~~~ 
est paid by 80/ 2U companies as f"relgn 
sourCe ta the extent that the company 's 
incom .. is derived from foreign sources in 
the active conduct of a trade or business 
outside of the United States. How .. v .. r . U.S 

;~~~h~d~~fat~t ~n:o":,~7 ~f f~~!f;:~o~~ 
rolled 80/20 company 

Senate Amendment ~ 

(aM II Treats interest and dIvidends paid 
by HO/ 2U compa nies a. f"re ign ""urce to the 
extent that the company 's mcome is deriVl'd 
from fore Ign sou rces. 

. (2) Repeals 80/20 rule for interest paid by I (2) Interest paid by IndIviduals is treated 
mdlvlduals. as foreign source to the e xt .. nt th .. individ · 

ual's income is derived from for" ign s"urces 

(b) Same as PresIden t's proposal 

Effeclive dale.-Generally. taxable years 
beginning a fter 1985. For interest paid by 
RO/ 20 companies. the provisions only apply 
to interest paid on debt obligations incurred 

~~r p~i~rud~bt lis \~!~u~~:di~e~:~afdn bc;r~ 
foreign corporation Prov ides a targeted 
transitiona l rule 

(b) Same as PreSIden t's proposa l and 
House bill 

Effeclwe dale.-Taxable yea rs beginn mg 
a fte r 1986 
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, 

!). J\lIu('ation uf inh'reH' and 
utht'r t":\.pen~("!'1 tuthl'r IhHn ft" 

•• 'an·h and dp.elupmenl) I.~c. 
iii I "r the lI"uS(' hill and "~c. 
!lIt "f the Senate amendment) 

(ul Under Treasury regulations, taxpuy· 
ers g .. nerally allocllte intN('st and other 
('xpenses betwpen gross U.S and gross for· 
pign income on a s.'parote, company·by­
company basIs, even if they are members of 

:O;~~~~~uf;o~~n~~:'s ~;~ha~e Co'::~tnJ 
Ch"ms Crule, deeided b.,fore the regulations 
became effeelove, which indicates that ex· 
penses that are not definitely allocable 
against U.S Dr foreign gross income should 
be dt'ducted from gross income on a consoli· 
dated group basis . 

(bl Generally, under Treasury regula­
tIons, interest expense is allocated between 
U S and foreign income on the basis of the 
value of the taxpayer's assets that generate 
U.S and foreign income For affiliates, only 
stock basis IS taken IOto account. 

(el Optional gross Income methods for a~ 
portioning interest expense are also avail· 
able under the regulations 

(d) Taxpsyers generally may take into 
account tax-exempl income and assets in 
allocating deductible interest and other .. x­
penses Since tax-ex .. mpt income and assets 
are generally U S ·based, taxpayers can 
deriv .. a second tax benefit (hIgher foreign 
income and, hence a higher foreIgn tax 
credit limItation) from ownership of tax­
pxempt assets. 

(a) Corporatiun.joining in filing a consoli· 
dated r .. turn (but not other corporate memo 
bers or affiliated groups) would be required 
to allocate int .. rl'st expense on a consolodat­
I'd group basis ratlwr than on a company­
by-<:umpany baSIS. 

(bl No provision. 

(el No provision 

at:~~ Tt!~~~:~~~ ii~~~~~ ~oduid"::~ tn~: 
ken into accounl for purpoees of allocating 
interest expense. 

ErfeclIVe dole - Generally, taxable years 
beginning aller 1985. Tax-exempt obliga­
tions held before 1986, and income derived 
from such obligations, could continue to be 
taken into account for purposes of allocat­
ing interest expenses 

(aK I) Hequlres allocation uf I'XP""go's 
other thon interpEt on all arfiliatpd gruup 
basis. 

(2"i) Rl'4Uires nil corporate membPrs of 
U.S arfihuted groups to allocate intpr .. st on 
" consolidated group basis. !'!'fmits some 
corporati .. ns that cannot join in filing con· 
solodated returns to continue allocating l'X ' 
penses on a separat(' company basis 

(n"l) Samp as IIous .. bill 

(2KI) Corporat" mpmo..rs uf affolialt·d 
groups must allocate Inter!'st betw""n US 
and forpign income on th .. basis of an .. x· 
ponded affiliatt'd gruup, which includes for­
eign and possessiuns corporatIons 

(ii) Provides exception for "Qualofi .. d" d .. ht 
fin g .. neral. unguaranteed debt) of lower-tier 
U.S. members Upon a grou~widc ('Iection, 

:~~h d~~~gof ~~ry Utt~e~~~.!;('a;:e:~s 
Unt'r an equalization rule, othpr members ' 
unqualified debt IS allocated to foreign in­
Come to the extent Ol'C<'88ary to reach t h .. 
result under the general rule, if possIble 

(3) Permits financial institutIons to con- I. (3) No exceptions are made for finanCIal 
tinue allocating interest expense on a sepa· InstItutIons. 
rate company basis if their activities are 
independent of other members 

in~~~~~;:,sn~eb~k'f~!ht~ e~fr~li~~:~~~ 
profits of foreign corporations as well as 
stock basis 

(el Eliminates the optional gross income 
methods for apportioning int('rest expense 

(d) Same as President's proposal 

Effecll/le dale.-Generally. taxable years 
beginning after 1985. The allocation of in­
terest on pr~xl8ting loans is phased in over 
a t h ree-year period An alternative transi-

~~o~f~I:~ I~o::",.;;~J~~ ;o~:;~;ef~~ ~!::':t 
loans, and a targeted transitional rule is 
provided 

(b) For purposes of the asset method of 
allocating interest eXfll'nse, all assets of 

X~~i:~rd~t~.'fi~:~c':.f=~~sa~1r:~k~8 i~~~ 
account. 

(c) Same as House bill 

(dl Same as Presld"nt 's proposa l and 
1I0u .... bill. 

Erfectwe dale - Gen.'rally, taxahlE' years 
bt-gmning after 19HG, but the allocation of 
interest on existing loans is phased in owr ~ 
years Targpted transitIOnal rules are pro­
vided 
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Ii. AII .... IlIi .. n ur research ex 
p('nst"~ tu f"reign ~uurf(> in · 
~ .. nlt' (set'. 616 of the lIuu.e 
hill and SH. 1303 (lr the Senate 
amendment I 

A suspended I reasury Kf'gUliUIUIl .::;t"C 

l.H61-HI rule requires taxpayers with for · 
eign·source incom .. from products In a prod-

~~e:;S: i~ a71:~~e t~:r~a:r~h:rr ~oSU~~ 
search expense against the foreign-source 
income In 19tH, the C~ngress suspended 
this rule for two years, so that all U.s. 

::~:c7n~~r;::;d l~urr;~~n~h:It,~~~U! : 
tended the moratorium for two additional 
years. 

the first two taxable years b"ginning all .. r 
July :II, lliH5, is modified as follows 

(II Taxpayers apportion automatical­
ly 50 percent of US-Incurred research 
expen"" to domestic Income. 

(21 The remainder is apportmned on 
the basis of gross sales or gross income 

cent 01 u .~.-Incurreu r-eHeHr-CIl t"A.~" OIC" 10 
allocalf·d to domestic income, and the ext .. n­
sion is for one year beyond the extensIOn 
provided by the Consolidated Omnibus 
Rud~ .. t ReconCiliation Act of I!IH;) 

E{{~('I">(! dale.-Generally, taxahle years I E{{ffl">(! dale - Taxable years beginning 
btoginning aller July 31, 19H5 and on or after August I, 19H6 and on or btofore Au · 
before August I, 19B7. gust I, 19R7 
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c. l l .~. Taxatlun 01 In("urne t;arned 
Thruugh ForeiKn ('orpuralion. 

I. Tax hUH"n in("orne ~uhject to 
curr .. nt lax (ReCR, 621-62~ of 
Ihe lIuu... bill and .e"R. 
92t-92~ and 9X9 of Ihe Senale 
amendmenll 

a. Tax hal'eR in("ome gener 
ally 

(a~ II In general, no current U.s. tax is 
Imposed on the foreign income of a foreign 
corporation, and a US investor in a foreign 
corporation is taxed only when income is 
distributed to him . However, the deferral of 
U.S. tax on the income of U.s.-<lwned for-

t~sc~;:k~~~~n:h~r:r;~~i':!l'~ :::lIch~~~ 
uperations. Under the Code's subpart F 
rules, when a U.S.-eontrolled foreign corpo­
ration earns this tall haven income, the 
United States will generally lall the corpo­
ration's 100percent U.S. shareholders cur­
rently 

so~~~~~~i:g ~~~;;:.~;~~lp~C) f~~~~, :~: 
sisting generally of several types of p8BBive 
income Some p8BBive income is not includ­
ed in FPHC income, however 

(21 Subpart F income also includes foreign 
base company shipping income (which ell­
cludes shipping income reinvested in ship­
ping operationsl 

(31 Subpart F Income d0<'8 not generally 
Include interest, diVidends, and securities 
gains earned by banks The banking excep­
lions apply to some corporatlO.1s that are 
not bona fide, active banks 

(41 ('",rtain dividends from a 50-percent 
owned same country corporation are not 
Ireated as subpart F income 

(aKlI None. 

(2) None. 

(3) None. 

(41 None. 

(aK I) Adds the following passive types of 
income to FPIIC income for subpart F pur· 
poses 

Ii) gain from the sale of any pruperty 
that gives rise to p8BBive types uf in­
come; 

(iii income from commodities transac­
tions generally (subject 10 ellceptions 
for hedging transactions and for active 
producers, processors, merchants, or 
handlers of commodities); 

(iii) foreign currency gains generally 
(with a business needs ellception); 

(iv) p8BBive le8Bing income generally; 
(v) no provision; 

(vi) payments from related persons in 
the same foreign country that reduce 
the FPHC income of the payors; and 

(viii income from rents and royalties 
routed through a related party in a 
country that is neither the country of 
creation nor of use. 

(aN II Adds the follOWing passive types of 
income to FI'HC income for subpart F pur· 
poses: 

(i) gain from the sale or any nonin­
ventory properly that gives rise to pas· 
slve types of income or does not give 
rise to any Income, with allowance for 
offsetting losses from such sales; 

(iii same 8B 1I0use bill with allowance 
for offsetting losses from such transac· 
tions; 

(iii) foreign currency gains from 
transactions in financial assets and li· 
abilities (with 8 business needs excep­
tion and an allowancp for offsetting 
foreign currency losses ); 

(iv) same 8B 1I0use bill ; 
(vi income equivalent to interest , 

(vi) same as 1I0use bill, and 

(vii) retains present law 

(21 Repeals the reinvestment exception so I (21 Retains present luw 
8B to tall shipping income currenlly 

(3) The subpart F banking ellceplions are I (3) Same 8B present law, except proVides 
repeall'd . that the banking exceptions from subpart F 

apply unly to bona fide, acllve banking oper· 
ations. 

(4) No provision. I (41 The same country exclUSIOn of prpsent 
law is elltended to dividends attributable to 

~ha~~<i:r~:i~f::~a~l'dc~~~~~,~~)m a less 

I Ii Ii 





, 

L "re"dem '~ I'rop".a. 

n, Tnx hnr'f'n income g,'ner 
nlly ('onl,) 

b. IJderminolion (If (/.S, ron 
trol of foreign rorporation 

laKf., Other categories of suhpart F In · I taKf., Nune 
comf' include certain Income from the insur-
anCe of U.S, risks a nd foreIgn base company 
Income from certain sales and services lin-
c1udlng insuring related persons' third · 
country risks). Foreign corporate earnings 
from insuring foreign risks of unrelaled per-
sons are not subject to current U.S. tax 
under subpart F 

~ ('.:':J:~~u~·;~~F If tghe:'{~ll.nd~t t~'::i 
a U.S.<ontrolled foreign corporation 
not formed or availed of to avoid tax 

(7) Controlled partnprships arp not treat­
ed 88 related persons for purposes uf the 
subpart F rules t hat tax certain transac­
tions with related persons 

Ib, The rules that impose U.S tax cur­
rently on tax haven income of a foreign 
corporation apply only if a U.S. ownership 
requirement is satisfied : more than 5U per-

~~!t o~I~~;~~n~.r;~~::~~hr~::~\~h 
owns at least 10 percent of the voting power 
Older, s imila r, but less e xtensive rules re­
Quiring curr" nt U.s, taxation-the foreign 
personal holding company IFPHC) rules­
apply only If more than 50 percent of the 
value of the corporation belongs to five or 
fewer U.S individuals 

lti) None, 

I7lNone 

Ib, None 

lIouse Bill Sen .. te Amendment ~ 
laK5) Amends the definition or lax haven I laK f., RetainS presenl law 

insurance income to include income frum 
the Insurance of unrelated persons' risks 
outsIde of the insuring company 's country 
of incorporation; repeals the 5-per"ent de 
:::,irn::~ oetlt~t'~,~~r income from the In -

161 Replaces the subjectove tax-avoidance I IIi) Retains present law 
test with an objective test that looks to the 
rate of foreign tax paid by a U.S <ontrolled 
foreign corporation, allowing the IRS to de-
termine whether income (otherwIse subject 
to subpart F, is properly treated as tax-
haven income, 

(7) Treats a partnership that i8 controlled I 17, Same 88 House bill 

~:laWo;t,:~eto/~:,e:~o~ra~b~~~;S a 

Effect",e date.:-Taxable years of foreIgn I Effect",e ,late.-Taxable years of foreIgn 
corporations beginning after 1985. corporations beginning afte r 1!IH(i. 

(b, Amends the U.s. ownersh,p require­
ments for impositIOn of the anti-tax hav!.'n 
and FPHC rules. For the anti-tax haven 
rules to apply, 50 percent or more (rather 
than more than 50 percent) of the vote or 
value Inot merely vote) of a foreign corpora-

~~ld:"l1s~i:lla~~y ~f;~-r.:;c~n~/-:i;S~u~:r~ 
apply, 50 percent or more Irather than more 
than 50 percent! of the vote or value of a 
foreign corporation must be owned by five 
or fewer U.S individuals. 

Effect",e date.-Generally, taxable years 
beginning after 1985. Thp change to the "50-

l:;~~j'! y~a:~;:~~r!:~ ~oO:~r~~~o~:&gi~ 
ning during 1986 

Ib) Retains the more than 50 percf'nt tests 
of present law and adopts the vote or valup 
rules of the House bill 

Effective date.-Taxable years beginning 
after 1986. Undpr a transition rule, defiCIts 

~~o~~;n!~q~?r:rf~~:~~r:~a~'1,.,~;~_ 
~~~i~:~fe th~87~~r~~:e~~~~~mr~~:" a~~~; 
would otherwise result frum the change 
made by the provision A specia l rule is 
provided for determining the portion of cer­
tain trust distributions that has been previ­
ously taxed under subpart F. 
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, 

Ilem 

C. /If' minimif1 tax hUf.'f'n in 
('om,' rule 

d. "UHHI'Ssions corpuratiuns 

2. Appliclllinn of accumulaled 
earning' tax and personal 
hnlding cflmpany lax 10 for ­
eign corpuralinns I~ec, 626 flf 
Ihe IIflu.e bill and Hec. 926 of 
th .. Senale amendmenl) 

I'n"st>nt Law 

lei The rilles that imposl' current U.S tax 
on forpign base company income (a type of 
tax haven income) of a foreign corporal ion 
apply only if cl'rtain threshold require­
ments an' met One such r"'luirement is 
t hat 10 percent or morp of the foreign corpo­
ration's gross income must be foreign bllBe 
company income. If more than 70 percent of 
the foreign corporation's grOtlB income is 
foreign bllBe company income, all of its groBS 
income is treated as foreign bllBe company 
income. 

(d) A corporation chartered on a U.S. pos­
session with at leMt tlO percent of its income 
derived in the possessions and no more than 
50 percent of its gross income from passive 
investments is not treated as a controlled 
foreign corporation; thus U.S. tax on its tax 
haven income is deferred 

The accumulated earnings tax (AETI and 
personal holding company (PI/C) tax are 
Imposed on corporaltons that accumulote 
parnings rather than distributing them to 
their shareholders The taxes are imposed 
on "accumulated taxable income" and "un­
distributed personal holding company in-

/Aome," respectively Those amounts are r calculated by making several adjustments 
10 the regular taxable income of a corpora­
tion including deductions for capItal gains 

_________ -+1 (a nd certain capItal losses) 

~. lIl'du.·tifln fnr di.idend, re­
cehed frum fnrt'ign cnrpora­
linn. I.cc. 9K7 flf the Senate 
amt'ndmenfl 

A U.S corporation may deduct 85 percent 
of a fraction of divldpnds received from a 
foreign corporation that has at least 50 per­
cent of its business in the United States 
The deductIble fraction IS the ratio, for a 3-
year period, of gross Income that is l'ffec­
tively connected with a U.S. trade or busi-

~~r~onto.!."~y led':t it;3°;~cen~ of ~~~~ 
tain dividends from a foreign corporation 
all of whose gross income is effectively cOn­
nected with a U.S trade or business and 011 
of whIlSt.' stock is owned by the U.s. corpora­
tion . 

Pre.iden!'. Propo.al 

Ic) None 

(d) ThIS exception to the anti-tax havpn 
rules would be repealed 

Effectwe dale.-Taxable years beginning 
after 1985. Under a transition rule, deficits 
11\ earnings Ilnd profits accrued, and proper­
ty acquired, in taxable years beginning be­
fore 1986, would be exempt from the 
application of the anti-tax haven rules that 
would otherwise result from the repeal of 
the exceptIOn for corporations chartered in 
the po88eBBions. 

None 

In Part VI.G., above, would increllBe H5-
percent dividends received deduction to 100 
percent in the CIlBe of eligible dividends 
from foreign corporations, in connection 
with the dividends paid deduction . 

--L. - ---'- -

"ouse llill 

Ic) Appllps Ihe de minimIS and 7H.p'·rcpnl 
tests for foreign base company inculIIp on 
the basis of nI'l income instead of gross 

Eff('clwe dale.-Toxahle years of foreign 
corporations beginning aftpr I!)K:. 

(dl Samp as P",slden!'s prop'lSal. 

rx!t(ecllL'e dllle.-Same as PreSIdent's pro-

Sen ale Ame~menl ~ 
Ic) I{pduces Ihl' d .. mlllllnis Ipst for fon' ign 

bas .. company inl'Onop from III p"repnt or 
more Dr gross inconlP to ;) pt>rcent or mono of 
gross InCome 

Effeclwe dale Ta xahle Y"lIrs of fOrl'l~n 
corporations bPgonning "n .. r I !lKI; 

(d) Same as Prpsidl'llt's proposal and 
House bill . 

Effpc/lI'e dale.-Taxable years begonmng 
after I!lHI; Under a lransltion rule, dpficils 
in earnings and prolits accrued, and US 

~~~r~ror~c~~R7~'r~~x,:;,~~lfr:~at~ .. ~~~I: : 
catilln of the anti·tax haven rulps that 
would othprwise result from thp rl'penl of 
the excl'ption for corporations charter .. d In 
the pos8eSllions 

- ----------------+1 
For purposes of calculating the AET or 

PHC tax applicable to a foreign corporation, 
an adjustment is allowed for net capital 
gains only if they are effectively connected 
with the conduct of a U.S. trade or busineBB 

to E[~i~l~l~n~ll.;;!here:I;'!:~t~~n~r a,;,f~ 
NovembPr 16, 1985. 

In Part VI B and c., above, reduces 85-
percent dividends received deduction to 80 
percent, and further reduces it to 70 percent 
land the present law 100 percent deduction 
is reduced to 90 percent) in connection with 
the dividends paid deduction 

Same as 1I0use bill . 

Effedw" dale - Thp ampnclments apply 
to gains and losses r .. alized on or aft'" 
March I. 19K6 

Reduces 85-percellt dIVIdends receivM cI.·­
duct ion to HO percent lin pari VI C, aoov.') 
Allows deduction for divld .. nds receivM 
from foreign corporations on ly to 10-perce"t 
or great .. r corporate owners Extpnds deduc­
tion to dividends from foreign corporatIons 
that are in turn attrthutable to dIvidends 
from U.S corporations HO perc .. nt or mor(' 
of whose voting stock (or valu .. ) the forl' l.:n 
corporation (or a wholly-owned foreIgn s uh­
sidiary) owns and eliminates the 50·percent 
busineBB oncome threshold of prespnt law 
BllBes eligibility for deduction on nt'\ ea rn ­
ings of foreign corporation att rthutahlp to 
U.S 8OUrCl'8 All divid .. nds elogiblE' for the 
deduction are treated as U.S ~ource 

Effeclwe dole.-Dividpnds recE' lved 
taxable years beginning after 1!)H6 

__ L __ _ 
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L 11"m 

I). Spt>cial Tax I'ro,i.i .. n. fur l l.S. 
Pt>r~Hn~ 

J. ...... essi .. n ta, n~dit Isec. 6~ I 
nf Ih ... lI .. u .... bill and .... c. 9tJ 
uf the Senal ... amendment) 

a. /ncom ... ·/xJOed crt>dil 

b. (Junlifi"d po .. e .. ion 
source inl'f'ffimenl income 
((J/'SI/) 

Prt> ... ('nl l.aw 

la) US corporations meeting c ... rlaon r.,.. 
quir .. ments are allowed to claim an incom ... 
tax credll for U.S lax on U.S posaession 
sourre incom ... Similar rules apply to th ... 
US. Virgin Islands 

Sio~o ~~~~:Z~~·!e'::.~~~~~~~: c::.,a ~ed 
~or~e~~:~~~~ a~~ynb.:f~~~ t~':i~~ 
invl'l<tmt>nta 

The possession lax credit is not allowed 
with respect to income generated from in­
tangibles transf ... rred to th ... posaessions un· 
less the taxpayer electa one of two optional 
methods of allocating intangible income. (II 
the cost sharmg m ... thod or (2) the 50/50 
profit split m ... thod . The cost sharing pay' 
ment need not be as great as an arm s· 
Ipngth royalty 

Th... two intangible income allocation 
methods are not allowed for any product 
unless II I at I ... ast 25 perc ... nt of the value 
added to the product is a result of economic 
activity in the possessions. or (2) at least 65 
percent of the direct labor cost for the prod· 
uct is mcurred in th ... posaessions. 

Incom ... must be received in the posaes· 
sions to be ... Iigible for the credIt 

s!!~~:~~mc"'r~:~W;~ Q~I~I)e ~o~s~hbe'd! 
rived from mVl'Stment within a possession 
in which Ihe taxpayer conducta an active 
trade or business 

rrt'~ucJpnl 14 .'rUpu!\91 

lal The posaession tax credIt would be 
repea led. subject to a f>.year transition rule. 
and r ... placed WIth 8 tax credit based on 
wagl'S paid by manufacturing establish· 
menta on the possessions lincluding the U.S. 
Virgin Islands) dl'SCribed at c .• below 

Effl'C/lI'e dale .-Under a transition rul .... 
corporations could ... Iect to continue to use 
the present tax credit for 5 years. beginning 
with the first taxable y ... ar ending after 
1985. with respect to p088ession source in· 
come from producta that were manufac· 
tured or validly designated during th ... 
taxable y ... ar begmning in 1985. 

Ib) No provision 

(al R ... tams pr"'6l' nt law ... xc ... pt 

(\I Undpr the cost shaTlng m ... thud. the 
cost sharing paym ... nt IS equal to th ... grealer 

~~~i~! ~~e:~~el::fo~h(iir~~~~~~..'i~u~~7 
::::~~};;ttu;i~~~nt.~~I~etf 7h~h =\o~ 
corporation wer ... tr ... ated as a for ... ign corpo­
ration; 

(2) undt>r the profit split m ... thod. the 
amount nf product ar ... a r ... search ... xpendi · 
tures i~ increased by 20 percent far purposl'S 
of computing combined taxable incomt>; 

d~:~ t~e 2~a':~~:n~~com ... limitation is re-

(41 the credIt is allowed for oth ... rwise 
eligible mcom ... rec ... ived in the UnIted 
States; and 

(5) the rules granting the Virgin Islands 
tr ... atm ... nt similar to that giv ... n to the oth ... r 

rs=iot~~:;~;:'~\~~t~~ra;:,t ~~~ ~~'::~ 
ment giv ... n to the oth ... r possessions 

be:(t~~~~ ... ad~~~~n"'U~~~r u;.x~~~ ..... :.~ro~ 
rule . the p8S8IV'" income limItation is 
phased down to 30 perc ... nt for taxabl ... yeaTS 
beginnmg in 1986. and to 25 perc ... nt for 
taxable years beginning in 1987 

(b) QPSII is ... xpanded to include income 

~!~~U~~~o~~~~~s B~~te :( ~~:~vRi~~ 
IGDBI for the acquIsition or construction of 
activ ... business _ta in qualified Caribbe­
an Basin Initiativ ... (CFlII countries Compli· 

~~...d~~"';,:;~!:$~~"!I~~"'~~f ~~~ }~:d~ 
for CBI countries 

.-..J 

la) Sar.,e as 1I0uSl' bill pxc ... pt: 

II) Vndpr the cost shaTlng m ... thud. the 
cost shanng payment is equal to IlIIl"'rc(>nt 
of th ... paym ... nta requir ... d undPT prespn! 
law . 

(21 Same 85 Il ouSl' hill. 

(:1) Sam ... as 1I0uSl' btll. 

(4) Th ... credit is allowed for oth ... rwls ... 
... Iigibl... active busin ... ss incom... rl'Ceivro 
from unrelated parti ... s in the Unlt"d Statl's. 
and 

151 Samt' as 1I0us ... bill 

Effl'cl",'" dale - Taxable years beginning 
after 19H6. 

(b) Sam ... as House bill excppt (II loans by 
financial institutIOns oth ... r thun thp t~ DR 
ar., allowed. (2) loans may be used for devel-
opm ... nt projecta. and (3) additional comp'" 
anc ... rulps ar ... provided No specific amount 
of CBI loan fund commitm(>nt by I'uo'rta 
Rico is n·quired. 

Effect", ... doll' - Taxabl ... y ... ars beginnmg I Effecl",1' dale - Taxable y ... ars beginnmg 
after 1985. after 1!J86 
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c. IIa!l(' c ,,·dil 

2. Olh"r rul ... "ith rp.pHI I" 
II .S. p" .. "s .. "n. (s .. <s. 671-6711 
and iii!; "f th .. lI"u"e bill and 
St'CS. !l71-!l77 and 911 "f Ih,' 
S .. natp am,'ndm"nt I 

a. I.S. I"irgin 1 .• landH 

Icl No provIsion 

(a! II Thp US Virgin Islands IlIkp Guam, 
the CommonwPlllth of the Northern Mari ­
una Islands, a nd Samoa (see b., below II gen­
erally uses the COOl' lIS it changes from time 
to time as its local tax code. For corporate 
tux purposes, the United States treats each 
of these possessIOns lIS " fore ign country and 
each of thpSI' possessions treats the Unitt'd 
States as a forpign country This syslem of 
taxation has acqu lrPc! the name " mirror 
system" !>t'caus" the possession us .. s the 
Code Ibut substitutes Its own name for the 
l!lIIted Stales and. for some purposes, treats 
the Ulllted State. as the Ulllted States 
treats a possf''Ssivn) 

(21 Tht' Virglll Islands 111 , 1)' I III pose a sur· 
tax of up to III peret'nl ,." Ihe mirror lax 
The Virgil) Island:-- call r.· l.lal \-' It,s mlt"ror tax 
nn its reSident IIIdlvidu~ls ; "-I 011 1I Sand 
V I corporations that operat .. ".oiflwri ly In 

the VirgIl) Is la nds 

(cl The cred it for wages paid by manufac­
turing establishml'nts in th .. posst'Rs lOns 
would equal GO pt'rcI'nt of wages up to the 
Fed .. ra l minimum wage (curre ntly $6,!HiH on 
an annua l basis I, plus 20 percent of wag .. s in 
exc .. ss of the mlllimulll wage, up tn four 
tunes the minlmuln wage. 

aV!{~b:~I'f;u:~x:~~ey;:~e ~~~~~~U~~t: 
1\185 

(01 II In general, clarify the operation of 
the U.S Virglll Is lands' mirror syslem to 
prevent ulllnlended results Treat any bona 
fide V I resident on the last day of the 
taxable year as taxable only in the Virgin 
Islands. and not in the United States. A U S 
individual (othe r than a V I. residentl who 
d .. rives income from the Virgin Isla nds 
would file two identical returns, one with 
the United States and one with the Virgin 
Islands, and would pay a pro rata amount of 
tax to euch. Provide for cooperation be­
tween the IRS and the Virgin Islands Bu­
reau of Internal Revenue 

(2 ~il PermIt the Virgin Islands to impose 
any nondiscriminatory local income taxes 
in a ddition to those it now imposes under 
the mirror system 

(iii Permit the Virgin Islands to rebale 
tax on U.S corporations whalever the ex­
tent of their activities in the Virgin Islands 

liii) Cons ider authorizing the Virgin Is­
land. to reduce or rebale V I tax on some 
fure lgn persuns" V I Income. 

Ic) Hetallls pro'senl law 

(a l [) Same as PreSident 's proposa l, but 
provides anti-abuse rules and authorizes the 
Secretary to prf'8Cribe regulations for pur ­
poses of determining V I tax liability' 

(2Ii) Same as PreSident 's proposal 

l iil Same as President's proposal 

(iii) Allows reduct ion of V I tax on V I 
IIIcome of foreign persons 

"Uut;> 10 ell'flCRI erTor. thE" I1ou~ Ptts.·~f·d "'t'rslon or 
lhest' rules 18 nol cunttuned In tht> vt>rslOn 01 thi." li ou!:M' 
bill lnm8m lUf'd to lh £' &n8le II mey be- found 10 lht· 
f;;1~'Jt .. wna' Rf'1:vni of Ot-ct>mbt'r 10. I!Jto(!;, a l p8.jo!:t' 

Ie) Ht"taliis prt'spnt law 

(01 II Sume as Presld .. nt 's proposal and 
House bill 

121i) Same as Prpsident's pruposal and 
1I0use bill 

(ii) Same as Presld,'n t's prnl'usal and 
1I0uSt, bill 

(iii) Same as 1I0use bill . and a ll nws reduc 
twn of V I tax on non-U S nun-V I IIlCOIllP 

nf forpign corporat IOns With less than 10 
,,,,rcen t US own"rbhl p 
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II. ( '.S. l"irgill "(II/Il/' (('all/.) I (:1) An "i nhabItant " of the Virgin Islands 
pays ta x to the Virgin Islunds on Its world· 
wide Income, hut pays no U.S tax ('.fOrt"in 
corporations qualify for inhabI ta nt s tatus, 
including some US ,'orpomtions 

h. (;uam, Ihl' ,"orlhern ,+lari 
olin t..land., and A merit-an 
Snmoa 

(41 A V I corporation is nnt subject to the 
U.S :lfJ-percent WIthholding tax on passive 
income so long as it meets crit< .. ria designed 
to prevent the use of V I corporations as 
conduits for thlrd -country residents· the V I 
corporation must be less than 25 percent 
forelgn-{)wned and eurn at least 20 percent 
uf its income from V I sources 

(bKI) U.S. law reqUIres that Guam use the 

~~e oft~~ ~~o~O:;s~~ ofe~~~~\odn~(t 
above) Individual residents of the United 
States or Guam need file a tal. return only 
with the place where they retlided on the 
last day of the year Guamanian corpora­
tions are not subject to the U.S . 30-percent 
withholding tal., except Guamanian corpo­
rations that are conduits (under the rules 
that apply to V I. corporations). The Com­
monwealth of the North Mariana Islands 
(CNMIl is required to use the mirror syswm 
in basically the same way as Guam. The 
latwr treatment generally began on Janu­
ary I, 1985. 

(;11 Rl'peal the V I inhabitant rule. 

(41 Amend the rules that prevent foreign ­
ers from using V.I. corporations 88 conduits 
to avoid the U.S . :lO-percent withholding tal. 
by substituting a re<Juirement that 65 per­
cent of a corporation s income be effectively 
connected with a trade or business in a 
possession or in the United States, in place 
of the 20-percent source of income require­
ment in current law. 

(a) Same as Presidpnt's proposal 

(41 Same as Pr('8ident's proposal 

Effeclwe dale.-Taxable years beginning I Efferlwe dale.-Generally, taxable years 
afwr 1985. beginning after 19R5, but certain proviSIOns 

are contingent upon implementation of a 
U.S.' V.I . agr .... ment to coordinate the U.S .­
V I tax syswms. 

(bKIl Grant Guam and the CNMI full 
authority to dewrmine their own income 
tal. laws This treatment would place them 
on a par with American Samoa Require 
that Guam and the CNMI implement tal. 
syswms that would raise at le88t as much 
revenue as their current mirror syswms. 
Residents of Guam and the CNMI who re­
ceived income from outside those poeses­
sions would have to file U.S. tal. returns 
The United States would collect the tal. on 
that non-poesession income, but would 

~~~n~~~:r ':-'~d~toF~~et~;:" ~f~h: 
U.S 30-percent withholding tax, the propos­
al would modify the anti-('onduit rule for 
Guam and the CNMI in the same way 88 
proposed for the Virgtn Islands. 

(bMll Same as Presidl'nt's proposal 

(:1) Same as PreSIdent's proposal and 
House bill. 

(4) Same 
IIouse bill. 

Presldt'nt's proposal alld 

Effecl",e dale - Gt'nerally, taxable years 
beginmng after I!lH6, except that re pea l of 
the V I inhabitant rule applies to all op,'n 
years. If an implementing agrN'ment is not 
in place within one year aftt'r "nactmt'nt, 
Treasury shall report on the status of nrgo­
tiations. 

(bM I) Same as President's proposal and 
House bill . 
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, 

h. (;uam. th .. Sorthnn ,"ari· 
ana I.e/ands, and Ameril'an 
Samoa (('onLl 

3. Ta,alinn of II.S. emplo".,es nf 
Panama Canal Commi.sion 
Isec. 612 of the IIl1use bill and 
sec. 9~2 of Ihe Senate amend 
menl. 

American Samlla has adopted its own in­
come tax system. American Samoa has cho­
sen to use the Code, with minor 
amendments, as its internal Income tax sys­
tem 

(2. Interest income on US. obligations 
held by Ihe Bank of Guam is treated as 
e!Tectively connected with the conduct of a 
U.S trade or business. 

St!.~~ ~~d 1~~';;,~n!n:::;di,,"to \~e co~j~~ 
tion with the Panama Canal Treaty speci­
fips the rights and legal status of agencies 
and employees of the U.S. Goverment oper­
ating in Panama One article of the agree­
ment provides an exemption from tax for 
US. employees of the Panama Canal Com­
mission. In a dIplomatic note, Panama has 
confirmed the United States' explanation 
that the exemption was Intended to apply 
solely to Panamanian taxes. Courts have 
split on the question ..... hether the exemptIOn 
applies to U.S taxes. 

(b. Overseas employees of the U S govem-

;::!:~~:: rro,:'~':! t~n~~~~d~o~e~~n :'a~ 
purposes Allowances paid to U.S employ­
ees of the Panama Canal Commission are 
not presently excludable under this rule. 

For American Samoa, Guam, and the 
CNMI, implement anti -abuse provisions to 
prevenl the Use of corporations in these 
pos&'SBions to avoid U.S. tax Coordinate 
taxes among these possessions and ex· 
change information between each posses­
sion and the United States Each possession 
would receive taX(>8 withheld on compensa­
toon of US. Government personnel Sta ' 
tioned there 

(2. No prOVIsion 

Effectit'e dale.-Generally, January I, 
1986 The mirror codes of Guam and the 
CNMI would continue to operate until and 
except to the extent that each possession 
took action to amend its own laws. 

10. None. 

(bl None 

Same as President's proposal , Hnd ex· 
tends anti-abuse provisions to individuals 
resident in a po8I'ession 

bi~ame as I'rPSldent's proposal and lIouse 

(2. Provid .... that inter .... t income on US. I 121 Same as House bIll 
Government obligations held by the Bank of 
Guam is Ireated RS not effectively connected 
With the conduct of a U.S. trade or business 

aftFf!~~85. t:e~~a~n~~J:lo'.::~'~~ 
agreement is in e!Tect between a possession 
and the United States to coordinate the U.S 
and possession tax systems. The provision 
concerning Bank of Guam is e!Tective for 
taxable years beginning after November 16, 
1985. 

m~~)~:i;;~r~ft~~a~:~::!Ce:r:l~r~~tlyml~ 
not exempt U.S. taxpayers from U.S tax 

EffectIVe date.-AII open taxable years. 

lb. Provid(>8 that U.S. government em­
ployees of the Panama Canal Commi88ion 

~~~~~% i!!°::cl~dedb;vS~~ 'De~a~ 
ment employees in Panama. 

Effect",e dote.-Generally, taxable years 

::r~~'~:!"':;el;:6i'sb~~ o~R''':~(t;~w~~n~ 
possession and the United States to coo rdi ­
nate the U.S. and possession tax systems If 
an implementing agreement i.s nol in place 
within one year after enaclment. Treasury 
shall report on the status of negotiations 
The provision concerning bank of Guam is 
effective for taxable years beginning after 
November 16. 19H5. 

(01 Same as House bill 

EffectIVe dote.-Taxable years beginning 
on or after January I. HIIl7 

(bl Same as HoWl<' bill . and extends tax · 
free allowance treatment to [)(ofenS<' [~­
partment employees in Panama 

Effectll'e date -Taxable years beginnin~ I E{{ectfl'p dote -Taxabl .. years beginning 
after 1985 after 1986 
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I 
4. Foreign Sales Corporation 

IFSC.) Ise~. 643 of the 1I0use 
bill) 

5. Exclusion (or private sector 
earnings o( Americans abroad 
Isec. 644 of the House bill and 
"e~s_ 943 and 98l! o( the Senate 
amendment) 

6. Transfers of intangibles to re ­
lated parties outside of the 
U_S_ (.ee. 641 of the House 
bill) 

rresenll .. 8w 

The United States limits its tax on quali­
fied income from exports when the exporler 
uses a "FSC"-a Foreign Sales Corporation 
The FSC rules reduce taxable income by 16 
percent of export income 05 percent for 
corporate shareholders). The Domestic 
international Sales Corporation (DISC) 
rules provide a similar benefit but only on 
the income from $10 million in export sales. 

U.S. citizens (other than U.S. Govern­
ment emplorees) who live and work abroad 
and who satISfy certain physical presence or 
bona fide foreign residence tests may ex­
elude from groes income their foreign 
earned income up to $80,000 per year, and 

ili!{ a:~el~db!:i,!:u~ hTh:i~O~ 
f:i~'ifed~l:dc:di~~~~,~rn:c~c;:~ 
beginning in 1988, up to $96,000 for taxable 

~i:r:e~~n~n~ific~: ~~clt~: Zisof~9t4 
freeze of the incre88e8, which the Economic 
Recovery Tax Act of 1981 had scheduled to 
begin in 1984. 

Transfers to related foreign corporations 

i:nl~h?~i% ":~~::~t;'Ji:!~in~;'a:x~ 
~::~~n'~a;~~!I~~~~~o,::;:::abi:~~~ rt; 
garding the significance of profitability, in­
eluding major changes in profitability of the 
intangible after the transfer. 

Transfers to related foreign corporations 
8B contributions to capital require the 
transferor to recognize annually, 8B U.S. 
source income, amounts that would have 

::'}o~~~~:en~dc"o'n~i~ga::t~'::~~~~~ti~~: 
ty, use, or dISposition of the property. 

ed So.si~i:.f:~~r~r~~r.:!~:e tp~ 
sions Tax Credit, above). 

rre810enl 8 rropo8AI 

None. 

None. 

No provision. 

Changes FSC rules to exempt 14 percent 
of export income 03 percent for corp<>­
rate shareholders). Makes corresponding 
changes to DISC rules. 

Effecti~ date.-Taxable years beginning 
after 1985. 

J 
Retains present law 

(a) Reduces the foreign earned income I (a) Reduces the fureign earned income 
exelusion ceiling to $75,000. exclusion ceiling to $70,000. 

(h) No provision . (bl l.lenies benefits to individuals violating 
Federal travel restrictions 

Effective date.-Taxable years beginning I Effective date.-Taxable year. beginning 
after 1985. after 1986. 

Payments with respect to intangibles 

~O::=~r:~o~~rth:l~n~'::Zltrili~~~ 
able to the intangible. This standard also 
applies to determine the minimum cost­
sharing payment with respect to intangibles 
transferred to a related U.S. posBe88ions 
corporation that elects the cost-flharing op­
tion (See item D.l.a .(\), above.> 

EffectIVe dale.-For transfers from U.S 
persons to foreign related parties, the bill 
applies to transfers after November 16, 1985 
in taxable years ending after that date. 

For transfers to U.S. posBe88ions corpora­
tions that elect the coswharing option, the 
bill applies for taxable years beginning after 
December 31, 1985. 

Retains present law. 
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Item 

7. ("omplian~e provi.ion. Ilppli 
~Ilhle to 1I.s. pe"un. resident 
Ilbruad (.ec. 9H6 or the Senate 
amendment I 

H. Foreign investment compa­
nies (se~. 625 of the House bill 
and Re.... 925 of the Senate 
amendment I 

'-resent LlIW 

U.S. persons resIdent abroad are required 
to file U.S tax returns, but a substantial 
percentage of foreign residenta fads to do so. 

rreHloenl 8 .~roposftl 

(al IRS formerly obtained some informa-I (al No provision 
tion from voluntary information returns 
filed with pR88port applications, but the re-
turn W88 discontinued because many tax-
payen! refused to file a voluntary return . 

(bl U.S. pensionpaymenta to foreign resi­
denta, like all U.S. pension paymenta, are 
not subject to mandatory withholding such 
88 that which applies to wage and salary 
paymenta. 

Generally, no current U.S. tax appliea to 
the foreign income of a foreign corporation 
that is not a controlled foreign corporation 
lunder subpart FI or a foreign personal 

~~!~ii~ aCII":~i:co~~d~r p~i:eP~~o~e'':: 
other tax haven income, and even if all ita 
share holden! are Americans 

When a U.S. person disp0se8 of stock in a 
foreign inveatment company Wle), however, 
the gain is not automatically subject to a 
favorable capital gains tax rate, even if the 
company is widely held The gain is subject 
to ordinary income treatment to the elltent 
of the shareholder's share of the Fie's earn­
ings and profita. This special ordinary in­
come rule generally appliea to a foreign 
corporation that is primarily in the bU8inesa 
of investing in securitiea or commoditiea, if 

~~k~b~ntvoo~ ~ror:al~~) t~: ~~rrb;ttt~~ 
persons. 

(bl No provision. 

No provision. 

(al No provIsIon . 

(b) No provision 

Amends the Fie rulea 88 follows: 

Ii) Appliea the Fie rules to U.S inveaton! 

;;!o~iITluo~e;;:~~;~~ ;~~h1..~s~he de-

(2) Requirea current recognition of income 
by U.S. investon! in FlCB that are p888ive-

~h~F\C,~n:a~~~~~~n~ p~~r~~~g through to 

(3) Tax is imposed on full amount of inves­
tor's share of the p888ive fund's earnings; 

(4) Allow8 U.S. inv<!IIton! in p888ive funds 
to defer tax upon ~ment to pay tax plU8 
interest on dispositIOn of the inveatment; 

(5) Liberalizea the Fie rulea to allow cred-

t: ~;hf~'FI~ ;::; :%~~i'orl~:rro:~*,o~o~';: 
ration; 

(al Re..,uires that Il!lRSllOrt applicllnta a nd 
green ca rd applicants com plete an IRS m· 
formation return disclosing foreign resi · 
dencp. Penalties for faIlure to file apply 

E((pclll<' dale -Taxable yean! ""ginning 
after I!If\6. 

pe~~i!eq~~~~e~~h~lt'l w~~~~:lif~i~~ 
outaide the United States 

E((ecli llf! dale.-Taxable yean! ""ginning 
after 1986. 

Amends the Fie rulea 88 follows: 

<I) Retains present law; 

(2) Imp0se8 interest charge based on value 
of deferral for U.S. inveaton! that invest in 
p888ive-inveatment vehicles (whatever the 
degree of U.S. ownen!hipl; 

(3) Tax is not imposed on an amoun t 
exceeding the investors gam on disposition, 

(4) Allows election to pay tax currently; 

(5) Same 88 House bill ; 

(6) The bill appliea to p888ive FlCB that I (6) The bill exempta pR88ive FlCB that had 
had elected to distribute income currently elected to distribute income currently 
(under sec. 1247); and lunder sec. 1247); and 

(7) All income of a p888ive fund i8 taxed 88 

ordinary income. 
(7) Providea look-through rules so that 

income earned by fund retains ita character 
88 capital gain or ordinary income upon 
showing by taxpayer 

E((f!C111H! da~. -GeneraJly, taxable yean! I E((f!Clil>e dale.-Amounta received or ac­
of foreign corporatiollB beginning after \985. crued by foreign corporations on or after 

January I, 1987. 
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K Trratment of Foreign Taxpayer. 
I. IIrllnch-lr.rl lax CNrc. 651 of 

thp lIouse bill and Nec. 951 nf 
lh., Srnalr Ilmrndmentl 

2. netain characlpr "f "ffecti.rly 
connpctrd income C Nec. 652 of 
lhp lIou. r hill and . ec. 952 of 
lhr Senalp Ilmendmrntl 

:I. Tax-frre rxchangp. by expa 
triatr" CNrc. 653 IIf the lIou.r 
bill and "rc. 953 of thp Senllte 
ampndmrntl 

Foreign corporations are subjt"Ct to U.S 

~~~~:::~I:,~~~ ;SUSn tr~~c:~: b~~e,::!~e~ 
shareholder-lev .. 1 tax al so is imposed on 
some foreign corporate earnings: a 30-per­
cent gr088 withholding tax applies to a pro 

~~~~~~~n i'/;~;~d~~: ~Oi~~~e~/~fe~~~ 
~):i'f:;fr~ti:sei;~~~~e'::~ ~t~he:(jeSr t~d~ 
or business. A similar withholding tax aJ>­
plies to interest payments by foreign corper 
rations. The withholding taxes are reduced 
or eliminated under a number of U.S. tax 
treaties. Some countriee substitute a 
branch-level tax for a direct shareholder­
level tax on domestic source earnings of 
foreign corporations. 

inJoh'::e ~~~':1s ~~~i~f;"c!~~e~~w7t';~ 
U.S. trade or business on a net basis at 
graduated rates, in the same manner that it 
taxes the income of U.S persons. Foreign 
persons may not be subject to U.S. tax if 

~.sr ;:d~v~rib~sTne.,:,.h~~ ~a;e:~r~~rbth: 
trade or business has cell8ed to exist (e g., by 
selling property and recognizing the gain on 
the installment basis). 

A U.S. citizen who gives up citizenship for 
a principal purpose of avoiding U.S. tax will 
generally continue for a period of ten years 
to be taxed as a citizen on U.S. source 
income, but not foreign source income. U.S. 
source income for this purpose includes 

~~~~s:;~~rial~ O~~yt";~I:::-~;;'~-~:~; 
making a tax -free exchange of U.S property 
for foreign property 

r re81Ot!n( til rropoSAI 

(a) Impose a tax on remitted profits of 
U.S. branches of foreign corporations. 

fb I Impose a tax on foreign corporations' 
interest payments that are allocable to U.S 
branch operations 

(cl Tax would be imposed at a 30-percent 
rate, Or at lower treaty rate that would 

~~%Ilo~i:~;;';:~:::.ent dividends paid to 

de~JsR,:~~n~:es~i~~~I~;nfor'ci; c~~;;;~: 
tions. 

(el Tax would not be imposed when exist­
ing U.S. treaties prohibit a tax on branch 
profits- some argue that a number of exist-
109 treaties do so. 

(a) Same as President's proposal. 

(b) Same as President 's proposal 

(e) Same as President's proposal 

(d) In the case of countries with treaties 
that now allow a U.S. withholding tax, but 
not the branch profits tax, retains present 
law; otherwise same as President's proposal 

Ie) Overrides treaties to the extent they 
allow treaty shopping 

n;'~ CI~~~: furr~~y"f,~~';!':hal~~ ' :;r.::: 
~~~;:~;e~ r:~\p;~~i~nd~;;d~Nr~t;: 
the foreign corporation. 

~pn8le Amenomt' n l 

Cal Sam .. as Pres ident 's proposa l and 
House bill . 

cbl Imposes no branch tax on in te rest 

(e ) Imposes tax at lower of 30 percent or 
treaty branch tax rate Cor, if none, treaty 
direct investment dividend rate I. 

on~!I::c;:j ~i:~i.~tii;t~~sc~~~~~~': "th~ 
~Oh~r~~;:tl~C~~o~f~~~~~i~o~Oon:~~~~~ 
tax . Retains present law second-levl'l with­
holding tax on interest but reduces Income 
threshold to 10 percent and treats in terest 
88 U.S. source if it is deducted in the United 
States. 

(e) Same as House bill, except ove rrides 
treaties in trealy shopping Case8 with re­
:f:'t to the second-level withholding taxes 

(0 In Part C.3., above, expands the cur· 
rent deduction for dividends received from 
foreign corporations. 

I 

E((~ctiv~ date.-Taxable years beginning I E((pctwe dale.-Taxable years beginning I E((pctwe date - Taxable yea rs beginning 
after December 31, 1985. after 1985. after 1986. 

None. 

None. 

Provides that income or gam is trealed as 
elTectivelr connected with a U.S. trade or 
business If it is attributable to another tax­
able year and would have been so treated if 
it had been taken into account in that other 
year. 

E((ect",e dale.-Taxable years beginning 
after 1985. 

Applies the tax-avoidance expatriate 
rules to gains on the sale of property the 
basis of which was determined by reference 

~toc"k~artO .~~~r~~i~~,e o~;~':t ~::i:::: 
tion of any U.S. person. 

E((~ctwe dale.-The rule applies to sales 

~~;o~~':~~5~1~85tax-free exchanges 

Same as House bill , and treats the r" mov· 
al of business assets from U.S jUrisdIctIOn 
88 a disposition, with basis steJ>-up for this 
purpose for business assets broui(ht in to the 
United States A fureign person 's sa le uf 
U.S assets that formerly were used in a 
U.S. business is taxable 

E((""twe date.-Taxable yea rs Jx.ginnlOi( 
after 1986. 

Same as House bill . 

Er(ect"'~ dale.-The rul l' a ppliee to sa l"s 
of property acquired in ta. ·free exchanK"" 
after March I , 1986. 
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.. Exd~e tax on in~ur8nce pre­
miums paid tn fnreign insur 
ers and reinsurers (ijec. 654 of 
th,' IInuse bill and Rec. 954 of 
the Senllie amendmentl 

5. Repnrting by foreign -con · 
trolled corporations (sec. 
9R6(c) of the Senate amend· 
ment) 

6. Fnreign investo .. in U.S. part. 
n('rship" (sec. 91\5 of th~ Sen · 
ate amendmentl 

1. I ncume nf fnreign govern­
menl. (sec. 9~2 uf the Senate 
amendment) 

Foreign insurers and reinsurers frequent· 
Iy are nDt subject to U.S. income tax, but 
rather to an excise tax on premiums paid to 
them for the direct insurance or reinsur­
ance of U.S. risks. The excise tax rates are 
(per dollar of premIum): four cents for casu­
alty contracts, one cent for life contracts, 
a nd one cent for all reinsurance. The taxes 
are collected by return Payments to BOme 
insurers and reinsurers are exempt by trea­
ty, but reinsurance premiums paId by trea­
ty-protected insurers and reinsurers are 
subject to the tax (unless the recipient is 
exempt by treaty). 

Foreign-eontrolled foreign cDrporations 
doing business in the United States and 
foreign-eontrolled U.S. corporatiDns are 
required to report transactions with related 
foreign corporations. 

v!t%~i~~ i:::;:;sinw~he eu~7~'~t!' ~~; 
generally subject to withholding require­
ments designed to ensure collection of appli­
cable U.s. taxes. Foreign persons with 
investments in U.S partnerships, however, 
are not subject to a withhOllding tax 

Foreign gOlvernments are nOlt subject tOl 
U.S. tax Oln incOlme from their investments 
in the United States Treasury re~latiOlns 
specify that incDme frOlm cOlmmerclal activi­
ties is nOlt investment incOlme and therefDre 
is nDt exempt frOlm U.s. tax 

None. 

ND provision. 

NOl prOlvisiDn 

NOl provisiOln. 

Makes the excise tax on casualty reinsur­
ance premiums paid to foreign insurers fDr 
US risk cDverage equal tD that Dn similar 
casualty insurance premiums (fDur percent). 
Imposes an excise tax Dnly Dnce-Dn reo 
tained premiums receIved by fDreign insur· 
ers Dr reinsurers. Makes the fDreign insurer 
(D r his agentl liable fDr the tax and requires 

~~:ns~~t t~~S~;~i~~sb~~~~hh~ll~~ ta': 

Effectit'e date.-The tax applies tD premi­
ums paid after December 31, 1985. 

No provlsiDn 

No prOlvisiDn. 

NOl prOlvisiDn 

Requires the Treasury Department tD 
study whether U.s. reinsurance CDrpora­
tiDns are at a signlficont cDmpetitive disad­
vantage vis-a·vis fDreign reinsUrance 
cDrporatiDns by reason Dr U.S. treaties, and 
report befDre January I, 1988. If U.s rein­
surance cDrporatiDns are at such a COm· 
petitive disadvantage, the Senate believes 
that the Treasury Department should reo 
negDtiate the relevant treaties to eliminate 
that disadvantage. 

Effect ... e dOle.-Date of enactment. 

Requires foreign-eontrolled foreign corpo­
ratiDns doing business in the United States 
and fDreign-eontrolled U.S. corporations to 
report traJ1ll8ctions with all related foreign 
persons, whether or not a corporation. 

EffecllVe date.- Taxable years beginning 
after 1986. 

res,=~i:-oesut~a~~~iv~~h~~~~~Ol:~C~~~ 
allocable to fOlreign partners. 

Effective dale.-Taxable years beginning 
after 1986. 

Codifies the rule taxing the cDmmercial 
activiti .... Df foreign gOlvernments, Rnd dp.. 
fines cDmmercial activity to include Olwner· 
ship of a controlling inter""t in 11 

cOlrporatiDn engaged in trade Olr business in 
the United States Clarifies that the deter· 
minatiDn Df whether a gOlvernment is en· 
gaged in commercial activities is to be made 
by reference to its activities wOlridwide. The 
foreign government exceptiOln does nOlt ap­
ply to cOlntrDlled entities if ther Olr relaW 
entities engage in any cOlmmerclal adivlties 
anywhere in the wOlrld 

Effect",e dale.-July I, 1986 
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IIpm 

~. Tran.fer prices for imports 
t.ec. 9KI uf the Senate amend 
ment) 

9. lIual re.ident companies Isec. 
9K3 uf the Senate amendment) 

Ill. I nt~reRt paid to related tax­
exempt partie" (sec. 984 of the 
Senale amendment) 

!'rpsent Law 

Importers may claim a transfer price for 
customs purposes that is too low to be Con­
sistent with the t ransfE'r price they claim 

~6 ~~o;';3; 'f9x_:fU~4~~e Brittingham 

U.S. corporations that arE' "residenta" of 
forl'ign countnes may consolidate with prof­
itable companies both here and abroad and 
obtain for related parties two deductions for 
one Item of expense. 

Certain taxpayers may unduly rl'duce 
their tax by deducting interest paid or 
accrued to related parties who do not pay 
U.S tax on the interest income 

rn:tfl u .:n'lf ..--ropvna. 

No provision 

No provision. 

No provision. 

No provision 

No provision. 

No provision 

Importers cannot claim a transfer pnce 
for income tax purposE'S that IS higher than 
would be consistE'nt with thE' value they 
claim for customs purposes 

Effecl/l'e dale.- Transactions enlerE'd 
Into after March If!. I!lR6 

Does not aHow a U.S corporation to con­
solidate with other U .S. corporations if re­
lated foreign parties benefit from ita losses 

~~fo::,'i::/~':t!':. ~h;~~~~~oof tOho!:~~ra':::; 
foreign parties is or will be subject to U.s 
tax 

EffectllJe dale.-Taxable yE'ars bPginning 
after 1986. 

Denies the deduction for interest paid or 
acc rued to related. tax-exempt parties 
(other than ESOPs) to the extent net inter· 
est exceeds 50 percent of pre-net interest 
deduction taxable income. Provides carry­
over for disaHowed amounta. This restric· 
tion also applies to back-t.o-back loans that 
might othE'rwise defeat the purpose of this 
rule. 

Effeclive dale.-Taxahle years beginning 
after September 30. 1986. 
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f'. Foreign ('urren~y Euhange Gain 
or LOM" •• ec. 661 of the lIouse bill 
and .~~. 961 of the Senate amend 
menll 

I. Functional ~urren~y ~on~ept 

2. Identification of functional 
("urren("y 

a. Generol rule 

h. Aelil·it/e. prinwril/l roll ­
ducti'd in dotloN 

~. Elrelioll 10 u.p U.S. dollar 

3. t 'hange in fundional curren­
cy .... method of accounting 

4. Foreign ~urren~y tranoadion. 

a. Dpfjnition of fore/gil eur 
renr/l troll.actioll' 

(/ J DlSposltlOlI of lion· 
functIOnal cur,..,ncy 

No provi.ion 

No provision. 

No provision. 

(a' No provision . 

I 1C'II.U~nl II rrOpU881 

The determination of whether exchange 

g~~~r:~~o~ b:'~o~ ~hea =:a~oon~ 
an annual basis. would be determined by 
reference to the economic envirooment in 
which a buainess entity operates. 

(a) The functional currency of an entity 
generally would be the primary currency of 
the economic environment in wh.ich the en· 
tity operates. 

(b) No provision. 

(c) TaIpayera would always be allowed to 
elect to use the U .S . dollar IU! the functional 
currency. 

Choice of a functional currency. including 
the election of the U.S. dollar. would be 
treated as a method of accounting that 
could be changed only with cowoent of the 
Secretary. 

(a' Foreign currency denominated finan­
cial assets or liabilities. 

0) No provision. 

1I0uoe HIli 

Same as President's proposal. 

do\i!r~:c!~~~~~~uca~ffie:n;us~n~ u~~: 
in which case it is the currency used in 
keeping books and records and in wh.ich a 
significant part of business activities are 
conducted 

(h' A qualified business unit's functional 

~ri~~ly ~o~hdeu~~' i~o~aS. ~oil:~~ties are 

doW~: astat~':l:~c~::af~~:r~c~~/~~~'~: 
fied business unit if the unit keeps its books 
in U.S. dollars. 

Same as President's propoeal. 

(a) Acquisition of a debt instrument. be-

~~~~~:no~b~~~~:efak~e:\~~t~~:~nntt 
an item of expense or income in a nonfunc· 
tional currency or by reference to the value 
of a nonfunctional currency that is to be 
paid after the date of accrual or taking into 
account. 

(!) The dispoeition of nonfunctional cur· 
rency generates exchange gain or 1088 

Senate Amendment J 

Same as President'. propoeal and 1I0use 
bill 

(a) Same as House bill. except for a quali­
fied business unit the functional currency of 
which is the currency of the economic envi­
ronment in which a significant part of the 
unit's activities are conducted and which is 
used in keeping books and records 

(b) Same as House bill . 

(c) Same as House bill. wIth regulatory 
authority to permit election if taxpayer U8{>8 

a method of accounting that approximates a 
separate transactions method. 

Same as President's proposal and House 
bill, with clarification that the Secretary 
may establish procedures for taxpayers 
whose functional currency changes 

(a) Same as House bill. with addition of 

~~a~~.n?ut~~~, ~~ti~~~~~;ns~m~~;;fr~an~~~i 
instruments that are not marked to market 
under section 1256. Also, it is clarified that 
items of gr088 income or receipts .not net 
income) are taken account of. 

OJ Same Ill! House bill . 
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(il lk mUllmlS excep· 
tlOns 

b. Charader of r..rrhange 
gain or lou 

IlJ G.!neral ruk 

(il Special ruk for cer· 
taill II(lUI"","t prod· 
ucls 

c. Source 

d. Curn>nl accrual 
{II Fillallclal assels and 

Iwbll,tles 

(21 Illtegrated hedged 
transacllons 

(jl Other hedged trans· 
actloru 

(bK 11 No provision. 

(2) No provision. 

No provision. 

(d) No provision. 

(2) No provision. 

(bK 11 Exchange gain or 1088 would be 
treated 88 an increase or decrease in inter· 
est income or expense 

(2) No provision. 

(c) Exchange gains would be sourre<! 
under same rules that apply to interest 

~~d';.';;':~i~~~eu~=t1~eo~~esbea~~~~ 
to interest expense. 

(dO) For financial aaeeu and liabilities 
providing for fixed or determinable pay. 
menta, anticipated exchange gain or 1088 
would be currently accrued. 

(2) Exchange gain or 10118 on a contract 
that offseta the risk of exchange rate fluctu · 

ii~~iiit;:~uw~ ~~a:;~i~ a.=~~ 
basis 

(3) No proVUlion 

(2) Any c1aas of items the taking In to I (2) Same 88 House bill, but no exceptIOn 
account of which is not necessary to carry based on regularlty with which Items occur 
out the purposes of the provisions by reason 
of small amount, short periods, or regulari· 
ty with which Items occur 

(bK I) Except for specified purposes, and 88 
otherwise provided in regulations, exchange 
gain or 1088 is treated 88 interest income Or 
expense. 

(2) Investment producta that are listed in 
section 1256 of the Code are not treated 88 
generating exchange gain or 1088, if they are 
not part of a hedging transaction. 

(c) The source of exchange gain or 1088 is 
determined in the same manner 88 interest 
income or expense, except a payor's 
exchange gain is sourre<! in a manner con· 
sistent with the payor's interest expense , 
and a payee's exchange 1088 is allocated in a 
manner consistent with the payee's interest 
income 

(d.1) No provision. 

(2) To the extent provided in regulations, 

~:~~~~fo~inw';,'uld ~ ~~~:.;f :=;r 
Such transactions are treated 88 subetan· 
tiolly equivalent to U.S dollar transactions 

(3) No provision. 

(b~ I) Exchange gain or 1088 is treated as 
ordinary income or 1088, and treated 88 in · 
terest income or expense only 88 provided in 
regulations 

(21 For forward contracta, futures, and 
options that are not subject to the mark·to­
market rules of section 1256 and that consti· 
tute capital aseeta. a taxpayer can elect to 
identify the transaction and treat any ex· 
change gain or 1088 88 capital gain Or 1088 

(cl Exchange gain or 1088 i8 sourced or 
allocated by reference to the residence of 
the taxpayer or qualified business unit on 

~;:ere~'UhX ~;!~~'(;~fe ~;o~id~~~; 
certain related·party loans 

(d.1) No provision 

(21 Same 88 House bill. but clanfies defini· 
tion of integrated hedging transact ions 

(3) There is regulatory authorlty to pro­
vide for consistent treatment of hedging 
transactions that are not entered into as an 
integrated package 
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". Tax otroddl" prol'i.ion. 

(/) Hedf(lnf( tronsal'llOns 

(;!) Spt'clal rule for banks 

(.Ii Clanfj(-otlOn of loss· 
deforrol rule 

f. .4pplirolion 10 lron.actlon. 
of a JWr.onol nalu", 

5. Foreil{n currency Iran.lation 

a. Trono/alion melhod 

(/I Hmnches 

(j) Fort"f(n corporo tlORS 

b. f:xrhong~ gain or 10 .. on 
di.tribuli"n of "orning' 

(I) Hron('hes 

(e M 11 No provision 

(21 A bank 's ht><!ging tran .... ctions need 
not ""tlsfy all of the statutory teste for other 
taxpayers 

(3, No provisIon . 

(f) No provision 

(aM 11 Taxpayers opprating through 
br8nches can use 8 profit-and·I069 method 
or a net worth method 

(2, C'.ontrollt><! foreign corpor8tions are re­
quirt><! to use a n .. t worth method to calcu­
late subp8rt !" deemt><! dividends. other 
d,v,d .. nds can be calculatt><! using a profit­
and-loss method 

( b~ 1, When a foreign branch remite cur· 

~~~cb~,:x~r:h~ t,!'xpc~r:~o~~r'~~fi::: 
d .. termlnt><! In order to calculate exchange 
gain or 1068 Present law rules are unclear 
rE'garding the allocatIon of ~mittances be­
tween previously taxt><! earnings and contri­
butions to branch capital. or whether 
capital is fully recovered befo~ exchange 
gain or 1068 is recogniZi'd 

.. IC'Muenl 8 rruposftl 

(eKU No provision 

(21 No provision 

(31 No provision 

(f) No provision 

se~~ra~ ~~~ti~~~i:ha~e~aa ~~an~i~n~ 
currency other than the U.s. dollar would 
be reqUIred to U8e a profit-and-loes transla­
tion method Thus. a single set of rules 
would generally be provided for branches 
and foreign corporations. 

(bKll A taJ.payer's US. dollar bBBis in a 
branch would be recovered before eKchange 
gain or 1069 on remittances in eKCess of 

~~~Wd~~~h:~~~d g~nr~~ !~r~ 
tances would be domestic source 

/lou.e 11111 Senale Amendment ~ 

(eM 1) No provision (eK 11 Neither thp IOft.Hleferral rult .. nor 
the mark·w-market rule applies to a fore'gn 
currency ht><!ging transaction that is trpaW 
in regulations 

(2, The sp<'Cial rule for banks is reppalt><! . I (2 , Same BB lIouse bill 

(3, No provision (3, Clarifies that the loes-<leferral rul e 
applies to a straddle involving an obligor's 
interest in foreign currency denominated 
debt 

(f) No provision If) The rules for foreign currency transac-

(a' Same BB President 's proposal . 

(bx 11 Exchange gain or 1068 is recogniZi'd 
on remittances, determined by assuming re­
mittances are made on pro raw bBBis out of 
prior years' earnings. and treatro BB sepa­
rate bBBket fO~lgn income or allocable 
thereto. 

tions apply to tranaactions of a personal 
nature only to the extent that expenses 
attributable to such traR88ctions would be 
dt><!uctible BB trade or business expenses or 
BB exppnse8 of producing income 

(a' Same BB PresIdent's proposal and 
House bill . 

(bKl, Same asllouse bill . except exchanl(l' 
g8in or 1068 is sourced or allocated by refer· 
enee to resIdence of the home offi ce 
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I!I Fore,!!n corpora I IOns (2) Dividends and reloted tax"" are trans-

e. Calrulalion af foreign 
flUe. eligible for rr'f'dil 

III Illred laxes 

1!I I"d,re'" lax .. s 

d. Rule when areruM tlUe, 
when paid differ. from 
amount, r1aimed a. rredit. 

e. Regulator" authorit" 

6. ~:ffe ... i.e dIlle 

lated at current exchange rates. 

(cxil Direct tax"" are translated at rate in 
effect on date paid or accrued Adjustments 
are translated at rate in effect on date of 
adjustment. 

(2) Indirect taxes on actual distributions 
are translated at rate in effect On date 
related dividend is distributed Indirect 
taxes on amounts deemed distributed under 
subpart F are translated at average rate for 
the year in which the subpart F income is 
earned. 

(d) If the amount of foreign taxes accrued 
differs from the amount paid, or if a foreign 
tax is refunded, the allowable credit is rl'de­
termined 

(e) No provision 

I I ~~Iu~.n :!I I • V ... U:\CSI 

(2) Same as present law 

(cNil A redetermined foreign tax would be 
translated at exchange rate in effect on 
payment date 

(2) Same as present law 

(d) No provision. 

(e) No provision. 

Efft!ClilJf! dal<'.-Generally. for taxable 
years beginning on or after January 1. 1986 
For transactions. the proposals would be 
effective for financial asaets acquired or li­
abilities incurred after January 1. 1986. 

(2) Exchange gain or loss w,th respect to I (21 Same as ",,'s\llp,,!,s proposal 
distributed ea rnings Ihasl'd on appropriate 
rate to be determined under regu lat iuns for 
the year in which earned) would be treatl'd 
as separate bas ket-foreign source incume or 
allocable there tu 

(cO) Present law IS retained , except a 
refund is translated at exchange rate for 
date tall was originally paid, and other ad­
justments at rate on date of adjustment 

(2) Taxes are translated at rate in effect 
On date actually paid or accrued by foreign 
corporation. Adjustments are subject to 
same rules that apply for purp08(>8 of direct 
credit. 

(d) No provision. 

(e) General regulatory authority . 

(cxU Same 88 House bIll, except adjust 
men ts !including refundsl are translat..d at 
samE' rate that applied to related income 

(2) Same 0.0. PreSIdent's proposal 

(d) Determination of whether amount ac­
crued differs from amount claimed as crl'dit 
is made in the functional currency of payor 

(e) Express regulatory a uthority relatll1g 
to proeedur"" for taxpayers using net worth 
method under current law, limIting recognl ' 
tion of exchange lOBS on remittances, and 
hyperinnatlonary currento"" 

Efft!Clive dat ... -Taxable years beginning I Eff .. dll'f' dol .. -Generally for t.axahle 
after 1985 years beginnong after 1\l86 
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A. Ov~rvi~w "f P~rmitled Typ~" of 
Tax-Exempt HondM (MeeM. 701-703 
"f th~ lI"u.~ bill and .~e • . 
laIJI-I"IH "f th~ S~nat~ am~nd­
mt"nt J 

rrt'''\t''nll.8\4' 

Interest on bond. Issued hy or 011 behalf of 
State and local governments the proceeds of 
which are to be used to finance governm~nt 
operatIOns IS tax-t'xe",pt. 

Interest on bonds which satiBfy a private 

~~~i~du~~~i~ide~:io:~~~~~~ iil~B..~)~ 
or which are to be used to make 10anB to 
private personB (private loan bonds), are 
taxable unless a specific exemption is pro­
vided in the Code 

ExceptionB are provided permitting tax­
ext'mption for interest on the following cat­
egories of bonds to finance private activi­
ties, discussed in C., below-

e~~t_~~7:;;;mr6J.!)S:n~nc!~~ii~w":~ 
IDBa). 

(2) Mortgage Bubsidy bonds 

(3) Student loan bonds . 
(4) Bonds the proceeds of which are 

used by section 50«c~3) organizalionB. 

~ 

t'rf'tUOenl M rropOK81 

Same as present law 

I nterest on bonds used by any nongovern­
mental person (including use of loan pro­
CeedB) would be taxable. 

No exceptionB would be provided for 
bonds to finance nongovernmental activi­
ties (including activities of section 501(cK3) 
organizations) InBtead, interest on nongov­
ernmental bonds would be tax-exempt only 
where the nongovernmental use occurred 
solely because-

(I) Bond-financed property was leased 
to a person other than a State or local 
gov .. rnment for an initial period not 

ex~~~n:d~?::~c~;:::;~;pl:oon.;..o: 
aled by a person other than a State or 

;:~!~;~~~~:~: th~~u':~/~Wchd?d 
not exceed 1 year 

IInUNf' HIli 

Same as present law 

Interest on bondB which satisfy a private 
trade or bu.iness use teBt or which are to be 
used to finance loans to nongovernmental 
personB (none_ntial function bondB) iB tax ­
able unless a Bpecific exc .. pllon iB provided 
in the Code. 

ExceptionB are provided allowin~ tax-ex­
emption for interest on the follOWing cate­
gones of bondB for nongovernmental 
activities (nonessential function bonds) dis­
cussed in C., below-

(I) Exempt-facility , Bmall-issue, and 
qualified redevelopment bondB (Bimilar 
to tax-exempt IDBa under present low). 

(2) Mortgage Bubsidy bonds 

(3) Stud .. nt loan bondB 
(4) Qualified 50«cK3) bon dB 

-

~f'nale Amf'namf'nl 

Sa m£" (IS present law 

Interest on bonds which satisfy a private 
trade or bUBiness use and security inte rest 
teat (lOR.), or which are to be used to 
finance 10anB to private personB (private 
loon bonds) iB taxable unlt>88 a Bpecific ex­
c .. ption is provided in the Code 

ExceptionB are provided permitting tax · 
exemption for interest on the following cat­
egories of bonds for nongovernmental ac­
tiVities, discua.ed in C., below-

e~~t_~~7:;:;,~::,tal\~~e~i~~~u~~:~lfi"~ 
redevelopment IDRB), 

(2) Mortgage revenue bon dB (former­
ly morlj.(age subsidy bonds ), 

(3) Stud .. nt loon bonds, 
(4) Qualified 50)(cW3) bond. 
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L 
II . (;~nerl\l I{~.triction. on Tax Ex 

t'mptiun 

I'rt's('nl "Ow t"rf'~I(Je nl s l-rupUS81 "nu~t" nlll :-,en81f' Amenomenl ..--J 

SuhJect tn excepllOns below, mh'rest on 
State and lot'al Kovernmf'nt honds is huabl .. 
If -

InterE'st on StatE' and local gov .. rnmE'nl 
honds would hE' laxable if morE' than I per­
cent of thE' bond proceeds w .. rE' Ulwd by any 
person 01 her than a SlaIR or local gOVE'rn ­
menl unil 

II I ThE' bonds arE' lOlls, i E'. - I (I I No tax exemption for nongoVE'rnmE'n-
(a' MorE' Ihan 25 pt'rcE'nl of the bond tal bonds 

proceeds is to hE' used ina trade or 
business of 11 person nth .. r than a State 
or local government or section 50HcW:lI 
organization (thE' "trade or busmess 
use" IRs!), and 

(b, More than 25 perc .. nt of the principal 
or inIRr .... t on thE' bondA is secured by or 
to be dE'rived from property to be used 
in 8uch a tradE' or business (the "securi· 
ty inIRrest" tE'Stl 

Subjt>ct to excpptions below, mleresl on 
SlatE' and local government bonds is tuxuble 
if-

(l' The greater nl In p<'rcent or morE' 
or $ III millmn of thp bond proc(,(odA is to 
hE' u8ed in a trade or buslnpss of a 
IX'rson ot her than a Slate or local KOV· 
~rnment. 

SuhJt,ct to exceptions h .. low, Int('n'sl on 
StaIR and Itx:algovernment honds is tuxahl .. 
if-

II) The bondA are IOHR, i ... -
(al 25 perc .. nt or 1110re ()f the hond 

proc .. eds IS 10 be used in a t radt> or 
business of a person oth,or than a State 
or local Kovernm .. nt or section f.O Hc~:lI 
orKanization, and 

(b125 percent or more nf the prinCIpal 
or inIRrest on the bonds is secu red hy or 
to hE' derived from property to be used 
in such a trade or bU8iness 

(Cla rifies that direct or indirect payments 

:;}atn7r!':~~~~ r;::~rt~il~;;"~it8~; ~~ 
security inIRrest IRsI wh~lher or not formal · 
Iy pledged I 
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B. (;enrral Be.triction8 on Tax Ex 
emption front.) 

(2) The bonds are prwale loan bonds. I (2) No tax exemption for nongo"vemmen. 
i e. 5 percent or more of the bond pro- tal bonds 
ceeds is to used to finance direct or 
indirect loans to persons other than a 
State or local government or section 
501Ic~31 organization . 

The following exceptiollB to the private 
loan bond rule are provided: 

(al lOBs. mortgage subsidy bonds. or 
student loan bonds for which tax..,x· c:r:ion specifically is provided in the 

fbI Excluded loans (i e .. loans (other 
than for use in a trade or business) to 

~~~':sceo,~v~'::.,;::.~la~:.,esa~d ~~ 
essential governmental function>; and 

~, .. -.......... _ ... , ... _-----1 

(2) The greater of 5 percent or $5 I (2) The bonds are prll 'ute Ivan bonds. de­
million of the bond proceeds 18 to be fined 88 under present law 
used to make or finance direct or indio 
rect loallB to person8 other than States 
and local governments. 

The following exceptions to the private I The following exceptions to the private 
loan bond rule are provided: loan bond rule are provided 

(al Same 88 present law (at Same 88 House bill . 

(h) Excluded loans. defined 88 under I fb I Same 88 House bill 

f=~ :':~~~~i~~~~ra~ ~~c~~~i~ 
nees). 
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~--~=-----+--------------+--------------~----~~~~~~ 
ICI Bonds issupd as part of I ht' Tt'xas 

Y"(,,rans' Land Bond Prul(ram Isunsel 
dat" del"t€'dl Ipt'rrnitlt'd to be 1!l.,Ut-d as 
nonessential function bonds I. 

Icl Sam" as prt'st'nl law t'xct'1'1 Ihe 
sonSf"t datp on Tt'xas V('leran~' Land 
Bund Program is d,-I,-It'd las in lIous .. 
blill and an t'xct'plion '" add"d fOI Iht' 
bwa Inllustrial New Jobs Traononl( Pro­
gram. subjl'Ct 10 a $1110 11I1I1IIIn ('('oIinl( 
on outstandIng bonds 

Jl. Gent'"ol I{eslridiuns un Tax Ex 
t"mptiun (('unl.. 

Icl Bonds Issu .. d as part 01 Ih" T"xas 
Yett'rans' Land Bond program and an 
On'Kon elwrKV conservation program 
IThe ex,"eplio,; for Ihe Texas program is 
Iomll€'d 10 bonds Issu"d befnr" March 
If" PIK7 I 

1:11 Relnted """ requorement - Up 10 ~f, 
percpnl of bond proc"Pds may be us€'d in 
prrval" tradt's or businesses, wilhout Ih" 
bonds being consider€'d IDBs Th"r" is no 
rpquorement thai such US" be r"lat€'d to 
I(overnmental facililies also financ .. d with 
Ihe bonds. 

Concept of use -Use of bond-financ€'d 
properly is treated as use of bond proce€'ds 

Use of bond-financ€'d properly or services 
by the g"n"ral public is not treated as a 
private use if the property or services are 
available to all members of the general 
public on the same basIs IFor example, the 
facl Ihal on" induslrial customer uses mor" 
Ihan 25% of a sewer system serving th" 
general public does not result in th" bonds 
beong IOBsI. 

Management contracts, oUlput contracts, 
take-or-pay contracts, and leases, as well as 
actual ownership of property, are examples 
of situalions where all m ... mbers of th" gen­
"ral publoc do not use property or services 
on the sam" basis. 

Treotment uf management contracts.­
The d"termination of whether a manage­
ment contract is tr"ated as trade or bUSiness 
use is made on a facts and cIrcumstances 
basIS. 

The IRS has stated Ihat, und"r certain 
specifi€'d condllions. il WIll issue an advance 
ruhng thaI B facility manag€'d by a private 
managem"nt company is not considpr€'d to 
be us€'d in that company's trade or business 
Such a ruling will be issu€'d only if-

Ii) th" management services are pm­
vid€'d for a reasonabl", periodic flat fee, 
under a contract not exceeding 5 years' 
duration lincluding renewal options I, 
WIth th" exempt owner haVing the op­
tion to cancel the contract, wilhout pen­
alty, al the "nd of any 2-y"ar period, or 

liil in the case of certain newly oper­
ational facilities, compensation is based 
on a percentag" of groes revenues from 

l~~:~i~~,:~~~~:!;'~iCh g"neral-

1:11 No lax-exemptlon for nongov"rnmen­
tal bonds 

Concept of IJ-S/'.-Use of bond-financ€'d 

~~~~~ O~r\h~C~e~~r~t ~bYicb,:,~su~1 ~ 
tr"ated as nongovernmental Ii.e., taxablel 
use; however, an exception would be provid· 
ed allowing tax-ex"mpt financing in such 
cases 

Treotment of management con trac/JI.-

~:UI!~rst~:~ ~ ~:~;!:;..::::,tenc;:'I\ltt: 
term of the contract exceeded 1 year . 

(:11 Rl'loteti 11.<1' reqlllrrnol'nt - Up 10 1/1 
perc .. nt or $)() mIllion of hund proc .. ""s may 
be us€'d by nongovernmt'ntal persons Use 
by nongovernmental persons, in excess of $1 
million, is counted toward State volume 
limits for non.:ov"rnmental bonds Isee C., 
below I, but th"re is no related use reclulre· 
ment 

(:41 Refuted IISf' rp«j'Jlrrmynl I'nvalt' 
trade ur hustllPs.o; use of g:ov~rtlOlental hund 
proce.-.ds "'lual tu or ex"e ... donl( f, Il+'rcl'nl of 
bond proc""ds musl be ",Ialed 10 govt'rn · 
menial facililtes also betnl( finan~t'd With 
th .. bonds 

Concept of use.-Same as present law Concept of use. - Sam" as 1I0us .. bill 

TreatfTU!nt of management contmcts -I TN!otment of monal?ement contracts. 
Same as present law Same as Hous" bill, exc"ptth .. IRS is direct­

€'d to liberalize its advanc" rultn.: guidelon'" 
to prOVide that use pursuant to manage­
ment contracts not exceedong 5 y"ars IS not 
Ir"at"" as private trade or business use ns 
lunl? as lal compensation is nol based un a 
share of net profits. and (bl the .. x .. mpl 
owner of the bond·finanl"€'d facility has Ih .. 
option to cancel the conlract , without penal · 
Iy . at the "nd of any 3-year perood 
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L 
II I:l'nl'ral itestri('tiuns un To. E. 

t'mpliun (runt.) 
( 'er lOln l'olllrl(t'f'r flrr cJt'purlmerrts - l'er­

tain voluntt>t>r fire dppartments art' treatRd 
as qualifi,·d ISSlwrs uf tax ""xempt bonds 

To qualify under Iii or lui abov .. , the 
nwner of the facilities and the managl'ment 
company must not b.. subject to common 
control, with allowances for de m'nlmlS 
cases <Rev "roc H2- 14. I!lH2- 1 C.B. 4,,91. 

Similar principles are appht"d in deter· 
mining whether advance ruhngs will b.. is­
sued where bond-financed h""pitals or 
similar facilities are used by nonexempt 
individuals other than employ .... s (I' g .. use 
of public or prival<'. charitable hospitals by 
private physiciansHRev rroc H2-1f>, 1!IH2- 1 
C R 460) 

- -- --- ---- - - --r---- ...-l 

('erla'" ",,/unlcer fire dpparlmvnls.-No 
pruvlsion 

Ipt~:rl~:;c::i/ll~:~:iS{:)':' d~'(~~;Jr~::~·ds t~~~ 
small-Is~u" bonds. 

Efredll '" dale.-Bonds issu .. d aft .. r 0..­
c .. mb..r :II, 19t!5 

to ~:~T«::;:"~ - II I Obligations With r .. spect 

lal The original use of which com­
mences with the taxpayer and the con­
struction, reconstruction, ur 
rehahilitution of which b..gan b..fore 
Sepl<'mb..r 26, 1!)H5, and was compleW 
on or after that dol<', 

(b) The original use of whIch com­
mences with the taxpayer and with re­
spect to which a binding contract to 
incur significant expenditures WIIB en­
l<'red into b..fore Sepl<'mb..r 26, 19t15. 
and part or all of such expenditures 
were incurred on or afl<'r that dol<'. or 

Ic) ACQuirt"d afl<'r Septemb..r 25. 1985, 
pursuant to a binding contract enl<'red 
into on or b..fore that dal<' 

Significant expenditures are defint"d lIB 

expenditures In excess of 10% of the esti ·

1 

mated cost of the facili~ Facihties eligible 

~~i~~e :~"lW::~~~in!e ~r;: =;~oJ:jtb:o~ 
gov .. rnmental unit lor by vokr ref .. rt>ndum ) 
b..fore Sepl<'mb..r 26, 1985 

('{'rIUln II{Jiunif't ·r (Ire d(·p(Jrtmr"t.~ Ht-
tams pn--:-;ent law 

Errnlll'C doll!. - Bonds Isslwd "ft,·, till' 
date 01 enadnwnt 

ExceplUlns - III Sanw as 1I0us .. bill. ex · 
c .. pt substitutes March I. W>lfi, for St'ptem 
b..r 25, 1!IR5, and substitul<'s March 2. l'l>lli, 
for Septemb..r 26. I!lH5. 

(2) Current refundings of bonds (0) that I 12) Same as lIuuse bill. e xcept subslltut .. s 
w .. re i!\Sut"d b..fore January I. I!lH6Iinclud· date of enactment for January I. I!)>lli 
ing a series of refundlngsl; (bl that are gov· 
ernmental bonds under pres .. nt law; and Icl 
that may not b.. originally issut'd under th .. 
Ilouse bill. if-

IiI The amount of the refunding bonds 
does not exceed the outstanding 
amount of the refunded bonds. and 

Iii) The r .. fundlng bonds lor senes of 
r .. fundangs) do not hav .. a maturity dat .. 
later than the date which is the later of 
la) 120% of the rellBonably expected 
economic life of the property identified 
lIB b..ing financed with the onginallr ... 
funded I bonds when issued, or Ibl 17 
years afl<'r issuanct> of the original 
bonds. 
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TI,, · E, ,·mpl Buntt... fur t "t"rlnin 
~unJr:u\ t~ rnfll .~ n ht l At"lI' ili t'~ 

I I ndu ... tri a l tit" t"" l tt pmt~ nt httnd ... 
n. f: .... mpl·a('/il'i/y lilli, 

I ·r'· ... ~n l La'" 

11I1 E,,'mpl ·aclI\·Il,· Illlls ar(> hond, Ih .. 

I 
1'"" ...... 1, of .. h,ch IIr .. 10 be ust"d lu fi­
llalWe-

til ,\I/llllfom,!.. 'l'nlal h"uslnj! , 

tAl AI I .. ast :,!tl p"n:t>nl tl5 p<>rcenl In I 
largeled an.>asl of Ih .. housln~ unils 
must bE' , ... '('upied by pt' rsons wh,_ in­
rom .. d,'t,!; not .. ,,'t't'd ~o pt'n.--enl of Ih .. 
area medIan inl'om .. wh .. n th .. " firsl 
"' .... up~· Ih .. unil; and . 

tHI Mu,1 bE' used as renlal hOUSing for 
a "qualified proj...:t pt'ri,>d." g .. n .. rally 
III y .. ars or 50 I't'n:t>nl of th .. lerm of Ih .. 
bt'nds wilh Ih .. lon~""'t malurilY; 

It') :\1.I pro\'i~lon 

,[ll ~IJ pronsron 

lEI :'\0 pro\"ISlun 

I Fa :-' 0 pro"l>lUn 

r-rt'!oIlot'nl s rrupn~81 

11,1 Th,· !'r"sldenl 's propo.)S.nl Includes no 
t:'>Xt."t"ptluns to the ~(l\"ernmental use rE.>"quirt"'­
m .. nl bused on Ih .. actl\'ity being financed 

til :-<0 la' .. x .. mpllon , 

~ 

lal PrE'SE'nl I"w IS modIfied III pt'rmll on· lal Exempt ·activlt~, lOBs ar .. available 10 
ten~t un linllted anlount~ 01 nones.. .... ·nlml I finallcP-
functIOn (i e. nonlZoVernnlf'ntall hond!OO tu 
,'Onllnue to bE' tax ... , .. mpl If bond pr" .... >t'<is 
ar .. used lu finane .. Ihe fullo .. In/o: .. , .. mI'l 
fncililies 

til .\ (ulilfunlll.v "mlol h""'<lnj!- Iii .\fuillfomll) renlal housln{l-

(AI On .. of th .. follOWing sel·asld .. require- I IAI Sam .. as HoUSE' bIll; 
m .. nls IS sallsfied on a continuous basis 

III At I .. asl 25 pen:t>nt of th .. hOllSlng 
units are occupied by persons wh06E' 
incom .. dot>S not .. xt:eE'd 80 p<>rr .. nt of 
th .. area median incom ... or 

(21 AI I .. ast 20 pen:t>nt of th .. hOllSlng 
units are occupied by persons wh06E' 
incom .. does not .. xt:eE'd 70 p<>n:t>nt of 
Ih .. area median incom .. 

Treasu ry o.,partm .. nt is required to mak .. 
annual reports on romplianc.. with IA ,. If 
noncomplianc.. with (AI is not correcled 
aft .. r it reasonabt.· should ha,'" been disrov­
.. red. int"""'t on' bond financing is nonde­
ductibl .. 10 projt>Ct own .. r from fi",t da)' of 
),ear in whIch noncomplianl--e commenC'E'd 
until correction o<.'curred 

IB, Must bE' u8<'d for rental hOllSing for a I IBI Sam .. as House bill ... xc..pl th .. quail­
"qualified projt>Ct p<>riod," g .. n .. rally th .. I lied proj,,:1 period would la<t for a mlm­
long .. r of 15 y .. a", or th .. date on whIch mum of 12 y .. ars; 
bonds are no long .. r outstanding WIth re-
spect to th .. projt>Ct. 

lei Operator of proj...:t mllSl c..rtify to I lei Sam .. as Hou.. ... bill. 
Treasu ry annually that proj"':l currenlly is 
in complianc.. with Code requirem .. nt.;;; 

tOI Existing low·i ncom .. I .. nants contlnu .. ' tOI Sam .. as HoUSE' bIll. 
10 bE' counled as such unlt>SS Ih .. ir In,"'Omes 
Incre8.. ... to an amount in .. xcess of 12t)..,.~ of I 

lEI If a proj...:t c..8..<es to comply wilh th.. lEI Sam .. as House bill ... xc..pl Ih .. n>-
Ih .. appllcabl .. low·lncom .. c..ihng I 
low·incom .. sel_id .. b<'Cau.. ... ..xisting t .. n- qUlrem .. nl that availabl .. umls bE' r .. nled to 
ant inrumE'S Incre8.. .... no penalllE'S are 1m· n .. w low·incom .. I .. nanls apphE'S only 10 
poto<>d if .. ach a"ailable unit an .. r . Ih.e lavailab.i .. units of comparabl .. or smallN 
noncomplianc.. O<.'('urs is rented to a n .. w size than those "' .... Upled b~ th .. t .. nants 
low·incom .. lenant unlil th .. proj""t again IS whose Inl"'Ome has Incc .. 8.......d; 
in complianc..; 

IF! No pronslOn. and IF! A 51'<"'Ial rul .. IS pronded for proj€'C1s 
char-glng slgnilicantl~ lo .. .. r than mark .. 1 
rents 10 low·incom .. I .. nanls and Ihal .. 1...:1 
to s.all:if, 8 stricter IO"'"'lnromt:'> ~t"asld~ n."­
qUlrem .. ·nt Und .. r IhlS rule--

1\1 Low'lncome t .. nants contlnu" to 
qU8hf~ as such . as lon~ 8.. ... their Income 

I " ; 





'fa\·E,,·mpl \lund. fur Cerlain 
~ungn\ t'rllnwnlal Adh Hit's 

I. I nd ",I rial de"~lupmen( hunds 
J-:,(. mpl·aclidty //J/I. 

/rflnl.1 

1(; I Propos .. d Tr .. asury r .. gulallons requor .. 
that th .. determination of low. or mod .. rate­
income be made with adjustments for fami · 
Iy size, for bonds issued after 19B5. 

liil Sporls facll,t,es; 

(1Ii1 Conl'enl,on or trade show facll"les, 

(ivl A,rports, d .. fined to include runways, 

~;ii,:a~~r~i~ ai:!:;t ~~~:~ :~dil~~:'';'e~ 
cia I facilities, hangars for one Or more air­
lines. oth .. r property not available for Ulit' by 
th .. g .. neral public. and related storag .. and 
training facilities 

(vi Do,:ks and wharl'es and r .. lated storag .. 
and training facillt, .. s; 

st~~~tel~:d'7:::;;:i~~nfa~ili~l~~7s and related 

(viii Parkin!? faelhtles; 

(viii I Sewa!?e dISposal faellilies. 

flxl Sohd wasil' disposal fucllilies. 

(xl Electnc ener{{y and !?as furnIShing fa · 
clhlles serving areas not exceeding 2 contig­
uous counties or a city and on .. contiguous 
county; 

(xii Fac,illles for Ihe furnlShln!? of waler 
lincluding irrigation systemsl; 

e,:,~:~s ~:~t;;,.':,l-;~~;:f{;'~ft:':"~~fnt:; 
:11. 19H!)I; 

(iii No tax .. x .. mption . 

(iiil No tax exemption; 

(ivl No tax exemption; 

(vi No tax exemption; 

(vii No tax exemption; 

(viii No tax exemption; 

(viiil No tax exemption; 

{ixl No tax exemption; 

(xl No tax exemption; 

(xii No tax exemption; 

(xiii No ta.x exemption; 

{GI Clarification is made that the determi· 
nation for low. or moderate-income be mad" 
with adjustm .. nts for family siz .. 

(iii Same as President's proposal ; 

(iii) Same as Presid .. nt's proposal ; 

{ivl Airports, defined as ground facilities 
directly related to the transportation by air 
of passengers and cargo hncludes runways. 
air traffic controltow .. rs. terminal facilities. 
public parking. and airline hangers, but not 
airport hotels. food pr .. paration facilities , 
and shops I; 

(vi Dock and wharf faclht ... s directly re­
lated to the transportation of p888t'ngers 
and cargo by water (excludes storage ware­
hou_ used oth .. r than in immediate trans· 
portation of goodsl; 

(vii Mass commulln!? facliltles. d .. fined 
generally as und .. r present law; 

{viii Same as Presid .. nt's proposal ; 

(viii I Sewage dISposal faclhlles, dl'fined 
generally as under present law; 

(ix) Solid waste dISposal farllules, d .. fined 
generally as under present law (includes 
r .. peal of targeted ex .. mption for certain aiel>­
hoi and steam facilitiesl; 

(x) Same as Presid .. nt's proposal; 

de~~'~a~;~;~~6,,; ';,e ~u:d .. ~h~r;.ces%~'a{:: 
.. xcept excluding irrigation systems; 

(xiii Same as President's proposal; 

does not PXc .... d I ;,0% of the appllcabl(· 
luw ·incomp ceiling. find 

(21 If th .. proJ .. ct Cl'ases to comply 
With th .. low·lncome set·aslde beC1lUS(' 
eXisting h'nant .n(urnes Increase. no 
penaltl ... arp impospd If pach available 
low·mcomp unit afl", the noncompl" 
anc .. occurs IS rpnted to t"nants having 
!)II,)\- or less ofarpa median illcom .. until 
thp proJ .. ct agam is in compliance; and 

(GI Sam .. as /louse bill 

Iiil Same as Presldpnt's proposal and 
House bill; 

(iiil Samp as Presidpnt's proposal and 
1I0ulit' bill , 

(ivl Alrpur/s, defin .. d as undpr prespnt 
law. excE'pt that tax-expmpt financmg is not 
available for hotels; 

Ivl Dock and wharf fonlllll's, d .. finPd as 
undpr present law; 

(vii Same as Presidpnt's proposal. 

(viii Same as Presldpnt's proposal and 
!louse bill; 

(Viii! S"Il"'!?" dIsposal r"CI II III'S, dt-finpd as 
und .. r prespnt law; 

{ixl Solid wa.<le dl .• posol fooililes. d .. fin .. d 
as und .. r prpsent law; 

(xl EI~etnc energy and !?us-{urnlShl"!? f" 
CI II Ill'S, defined as under present law; 

(xii FaClIII,es for the furnlshln!? of I<'al .. r. 
d .. fined as under prpsent law Ilnclud,ng Irro · 
gation systems I; 

(xiii Same as Prpsld .. nt's proposa l and 
House bill. pxcept retains transitIOn rulp 
included in present·law sunlit't dat .. , 
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f;Xf'mpl·aclil'ily IIJI/. 
(ront.1 

h .. HiHc"l/aneous restridian. 
on ~;nmpt·acli";tll 11)118 

I Use of bond prm·ce" .. 
for (u'III ', lv quahfVlng 
for lax -".urnl" fmanc· 
Ill/.! 

" 11,, 'n.'rsh,1' of properly 
linnnn.'d with nongov­
rrnmenlal bonds for 
c.Utnl'l/a('. hl,es 

c. InduHlrial park /I)/J8 

Ix i,,1 IAJC'OI ,ils/rld henllnli or cooiln1l fa 
nl,tu'S, 

Ixivl Air or waler pollul"'" ronlrol foe ll, · 
i tl's. lind 

Ixv) No tax -exemption 

IbMiMAI Only 911 pt'rcent of IDB proceeds 
are required to be used for purpose of bond 
issue; the remaining 10 pt'rcent may be used 
for any purpose 

IBI In the case of exempt·activity lOBs, all 
propt'rty that is " functionally related and 
subordmate to" the e xempt activity may be 
financed with bond proceeds and counts 
toward sat.sfaction of the 90 percent 
reqUirement. 

(iii Propt'rty financed with IDR proceeds 
may be owned by pt'rsons other than State 
or local governmental units. 

(cl Interest is tax -exempt on lOBs to be 
used to finance acquisition or development 
of land as a site for an industrial park 

Ixilil Nu tax e xemption; 

Ixivl No tax exemption; and 

(xvi No tax exemption 

IbMil No tax exem ption for nongovern­
mental bonds 

(iii No tax e xemption for nongovernmen­
tal bonds . 

(cl No tax exemption for nongovernmen· 
tal bonds. 

(xliii Same as Presldt'nt's proposal . 

(xivl Same as PresIdent 's proposal ; and 

Ixvl Same as President's proposal; 

Effect",,, dale.- Bonds issued after 
December ;JI, I9Hfi 

Tra nsitional exceptions similar to those 
described in item 8. , above 

(bM IMAI All proceeds of nonessential func· 
tion bonds for exempt facilities (othe r than 
costs of issuance and proceeds invested in a 
reasonably required debt service reserve 
fundi are required to be used for the activity 
qualifying the interest on the bonds for tax 
exemptIon 

(Xliii (.ocal d,s/rut hpu/'''1-! ami COO"Il~ 
{un it tu's. dpfint'tJ as und t'f pr~sent law . 

(xlvi Same as Prt'sident's proposal and 
Hnu,e bill; and 

IkV) Ha zardous ft la.~(p trpU(ff".IlI rllulltlf~S. 
as defined under sec 111114 of the So,lid 
Waste Disposa l Act. IFacilltles subject to 
pt'rmitltng requirements under the Rp· 
source ConservatHJn and Recovery Act 
(RCRA I generally qua hfy for fin anclll!! I 

Eff~/",e dale .- Honds Issued after date of 
enactme nt. 

Transitional .,xceptions s imilar tu those 
deSC ribed in ite m B . above. 

IbKiKAI Sa me as lIouse bill, exclept !I!j 
pt>rcent of lUll proc .... ds r .. quired to I,.. uS/,d 
for purpnse of issue rather th"n all pro­
C(·eds 

(BI Eliminates functionally related and I (BI No proviSIOn 
subordmate test. 

EffecllVe dale - Bonds issued after I Effed",e dule - Bonds issued aft .. r datI-' nl 
December :11. I9R5. en!lctment 

(iii Airports, docks and wharves. a nd mass 
commuting facilities are required to be gov. 
ernmentally owned. determined using gen· 
e ral Federa l income tax rules. 

Effeclll'" dale.- Bonds issued after 
December 31, 19R5 

Transitional exceptions similar to those 
provided for exempt-facility bonds titem 
B., above). 

(c) Same as President's proposal 

Effect ... e dale.-Bonds issued after 
December 31. 1985 

Transitional exceptions similar to those 
desCribed in item B , above 

(i l l No proviSIOn 

(cl Same as Presiden t's proposal and 
House bIll 

Effect",e dale - -Bonds Issued aft e r date 01 
enacl ment 

Transi tional exceptions similar to thllsP 
described in ite m B . above 
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d """,0 II-is",'" 111/1., 

2. Studt-nt luun hnnd~ 

Idl Inlt'r~st on sma ll ·issu~ 1I111s is tax I Idl No tllX .'xemptinn for nongov"rnnwn-
"x~ml>l Smull ·issue 11 Ills are issu.·s not .. x· tal bonds 
c.· .. d,ng $1 millioll. th,' proe"t'ds of willeh 
/: .. n,·rally may I,.. used tu finllfl Cl' land ur 
any dppl'"ciablt, pro(H'rty The $ 1 mlll,oll 
SI7" lilllltatlOn IS illcr .... sM to $111 million if 
an elp(:twn is mudt· tu t.ak e Ct.'rtaln cupltnl 
t·xJK-'n<hluft·s 1ntu account. 

Nine ty pt.·rcent uf smull-issu .. honds mus t 
be used for the puqx'St' of the borruwinf( 
I, e., 10 percent may be used for any pur­
pose). 

A special rule allows small-issue lOBs to 
be USM for firRt-tilllt' farmers to finance the 
purchase of farmhmd and for a de minImIS 

amount of us<'d equipment acquired in con­
junction with the purchase of farmland by 
such farmers . 

No special rl'Strictions are imposed with 
r .. spect to bonds to finance deprecIable farm 
property 

This exception expires generally after 
[lec .. mber :11. 19H6 (December :II. 19HH. in 
the CIISe of bonds to finance manufacturing 
facilit,es). 

-+--
Tax-exemption is permitted for Interest I No tax exemption for nongovernmental 

on student loan bonds issued m connectiun bonds. 
with the Departme nt of Educa tion 's GSL 
and PLUS prugra ms. Tax ·exemption i. not 
pt'rmitted for other sl udellt loan bonds I .. g ., 
supplemental stude nt lOR n bond~). 

(d) (:t.·nt ·rally, ttw Ramp a~ pn'sPllt law, 
exct'pt 

I i I Schedu led suns,'\ dat .. s an' d.·I.'1 
.'d. 

Iii) All bond proc • ..,ds lother thun 
costs uf issuance and proceed. invested 
in u reasonnbly r .. quin·d d~ht sl'rvice 
reserve fundI are reqUIred to he uSt'd for 
purpose of lH>rruwlllg 

(iii) No provisiun 

liv) No provision 

Effect",e date.-Bonds issued after De­
cember 31. 19Sa 

in~~: c,;:".!~~~~tSLe:t~eJ':n~~~:~d':n~ 
and all bond proceeds lother than costa of 
i88uance and amounts Invested in a reason · 
ably required debt service reserve fund) re­
qUIred to be us<'d to finance student loans . 

Idl Samp as IllIus .. 1 .. 11 ... xc.'pl 

(I) Retaans pn'st'nt law SUIIS .. "t doth'S , 

and honds tor lin.t tll1l(' farnlt'n; an' 
tn .. alpd as bonds fur manul ;.t(' turin~ fa ­
ciht ... s la nd h .. ncp may I... i"u"d 
through n,·c,·mrn.r :11, I!'HHI; 

fll) Same as Ilouse hdl . t'XfPpl II: . 

pt·rcent of hund (,r"cPt-cis mu~t he u!">l't1 
fur purposf" uf horrowlng rath.'r than 
all prtX'et'ds 

IlIi) The first-tIme farme r exceptIOn is 
eXlland"d 

IAI tu Includ .. (a rme rs wh" '1ual · 
Ify lit the tlnlP of (lurchlls" exc"l't 
fnr prior owne rs illp 01 land d,s­
pos"d of whil e insolvent, and 

(81 to Increase the amuunt Iff 
used t'quipm .. nt that may h, · fl· 
nanced tu 2!i% uf the fill anc lIlg pro 
vld .. d to >I qualIfying farmer; 

liv) A $2!iO,01)0 life tIme limIt I~ 1m 
posed on the amount of dppret' iable 
f>lrm property (including new a"d us,'d 
prupt'rty) fur any principal use r or re­
lated persllns I Bonds iSHuf>d pnor to the 
.. ff"cllve date 8re not a ffected hut count 
In d~tprmining thp tax exempllOn uf 
any post-enactmt'nt Issues I 

Effectw,. date - Bonds issued after d .. te uf 
e nactment. <'xct'pt the $2[;0.000 hmll on dp­
preciable property used in farming lItem 
(iv). above) is effective for I~mds issued a fter 
April 17. 19H6. 

Same 88 House bIll . exCt'pl Hf,')';, of bond 
proc....,ds must l><' us<'d tu mllke stu .... "t 
loans. 

Effectwe date. - Bonds Issued aft .. r De- I Effectl!'e date - Bunds issued after dal .. uf 
cember 31. 198[; enactment 
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Item "re .. nt La.. "residrnt's Proposal III.use Hill Sen8t~ Amrndment _.~ 

:1. Mortgage .ubsid}' bond. 

a. I/uali(ipd mortgage /mad. 
aad mIJrtgag,' credit rertif. 
;cntf'S 

(aK J) Qualified mortgage bonds must be 
used to finance mortgages on single-family, 
owner-occupied residences Th" ta1."tlng 
f::t~:~n~"nts for these bonds inelu " the 

iii At least 90 percent 10 percent in 
targeted areasl of the lendabl" proceeds 
of each iasue must be used to finance 
loans to first·time homebuyer.: 

(ii) The purchase price of bond-fi­
nanced residences may not "xceed 110 
percent 1120 percent in targeted areas) 
of the average area purchase price ap­
phcable to that residence; and 

(iii) Issuers must publish and submit 
to the Treasury annual reports of their 
policies on the use of bond proceeds 

m~~ 11~~e:! ~!c~~~~~e;ar~~~~if~f ~.:'e~: 
bond authority for authonty to issue Mort· 
gage Credit Certificates (MCCsl. The aggre­
gate principal amount of MCCs may not 
exceed 20 percent of the exchanged bond 
authority MeCs generally are subject to 
the same targeting requirements as quali ­
fied mortgage bonds 

1:11 Authoroty to Issue both qualified mort­
gage bonds and MCCs termlnatl'S after De­
cember 31. 1~IH7. 

laHi) No tax exemption for nonguvern- I laO I Same as pres"nt law except - I IaN I I No provision , except mortgage su bsi' 
m .. ntal bonds. dy bonds are renanlf'd mortgagl' r.-v"nue 

bonds 

(2) The MCC option would be repealed 
alon~ with authority to issue qualified 
mortgage bonds. 

iii All bond proceeds 150% in targeted 
areasl other than issuance costs and 
amounts invested in reasonably re­
quired debt service res"rve fund lire 
requir"d to be used to finance resi­
dences for fi rst ·time homebuyers; 

(ii) The purchase price of bond·fi­
nanced residences may not exceed 90 
percent (I \0 percent in targeted areasl 
of the average area purchns(· price ap­
plicable to that residence; 

(iii) Present-law requirement of an· 
nual Treasury reports iB deleted : and 

(ivl At least 50 percent of the mort· 
gage financing is required to be provid­
ed to borrowers whose family income 
does not exceed 90 percent of higher of 
area or Statewide median income and 

::~:~r~ r~~~~~n:~B ;~~r~c~"m': S.: 
not exceed 115 percent of area median 
income. 

In targeted areas, '12 of the financing 
could be provided to borrowers without re­
gard to the above income limits; the balance 
of the financing mUBt be provided to mort­
gagors having incomes not exceeding 140 
percent of the higher of area or Statewide 
mediall income. 

121 Authority to issue MCCs iB continued I l:tl Same as present law. exc .. pt IIlCr!''''''' 
The targeting requirements for MCCB are trade·in rate from 211 ,wrcent to 2:, J'l'l'cent 
conformed to t he revised target ing rules for 
quahfied mortgage bonds 

CII Same as pres"nt law 

Elfect" ,,, dale. - Bonds issued and MC'Cs 
issued with respect to bond authurity ex · 
changed after December 31, 19H5. IDoes nut 
apply to mortgage loans made With the 
proceeds of bonds issued before January I , 
198fi I 

131 Same as lIouse hill 

Effecl'I'e dale. Ronds issued after dat" 0' 
enactm"nt, and exchanged bond authontv 
for calendar years beginning " ft"r 1!IHli . 
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ht'm 

a. Ilualified mIJrlgag(' Imod. 
lind nwrlgog .. rrt'dil rfTlif 
iro/.·, Iron/.) 

Prt"~ ... nl La'A Pn.· .. idf'nr~ PruptHlal lIf1u'e lIill 

(.11 Tenanl -shareholders of coop<>raliv"l (.1) No lax ,'xempllon ror nongovernnwn-
houslnK co rporatIOns are a llowed a deduc· tal bonds. 

(41 No provision 

tion for r .. nl8 pa id to the coop<>ra live equal 
to tll .. 1C allocable s hare of inlerest and taxes 
paid by Ihe cooperalive Cooperative hoos-
ing corporal ions are e ligible to use tax-ex-
emI'l financing unde r the rules applicable 
10 owner-occupled housing (i.e., qualified 
morlKage bonds). 

b. Ilulllified ,''''..rOll.' morl I (b) Qualified velerans' mortgage bonds 
gllgP bIJnd. a re bonds 90% or more of the proceeds of 

which are used to finance loans to veterans 
for Ihe purchase of single-family, owner­
occupied residences Ta x-exempt qualified 
velerans' mortgage bonds may be issued 
only by the five States that issued such 
bonds before June 22, 19H4 Mortgage loans 
financed wllh those bonds may be made 
only to veterans who 8E'rved on acl.ve duly 
before 1977 and who apply for a loan before 
:m y .. ars a ner leavi ng aelive serv.ce 

L l 's\-.o't"mpt hunds fur sf'diun 
!)U 1 (.- U ~II urKoniull inns 

Interest on bonds for nonprofit organ.za · 

~'roa'ji d::'~~~:'n~~~~~:Opl:~!fse~f. 
which are to be used by these organizations 
generally a re subjecl to s.milar require­
ments to those for bonds for general govern­
m .. nt op<>ralions 

(bl No tax exemption for nongovernmen- I (bl Same as present law, except consistenl 
tal bonds w.th rules for olher nongovernmental 

bonds, all bond proceeds (olher than .ssu­
ance cosls and amounts deposiled in a rea 
sonably r!"<julCed debt service re8E'rve fund I 
are required to be used for mortgage loa ns 
to qualified veterans. 

No tax exempl ion fur nongovernm .. ntal 
bonds 

E{{e('lwe dale - Honds .sso~d a He r I)e. 
cember 31, 198~ 

Tax-exempt bonds for sect ion 511ltcK3) or­
ganizations are permitted. as follows 

(a) Only activities directly re lated to 
the exempt purpose of the organizatlun 
may be financed and all bond procl"Cds 
(other than costs of issoance and pro­
ceeds invested in a reasonably required 
debt 8E'rvice rCSt'rve fund) are required 
to be osed for soch activ.ties 

S~nR(~ Aml'ndml'nt 
.--J 

(41 Limit .. d "'juily cuopera t. v.' huus.n)( 
corporullons may elecl 10 h., el.g.bl .. for lax 
ex .. mpt financing und", Ih .. rules a pl'lIcuhl<' 
(0 multi -fa mil y res.d"nllal rental pruPl'rty 
(as mo<lIfi"d by the am .. ndm,'nll. If such an 
" Iection is mode-

(II The honant-shaH,holdl'rs of Ih .. co­
ol)('rative are nol ent.tled tu a rl .. duc­
tion for interest and taxes paid by the 
cooperative (under sec. 216), and 

(2 ) The volume of such bonds counts 
toward the State ce.ling applicable 10 
qualified mortgage bonds 

Bonds for IImiled eqoity coope ral.", 
hOUSing are sobjecl to Ihe Decem!>.'r :11. 
19K7, sunsel date for qualified murlgaK" 
bonds 

E{{ectwe dale - Bonds is.~ued aftN dat .. uf 
enactment. 

(bl Same as presenl law 

Tax-ex~mpt bonds fur sec tIOn !,olto:\) or 
gamwtlOns are perm.tted. as fulluws 

(al Same liS 1I0use bill. "xcep( !1:''7, nl' 
I'roc .. eds is r"'luired tn b.. os .. d tor 
'1ualifi .. d activ.lles . 

192 





Ill'", 

t. "l'a\-('\"01pl hun"~ fur ",t'fltun 
:'H)I('U:II uq~ani/atiuns f,'unt .1 

llualified 
hund"i 

rede"elu"mpnl 

n. (;.'nc'ral ruff, 

Prt·· .... nt La\o\ 

No specific provisIOn. but bonds violultng 
I Dil or prlvat~ loan bond restricllons are 
taxable 

Prf'sidpnt's Prupusal 

No tax exemption for nongovernmenta l 
bonds 

lIulI'p lIill 

(bl In th" case of s"cllon ;~lI(c":1I or· 
ganizatlOns othpr than huspll a ls. Ihe 
aggregale amuunt of outslanding bonds 
of which each organizatIon is R benefici· 
ary may not excp.,d $150 milli on. (;pn· , 
erally. rules of the pr"sent $4() mIllion I 
limitatIon on beneficiaries of IOB·fi · 
nancinK are a pph.,d undN this provi · 
sion); Hnd 

c~s ~}I t~~~:,"'~d~'i:n;~ui;;~h ttrh:: 
own.,d by a s .. clion 5())(cH~1 organi7.11· 
tion or governmental uml (using F..dpr· 
al income tax concepts of ownershIp I 

Sl·nnlt· Am(-'ncinU'nt 
_I 

Ibl No prOVISIOn 

(cl Sa m .. as 1I0use bill 

E((ectll'l' dale.- Bonds issu.,d after [le- I E({(.'(' /II'l' ",,/e. 1I0llds issupd a fh'r dal .. of 
cember 31. 1985. enac tment 

Transitional exception for item (cl. simi-
lar to those provided for exempt·facility 
bonds (item La . aboveL 

Treats bonds to finance certalll land ac· 
quisition and rPdevelopmpnt in bli~ht.,d 
areas. for ultimate use by nongove rnmental 
persons, 88 tax-exempt nont>sspntial function 
bonds 

(al Qualified r.,development bonds must 
be part of an ISSU,, : 

IiI All proce.,ds lother thun costs of 
issuance and proc....ds deposited in a 
reasonably requir.,d r .. serv .. fundI of 
which are us.,d for r..developm"nt pur· 
post'S In a locally designated blighted 
area. and 

liil With respect to which incremen· 
tal property tax rev"nues Ii.e .• addlllon · 
al tax revenues attributable to 
increas.,d property values by reusnn nf 
bond·financ.,d rede velopm .. ntl are re · 
serv.,d exclusively for debt service on 
the is.sue. to the extent necessary W 
cover such debt service 

Real property taxes In Ih" dpsig,".ted 
area must be imposed at the SHme rat e and 
in the same manner as for simIlar propt'rty 
locat.,d elsewh .. re in th .. jurisdiction No 
additional f('f's or char!:"s may be impos.,d 
in the designatPd a rea thaI are nol Imposed 
on other similar propt'rty ..!sewhere In the 
jurisdiction 

Tr .. ats bunds 10 linane .. certain land at 
quisition and red"v"lopmpn t In hlighh·t1 
ltrf"3S. and for U~ by nongov~rllmeutal ,WI 

sons. as tax ·e xempt lUlls 

lal Samp as Iioust' boll . except !IS pprn'lI! 
of proc",'cls are required It> hI' used lor r"cI .. · 
velopment puq'os .. s in a locally clt'sll(l1alt·d 
bltghlt·d ar .. " 
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,-rt'''t>nll.8'''' rn'SIOC'nl " ,.. ropU!'IUI 

:i. tlualofipd rrd.nloptnrnl 
hund, (ronl.) 

b. ["t· .• of bond pror ... ·d. 

r. 11t·.igaa/ion of blighted 

(b~ I I Ttw proceeds of qu1110 fied redevelop­
ment bonds must be used for the followinl( 
pur~. 

(il To acquire by emint'nl domain or the 
threat Iher!'Of, clear, and prepare land In a 
designated blighted area for redevelopment , 
nnd transfer real prop<'rly interests 10 non­
governmental p<'rsons for flllr market val· 
ue; 

(ii) To rehabilitate Ihe real prop<'rly (ac· 
quired 08 above); and 

(iii) To relocate occupants of structurt's on 
Ihe acquIred real properly. 

-~ 

'bK II The IJrlK:ped. of 4ualifiPd redevelop­
ment IDB8 must bt, USl'd for the followlOl( 
purp')S1'8 

(il Same 88 House bill, but clarifi.,s Ihal 
"fair markel vulup" ren""ts covenants and 
restriclions relatinl( to the U!le of the reHI 
prop<'rly, and provides that aclual threal of 

:;:~:;Ih:m;~:~ ~rte~~~~~ d~~~~~'~~~ 
acquisilion of prop<'rly is one WIth rt'spl.'Ct to 
which power may be exercised; 

<iiI Same as House bIll, Hnd 

(iIi) Same as HouAt' bill 

(2) Qualified redevelopment bond pro- I (2) Same as House bill 
ct>eds may nol be used to conslruct buildings 
or other nt'w slruclures for use by nongov-
ernmrntal p<'rsona on the bond-financed 
prop<'rty 

be(~!IJj":~I~~u::S":::~~I~ent bonds may 

(i) a State law Ihal authoriz"" the 
illHuance of s uch bonds for permItted 
purposes in blighted areas, and 

(ii).a redevelorment plan adopted (be· 

~~~~n,:u~;r; ~f I~he bog~~s~r~r I;~r~~ 
local governmenta l unil having juns­
dicllOn over the blighted area 

(2) Designalion of blighted are88 must be 

~:~t.~y u~~~ ~"a"vi~~ f~ri=ti:;a~!::e;h.; 
area and musl be based on prescribed State 
stalutory criteria. 

(3) The a!lgrl'gate blighted arl'as designat-

~n~ina r~~a~r~;~~;,~h~':!s~~~ ~=ru;~} 
which is more than 10 p<'rcl'nl of the as­
st.'88ed valul' of all real prop<'rly wllhin its 
jurisdici IOn 

(4) A designated blighted area musl be 
larger Ihan a conllguous '/,-square mile <160 
acres). 

ICM Ii Sume as 1I0u.I' bill 

(2) SarnO' as lIouse ""I 

(:J) Sume as lIou8e bill, but IOcrea""s )'u,,1 
to 2fi p<'rcent 

(4) A designated blighted urea may not 
be smallpr than J(J contil(uous !lcres 
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L I I el'HUlI;:'lIl :-, I • "PU;!IIA. 

~~-t------1----=--:':::":":'::"":"":'=-----+------':':":'::=--:"::':":"---l-~"='"U'' '' ''' ' ''-''''''' --1 
(lualifi.·d r~d .. , .. I"pm .. nl 

hund .., (ront.) 

rI . . ·tppliclltion "f IIJII limit" 
lions 

- - -------'--

(dKIl Qualifil'd red .. v .. lopm .. nl hnnds ar .. 
subJfft to the volume anrl olh .. , limitations 
applicable to non .. ~ntial fund inn bonds. 
".cept the limitation on use of hond pro­
c .. l'ds to finance nonagncultural land. 

(21 Owner-occupl .. d housong rehnblhtat .. d 
with quahfied red .. v('lopmen( hond pro­
c .... ds. or construcled on bond-financed land. 
is permitted only If-

(il the first purchaser of each resi­
dence reasonably expffts it 10 bP his 
or her principal residenc ... and • 

(ii) the r"sldence satisfies the pur · 
chase price limitation which would 
apply for qualifil'd morlgaKe bonds in 
the same location. 

(31 Residential rt'ntal housing rehabilitat­
l'd with qualifil'd rl'dt'vt'lopment bond pro­
ct'Ms. or constructl'd on bond-financl'd land. 
must 8I.ltisfy all COOt' targ .. ting requir .. -
ments applicable to bond-finance<! multi · 
family residential rental housing. 
throughout the quahfil'd projt'Ct period as 
definl'd for bond purposes. 

(41 Facilities that may not bP financed 

~~~,:,x:k~r;:;~:~:I~~al~~1~~i.n;!~~~~ga;~: 
cilities. and liquor stort'sl. or the financing 
of which is restrictl'd with rt'sped to small­
issue bonds (including retaol food Rnd bPvt'r­
age establishmt'nts. automobile sa les and 
service. and various rKre-alion and enter­
tainm .. nt faciliti"sl may not bP located on 
land financed with qualified rl'd"velopm .. nt 
bonds. 

IdN II qll s lof, .. d redewlnl'n ... nl "onds ar(' 
lIlBs and hence subj"cl 10,,11 IDB ,,,slroc 
lions, including thp vuJunw IInutatlOn tor 
lIlBs and stud"nl loan honds An ('''',·"Iion 
IS provld"d frum th" hmllatoun on I h t' us .. ul 
bond prnce .. ds to finunce nonaKricullural 
land !Floor amendmenl hy &-nalor RlDcus. 
arlopted hy voice vult' I 

(21 No proviSIOn 

(31 No provisiun 

14Mal Except a.. proVided on Ihl up to ~;) 
perc .. nt of bolld proct'M~ Illay be used j{or 
faciliti es with r .. spect to which IIiB financ 
ing is restrictl'd or for land on which such 
faci"ties are to be loca ted 

(bl The following facilities may not he 
financed with rl'developml'nt bonds or 10' 
cated on land financed With such bOllds 

(il Private or commercia l golf coun-jf'S; 
(iol Country clubs. 
liiil Ma.'lSagt' parlors. hul lub faclh· 

(o"s. or suntan faci"ti"s. and 
(ivi Racetracks and othe r facihl,, ·, 

prima rily usl'd for gambling 
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Ii \I .... t "llal"'(HI~ rl"~lrldiH'h ('II 

1.1\ (""UlI,t h011I1 ... 
(I /((,I,.,dwII"II 11111''''''''1111 

IWI"I"'f ,.,11"""'1,1 htllll/~ 

h 'clJ'II.~II"'" of Inlld nud f'X 

;.\li"lJ prup'TllJ Illltf prohi 
hilwn on {;lIfflll';"q .... rlai!. 
{Ul'l II I,,. .... 

,', ""hlir nppn".nl rt ·lJlllrt· 

III,"t 

" ('1""",, III " .... ~ fI{ IlfItlQfIl ' 

('1'11111' IIlal h""d-fi,lllnrl,d 
pnlpf'lllJ 

lOll Th .. wl'lgi11t'cI av .. ,.:tgt· 1t1;lfunfy 01 
IllUs may 1101 (').{·PI·d I~IJ p,·rn·1I1 III ttl(> 
n'asCJllably t'XPt,,,:ft·d Pt'OIlIHnl,' lilt· uf lilt' 
IUUH" fin;lnn'lI prot"-'rl Y 

~;II N(I f;IX t~ x('lI1pfHII1 I.,r no"gov~rnnlt'n 
f,,1 honds 

Ibl Int .. r .. st on Illlls ~elll'r:tlly IS taxahl .. If 1 Ibl No tax ('xemptlon for nonKOVl'rnmen­
mOlt' than ~!i percent 01 the J.>rol'I·('d~ of tin tal hunds. 
ISSUt' IS USt'd for land A cq UISitIOn of eXist IIlg 
prop"rty may not b .. lina nced With tax-
.. x .. mpt Illlls unless a re habllotalion r .. -
qUlrt'menl IS satisfi~d 

Luxury boxes and Cl' rlall1 othl'r facilot",s 
may nut b .. lin ,ulc.,d with lax-.. x .. lIlpt bunds 

ICI IllBs may b .. IRSut'd only after IhO' 1 Icl No tax "xt'mpllOn fur nonKovernnwn-
ISSI",r holds a I'ubloc hl'arinK and the bund, t,,1 bUilds 
ar .. appruVl'd by an ,,1.'l'Il>d ollieoal Alt .. rna-
t IVt'iy. Issuancl' 01 t he bonds may be all-
provt..od by .a voter n,lprendum 

Idl Tax t'X{'f1lllt hOlltl:-; g~nt'ri1l1y an' nOli Idl No tux t'xl'mption for nongovernmen-
fI·qlllr .. d to I,,· n'd"('llll'd il I hI' us," of hondo tal bonds 
linancpd prOpt'rt y chanJ,!f's frurn a use quail 
IYlnK 11l1""'st on the bunds fur tax-eXt'mp-
tllll1 to a 1I0ntluallfit'd USf' 

1; 1) EXlt'nds pr('!--o{'l1 f law re~frlrtlon 10 all 
IIOfU>SSI'1I1 wi fUHt'! 1011 honds lof hl'r f h;m 
Ilwrtgagt' subs.ldy lxmds and studt-Ill lonn 
hunds) 

_I 

tal Exll'ntls ,uPsI'nf law II'!--.llldlClll Itl ~I'l 
tlOn :,lIlu.: K:tI organll;1I11J1I hUlids . wllh .lfl 
(·xt..'t·pt ICln 101 nlOrtgil),!(' lualls IIlsurt'd ul1lit" 
t'('rtaln "'IIA prug:ralllS 

In ttll' caM' nf cprt .. ", !'"ul .. d It-iSUI'!-; 'or 
mult Ipl(..o spd IIHl ~,IIJh.'II:t) oq . .::anll.a t 101'-"'. I tH' 
ru)t' wuuld b .. , applied nil II 103n uy 10al1 
Irath{'r than tI propPlty hy prolwrlyl ba~ls 

f:fti'I'/II'p dul.· - Bonds Issupd "ner 1l" ·1 Et(o'dll'e dal., - Bun,1s Isslwd alto'l d .. io' "I 
ct'mbt'r :tl. I!)H;I ennl'fllwnt 

Ibl Extends present-law restrlcllo"s to all 
nOlwss .. ntial run,·lIun bonds loth"r than 
murtW'Ke subsidy bunds and stud"nl I"an 
hondsl 

Eflectll 'e dale. - Bonds issued after £)(0. 
cember :1I, 1!IH5. Transitional ,·xc .. pt,ons 
tfnr wnds not pr..senily subject 10 these 
Iimltatlonsl similar to those described in 
Item C I a . above. 

leI Extend" prest'nt 11>11 requir .. onents tn 
"II noness .. nll,,1 funcllOn bonds 

"-'fleelll'" dule - Bonds issu .. d aft .. r D,·­
cember :II. I!IH:, 

tdl A chanKe in use of property linanc"d 
with nonessenlial function bonds. to a use 
nol 'lualifYlnK for lax-ex .. mpt linancmg. 
generally results in loss of inconll' tax dt'­
duct ions for "'nt. int .. rest. or l'quival .. nt 
amounts paid loy th .. persun usinK the prop­
erty in Ihe nonqualifying use Section 
fit/ltcK:\) OrKlmi7.!ltions realize unrelated 
business income with respe<:t to such usE' 
The .... consequences apply in addlt IOn to any 
loss of tax exemption on hond int"rest pro­
vidlod under pr"""nt law. 

"-'ffel'/Il'/' dale - ('hanKes in use uccurronK 
after necpmber :1I. l!IH!i. with respect to 
financinK provid .. d Iby loan. least'. or oth('r 
arran~"l1lenll aft"r that dat .. 

Ibl Nu prOVISIOn 

IC) No prOVISlOn 

Idl Sam" as linus .. holl 

f~'l/rdll ' f' du/r ~ ('h;lngt'S III US'" II(TUITll1g 
,aft(·r datf" or t'llaetnwnt. With n'~ I)f 'd III 
final1clng provldt'd (by loall, Ipil~(·. Ut 0111"1 
arr:lllgl'm('nll ... ft .. r thai dalt· 
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L It.'m 

U. \ 'ulunu& Llmitation!'4 nn NunKuv 
t'rnmt~ntul Bunds 

I'rt>""'t;l111 La\4-

Volume IAnuioluJIIs 

Thrt'e separate sets of volume limitations 
are Imposed under prE'sent law with respect 
to cE'rtain typt>S of nongovernmental bonds. 
(II LlmltallOn on stutient loan bonds ond 

mostlDBs 

de~ff;:,~o:;';d;~'::d ;;~~iDB.°th~i :::a;t~ 
issued within a State during any calendar 
year is limited to the greater of $150 for 
each resident of the State or $200 million. 

The $150 per capita limitation is sched­
uled to be reduced to $100 after 1986. 

AllocallOn rotes -Each State's volume 
limitation is allocated on~half to State issu­
ers and on .... half to localities within the 
State on the basis of relative populations 
unless the State adopts a statute providing 
a different allocation. Governors of each 
State are permitted to issue proclamations 
overriding the Federal rules during an in­
terim period before State legislatures meet. 
Each person allocating bond authority must 
certify that the allocation is not made in 
consideration of any bribe, gift, or campaign 
contribution. (A special allocation rule ap­
plies for States 'laving constitutional home 
rule cities' 

I'ruident's Proposal 

No tnx exemption for nongovernmental 
bonds 

IInuse 11111 

Unlrled Volume 1,,"ulatlOn 
A s ingle volume linlltatlOn is impos<'d 

with respect to thE' following honds issut'd 
by States and local issuers therein -

t II All nonE'ssential function bonds 
with respect to which tax -exemption IS 

permitted texcept certain airport a nd 
port bonds, discusst'd helowl; a nd 

(21 The portion of a gnvernmental 
bond issue in excess of $1 million that is 
used by persons other than a State or 
local govE'rnment 

AggN!gale uolume.-The annual volume 
of tax~xempt nonessential function bonds 
!including the nonessential portion of gov­
ernmental bonds, discussed in (2', above' 
issued by each State and local issuers there-

~~:d:~t :f\h=c&:!~~~ 12~~iIYro~175 per 

$II~i~':"~~it.:::: !i;;;i:a~~8~ ~ ~:i":c~t~ 
present-law scheduled sunset of tax exemp­
tion for qualified mortgage bonds 

Current refunding bonds are not subject 
to the volume limitation to the extent the 
amount of the refunding bonds does not 
exceed the amount of outstanding refunded 
bonds and the bonds do not have a maturity 
date after expiration of 120% of the re8BOn­
ably expected economic life uf the bond· 
financed property (17 years for nonfacility 
bonda and 32 years for tax~xempt mortgage 
subsidy bonds'. 

Allocalzon r ... les.-Each State's volume 
limitation is allocated on~half to State ISSU ­
ers and on~half to local issuers within the 
State on the basis of relative populations 
unless the State adopts a statute providing 
a different allocation. Governors of each 
State are permitted to issue proclamations 
overriding the Federal allocation rules, ef­
fective dUring an interim period until the 
end of the year in which the State legisla­
ture next meets in regular session 

The present-law required certification by 
persons allocating bond authority is r~ 
pealed 

Other administrative provisions of the 
present IDB volume limitation (including 
the rules for determming the location of 
property receiving volume allocations, and 

~~en:I!~~er~~le ~~i!~:pl~a~~d~rc~~:~~~ 
volume limitation . 

Senate I\m.'ndment _ ..-1 

Volume [ .lnlltalums 
Thrpe separatE' sets of vo lume limitatIOns 

ar~ imposed In OJ mannlor Similar to prest'of 
law-
(J) LtnututlOn Oft studen t lfmll hOfUJ.o:; lind 

",osIIIJII.' 
Same as present law, inc\udlllg the redue 

lion to $100 per capita a fter I !,8(i Illazard­
ous waste and quahfie<l redevelopm .. nt 
bonds are subject tu thiS volume "mita tlOn , 
tOKether With student loan bonds and othpr 
IDHs (subject to the exceptIOns b.·lowl I 
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L It.'m 

l) \'nlunw Lin,itntinn~ un Nnnguv 
.rnmentul Bund. «'nnl.l 

l'rt'senl 1.8" 

Curryforward uf hOTld authoroty. - Bond 
issuers may elect to ca rry forward unused 
bond authority (for up to three years gener­
ally) for specific, id .. ntified exempt-activity 
IDR projects, or for the g ... neral purpose of 
Issuing student loan bonds Carryforward 
.. Iections are not permitted for small·iBBue 
IDBs. 

I:J} (luullfled mortguge bonds 

Aggregate l'Olume.-The annual volume 
of qualified veterans' bonds that may be 
Issued wlthon a State is limited to the great­
er of (1) 9 percent of the average annual 
aggregate prmclpal amount of mortgages 
executed durinl( the three preceding years 
for single-famIly , owner-occupied residenc .. s 
located in the State, or (2) $200 million . 

AllocutIOn rules - Qualified mortgage 
bond authority is allocated among Issuers in 
.. ach State pursuant to rules like those ap­
plocable to student luan bonds and most 
IDBs 

Carryforward 0fo bond author/lv.-States 

~~~tg~~~ ~~'1 au~ho:'~~ unused qualified 

l;jl QualIfied .... Ieruns' morlga/(e boads 

Aggregate ,'olume.-The five Stau-s per­
mitted to Issue qualified veterans' mortgage 
bonds are subject to volume limitations 
based on the volume in whIch they issued 
bonds during the period beginning on Janu­
a ry I, 1979, and Anding on June 22, Hlt<4 

A lIoca t lOTI rules.-Qualified veterans' 
mortgage bonds are general obligation 
bonds of the issuing Statt'. ThIS bond au· 
thurlty is not a llocat...d to any local govern­
mental Issuers 

m~:rz[r~~~r;; 0fu:::~ a~~~c:::p q-:~~t;d 
veterans' mortgage bond authority 

.'residenr. I'rupo.al lIuu.e lIill 

Carryforward uf bond authonty.-Bond 
issuers may elect to ca rry forward unused 
bond authority for up to thret' years for 
specific, identified projects and for the gen­
eral purpose of IBBuing either (a) qualified 
mortgage bonds, (b) qualified veterans' 
mortgage bonds, or (c) student loan bonds 
~~~'iI1::-:~~:'tions are not permitted for 

Permanent set·aside for sectIOn SOl(d;jJ 
orgaRlzatlOn bonds.-An annual amount 
equal to $25 per capita ($:10 million for 
Stau-s having a $200 million limit) is set­
aside permanently for qualified 501(cK:I) 
bonds. 

Senut~ Amendment 

Protec/aun of qual.fled redel'elupm"Tlt 
bonds - UnleSB overridden by a State stat· 
ute, at least $fi per capita ($B million fur 
Stau-s using the $200 million limit) must be 
set-aside for qualified redevelopment bonds 
in Stau-s that iBBued more than $25 million 
in tax-increment financing bonds between 
July 18, 1984, and January I, 19B6 

Protection of hOUSing bonds.-Unless I Ii} qualifIed olOrtgoge bonds 

~r':l~~~e~b~5'!;oS~f~:'fJ~rU:'r~n"!t5~~; Same as presmt law 
sunset of authority to issue qualified mort­
gage bonds) of each State's annual unified 
volume limitation is required to be used 
for -

(i) multifamily rental housing bonds; 
(ii) qualified mortgage bonds; or 
(iii) qualified veterans' mortgage 

bonds 

At least I/, of the housong portion must be 
used for multifamily housing a nd 'h for 
single·family huusing, unleBB othe rwise pro­
vided by the governor or a State statute. 

l;j} Quultfled .. etemns' OIorlll"lI(' /),,,,cl., 
Same as present la w 

_I 
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IIl1u,e lIill St'na1t" j\mendm~nt II~m 

----------+-------------------+-------------------+-------------------~----
Pn· ... 'nl La'" l'rp,idpnt'", I'ropusal 

I 
-1 

U. ,""Ium .. · I.imitalluns un NunKuv . 
l'rn"u'"lal lIunds ,('unt.) 

Non/.:()llcrnnu'nlal ROlldfi Nol SuhJt>cI to 
Volume IAnlllatroll .~ 

No volum .. limitallons ar .. imposed wllh 
"'specl 10 nonguv .. rnmt·ntal bonds the pro­
c" .. ds of which are 10 be used -

III By secllon ,)OllcN:1I organi7olions 
121 For multIfamily r .. nlal housing 
131 For gov .. rnm .. ntally ow ned alr-

porls. docks and wha rves. mass com­
muling fac,lot,,,s. conv .. ntion c .. nlPrs, 
and Irad .. show facilili .... 

For purposes of Ilem (31, above. facilitl". 
ar .. Ir .. aled as governmentally uwned if th .. 
1t'SS('(' (if any) makes an irrevocabl .... Iection 
nol to claim d"preciation on or inv .. stm .. nl 
lax credit wilh r .. spect to Ihe facilily 

Noness.'ntuoi Funr/lOn /lOII"S Nllt Sub}.,,·t /" 
Volume Ji~nlltatltm,~ 

No volume linllialions ar .. Impos"d wilh 
respt'Ct to' 

(I) Bonds to linanc .. ai rporls loth .. r Ihan 
ca rgo handling faclloll""'. and 

121 Bonds to financ .. port facllilies lolh"r 
Ihan storage facilitiesl 
(Tax~x .. m!,1 financing for Ihes .. facllilll'S 

is nnl permlll .. d unl .. ss Ih .. facilolies ar .. 
gov .. rnm .. ntally owned. d .. lermoned by r .. f­
..r .. nc .. to g .. n .. ral incum .. tax concepts of 
own .. rship) ISee, item C.l.b ii, abov".1 

(See. ile m B, abov .. " 

Effectwe dale. - Bonds issu .. d after De­
c .. mber ;)1, 19X5. 

Transitional exc .. plions sim ila r 10 Ihos .. 
dt'8Cribed in it .. m B • abov .. , are provided for : 

III Bonds presently allowed to be issued 
outs id .. Stall' volume Iomilalions Ihal ar .. 
subject 10 Ihe n .. w unIfied limilallon und .. r 
the bill 

(2) Oonds pres .. nlly subject to Stale vol ­
um .. limitalions Ihat also ar .. subjecl to Ih .. 
new unified Iimitalion if lal Ih .. bonds a re 
issued pursuant to a ca rryforward .. Ieclion 
a llowed und .. r Ih .. curr .. nl privale aclivlty 
bond volum .. limitation fil ed bt-fure October 
:1I, 19~5, a nd Ibl th .. bunds ar .. issued with 
respect to faciloties satIsfying transitional 
exceptions s imilar to those descrobt-d in 
ilPm B , abov .. 

I/>/ls, de. Not SuhJj·t"/ 10 Volullw t,nlliu 
Il,ms 

No volum .. lonlitalouns are imposed wllh 
respett to 

1 \) Qualofi .. d "l\lIc ":1I bonds, 
121 Ilunds fur multif"moly renlal huus­

ong. 
1:11 Bunds fur "Ir","ts, docks and 

wharv ... , and sewagl'. sulid wasil.' d,s­
posal, and walt'r-furnishlng faeilolit's, II 
the bond-linanced properly is gov .. rn­
mpnlally uwnpd 

Und .. r a "saf .. h<lrbor" rul .. , fadlotlt's dt'­
scrib .. d on (:I). above. ar .. I rea 1..0 as govt'I'I1 ' 
m .. ntally uwned for purposes of IhlS 
provision If-

Iii th .. I .. sse .. lindudong a Us"" purs u 
an t to a management contract or SUIlI ­

lar agrel'm .. nll mak .. s an orr .. vOt·abl .. 
.. Iection not to claIm deprec lalloll or an 
inv .. s tm .. nt tax crt·dil wIth res pPC I to 
th .. fal'lloty, 

Iii) Ih .. term nf any lease, manag .. · 
ment contract. or similar arrangem(>nt 
dOPS not .. xceed XW7r uf th .. r .. asunaoly 
.. xpeclPd ecunumic Iof .. uf to" property, 
and 

(oill Ih .. I .. ss .... , etc d()(>s nnl hav .. <In 
opioon 10 purchas .. the f"('Illty olh..,. 
Ihan at faor mark .. 1 valu .. 

Th .. r .. quor .. m .. nts of Iii I and li,,' abov .. du 
nul a pply to hunds fur solid wasl .. dlSIM)sal 
facilili .. s . 

Effed",edule - Bonds ISSU..o afler dal .. ot 
enac tment 

11. Transit IUnal excf:>pt IOns simil iu to 
thos .. dpscrol .... d on Item B . abuV<' . are pro­
VIded for bonds pr .. sently allowl'd 10 10 .. IS­
sued outsid .. Slat .. vo lu m .. limllallons Ihal 
ar .. subject to such Iomltations und",. thO' 
amendm .. nl 

1!l9 





L 

K .\rhitrag.' n.','rodinn. 
I. I'mfil limitlltions and d~t~r 

minaliun uf hun .... yit' ld 

Pres .. nt law includes I hree s<"Is of arbl 
tragI' .. 'strictions applicabl .. to tax-l'xt'mpt 
bonds 

(;~nerul reslrlcl"IIIS ""pltt'Clble 10 all lux­
exem,,' bonds 

Pmfll Ilnlllol",,~ •. - If bond proce(,ds 
are reasunably expect .. d to be invested in 

h~v~~'~ie: ~~;~rt~!)t:s ~xa~:;,::W; ~gnhd:: 
~~~b\~" th~~~~~~~ ~~~;~~ '~~~r;,;,!~: 
earnings depends on wh .. ther the bond pro­
ceeds are mvested in obligations related to 
the purpose of the borrowing or in other, 
nonpurpose obligations, and whether the 
issuer electa to earn unlimited arbitrage 
profits for certain temporary periods 

E:XCepllOns.-(a ) Investmenta during a 
tl'mporary period prior to use for th .. pur­
pose of the borrowing. IG .. n .. rally, this tem­
porary period may not exceed 3 years.) 

(bl Investmenta not exc!'edmg a mlllor 

!;~\~he~l;:::I~f~g~~~:~fo~~~~e~~~bi~ 
rl"ljuired debt S('rvice reserve fund is the 
most important exampl .. of the use of this 
excephon.) 

Th .. present-law arbItrage rules would be I The present -law arbItrage rul" s ar .. modI· 
modified as follows . fied, as follows: 

The pres"llt law arhlt rage rul('!'; art.' IIl0dl 
fi .. d as ('ollows 

General r~slrlclwns oppltcoble 10 all lox-
ex~mpl bond.s 

w:':,l:'" p~~~;'~~I~h:~~~ re~~~~~~:t:,"x~ 
pectations tt'st does not protect intentional 
acta to create arhitrage occurring after the 
bonds are issued 

('",neml rf'slrlc/wns appllcahie 1(1 0/1 lux 
exempl bonds 

Prof· I Irmllollon.' .-Ial Same as PreRi­
dent's proposal .. xcept the restriction un 

~'j~es,~n .. "xn~a~~eSif;i~cr~d~dii~~~~~~~~o~~ 
annuity contracta and other property held 
for investment (This rule ensures that pur­
chase of :Jrd party contracta to fund de­
ferred payment arrangementa are suhject to 
yield restrictiuns in the same manner as 
direct funding of these arrangem .. nts .1 

(jeneru/ r(·slrrdwfl .... fJJlI'/u 'uhle 10 a/l lax 
('"(emp l b(lluls 

I'm/illutHlu/furlS Sanlt' "s Ilous.' 1 .. 11 

(b) The right to elect to earn higher arbi- I (b) Same as President 's proposal. 
tragI' profits over the enlire term of the 
bonds by foregoing a temporary period 

Ib) Same as I'resid .. nt's pruposal and 
1I0use bill 

when unlimited arbitrage is permitted 
would be repealed 

in:~~:ho~~ii.~i~e:::'b;;::.'le r.r~~~i~W 
would be restricted as follows: 

pe(rl~i~~ tf~~PO~';;1 i~~:: :ofi~~n: 
acquisitions; and 

(2) For construction projects, the tem­
porary period would end on the earlier 
of the date-

(A) Th .. project WaB substantially 
completed; 

(s) An amountl"ljual to bond pro­
ceeds had been spent on the 
project , or 

(el Three years after th .. earlier 
of the date the bonds were issued or 
the date construct ion on the project 
began 

Excepl.ons.-Ial Sam .. as President's pro­
posal except the tl'mporary period for bonds 
used to finance acquisitions is 30 days 

EXl"l'plwns.-(a) No proVISIOn 

(b) The minor portion exception IS re- lib) Th .. minur portIon ,'xeeptlon is n'-
pealed. talllt"d but limIted to the I,'"",'r u(' ,,"1r 01 

bond proceeds or $IUO,IIUO Idl't .. rmlll.od WIth 
out regard to any r .. asunably r"quin'd d.'hl 
service reserve fUlld, defined as llndpr 
pre""nt law). 
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I Profit limitatiun~ and deh'r 
minallun uf hund }ielrl (ennt.) 

IJt'lrrnllnal/tln ol bond YIeld - -Bond yield 
IS Interpreted to m .. "n the d,scount rate at 
whIch all antlcipat .. d paym<'nts 01 principal 
and Interest Oil the bonds equals the net 
pruceeds of th<' issue aft .. r deducting the 
costs of issuanc<' (Th,s deduction nf issuanc .. 
costs permits bond Issuers to earn a hIgher 
yield on the investment of bond proceeds, 
and thereby to pay issuance costs out of 
arb,t rage profits. I 

AddlilOnal reslncllOns for mosl IDBs 

Profll ioml/o/lOns.-IDBs (other than 
IDBs for multifamily rental hOUSing' are 
subject to the follOWing add,t,onal arbitrage 
restrictions 

(a) The amount of bond proceeds that 
may be invested at unrestricted yield in 
obligatIOns unrelated to the purpose of 
the borrowing is limited to 150 percent 
of scheduled annual debt service. 

(b) The gross earnings on <'ach issue 
of bonds must be rebated to the Federal 
Government at specified intervals 

Exceplwns.-The restriction on invest­
ment in nonpurpose oblogations (item a, 
above) d(){'s not apply to investments for an 
illltial temporary penod or to investments 
for temporary periods related to current 
debt service las opposed to reserv<, funds for 
future debt service). 

The rebat .. requIrement d(){'s not apply if 
all bond proc<'eds are spent for the govern­
mental purpose of the issue within 6 months 
of issuance of the bonds or to certain debt 
service funds on whIch less than $100,lIOO is 
earned in a bond year 

Add,lwnal resinc//Ons for ""abf.ed morl­
/tag,< honds 

Prof'l bm.lalwns.-The effective rate of 
Interest on mortgage loans prOVIded with 
qualified mortgage bonds may not exceed 
the yield on the Issue by more than) 125 
p,'rcentag<' pOInts 

Inv<,stment of qualified mortgage bond 
proceeds In oblogations unrelated to the pur­
pos<' of the borrowing is restricted in a 
manner sllllllar to that for most IDBs Addi· 
tinnally, arbitrage profits must be rebated 
to th<' Federal Govprnment or paid or cred­
ited to the mortgag-ors. 

[Jelern"'lO/lOn of hond Yleld. - Bond YIeld 
IS determined using the origInal issue dis­
count rules of the Code (Thus, costs of 
issuance may not be recovered out of arbi­
trage prnfits.) 

Exl"flSIOTl of preseTl/-law add,/lOnal IDB reo 
stnctlOns 

The prpsP"t restriction on investment of 
bond proc..ros in obligations unrelated to 
the purpose of the borrowing and the rebate 
requIrements applicable to most IDBs would 
be extended to all tax-exempt bonds. 

Delermlna/lOn of bond .Yleld - Same as 
President's proposal 

/)elernllnalwn of honel Vleld - Sam .. as 
PresIdent's propusal and 1I0use boll 

ExlenslOn of presenl-la", add,/lOnal IDB I Exlen."on olpresenl·law add,/lOnal I/JR re-
restrlctlons slnetlOns 

Same as President's proposal for bonds I Same as President 's proposal and Huuse 
oth"r than qualified mortgage bonds and bill, except-
qualified veterans' mortgage bonds 

Add,/lOnal resinc/wns for q(jabfled morl· 
gage bonds 

Same as present law 

Add,/lOnal resiroc/zons far quaiofled I'eler· 
ans'martgage bonds 

ad~~io~~is:~~;~~:g~~:~~fc~i~no:~na3~et;:'ani 
requirement are <,x tend...:! to qualofied vet­
erans' mortgage bonds in lieu of the expand­
ed IDB-type restrictions 

(\) Exempts current debt service funds of 
governmental units with general taxln~ 
pow .. rs from rebate requIrement; 

(2) Provides an exceptoon from the rebate 
requirement for bonds to finance operatIons 
of or faciloties for governmental units with 
general taxing powers If all bonds issued by 
or on behalf of the unit in the year of issu<' 
are not reasonably eXi-"'cted to exceed $:' 
million; 

(3) Imposes a penalty in lieu of loss of tax· 
exemption for certain rebate errors in the 
case of governmental bonds and qualified 
5011cH3) bonds and directs Treasury to mun­
itor the rebate requirement through use of 
information "'ports (see F., b..low'; and 

(4) Exempts from rebate certain arbltrag<' 
earned on Federally guaranteed student 
loan bonds dunn~ an initial t .. mporary 
period. 

AddlilOnal resindtons for "uaio/ied morl · 
gage bonds 

Same as House bill 

Add,/ronal resinc//On.. for ,,/labl,ed I'I'lt'r 
ans'morlgage bonds 

Same as IIouse bIll 
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I. I'rufif limilatiuns anrl c1t,lt'r 
milliltllm nf hun.) ~it'ld Icnnl .• 

2. H"stri(")iun~ un udvance reo 
fundings 

AdcilIU)ff(l/ n·s/'rdlOlI .... 'f,r .... 1 IIeif·" , loull 
hullt/. ... 

In l'I~1. Tn'",,,ry was d" .. ct .. d to pr .. -
scnl)(· rt'gulallons appl ying add.t IImal arh. ­
fragf· restnrtlOns sinular tu Ihn ..... e now 
al-'l-'lYlng to Illost lI)11s to s t udl'nt loan 
bUilds 

SU;S f'mwum 

Th .. TreLlsury n"partm .. nt ISSUes a special 
State and Local Governm .. nt s..ries (SLGSI 
of Tr .. asury bonds to .. nable issu .. rs of Slale 
and local gov .. rnm .. nt bonds to avoid earn­
Ing impermissibl .. arbitrag .. I-'rolila Int .. r .. st 
rat .. s on SLGS are set by refer .. nce to the 
permitted yi .. ld on each issu .. of lax-ex .. mpt 
bonds. Purchasers of S/,GS must give Treas­
ury 20 days notice of th .. ir int .. nt to pur­
chllSf'. Th .. minimum maturity ofSLGS is 45 
days. 

Bonds oth .. r than IDlls a nd mortgage sub­
sidy bonds may be advance rE'fund .. d IDBs 
and murtgage subsidy bonds may not be 
r .. fundl'd mor .. than IKfl days b<>for .. th .. 
r .. fund..cl bon(b are rl'd .... m .. d An .. xc .. ption 
waivps this I!W-dllY rule in th .. case of r .. -
fund .. d bonds haVing a miiturit y uf less than 
thr .... y .. urs. 

AdvancE' rE'fundings would be d .. linl'd to 
include all refundings wh .. r .. the r .. fundl'd 
bonds were not rl'deeml'd imml'dialely upon 
issuanc .. of the r .. funding bonds. 

Inlerest on advanc.. refunding bonds 
would be laxablE' 

Ilddllw"u/ restrictions /;)r s/w/rlll Ipu" 
hlllld" - R .. peiils pr .. S!·nt-law dirpctlOn for 
s ppc ial Tn'usury rpgulatlolls to th.· e. tl·llt 
inconsistent with new arbltragt" restrirtwns 
imposed by th .. bill 

Effel'lll't' dUles.-Bonds issul'd after Ix>­
cember :11, W8r.. excppt for the restriction 
on investm .. nt of bond I-'roc .... ds in annuities 
and silnilar d .. fprred compensation arrangt'­
ments purchased from 3rd parli .. s. which 
would apply to bonds issul'd after s..ptem­
ber 25. I !J1l5. 

Advance refundings are d .. lin .. d as rt'­
fundings wher .. the r .. funded bonds a re not 
rl'deemed within 30 days of issuance of the 
refunding bonds 

tedUro~°t!,';;d:~~~~~~h:~u~~~n .. ~:~ti.!if:~~: 
tion bonds. subjI.'Ct to the follOWIng 
rf'Stnctions-

(al Unless the present valu .. of liller­
est savings rpsulting from the advance 
refunding .. xc!'eels the costs of issuance 
of the advanc .. refunding bonds. the 
aggr .. gale amount of advanc .. r .. funding 
bonds issued with respect to an original 
Issue may not .. xceed :!50 perc .. nt of the 
amount of the refunded (i .... onginall 
bonds. 

(bl Refund...! bonds must be rl'deemed 
no laler than th .. earli .. r of th .. dale thp 

~~f~~~~r~~i~smm;13~;:':t~~I:~~ar 

--1 

hfl~;f.~/~~:;::(. ~~/(,/(C;~'~~'i~Jtr s/ur/,·ft' /Otl" 

Mndlflt'olwn ofSI,GS f'roKru", 
Th .. Tr .. asury nppurtment would he ,h­

rf'Cted to modify Ih .. SLGS program 10 pro­
vid .. Inv .. slmenla sllndar to those ufli'red hy 
pnvate mon .. y mark .. t funds (paying yie lds 
that would elimInate arbltrnge pro"ts and 
ther .. bv .. Iiminat .. the ne"d to nccollnt fur 
such pi-olitsl and to op"rat .. the program at 
no n .. t cost 10 the Governm .. nt 

These n .. w rules would permIt d .. mand 
d .. posits und .. r the SLGS program by dpl .. t ­
ing advanc .. notice requiremenla rt' lated to 
the purch8Sf' of SLGS and deletlllg minI ­
mum maturity requiremenla. 

Effecl/lle dolt's.- Runds ISSUI'd after date 
of enaelm .. nt. excppl for the restriction on 
inv .... tment of bond proc .... ds in a nnuill"s 
and similar d .. ferrl'd compensation arran!: .. -
m .. nla purchBSf'd from third parti .. s. which 

r~K~i"T~~ ~~~ifl~ustg~rp~:::~~: ;~: 
quired to be in .. ff .. et by January I. 19K7 

Advance refunding. are delin .. d as r .. -
fundlllgs where th .. refund .. d bonds arl' not 
red .... med within 9U days of issuanc .. of th .. 
r .. funding bonds. 

Up to thr .... advance r .. fundings are per­
nuttl'd for governmental bonds and 4uafi ­
lied ;,I)lld:ll bonds subJI.'Ct to the folluwlll/-! 
restnctiQns-

lal No more than thn'" sets of b .. nds 
lincluding th .. onglllal bonds I may be uut ­
slandlllg at any on .. tIm .. ; 

Ibl In th .. case of odvance refundlngs I-'ro­
ducing a d .. bt s .. rvic .. S/lV lllgs (d,·te rlllllwd 
without r .. gard to ISSUllnc .. costs I, r .. fundl'd 
bonds must be r .. t" .. d nu later than Ih" ... 
Ii rat call dale; 
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2. Hl· ... trirtinns un Hdnlnce re· 
fundinK'" (cunt.) 

3. I(pstril'linn un t"arh i!iisuanc(" 
Iff hund", . 

Prt'·.wnt I.u" 

No separatE' rules require that bond pro­
ceeds be spent within a specifif'd period 
following issuance, howE'ver, issuers are re­
quirf'd to proceed with "due diligence" to 
realiZE' the governmental purpos<> of the 
borrowing to qualify for a temporary period 
when unlimiW a rbitr~e may be earnf'd 

-.L . ___ _ 

"rp.idcnt'. "ropn.al 

Five percent Or more of bond proceeds 
would be requirf'd to be spent for the pur~ 
pose of the borrOWing within 30 days after 

~~~ ~:~~fe Iss~l~n:n:n!,~,::!~~o~~e~ 
reasonably requirffi reserve fundI would 
have to be spent no later than 3 years aftE'r 
bond issuance. 

IInu sp lIill Senate Amendment ~~~ 

w~~~h ~hnil~~t';'J"'::h.~ra~~r~;~fit~U~,:~~ I Icl Sam .. as 1I 0us!' bill . 

be earned on the refunding bonds ex · 
pifl'S:1O days after the date of issuance. 
and for the refundt'd bonds. no later 
than the date of issuance of the advance 
refunding bonds, and 

Idl Advance r .. funding bonds Hre sub· Idl No provisIOn ; 
ject to the unifif'd State volume IImlta · 
tion providf'd by the bill to the extent of 
amounts attributable to any nongov~ 
ernmenta l use of the refundf'd bond. 
that exceedf'd $1 million 

leI No provision 

(f) No prOVIsion. 

EffeCI",,. dale.-Advance refunding bonds 
ISSUf'd after December 31. 19H5 Advance 
refund lngs before December 31, 19R5. are 
countf'd for the limit to 2 advance refund ~ 
ings, but the bill will not cause any such 
advance refunding bonds to become taxable 

Transitional e xception is providf'd per~ 
mIlling advance refunding of certain pre-
19!16 section 501Ic~3) organization bonds 

~~!sr~~;~6i:un .. t ~~~t n:e"';n~~~e~~:R~~~ 
s~ch. subject to the new restrictions. 

Same as the PrE'sident 's proposal, except 
the Treasury is authoriZE'd to extend the 30~ 
day Or 3~yea r period during which bond 
proceeds arE' requirf'd to he spent in cases 
where undue hardship otherwise would re­
Bult Ie g where delay results from events 
such as Acts of Godl 

Efft>e l,, 'l' dale - Bonds issuf'd aftE' r De­
cember 31, 1985. 

lei The 150% of annual debt service limi~ 
tat ion on nonpurpos<> investml'nts Isec E I , 
abovel does not apply to advance rpfundlng 
pruc ..... ds invested in an I'scrow for rf'demp­
tlon of the ,.fundf'd bonds. and 

In Rull'S are Inc\udf'd to preclude n,p­
nops and other abUSIve transactions 

EffN"IIl'P dal. - Bonds issuf'd aftE'r date of 

;::~~i~~~! o~~bja"J~,ttionaa"~\i:~c:x~;r~~~n 
ing for bonds advance r~funded thre<> or 
more times before f"nac tment , advance re­
fundings before the date of enactme nt arl' 
counted for the hmlt to three such rE'fund ~ 
ings, but the amendment will not cause any 
such pre-E'nactment advance refunding 
bonds to become taxable 

Transi tIOnal exception IS providt'd per 
milling prl'-<'nactment bonds that Were gov 
e rnmental wh .. n issuf'd. but no longer 
qualify as .uch. to be advance re funded suI>­
jed to the new rl'Strlctions 

t--
No proviSIOn 
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lIem Pr~'~nl La'" Pr~.id~nt'" Proposal House Hill S~n81~ Am~ndm~nl _ ..-I 
Infurmali .. n Jt~p .. rlinl( U.'q uir~ 

m.'nl rllr All Tax-Exempl JlnndH 

, SI'N'ial Tnm"ilional Enrplinn. 

-
I;~neral Slo~k OwnH.hip ('.,rpo­

ratinn Pru\'i~iuns (!4(,(,8. 7U2 snd 
7113 of Ihr U .. use bill and sers. 
1517 and I!lU! .. f Ih~ S.' nale 
ampndm('ntl 

Issu .. rs of I'rlvllle adlvlly bonds (defined 
as mils, sludent loan bonds, und bonds for 
section 50!(c~ :11 organizalions) and mort­
gage subsidy bonds are rE'quired to report 
cerlall1 Informal IOn aboul volume and users 
of bond-financed faCllllles to the Treasury. 

The present-law information reporting re­
quirements for bonds other than mortgage 
subsidy bonds would be extended to all tax­
exempt bonds 

No provisions 

A State may establish a G,'neral Stock I The GSO(, r,rovisions would be repealed 
Ownership Corporalion (GSOC) thaI serves as "deadwood . ' 
as an investment fund for its citizens 
I;SOCs may elect to be ex~mpt from tax Effeclwp daIP.-January I, 1984. 
with the shareholders reporting as income ' 
Iheir prorata share of the GSOCs taxable 
income (No State has used this provision.) 

Same as the Presidenl's proposal 

EffN:lillf' dale - Bonds issued after De· 
cember 31, 19H!; 

S~me as Presldenl 's I'roposal and 1I0us .. 
bill 

Eff""lwe d"le - llonds Issu .. d afl .. r dal<, .. f 
enactment 

Various proJecl-specific IranslllOnal ex. , Various proJecl-speclfic Iransitinnal ex· 
ceptlons cepl IOns . 

Same as President's proposal 

Eff~CIW" dull' -,January I, 19t!4 

Sam~ as PresIdent's proposal Rnd 1I0use 
bill . 

Effeclwe dale.-January I. I!lH4 
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It ... n 

\ Int 'ulllt' Ta\aliu" uf Tru ... t ... anri 
":~ Iah'''' ..... ·t f:!t t uf .hl' IIltu ... I" hilt 
and """. 1111. Ifill-1611 uf th.· 
~t' nalt' al1wn~lnH'1I1 ) 

I. III '::I'ltl'ral 

2. Tru ... t .... utlwr than Krantur 
In"h. 

I'n'~ Prt'·",dt'nt ·~ ."rnpu'nl 

Th,' ,",""w ''''',h'''' ,,' " """ ,',."''',', "" I A, ""d" ,~~,,' '"w. '''ro,","r" ''",,'"' 
whl'tlll'r II, .. I rllst IS a ~ranlor or nun~rant trust is taxed dir€'Ctiy to th .. grantur \l ow, 
ur trust III the l"a:-,t> of n grant.or trust (i P . , l'Vcr, thp Prt'sident 's proposal r~vist's th~ 
Ollt> wh('rt, tht· grantor (or otht'r pt'r~un with clplilHllim of II grantor tru ~t 
Ih .. \I"w"r to rt>vok .. Ihe trusll has n' rl ain Dunng th .. IIfet lm .. of Ihe grantor , a ll 
I",wers with rl'sfH'Ct lu the t rusll. Incom .. is IOcome of any nongrantor trust g .. nerally 
tu,,·d directly lu th .. grantor In Ih .. ('liS" of would Ix· taxed to the trust a t the top mar' 
a nungra ntor trust ... ach trllst is tn'Hted as a glllsi rate of the grantor 
s<' para t .. tax ubl .... ntlt y 

Any trust thllt is not a grantor trust is 
treated as n s .. parate taxahle e ntIt y 

Toxu/Jip Yl'or.-Thl' trust may e l€'Ct" lax· 
able Y"'1f othe r than that of th .. grail tor 
H .. n ... ficlaries of trusts ar .. taxa bl,' on dIstri­
butions from trusts to the (' xt"nt 01 th .. 
trust's laxabl ... incon", for taxuble y"ars 
.. nding wIth, or withm. the taxabll' y .. ar of 
I he bt'n .. ficiary If I h .. trusl IS on a dIfferent 
taxabl .. year than Its t",ne fida ri .. s, the 
t...neficla n es d .. fer tnxuble IOcom l' from one 
laxable yea r 10 Ihe n .. xl A Irus l cun e lect to 
lISf' any year as its taxahlt' year 

Appilmbl .. rule.- Each nongrantor trust 
st'parately calculates tax liability a t the 
ratl' applicable to married taxpayers filmg 
s .. parately 

Any trust that is not a granlor trust 
would wn tinu .. to b .. tn'a ted as a separul .. 
taxahl.· .. ntlly 

Tn.m/JI .. ypor -- Each nongruntor trusl 
wuuld he r"ljuired to adopl the same ta xabll' 
yt'ar as the ~r(ll1tor 

Applicable mle -- Each nongra ntor trust 
generally is taxed at th,· tup mHfginal rat(' 
of tIlt' grantor 

Th" hili linllts tilt' scop .. ul Ih,· grantor 
trust rulps and cOlltlnUf'S to tax th p incump 
uf a grantor t rust dlr~ct ly to thl' grantur 

Nunf.!rantor trusts I:Wflt'rally an- taxed at 
Ihe tUI' marginal rate of Ih.· granlor In 
add itIOn , spt·ci.11 ruh·s may pt.'rnllt th .. \1St' ul 
low .. r rail'S whl' r .. th .. trusl 's Iw,,,, lk,,,r ... s 
a r£" minor chi ldren uf th" grantor 

\n additIOn, in th .. case of II ljualifYlng 
benefil"l ury trust. IIlComp genf'l'ally IS tax(·rl 
to th .. trusl at th,' top marginal rate uf th,' 
b .. n .. ficiarv 

Fon' ign- t rusls a rt' tax .. d u nd .. r th .. 
pr~s('nl law rul~ 

Any trust tha t IS not II grantor trust 
continues to he Ift'uted as a separa te tax­
ubi .. entily 

Tuxuhle l'f'ur - The trust Ola V ('It'ct a tax ­
able y"ar oth"r than Ihat uf Ih~' grant"r 

Appl,cable role - The incorn .. of a non ­
grantor trust thai IS not a qualrfi..<l hPnpficl ­
ary trust genl'rally is laxed at the top 
marginal rate of the grantor The rat .. is 
determined by applYing any unusN rate 
brack .. t amount a llocated to the trust by the 

m~r or~n~:,!dmr~r~ ~r!~:ef~a'::~~nlh~ 
the 35% bracket", a particula r y .. ur, the 
grantor could allocate that amount to any 
trust h .. had created The tru"t would hP 
taxed at :If,% on the first $211.01111 of income 
a nd :tH% un any m come in excess of $20.1111(1 

Nongralltor tlll~t l-i Llntl P~tillt'S an' LIXI',I 
as until" pn's('111 Iilv., "Xl'C'P! that t 111' I iI~ 
tuotckd s applJrahh' tu sud I trusts alld .. ~ 
tatps an' Ilarrowpd 

As undt'r prps('nt law, meum .... of a grantor 
truhl .s taxed dm'clly til th .. granlur lIow, 
('v(~r . tht> d"linltioll ur a granlur tlU:-,t I~ 1'1' 

vlspd, ;I!'O d(,!'Ofrt hl,,1 lit-low 

Sal111' as II OllS(' 11111 

7,uoble year Trusts Ihoth ,'xlstiuf.! alhl 
nt'wly crpat~1 art' rt'qu'f't>d tu adupt .a tax 
abll' yt'a r .. Ildlllg III (let,,""'" Nov,·mh.·I . 
I) .. n·ml,..r 

Appllcubl,' role. Und,"tnhutpd I(](Onll' 
of hoth eXI!'J tlng nnd twwlv crt'alt·d nun · 
grantor trusts IS tax.~rl at thl' fulluwlng 
ral('Os 

$11 $:.,111111 
$fdlflUor mflr .. 

I r, f' ~ 
~j('; 

Th .. l>ent'fit 01 th .. ",",wrn'llt "n,,·k,·t IS 
phas(·d-out for trust taxahle InCUlIlt' Ill' 
tw.·.·n $\:1,111111 t(l $:!!i,1I1111 

:w;, 





l _ 

2. Tru"l" ulht.' r lhKn grantur 
Iru ... b 1,"unt.1 

ColralallOn of lox Iwblllly. - In ca lculat ­
Ing tax Iiability-

!II the personal e xemption is limited 
to $100 or $:100; 

(2) no zero brocket amount is permit­
ted; 

(:1) an unlimIted charitable deduction 
is available; and 

(41 a distribution dedu ction generally 
is a llowed for distributions to benefici-

Co/ca lallOn of lox /oaboilly - In calculat­
ing tax liability, the President's proposa l 
generally follows present law except that -

0) no personal exemption is allowed, 
a nd 

(2) a di!!tribution deduction is allowed 
during the lifetime of the grantor only 
for certain mandatory distributions and 
only if the grantor has not retained a 
disqua lifying interest. 

Mondolonl doslrlbalwns.-Mandatory 
distributions generally would Include-

(I) A fixed ur ascertainable amount of 
trust income or property required by 
the terms of the trust to be distributed 

~~~p~krif~r ~~~f~~~~~lf; ';;~~~b~~~~ 
and ' 

(2) Amounts irrevocably set aside for 
a bene ficiary, provided the amount set 
aside is rNluired to be distributed ulti­
mately to the beneficiary or the benefi­
ciary 's estate, and the benefiCIa ry 
agrees to include curr .. ntly in incom .. 
the amoun t set aside. 

Where a trust has mure than one grantor, 
each portion of the trust altributahl.- to a 
particular grantor gen('rally is treo l .. d as a 
.... parale trust for Fpderal tax purposes 
Ilowe ver, married individuals may .. Ipct to 
be trea tt'd as a s ingle granl"r. 

In addi I ion, where the trust bent'ficiarips I 
a re children of the grantor who are betwt'en . 
the ages of 14 and 2 1, tht' unused rate 
bracket a mounts of the children may be 
allocated to the trust 

If no unu,...d rate "racket amount IS a ll {~ 
ca ted to a trust for a particular year, the 
income of the trust is taxt'd at the top 
margin .. 1 rate (38%) 

Qan/lfled beneflcwry Irusl -- In the case 
of a qualified beneficiary trust, the income 
of the trust is taxed at rates determined by 
using the unused rate bracket amount of 
the beneficiary A qualified benpficiary 
trust is one where all of the trust income 
and corpus may be used only for dIstribu ­
tIons to, or for the benefit of, the beneficiary 
or his estate. A qualified benpficiary trust 
.. Iso includes any QTIP trust. 

Calca lalion of lax Iwboilly - In calculat­
ing tax liability, generally follows the Presi­
dent's proposal except that-

n) a personal exemption of $100 ,. 
a llowed, and 

(21 a distribution deduction ,s not a l­
lowed at any time 

--l 

Co/cll/ollOa of lox /o"bol,l y -San... as 
preSl' nt law 
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!. Tn .... I ... ullwr than Krantur 
tln ... t ... (('unl.l 

Amrel{o/wII uf trusts Pursuant to 
Trt>asury reji{UIHtiuns. two or more trusts 
will bt> treat .. d as a single trust if III th .. 
trusts hav" substantially the sume grantor 
or I(rantors and substantoally th .. samp pri­
mary.beneficlary or twn('ficlnrl"s, and (21 a 
principal purpose of the use of s"parate 
trusts IS th" aVOidant''' of Fl'deral income 
tax 

/Ilsql"'''!''''!! tll/Pn'S/ - If th .. grantor re­
tallls" lIos4ualifYIIIg interpst, th"n no d,strl ' 
Imtion deductIOn will h,' ,,,,rmilled, pv .. n for 
lIlandatory dn .. t nbutrons A grantur has a 
dls4ualofying IIIt"'''St -

I II il any (H-rSOn olh"r than Ihp grant ­
ur or thtl grantor's spouse pos..c:;es..ws the 
discrf't ionHry power to make paympnts 
of trust property to the grnntor or the 
grantor's spouse; 

(:!I if any portIOn of the trusl may 
rev"rt to the grantor or th" grantor's 
spnuse, unlt>ss the reversion can nut oc­
cur prior to the dpath of the income 
b"n .. fici<try of such portion and such 
beneficiary is younger than the grant ­
or, or prior to the expiration of a term 
of years that is greater than the life 
expeclancy of the grantor at the cre­
ation of th .. fundlllg of the trust; 

ta, if ony person has the power ex,'r­
clsable III /J nOn fiduciary capacity to 
control trust investments, to deal With 
the trust for less than full and ad"4uate 
consideration , or to exerci~ any genpr· 
al admllli"trative powers in a nonfidu · 
clary ca pacity without the consent of a 
fiduciary ; 

141 if, and to the extent that, an other· 
wise dl'ductoble mandatory distribution 
satisfies a I"gal obligation of the grant­
or or grantor's spouse, including a legal 
obligation of s upport or maintenance; 
or 

15) If trust income or corpus can be 
uspd to carry premiums on life insur­
ancp policies on the Iofe of the grantor 
or the gran lOr's spouse with respect to 
which the grantor or the grantor's 
spouse possesse" any incident of owner· 
ship 

Amre!!tt/wII of /ms/ .• - Undpr the propos­
al. during the ltfetime of the grantor, 111-

wme of all trusts creatl'd by the grantor tin 
the case of a JOint r"turn, the grantor and 
the grantor's spousel generally will be ag­
gregatpd With the grantor's income tin the 
case of a joint r .. turn, the sum of the grant · 
or's and the spouse's income) to determine 
the marginal lax rate applicable to the 
trust The total tax then must be allocatl'd 
to each trust proportionately on the basiS of 
taxable income 

de~~~~~::~I~~~:~ ;t;~?:~i,:::~~~::~~i~ Ila~mrel:o/1f)1I of /rusts - Same as pre,,' nt 

aggregation by permitting the grantor (or 
designated benpficiary) to allocate unusl'd 
rate bracket amounts. In addition, where 
trust beneficiaries are mlllor childrpn of the 
grantor Iwho are between the ag .. s of 14 and 

~:,)~~~d:a~~~:;:k~~i~%~~~~s a~~~h~p tt::'~it~ 
effectove ly subjl'Cting some or all of the 
trust income to an effective tax rate lower 
tha n thnt of th .. grantor 
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;L T.n"tlUn uf tru~l ... aftt'r th e 
«I"ath uf Ih., Krnntur 

I Tal(atiun nf di ... trihutit)ns tn 
h.'neficiarlt'''' 

5. Ta~atiHn uf prt"\oiuusl~ 
mulatt·tI int' •• mt" 

lInd .. r pres .. nt law, there is nu dlstlllction 
betwp ... n til{" laxatloll of .a trust durmg the 
grantor's IIf .. time or "fter IllS d""tl> 

In #eneral. - Distributions to benefiCIarIes 
are taxed to beneficiarIes and deductible by 
the trust to the extent of the distributable 
net income ION\) of the trust. 

Tier svslem.- DNI is allocated first to dis­
tributIOns that are rNjuired to be made out 
of income for the year, secondly to distrIbu­
tIons made to charity out uf trust income, 
and lastly tu other distrIbutions 

DIstrIbutions to beneficiaries out of prevI­
ously accumulated income are taxed to 
benefiCIarIes und,'r A throwback rull' de­
sIgned to tax the income upon distribution 
at the benefiCIaries' average marginal rate 
in the previuus five years 

Fur all taxable years beginning after the 
grantur's deat h, each trust established by 
the grantor must separately compute tax­
able income Tax liability is computed using 
the rate schedule a pplIcable to married in­
dividuals filing sepamt"ly; with no zero 
bracket amount, no personal exemption and 
a dedoction for all distribotions actually 
made. 

As under current law, distrIbutions to 
beneficiaries thAt are deductible to the trust 
would be taxable to beneficiaries. However, 
the tier rules would be repealed and each 
receipient would take into account a pn>­
portionate share of DNI. 

The throwback rules continue to apply 
and would be expanded to apply to income 
accumulated while a beneficiary was under 
21 years of age . 

In addition, the President's proposal sug­
gests that it may be appropriate to impose 

~;s;::,~~r .... ;~~haa;cgue;~I;~~n~isrrib~~l~n wit h 

After the death of the grantor, the trust I Same as prpsPIlt law , ,'xe<'pt for ra h's st'l 
dewrmInes Its tax by taking into account forth ahuvp 1111 item 2) 
a ny rate bracket amount a llocated to the 
trust under the grantor's will If the grant-
or's will does not provide for an a llocation of 
his raw bracket amou nts, his rate bracket 
amounts a re allocated among all the trusts 
created by the grantur in proportion to the 
agreement of the trustees ur if no agree-
ment can be reached on an equal baSIS 

Repeals the DNI rules, exempts all distri- I Same as present law 
butions from the recipient beneficiary 's In -

Repeals the throwback rules I Same as present law 
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L_ It,'m !'n"enl \.IIW l'residE'n!'. I'rupu.al lIuu.e lIill SenalE' Amendmenl _ --.--l 
fl. «;ranlnr trwotls 

7. ENtate. 

Under certam clrcumstances, the grnntor 
lor otht'r pt'rson havlIlg thp power to rt'voke 
th!' trustl is taxl'd dlrl'dlv on Irust Incomp. 

The .'1rnntor.- Thr grantor g!'nerally is 
treated as the owner of all or 8 portion of 
th!' trust if II) th(' grantor has a r('v('rslOn · 
ury int('rellt ('xpected to return to him with · 

~~~~;.,r'1::~ri~i~~~~j~~~;n~a~/~:::::c:;~~ 
or corpus; 1:11 thp grantor r.lains cerlain 
Administrativp powprs; 141 th!' grantor r('­
tOlns the right t{) revokp the trust at anl 
time during the first len years of thp trust s 
existence; or (5) the income of the trust may 
be distributed to the grantor or the gran· 
tor's spouse during the first len y('ars of the 
trust's ('xislence 

Persons oth.r thon the I[rofltor.- A person 
other than the grantor is treated 88 the 
ownpr of all or a portion of the trust if (! I 
that per8{)n has the power to revoke thp 
trust, or (2) thAt person surrrndpred thp 
power to r('vok(' and t hat person r('lained 
on(' of the powers lisled above 

A decedent 's eslate is treated 88 a SE'pa· 
rale laxable E'ntity, beginning 88 of lhe dale 

~~a~ed:~er~~~ ~h:::,t~h~aJec~~~t~ ~::~:: 
y('ar 

Und('r present law, an eslate is allowed a 
$lillO personal E' xemption and otherwise 
computes its lax liahility generally in the 
samE' manner os a nongrantor t rust, except 
that the throwbal'k rules do not apply 

Th(' Pr!'sident's proposal lImits the cir· 
cumstances under wh ich a grantor wou ld be 
treated as t he owner of the trust A grantor 
would be taxed directly on trust incom(' 
only if 

lal payments of t rust property are 
required to be made to, or fo r t he bene­
fit of, th(' grantor or t he grantor's 
spouse; 

Ib) payments may be made to or for 
the benefit of the grantor or the grant· 
or's spouse-

Iii under a discretionary pow('r to 
makE' payments, or 

(iii by exercise of a power to re­
vokE' or amend t he trust , which 
power is in the grantor or the 
grantor's spouse; 

Ic) the grantor or the grantor's spouse 
h88 any pow!'r to cause the trustee to 
lend trust income or corpus to either of 
thE'm without adequate security and in­
terest; or 

(dl the grantor or the grantor's 
spouse h88 borrowed trust income or 
corpus and has not completely repaid 
the loan or any interest thE'rE'On before 
the beginning of the laxable year. 

The President 's proposal would-
lal provide that an eslate would be 

treated as a separate taxable entity; 
Ibl require the eslate to adopt the 

same laxable year 88 the decedE'nt; 
(c) subject an estate to tall at a sepa· 

rate rate schedule, with no personal 
exemption and no zero bracket amount, 
but with a deduction for distributions 
to beneficiaries, 

(dl l'xempt any estate with leBB than 
$600 of gro88 int'ome from Federal lax 
liability; and 

lei contlnu(' the taxable year of the 
decedent a ft e r his death as if thE' dece­
dent dIed on the last day of his taxable 
year 

The liouse bill expre88ly prOVIdes that the 
grantor of a grantor trust will be trE'ot.od as 
owning the assets of the t rust for all pur· 
po8('8. 

The grantor trust rules are modIfied so 
that they apply only where IhNe arE' 111 

f~d~~t~:~~~lt~~~;ethe~~:!;,:::r;,'i! 
power to revoke, or (3) a power to control 
income 

Under the 1I0uSt' bill -
101 an estate is lr!'ated as a s('parale 

taxable entity that is reqUIred to 
adopt the same taxable year as the 
decedent; 

Ib) an estate is laxable at the same 
roles 88 a single indiVIdual, calculated 
without a zero bracket amount but with 
a personal E'xemption of $1)00; 

Icl no distribution deductions is 01. 
lowed; and 

Idl th .. executor, with the consent of 
the survIving spouse, is permitted to 
e lect to continue the taxable year of thl' 
decedent after his death as if lhe dece­
dl'nt dIed on the last day of his laxable 
year 

-

Tht' ~ranlor trusl rules arl' mo(lIr'E'<1 
to d('lete the IO'YE'ar t'xl'eption of pres,'nl 
law le.g ., "Clifford " lrusts land to trea l pow· 
('rs and interests of IhE' grantor's spouse as 
pow('rs and Interests of the grantor Ie g ., 
spousal remainder trustsl 

The undistributed Income of both !'xisting 
and newly created estales for laxabl!' y!'ars 
beginning more than 2 years after the dt'l'e· 
dent's d('ath is taxed according to I he rates 
applicable to nongrantor trusts I&'e Item l, 
above I. 

The role for the first two laxable y!'lIrs IS 
th!' rale of a marrit><! person filinl( sepa· 
rately 
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Item 

M. I'll) m~nt of ".timated incnme 
la'e. by tru.t. Ilnd .. tate. 
(spr. 1611 "f Senate amend 
m~ntl 

9. Eff .. dive date 

Present Law 

Neither trusts ntlr estates ar" required to 
make estimated payments of their income 
taxes. 

Trusts are r<"<luired to pay their income 
tax at the time of filing of the IRcome tax 
return 

Income tax of an estate IS payable IR four 
quarterly pllyments after the year IR which 
the income is earned 

President's Proposal 

No provision . 

ge!~~~~'~~rd -;:;;.,~; ~~~~~~:br:~= 
created after December 31. 1985. and to 
trusts that are revocable on January I, 
1986. for taxable years beginning on or after 
that date. 

If additional amounts are contributed 
after December 31, 1985, to a trust that is 
irrevocable on that date. the trust would be 
treated 88 created after that date. 

For other trusts that are irrevocable on 
January I, 1986. certain of these rules 
would apply with modifications. 

lIuuse Rill 

No prOVision 

Effertwe date.-Applies to irrevocable 
trusts created after September 25, 1985, and 
to trusts that are revocable on September 
25. 1985. for taxable years beginning on or 
after that date. 

If additional amounts are contributed 

rr~~~bl!~~~h!~' J;!~' s~ch ~~~~~ib:~~oi~ 
is treated 88 a separate trust created after 
that date. 

Other trusts that are irrevocable on Sep­
tember 25, 1985. continue to be subject to 
tax under present law. 

Senate Amendment 

Trusts and .. states are required to make 
estimated payments of income tax .. s 

In addition. the amendment repeals the 
rule that permits estates to pay their taxes 
over 4 equal instllllments Thus. any income 
taxes of an estate that are not paid liS 

estimated taxes are payable at the normal 
due date of the income tax return of the 
estate (I e .• 3'1. months after the close of the 
taxable year). 

Effectwe date.-The rate changes are ef· 
fective on July 1. 19!!7. For 1987 returRs. tax 
rate schedules will blend the schedules of 
rates that would have been applied und .. r 

r~~~?~nl)a:i~~ elit! 9~;:~:,e;:, :haj~i':: i~~ 
changes in the grantor trust rules are effec­
tive for transfers in trust made after March 
1. 1986. with an exception under which the 
10'year rule of present law would contmue 
to apply to certalR trusts created pursuant 

~r~~~ ~~~:~'U':r~~1.YI~~tlements en· 

The change in the taxable year rules is 
effective with respect to taxable years be­
ginning Ilfter December 31. 19R6 Thus. In 

~:ab~ y~~ra e~~iS~g t'b:L~;~;~be;~h: 
trust's first taxable year beginning after 
December 31. 1986. will be a short taxable 

h:~~fi~::i:f.::~~eat":~o~=:bl~:~~e a~~ 
to be included in income of the benefiCiary 
evenly over a 4·year period. 

The change In the rule requiring trusts 
and estates to pay estimated tax is effective 
for taxable years beginnin.: after Decemb~r 
31.1986. 
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It~m 

1\ IIn.llrn .. d 'nc .. me .. f a Min .. r 
('hild (s .. c, 12111 "f th .. IIou ... bill, 
Ilnd s.c. llilll "fthe Senate amend· 
ment) 

Pr~ ... t'nt La" 

If incmne-prtxlul'Ing asSt'1s are trans· 
ferrt'd to a m""" child, meom .... arnt'd on 
thost' ass,'1s I:wnera ll v is taxed to the child 
at the "hold 's ma rginal rate . 

President's Proposal 

The proposal would tllX unearned inconl(' 
of a child under 14 years of age to the child 

~~.:~:t~o,;. 7'.:':~~nc~I'::~a~f !~t~ibu~:~~ ~ 
prop<.' rty rec .. ived from the parenls Earned 
income and unearned income d .. rived from 
as.""ts rec .. ived from SOUrc .. s other than a 
pan' nt that are placed in a qualified segre­
gated account would be tsxPd at the child 's 
margmal rate. 

Property eligible to be placed in a quali· 
fied segregated account would include 
earned incom ... mon .. y Or property received 
from Someon .. other than the parents and 
property received by reason of a parent's 
death . 

The proposal would apply with respect to 
a child und .. r 14 years of ag .. who is eligible 
to be claimed as a dependent on th .. parents' 
return 

fo~{f.e:~bl! ~~~~-~"n'::;~~~;°D.!~e~~~ 
:11.1985 

IInuse lIill 

The un .. arned mcom .. of a chIld under 14 
years of age IS taxt'd to the child at the top 
margmal rate of the parents to the extent 
th .. income is attributable to property reo 
c .. ived from the par .. nts. Such rate is 
d .. emed to be the top marginal rate (3R 
percent). unless th .. parent assigns an un · 
used rate bracket amount at a lower rate to 
the chIld . Earned mcome and unearned in· 
come d .. rived from assets received from 
sources other than a parent that are placed 
in a qualified segregated account a r .. taxed 
at the child's marginal rate. 

Property eligibl .. to be placed in a quali· 
fied segr .. gated account includes .. a rned in· 
come, mon .. y Or property receIved from 
someone other than the parent or step par· 

~~~~:t: o~r~~rtg;.:e~;~v~a~~ reason of a 

The provision applies with respect to a 
child under 14 years of age who has at least 
one living parent as of the close of the 
taxable y .. ar . 

Effecl.U<' dale.-Taxable years begm ning 
alWr December 31. 19115. 

Senate Am~ndment 

Same as Housp bIll, except thal the t.ax 
payable by the chold on the parental sourc .. 
unearned income is equal to the additional 
amount of tax that the parent would be 
required to pay if the child s par .. ntal source 
unearnPd income w .. re included in the par· 
ent's taxabl .. incom .. 

J 

Effeclll''' dale.-Taxable years twginnmg 
after December 31, 1!I!!6 
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('. I;irt and E,lale T.ue. 
I. ( 'urn'n! U"t' valuatiun recap 

lure period fur pre-1982 e. 
... Ie. I"e~ . 1616 of Ihe Senllt .. 
anwndmentl 

2_ Filing e.late tax currenl use 
valuation election. 18"~. 1615 
of Ih .. S .. nate amendm .. nll 

:1. I;ifl lax trealmenl nf c .. rlain 
disclaime .. I.ec. 1617 of Ihe 
Senale amendmenll 

L I;ifl Hnd ... tale la' deduction. 
fur ('t>rtain ("unHervatinn ease · 
menl. (.ec . 7 J 1 of the Senate 
amendmenl) 

-

- -- ----- - - -- , --- ----l 

Real propt'rty used In cerlmn farmlllg 
and other closely h .. ld busin .. ss activities 
may be valu .. d at its current ust', rather 
than fair mark .. t . value for <'Stat .. tax pur­
poS<'s A spE'Cial r<'Caplure tax is impolWd if 
th .. prop<'rty is dispoR<.'d of or ce8B<'S to be 
u • ..d in its Qualified uS<' within a HI-y .. ar 
recaptur .. period lin 1981, this recapture 
p<'riod W88 reduced from 15 y .. ars, effectiv .. 
for e51<11<'S of individuals dying af"'r Decem­
ber 31, 1981.1 

Real property used in certrun farming 
and oth .. r closely held business activities 
may be valu..d at its current use, rather 
than fair market, value for esta ... tax pur-

~W ~iBt..":r.~:o:e':tea~~lar~l:ur~nlt.lj 
and only if the election, 88 fil..d, substantial­
ly complies with Tre88ury Department reg­
ulations. 

A disclaimer is an irrevocable refusal to 
accepl prop<'rly If a disclaImer complies 
with F..deral rull'S. the dIsclaimed property 
is not treat..d 88 havlllg been transf .. rr..d by 
the party making the disclaimer for Federal 
gift tax purposes DisclaImers made after 
1976 ar .. govern..d by statutory rules; dis­
chumers made before 1977 are govern..d by 
Treasury r"gulations, adopt..d on November 
15, 1958 IThe U.S Supr .. me (,,(Jurt upheld 
theae regulations in Jewell v Commr.ssioner, 
455 U.S. :105 119Rl).J 

A spE'Cial exception to the g .. neral restric­
tIons on tax d..ductions for charitabl .. con­
tributions of partial in"'rests in property 
applies in the caae of Qualified conservation 
contrlbuhons ( .. . g ., eaaementsJ. To Qualify 
for a gift or estate tax d..duction, these 
contributions must 8<Jtiafy the 8<Jme require­
ments, including a conservation purpose re­
Quirement, that apply for income tax 
d..ductions. 

No provISIon No provision 

No provision . No provision 

No provision. No provision. 

No provision No provision . 

--L _____________ ---J-__________ _ 

The r .. ductwn III th .. r .. captur .. p ... ,,><1 I" 
In y .. ars .. nact..d in 1~'H1 is ... Ipnd .. d to 
..RIa"'S of Individuals who died af"'r I !l7(i 
and befor .. 19H:l 

Estates of indiVIduals dying befor .. Janu­
ary I, 1986, that substantially complied 
with th .. requirements enum .. rat..d on Ihe 
Federal Esta ... Tax Return (88 oppos..d 10 
Tre88ury r<'gulationsJ are allow .. d to p<'rfecl 
defectIve elections within 90 days af ... r 
belrlg notified by IRS. 

Disclaimers of property transferred be­
fore November 15, 1958. that were made 
before December 9, 1980, are valid for F..d­
eral gift tax purposes if the requirements of 

~~~i~:~8 w~~:88~J.fi:r~~~o~~e 10J~;ra~~~~ 
W88 made withlll a re8BOnabie tim .. after 
the property vest..d (rather than W88 trans­
fe rr..d , as reqUlr..d by the regulatlonsi. l A s 
modified by floor am .. ndment by Senators 
Metzenbaum and Chafee, adopted by voil''' 
vo ... . , 

Gift or estate tax d..ductaons are ""rmll 
t..d for Qualifi..d conoervation contribut IOns 
WIthout regard to the income lax conS<' rva· 
tion purpose requirement 

Effectll'" date. - Transfers after December 
31,1986 
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L 
~. Sp",ial rul., for Estat~ of 

.lam~. II .W. Thumpson (sec. 
161H (If Ih(' Senate am~nd 
nwnt J 

6. (;ifl lind ~"Iat~ lax marital 
d('ducl inn ~Iections (s~c. 1620 
(If th~ Senate amend men II 

t;ift and .. s la te tax d .. ductlOns are permit· 
led for charitable contributions only if prop· 
N ty IS transferred directly to a qualified 
nrga ni zation a lld ce rta in othe r require­
ments a re satisfied. 

A deduction is allowed for gift and estate 

~u~rffh'i: '!::;a!:~id!Ju~~i:~r.er;~o:oa~ 
lowed for terminable interests (i .e., property 
interests that will not be subject to gift or 
estate tax if the property is transferred by 
the donee-spouse) unless the property is 
~ualified terminable interest property 

~~~PT~r~~~r~1 ei:ti~;,:;~~It!I:!~; oi~ 
the first estate tax return filed , Or on a gift 
tax return filed by April 15 of the year after 
the year in which the gift is made. If a QTIP 
election is made, the property is subject to 
gift or estate tax if the donee-spouse subse­
quently transfers it. 

- . -_. __ .. - - - . - ~ --- --1 

No provision . No provisIOn 

No provision No provision 

Certa in prope rty transferred by James II 
W Thompson to his nephew who ttwn 
tra nsferred th.. property to a charotable 
foundation pursuant to his uncle's wishes 
qualifies for an estate tax cha ritabl .. d .. duc· 
tlOn as if it passed directly from Thompsnn 
to Ihe charity 

Estates tha t in good fai th claim a mantal 
deduction on property that is found to be 

~r::;lii~;'!letoi ~~k~s~r~r~~I~~I~~s ~~t~~ n a 90 
days after that finding if the property othe r· 
wise qualifies for that e lection I Fluor 
amendment by Senator Wilson. adopted by 
voice vote) 

Eff"CIII>t> dol .. - Estates of indiViduals 
dying a fter 1981. but only If the period of 
limi tations for assessment of tax does not 
expire before the date of enactment in the 
case of estates of individuals dying befor .. 
date of enactment. 
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l 

n. (;.'n,·ralinn-Skipping Tran"fer 
Tax (,,'rs, 1221-1223 "f the IInu.e 
hill) 

I. Taxable transfer. 

2. Exemption from tax 

3, Tax rate 

A generatIon-skIpping transfer tax IGST 
tax) is imposed on Iransfl'rs under a trust or 
simIlar arrangement having beneficiaries in 
more than one genl'ration below that of the 
grantor of the trust. Subject to certain tran­
sitIon rules, the GST tax apploes to transfers 
occurring after June 11, 1!l76 

Th .. GST tax is Imposed On taxable termi­
nations under and taxable distributions 
(other than income) from a trust or a simi­
lar arrangement in which beneficiaries In 
mor.. than one generation younger than 
that of the grantor have an interest (or 
certain powers over the property) (i.e., gen­
eration-sharing arrangements!. Direct 
transfers to persons more than one genera­
tion below that of the grantor are not sub­
ject to GST tax (i e., direct skips). 

In the case of trusts having beneficiaries 
osslgnE'd to three or more younger genera­
tions GST tax is imposed On the termination 
of the interests lor powers) of each of the 
intermediate younger generations (when 
the trust property is not subject to gift or 
estate taxI 

There ia no specific exemption or crE'dit 
that a grantor may apply against GST tax; 
however, if a generatIon-skipping transfer 
occurs at or after the deemE'd transferor's 
death, any unused portion of the deemE'd 
transferor's gIft and estate tax unifiE'd crE'd­
it may be appliE'd against GST tax Addi­
tionally, a special $250,000 per deemed 
transferor exemption is permittE'd for trans­
fers to grandchildren. 

es~~ ~~~a::~h~t ::= ~~~~t t~~ 
property were transferrE'd to the beneficiary 
by a deemE'd transferor (generally, the par­
ent of the beneficiary). GST tax on taxable 
terminations is determinE'd on a tax-inclu­
sive basis (like the estate tax) and taxable 
distributions are taxE'd on a tax-exclusive 
basis ((ike the gift tax). 

No provision in 1985 PresIdent's proposal; 
however, a separate Treasury Department 
proposal, introducE'd in the 98th Congreas, 
would modify the GST tax as follbws: 

The modifiE'd GST tax would be imposed 
on taxable terminations and taxable distri­
butions (includIng distributions of income) 
under generation-sharing arrangements, as 
under present law. Taxable beneficiaries 
would include only persons having interests 
in (as opposE'd to powers over) property 
Direct skips would be subject to tax. 

In the case of trusts having beneficiaries 
assignE'd to three or more young .. r genera­
tions, GST tax would be imposed only on the 
termination of the oldeat such generation. 

A specific exemption of $1 million per 
transferor would be providE'd in lieu of the 
present crE'dit and grandchild exclusion 
The specific exemption would be transfera­
ble between spoU8l'S Rulea would be provid­
E'd for allocation of unused exemption 
amounts remaining after the death of a 
transferor. 

ar~~~~idr~~li:~~P :~~~~~~~:~~~ 
generation-skipping transfers free of GST 
tax 

All generation-skipping transfers would 
be subject to tax at a flat rate, equal to 80 
percent of the maximum gIft and estate tax 
rate. GST tax On transfers under genera­
tion-skipping arrangements would be deter­
minE'd on a tax-inclusive basis; tax would be 
determined on a tax-exclusive basis on 
direct skips 

The House bill includes the previously 
Introduced Treasury proposal WIth the fol ­
lowing modifications' 

vi~~::'?s ":d~~~~'le~~I.'f:~ld~r::~P:k~~r~ 
grandchildren would not be treatE'd as gen-

~h~t~?sn;::~~:':!hot::~s~el;"ne~1 dt;~.J;~~~f 
the transferor was deceasE'd when the trans­
fer occurrE'd 

Same as present law. 

Same as the Treasury proposal except 
generation-skipping transfers by marriE'd 
individuals are treatE'd as made one-half by 
each spouse pursuant to rules similar to the 
present gift tax rules on such gifts to third 

ro:d.~:~i~~~i:n~d:!i~~~~~~~~r:~i~'::~~f; 
ping beneficiaries is deletE'd; and a special 
$2 million per grandchild exemption is pro­
vided for direct skips. 

All generation-skipping transfers would 
be subject to tax at a flat rate, equal to the 
maximum gift and estate tax rate (current­
ly, 55%; schE'dulE'd to decline to 50% in 
1988). GST tax is determined as providE'd in 
the Treasury proposal 

No provision (reta ins present law) 

No provisIOn. 

No prOVIsion . 

No prOVIsion 
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I 
L. Ilt'an 

I ( ' redil fur Stale t ... eo 

Prt>M'nt ( .U Vt 

A Imuted cn'd,t agiOlnst (;ST ta. IS p<>r­
",itt .. d for Sta te denth tn • .,. Iml"'S,'d on 
g .. n .. ration -sk,pping transf",s (based on th" 
d .... m .. d tra nsf .. ror conc"pt ) 

I'resid .. nt's I'ruposal 

A cr .. d,t aga inst CST tax would be per­
mitted "qual to 5 percent of State tax .. s on 
generatiun ·skipping tra ns f .. rs. 

House Bill 

A cred ,t aga mst GST tax is pt'rmlt!('d 
equal to 5 p<>rcent of Sta t .. ta xes on g .. n .. ra ­
tiun -skippin..: transf .. rs . 

Erred",., dule - Th .. amended n ST ta. 
a pplies tu tra nsfers aft .. r th,' date uf en3ct­
ment. subject to the following e xceptions ' 

(I) Inte r vivos transf .. rs occurring 
a ft e r &ptembt'r 25. 1985, wlluld be sub­
ject to the a mended tax; 

(2) Tra nsfers from trusts that were 
irrevocable before Seplf'mber ~6. 19M:'. 
would be exempt to the extent that the 
tranofers were not attributable to addI­
tions to the trust corpus occurring a fter 
that date, and 

(3) Tra nsfers pursuant to wills m ex­
istence before September 21;, 1985. 
would not be subject to tax if th .. dece­
dent was incomp<>tent on that date and 
a t all times thereafter until d .. ath 

The present GST tax would be rep<>aled, 
retroactive to June II . 1976. 

S .. nate Am .. ndment ~ 
No prov ision 
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L I'resent .~a.w r re810ent 8 rropuS81 ~t'nlll~ fun~ II U III ~ 1 1l 

i\ Penalties 
I. 1',·n"lIi ... r .. l"tinK ttl infurma· 

t"m return. (.ec. 1301 of the 
lI"u ... hill and .ec. 501 of the 
Sennte amendment) 

2. I'enally for failure \0 pay 
'/tn. t.ec. 1302 of the I1ous .. 
hill and sec. 502 of the Senat .. 
am .. ndm .. ntl 

o. Penolty 

b. ('0.1 of rolleclion cho,." .. 

faJ~~e ~~r:o:~df~f~r~~t~~;a;!iu~o; :~~~ 
the IRS lind .. ach failure to supply a copy of 
the information r .. turn to the taxpayer. The 
maximum ppnally is g .. nerally $5(),OOO. ex· 

c .. ~~~n MSal~np'::v\1;.a~ d$5r;'!~~1iy ($50 
under c .. rtain circumstances) for failure to 
furnish a correct taxpayer identification 
number There is no specific ppnalty for 
including other incorrect information on an 
information return. 

(a) A taxpayer who fails to pay taxes 

:nheer;:r~:n~~sft !hi ~~f~~I~heoffi~~~a~~;~ 
not paid The penalty increases by one-half 
of one percent for each month the failure to 
pay continues, up tu a maximum of 25 per· 
cent. 

(b) No provision 

(a) Eliminate the $50,000 maximum; and 

(b) Impose a new $5 penalty for supplying 
incorrect information (with a reasonable 
cause exception). 

EffectIVe dOle.-Returns due on or after 
January 1, 1986 (without regard to exten· 
sions). 

(a) Repeal present·law penalty. 

(b) Replace the penalt~ for failure to thy 

:aiof:~~ :r~08t :If ~o~ ~~~~ecrhiR!~c08t! 
of collecting de~quent payments. 

Effective date.-Returns due on or after 
January 1, 1986 (without regard to exten· 
sions). 

Same as • he President's proposal. except 
provides a $100,000 maximum penalty 
($20,000 for supplying incorrect onforma· 
tion). 

EffectIVe date.-Returns due on or after 
January 1, 1986 (without regard to exten· 
sions). 

(a) Increases the penalty for failure to pay 
from one-half of one percent to one percent 
per month (up to the 25 percent limit) after 
the taxpayer has been notified that the IRS 

~~ ~h~p~.du~h~~~p~~~'':s ili!tspot;'n~~~ 
which the IRS uses more expensive collec· 
tion methods. 

Improves the coordination of the penalty 
for failure to pay taxes with the penalty for 
failure to file a tax return 

Same as I1ous .. bill. AddItionally. pro­
vides that th .. $20,000 maximum does nol 
apply in cases of intentional disregard 

EffectIVe date. - Returns due on or after 
January 1. 1987 (without regard to e xten · 
sions). 

(a) Same as House bill 

Effective date.-Amounts assessed after I Effect",e date - Amounts 8.B8essed after 
December 31, 1985. Dt,cember 31, 1986. 

(b) No provision. 

- -

(b) JU.quires the Treasury to report to the 
Senate Finance and House Ways and Means 
Committee8 br March 1, 1987, with specific 
recommendatIOns as to how the cuet of col· 
lection charge described in th .. President's 
proposal is proposed to be IInplem .. nted 
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L lI~m 

:1. !IOel(lil(~nc .. and fraud p~n"l . 
Ii .. ('~('. 130:1 (If th~ lIou"~ hill 
a nd sec. ~03 (If (h~ S .. nllle 
anwndm~nt) 

Pre!" t'nt Lu'" 

(a) The pt'nnlly for negligence has two 
components The tirst is R tIme-sensitive 
component, which is half of the mterest due 
from the dote the return was required to be 
filed until the dote the tax is assessed on the 

::::~~\~~;:ethTh~n::o":J~oe,::~~~~~':!,,~I:,,~~ 
cent of the entIre underpoyment of tax If 0 

frAud penolty is imposed, no negligence pen­
oily is imposed. 

fa:~~r"...~: i~c1~1~i~~n~et1:nr~~~r~~~I~~~ 
or dividends that were reported to the 18x­
payer on an information report, in the ab­
sence of e1l'Sr and convincing evidE'ncE' that 
thE're was no negligence. This penalty OJ>­
pli..,. only to thE' portion of the undE'rpay­
menl attributable to thE' failur .. to rE'port. 

n~~~::'~ foe~i{~,,~t>tj~;:d ~nt~!y ~":" 
Id) The penalty for fraud has two compo­

nE'nls. ThE' first is a time-sensitivE' compo­
nent, which is half of the inter ... t duE' from 
thE' date thE' return was required to be filed 
until thE' date the 18x is assessed on thE' 
portion of the underpaymE'nt attributablE' to 
fraud The second componE'nl is 50 percent 
of the E'ntirE' undE'rpaymE'nt of tax 

----+1 ---

I. I' .. nalty f(lr Mubstantial under 
statement of ta\ liability (s .. c. 
50 I (If th .. Sen"te amendment ) 

If a taxpayer substantially understatee 

~~c::.r:;:t ~::~r ~r;ralf'~~ear~riJ';:::~~~f 
the underpayment of tax attributable to the 
undE'rstatement An undE'rstatement is sub­
stantial if il E'xcel'ds thE' greater of 10 per· 
cent of the tox required to be shown on the 
tax return or $!i,O{)O ($10,000 for most corpo­
ratIons) This penalty dOl'S not apply to 
items for which there was subetantial au­
thority for thE' posItion taken by the t8llpay· 
E'r or to items with respect to which the 
taxpayer made adequate disclUllure on his 
tax return (WIth specIal rul..,. for tax shE'l­
ters). 

President's Proposal 

(a) No proviSIon 

(b) No provision . 

(c) No provision. 

(d) No provision. 

No provlBion . 

IInu.e Hill 

(a) Applies thE' negligence penalty only to 

~e t'h:t~~~~J t;:.,';~;r'Th~e::~'::e~~~l~! 
component is not changed. 

to 1~)INa'::~~h~ ~~"::d~e~~,g:n;:" ~;t~':~ 
items subjecls to mformation rE'porting. 

(c) Appli ... thE' general negligencE' penalty 
to all tax ... imposed by thE' CodE'. 

(d ) Applies thE' fraud penalty only to thE' 
portion of Ihe underpayment of tax attrib­
utablE' to fraud; increases the 50 percent 
component of the fraud penalty to 75 per­
cent. The tIme-sensitive component is not 
changed. 

Senate Amendment 

(0) Apphes the npghgence penalty only to 
the portion of the underpayment attrillu"' · 
ble to negligence and increases the &·pt'r · 
cent component of the negligence penalty to 
10 percE'nt The timE'-sensitive component IS 
not chonged 

(b) Some as House bill 

(c) Same as House bill 

Id) Same as House bill . 

Effect",e da/t>.-Returns reqUIred to be I r./!!fectll'f' date -Returns required to be 
filed on or after January I, 1986. -c on or after January J, 1987. 

No provision 
ce~7c:~u:: at~~u~nofla~:r~::delr~!;~~.r~f 
tax attributable to the understatement 

Effectwe date.-Returns due after neeem­
ber 31,1986 (without rE'gard to extensions / 
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L Item 

B. (o({-rest "ru\'i!otiun!'l 
I. Inlerc.1 rate (.ec. 1331 nf Ihe 

IInuse hill and •• c. 511 of the 
SO'nale amendmenl) 

2. Inleresl nn und~rpaymenl" uf 
!I~cumul!lted earning" lax 
I.ee. 1:132 of the lIuu.e bill 
and "ec. 512 of the Senate 
amendmenl) 

Prp~ .. nl Law 

Taxpayers must (lily mll'rest to the Treas· 
ury on underpayments of tax. and the 
Treasury musl pay inl .. res t to taxpay .. rs on 
overpayments of lax Both tbe rate taxpay· 
ers pay 10 the Treasury and the rate the 
Treasury pays to laxpayers are the same 
ra te. That rate is determined semiannually 
The rate utilized is the prime rate 

The Code imposes the accumulated earn· 
ings tax to prevent corporations from accu· 
mulating (rathe r than dIstributing) 
dIVIdends with the intent of reducing or 
avoiding taxes Interest is charged only 
from the date IRS demands payment of the 
ta x, rather than the date the return was 
originally due to be filed 

~ -- ----------

YreH lden t -s Y rOpU8UI 

No provision. 

No provision. 

The interest rate that Treasury pays to I Same as 1I0use hill , excepl that the un · 
taxpayE'f'S is the 3·month Treasury bill rate der/ying rate is the rederal short·term rate 
plus 2 percentage points The interest rate 
that taxpayers pay to the Treasury is the 3· 
month Treasury bill rates plus 3 percentage 
points. The rate is adjusted quarterly 

Effect ... e dale.-Determinations of inler. / EffecllVe dale - DeterminatIons of inter· 
est for periods after December 31, 19!:!5. est for periods after December 31, 19XIi. 

Charges interest on underpayments of the, Same as House bill. 
accumulated earnings tax from the date the 
ret urn was originally due to be filed 

Effecl..,e da/e.-Returns due in or after I Effecl ... e dale.-Returns due in o r afte r 
1986. 1987. 

I 
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( '. Infurmatiun Reporting " .. ",iAinns 
I. Infurmation rpporting nn r('al 

eslat .. IranAactions (sec. 1341 
ur the IInu, .. hill and "('c. 521 
uf th .. Senat .. amendment) 

2. Information reporting on per· 
Mons receiving contracts rrom 
certain F .. deral agenci ... (uc. 
1342 of the 1I0use bill and sec. 
522 of the Senate amendment) 

3, Infurmatiun reporting on 
StRle and I"col taxes (.ec. 145 
uf th .. lIuus(' bill I 

---
4, Information reporting on roy 

all ies ("ec. 523 of the Senate 
amendment) 

Brokers must. when required by Trerumry 
" "gulations. file information reports on the 
business they transact for customers (sec. 
6U451, To date, the IRS has issued regula· 
tions requIring reporting only of gr088 pro­
ceeds of aales of securitiea, commodities, 
regulat~ futures contracts, and precious 
metals. Reporting on real estate tran88C­
tiona is not currently required under these 
regulationa Failure to file a required infor· 
mati on report is generally subject to a $50 
penalty per failure, up to a maximum of 
$50,000. 

There is no provision that requires infor­
mation reporting on persona receiving Fed· 
eral contracts. 

No provision reqUIres State and local gov­
('rnments to provide information reports to 
the IRS and the taxpayer on payments of 
State and local income, real property, a nd 
personal property taxes 

Information reporting on royalty pay· 
ments exceeding $600 per payee ia required 
by Treasury regulations, iS8ued under gen­
eral statutory authority . Information re­
porting on interest beIPna at $10 per payee, 
under apecific stat.1tory authority . 

No provision . 

No provision. 

No provision 

No provision. 

Real eatate transactiona muat be report· 
ed. The reporting is to be done by the Bettie· 
ment attorney or other stakehold .. r This 
generally would be the person responsible 
for closing the transaction 

Real estate transactiona must be re port ... d 

~ln~h:u~~~~":~s i~vt~~:dl!~~h:I\~:~~~;: 
tion, the next person on the list involved in 
the tranaacllon I: 

(al th .. title company, 
(bl the mOr4(age lender, 
Ic) the Bettlement attorney or othe r per· 

80n responsible for c108ing the tra nsactIOn , 
Idl the aeller's broker. 
Ie) the buyer's broker, Or 
to any other person designRtt-d in 

Treasury regulations 

!Floor amendment by &>nator lIumphrey 
reordering the liat of persons requirt-d to 
report, adopted by voice vote.) 

EffN:twe dale.-Real estate tran88ctional Effectwe date.-Real estate tranllllctions 
occurring on Or after January I, 1986 occurring on or after January I , 19H7 

Requires Federal executive agencies to 
file an information return on each person 
with which the agency enters into a con· 
tract, liating the person 'a name, addreS8, 
taxpayer identification number, and any 
other information required by Treasury , 

Same as HOUBe bill . 

Effertwe date.-Contracts signed on or I Effectwe dale,- Contracts signed on or 
after Or in effect on or after January 1,1986, after or in effect on or afte r J a nuary I , 1!11l7 

Any State or local government that im­
poses an income tax, a real property tax, or 
a personal property tax, muat report to the 
individual who paid those taxes and to the 
IRS the amount of those taxes paid by that 
individual. 

Effertwe dale.-January I , 1987 

No provision 

No provision 

Requires information reporting ata tutori · 
Iy for royalty payments exceedlRg $ \II IX' r 
payee, para llel to information reporting on 
interest. 

Effertw" dale - Payments made afte r Df>· 
cember 31 . 19R6 
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L ------------~--------------------~--------------------~--------------------4_---------------- -~ 
5. Tllxpnyer idenlificafion num 

hers flf dep .. ndl·nt~ required to 
be shuwn un tax returns (Nee. 
5fi6 of Ihe Sen ale amendment) 

6. Tax-exempl inlere.1 required 
10 he sh .. wn on tax reI urns 
(.ec. 1343 flf Ihe 1I0use bill) 

There IS nn requarement that a taxpayer 
claiming a dpl"'ndf'nl on a tax return report 
the taxpayer IdenlificallOn number Igpner· 
ally, the socIal security number) of thaI 
dependent on Ihat tax n'lurn 

There is no requiremenl thaI all taxpay' 
ers report the amount of tax..,xempt inter· 
est they receive on their tax returns The 
individual income tax return (form 10401 
for 1985 does, however, require Ihal taxpay­
ers with taxable social security benefits re­
port the tax..,xempl interest they receive 

No provision 

f- -

No provision 

No provision. 

Any person required to file a tax return 
musl report on that return the amount of 
tax ... xempt interest received or accrued 
during the taxable year 

Effecl",e dale.-Taxable years beginning 
after December 31, 1985 

------t- - --- ------ -+--- ----------\ 
7. Modifieati .. n of ~eparale mail· 

ing requireme nl (secs. SOlie) 
(2'.131. and (51. and 523 of the 
Senate amendment) 

Information reports on interest, dIvi­
dends, and patronage dividends must be 
supplied to the taxpayer either in person or 
in a separate. first<l888 mailing Generally, 
nothing else may be enclosed in the enve­
lope. 

_ L--- __ __ -----L 

No provision No provision 

A taxpayer claiming a dep .. ndenl who IS 
at leasl 5 years old must report Ihe tax 
payer id .. nlificatlOn number of tha t depend 
ent on Ihat tax return 

IFloor amendmenl by Senator Evans. 
adopted by voice vote.) 

EffeclIVe dale.-Returns due on or after 
January I, 19i!7 (W ithout regard to e xlen · 
siong) 

No prOVision. 

PermIts the following e nclosures: 

(a) a check. 
(h) a letter explaining why no check 

is enclosed. or 
(e) a statement of the taxpayer's ac­

count 

The envelope and ench enclosure musl 
state "Important Tax Return Document "-n­
closed" 

Effeclwe dale - Information re I urns re­
qUired to be filed after December 31. 19KG 
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II. Ta\ Sh,·II..r Admini.lratinn 
I Tax ,ht'll ... 1I,,' r f~~ ISI'c. 5:11 

"f Ih ~ S"nat~ 8mendm~nll 

Th .. cos I of ad mlnlstenng th .. tllX law 

~h~h ;~:~~t \~~axb~d~!~,rS~hrc"hdi~S r~:~~;:r 
from generul revenu .. s. This cost is approxi· 
mat .. ly $\1;5 million annually, and inelud .. s 
aud its, .. xamination, a ppeals, litigation, and 
c riminal inv .. stigation No spec ific f.... is 
imposed on lax she lt .. rs to offs .. t this cost. 

2. Tax sh~lI~r n'j(i,l",ti .. n Ise~ ' 1 Tax sheller organi:zers ar .. requirro to 
,.:12 "f Ih,' S,'n"l .. am .. ndm~nl ) r .. gist .. r With the I RS tax shelters they orga· 

niz .. , develop, or sell A tax sh .. lter is any 
investment for which the ratio of the deduc­
tions plus 200 pt'rcent of the credits to the 
cash actually invested is projectro to be 
greater than 2 to 1. The investment also 
must be subject to Federal o r Slate securi­
ties reqUlr .. ments or be privately placed 
with 5 or more investors . 

r- r .. ",.Ot:'nl" r IUVU~HI 

No provision Nu pruvision 

I--

No provision. No provision 

-~ 

Requires taxpayt: rs who (.'I;:um on lax n-· 
lurns cumulatlv" n .. t loss.'s (plus thn'" 
tim .. s Ih .. valu .. of cumulativ<, tax crt'dits ) 
that .. xceed cumulaliw actual cash IIlves le(1 
in a tax sh,· It .. r to pay a uspcs fe,' of I 
pt'rc .. nt of th .. losses claimed and :I perc,'nt 
or the credit. e1aimed ITh .. s .. pt'rct'ntag"s 
are set at a I,'wl that will raise .,'venu .. 
approxlma l,·ly equal to the IHS cosl of ad · 
minist .. ring th .. law With reApt'et to tax sh .. l· 
ters) 

"Tax shelt .. c ' is defined as· 

w;\a~ ~nl..d~~:?~:sSt~~~~c~r:~,~~~!~,r 
cy lot h ... than a C corporation), 

Ib) a ny syndicate mor .. than :I:) per· 
c .. nt of th .. losses of which ar .. allocabl .. 
to limitro partn .. rs or limited .. ntrepr .. · 
neurs. or 

(c) any plan or entity the principul 
purpose of wh ic h is to avoid or evad .. 
F .. dera l incume tax .. s 

(These definitions are curr .. nlly used 
In the C.ode to determin .. when tax sh .. l· 
ters may deduct items.) 

This user f .... is non-deductlble . Addition · 
ally, a pt'nalty equal to the user f .. ., is 
impos.-d if the taxpayer do..s not pay Ih .. 
user f .... with th .. tax r .. turn 

Effect", .. dot .. - Returns filed on or arter 
January I, I!lX7 . 

--~ . 

Multiply th .. valu .. of Ihe c rf'd,ts hy :\110 
pt'rcenl . insl .... d of 200 p<'rcent 110 conform 
to individual lax rale chan~ ... s) 

Effectw" dot.. Same as Individual tax 
rate chan~es 
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l_ tlre",.""1 La'" rr('~lat"nl ~ rropus81 .:"lentllt: t\.11Ir"IIUIllt:'ln ~ 

:1. I"'nall), f"r failure 10 register I Specified tax shellers are requirt'd tu n·g-
a la, sheller I sec. 53:1 of the istt'r with the IRS and obulln a tax shpller 
SenitI<' amend menU .dpntification number. Tht' penalty for fail­

ure to rpgister a tax shelter with the IRS is 
$1 n.oull or, if less, one perct'nt of the aggr ...... 
gate amount invested in the tax shelter Ibut 
III no event less than $:'00). 

I I'enally fur failure I" report 
the la, sheller identification 
number (s ... ·. 53~ "f the Senate 
amendmenU 

If a taxpayer invests III a tax shelter that 
has a tax shelter idpntification number, the 
taxpayer is r..quired to include that number 

d~ ~e i~$5~~u~~i~ethenr~~fu~~r i~i~~:e ~ 
reasonable cause. 

No provision 

No provisIOn 

No provision 

No provision 

Increases tht' penalty to the greater of one 
percenl of the aggrpgate alllount IIlvesled in 
I he tax shelter or $ W.fIfIfI 

Effect",e dute - Date of enactmen!. 

Increases the penally to $250 

Effect",e date -Returns filed aft .. r datt' 
of enactment 

---- -~--------------------~-------------------------+--------

5. I'enallv for failure to main 
tuin lists of in\'('~dors (~ec. 535 
IIf Ihe Senate amendmentl 

6. Tax sheller interest (.ec. 536 
.. f the Senate amend menU 

Organizers and sellers of spPCified tax 
,shelters are r..qUlred to mallltalll hsts of 
invpstors. The penally for failure to do so is 
$50 for each name missing from the list, 
unless the failure is due to reasonable 
cause, up to a maximum of $50,000 per year 

s~~tia~~';."le~~~;':;!~~~fes~xd~~~ea tj,",.~ 
$1,0001 attributable to a tax-motivated 
transaction (such as a tax shellprl, interest 
is compuled at 120 percent of Ihe gpnprally 
applicable rate 

No provision 

No provision . 

No provision. 

No provision 

Increases the penalty to $100 ppr name 
omitted, up to a maximum of $IIlIl,OUU per 
year. 

Effedll'p dute -Date of enactment 

Increases the rate to :WfI percent of the 
otherwise applicable rate. 

EffectIVe dote.-Interest accrulllg after 
December 31, 19H6. 
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L 11"m 

K E,limalt'd Ta< Palm,' nt s 
I. Individual. Isec. 1311 uf the 

lIu",,' hill a nll sec . !i61 ur th ~ 
St"nal.' .amt·ndmenl) 

2. Excise ta< un private founda 
linn investment in.'orne (sec. 
!i61 uf the Senate amendmenl l 

:I. IInr"!aled bu.in .. ~s in .. ome 
la< I ... c. 56:; tlf the S .. nate 
anH'ndment) 

F. Ta< LiliKatiun and Tax Cuurt 
I. A""rd, tlf allurneys' f~s in 

ta, .. ases ( ... c. 1315 of the 
IIuuse hill and Se<:. 54 I ur the 
Senat .. am .. ndm .. nl) 

I'u" t'nt l.a"-

Individuals oWIng tax must make esti­
mated tax payments !lncom .. taxes with­
held from wages are considered to be 
estomated tax payments. I These payments 
must equal at I .. ast Ihe lesser of ItHl percent 
uf last year's tax lia bIlity or HI) percent of 
the current year's tax liability 

Private foundations must pay an excise 
lax on their net investment income. The tax 
is paid when the lax return is filed . 

Corporations are required to make quar­
terly estimated tax payments of corporate 
income taxes; failure to do so is subject to a 
penalty 

Tax-exempt organizations that operate 
unrelated businesses are required to pay tax 
on the income from the unrelated business. 
The tax is paid when the tax return is filed. 

CorporatiofIB are required to make quar­
terly estimated tax payments of corporate 
income taxes; failure to do so is subject to a 
penalty 

(a) Attorneys' fees may be awarded in tax 
cases to private parties who prevai l on the 
issues litigated if the taxpayer proves that 
the Governmenl's po6ition was unreason­
able. Awards 8re limited to $25.000. 

This provision expired with respect to 
court proceedings commenced after Decem­
ber 31, 19B5. 

Pres ident's Proposal 

No provision. 

No proviSIon 

No provision . 

(a) No provision 

IIt,use Bill Senale Am~ndment ~ 

Hpquires that Individuals must make ,,,tl ' I Same as lI uuse bIll 
mated ta x payments that equal at least the 
lesser of IIlO percent (as under pres('nt law I 
uf lasl year's tax liahility or !jf) pt' rcent 
Irather than HIl percentl of the cu rrent 
year's t ax liability 

Effect",edat" .- Payments du e for taxable, v .. ~;ff"d ",e date - Payments due for taxable 
yt'ars begInning on or after January I. I !IK6 . ~rs heglnning on or a fter January I. I !IH7 

No provision 

No provision 

(al Extends the present-law sunset date 
until December :'11. 1989 

Effectwe dale.-Adions commencing 
after December 31. 1985. and before Janu­
ary I, 1990. 

Quarterly estimated payments must he 
made of this excise tax, under the same 
rules that apply to corporate income taxes. 

(floor amendment by &onator Matsu­
naga . adopted by voice vote.) 

EffectIVe date - Taxable years beginnIng 
after December 31. I!lHfi. 

Quarterly estimaled payments must be 
made of the unrelated business Income tax. 
under the same rules that apply to curpo­
rate income laxes 

(floor amendment by &onator Kennedy. 
adopted by voice vote I 

EffectIVe date -Taxahle years beglllning 
after December 31. 1!IKti 

lal The au thurl zation of attorneys' fees 
and other cou r t cost.. in tax ca 'es is madp 
permanent. WIth the folluwinl( modlfica ­
lions: 

1II If it IS determined that tht' taxpayer 
prevaIled In the tax litIgatIon. Ihe burdpn 
rests un the (;ov .. rnmt'nt lo show that lis 
position was substantially justIfied ur 
that specIal circumstances t'Xlst that 
make an award of litIgation custs unjust . 

O!I Tht' "substantially justified" stand · 
ard applies to tht' adminIstrative action 
or inaction by the Gov .. rnment on which 
such proceeding IS based . 

(31 No award IS allowt'd lo a prevaIling 
party who unreasonably protracted th .. 
proceed I ngs; 
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Item 

I. Award. of attorney" fee. in 
lax eaMes-Cunl. 

"'res(>nt Law 

(bl On the basis of advise from GAO, no 
amounts have been disbursed to pay Tax 
Court awards of attorneys' fees 

(c) There is no authority for a court to 
assess all or a portion of an attorneys' fee 
award against an IRS employee. 

(dl There is no requIrement that Treasury 
report to Congress annually on attorneys' 
fpes awards. 

YreSIOent M t'roposal 

(bl No provision 

(e) No provision 

(dl No provision 

(bl Authorizes funding of attorneys' fee 
a wards out of source used in non-tax cases. 

EffecllVe dale.-Actions commenced after 
February 28, 1983. 

(c) Gives courts the authority to assess all 
or a portion of an attorneys' fee award 
against a n IRS employee if the proceeding 
results from an arbitra ry or capriciou8 ac­
tion of the employee. 

EffecllVe dale.-Actions commencing 
after December 31, 1985, and before Janu­
ary I, 1990 

(d) Requires an annual report from Treas· 
ury to Congress on attorneys' fees awards 

EffecllVe dale.- Reporta required for 19R5 
through 1989. 

~enale J\ me nomenl 

(41 The $2~,()OO cap is eliminated (as 
under prl'sent law, recovl'rable costa 
would not Include costa of the admlnlstra· 
tive process); and • 

(:.1 In lieu of the cap, limits are imposed 
on hourly charges by attorneys and ('x 
pert wItness fees recoverable under the 
provision 

Efferlwe dale.-Actions commencing 
after December 31, 19R" However, no puy­
ments may be made as a result of this 
provision before October I , 19H6 

(bl Same as House bill 

(e) No provision 

(dl No provision. 

~---------------------+-----------------------r----------------------~--

2. Exhau,(ion nf admini.trative 
remedie. (.ee. 1316(al of the 
lIouMe bill l 

3. Report (0 Cnngres" on Tax 
('nurt inventory (oec. 1316(dl 
"f the lI"uNe hill I 

A taxpayer may go dirpctly to Tax Court 
without requesting review by the adminis­
trative appeals office within the IRS. After 
the case is opened in the Tax Court. it is 
sent to the IRS appeals office for settlement. 
Many of these cas<'S are then settled with­
out significant involvem .. nt by the Court. 

No provision requIres an annual report 
from the Tax Court and the IRS on the Tax 
Court inventory 

No provision 

No provision. 

Authorizes the Tax Court to impose a 
$120 penalty if the taxpayer has not used 
reasonable efforts to resolve his Cllse admln' 
istratively before going to court 

Eff~lll'e dale.-Cases filed In the Tax 
Court after January I. 1987 

Requires the Tax Court and IRS to report 

~~ c:"dg~e:sa:u~~~a~keonn t~a;l~u:~:v~o~ 
efficiently. 

Effeclll'e dale.- Reports required annual · 
Iy beginning after 19R~. 

No proviSIon. 

No provision 
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L 

t. Tax t 'uurt pru\' .... runs 
a. Tax ('ourl practic,' f, 'c 

I."c. iii:! (If Ihe "'('Ral~ 
anlf'ndml'nt) 

b. !'rOf'ide 1'a .r Caliri Icith 
juri .• dirli"a tII'a lalf' pay 
meal peaaltit·. ( ... r. 513 of 
Ihe "'en,,'e ameadmf'nl) 

c. !'"wid,' Ta:r Courl wilh n. 
.i.lan .. ,· of / ' ..... ,f(arHhal. 
(,,·c. 51! uf Ihe "'~aalf' 
aml'Rdmml) 

d. Snlary nnd lra""1 e xpeaHe, 
of "puial Trial Judge. 
(,,·r. 515 af Ihe Senale 
amendm"at) 

f'. Ta:r I 'nurl Judg ... · relirf' 
m"al prlll·i.iono (.'>;ec. 516 
(If Ih.· S,·aal,· am"admf'nIJ 

I 

la) Thl' Tax Court Impost's a $2:. apphca 
t 1011 fpe prior to adl1\1ssion to prad icl' I><>for .. 
th" Court Nu fpp is impus.-d aft .. r th .. appli · 
ca tIOn fl'P has he .. n paid 

Th .. Tax Court mil'S authorizl' the Court 
to initiat .. disciplinary procl'('(llngs IIgainst 
practltiun"rs who "PlX'ar heforl' it Thl' 
Court is nuthorlzl'd to appoint uu[>"dl' cuun· 
spl to pursul' diSCIplinary ma tters 

Ib) Provides a penalty ifthl' laxpayl'r does 
not pay the taxes shown on the lax rl'turn 
Thl' Tax Court hOB h .. ld that it does not 
havl' Jurisdiction over this penalty because 
it does not relat!' to a dl'fici .. ncy . 

Ic) U.S Marshals providl' courtroom SI'CU­
rit y. among othl'r duti l'S. It is not c1l'ar that 
thl' Tax Court has the authority to request 
the assislancl' of U.S. Marshals, beeausl' the 
Tax C.ourt is a n Article I (rather than Arti­
cle III) court 

(dKIl Thl' Chil'f Judgl' of the Tax Court is 
au thorized to a ppoint Spt'Cial Trial Judges, 
who assist in thl' work of the C'.our!. The 
C'.odl' provldl'S tha t thl''' salary is dl'tl'r­
mined by the procpdur .. s rl'lating to thl' 
Cumlnlssion on EXl'cutlvl'. Legislative, and 
JudIcial Salari .. s The Executivl' Order im­
pll'ml'ntlng that provision fails to includl' 
Special Trial Judgl's 

J~~~!:r~~:~ ~~~I~i.J ~J 'r~!,)!5b~::%~n~r;~: 
travl'l .. xpenses un the same basiS as othl'r 
Federal judges On that dAt!'. thl' Comptrol 
Il'r General dl'lPrmllled thut thl'Y wl'rl' pnti­
tied only to reducl'd relmbursl'ml'nt 
pursuant to thl' Federal Travel R .. gulations 

(e) District Court judges me .. ling Age a nd 
longl'vity of te nure requirE'mE'nts may r .... 
s ign , engagl' in th .. practicl' of law, a nd 
cuntinul' to recl' ivl' rl' tir .. ml'nt pay 

Tax Court judges who r!.'Sign Aftl'r meet­
ing thl'sl' age a nd longl'vity of tl'nurl' r .... 
4uireml'nts, but who I'ngage in thl' practicl' 
of Fedl'ral lax or cont ract law, forfl'it retir .... 
ml'nt pay. Forfl'iturl' a lso occu rs If a retlrl'd 
(ra ther than rl'signedl judgl' OCCl'pts a gov­
I' rnml'nt position, whl'th .. r compensated or 
not . 

(a) Nu provislUll 

(b) No prov isiun 

(c) No provision 

(dK I) No provIsion 

(2) No provision 

(e) No provision 

(al Nu provis ion 

(bl No provis ion . 

(c ) No provision 

(d K II No provisiun. 

(2 ) No provision . 

Ie) No provision. 

-

(al Authori"l'" th .. Tax ('ourt t l) Iml"'"" a 
pt'nodlc rl'g istratlon f" " un practltluJl,'rs ad 
mitled to practlcl' h .. furl' it Th .. Tax COll rt 
is tu .. stablish the Il'vel uf th .. f,oe and thl' 
fn.·'lu l'ncy uf iL. coll .. l'Iion. but the f .. 1' may 

:ta~~i~I:~~ lh: t:~rcJ~:''7uf~~:su:~~,:~ 
counsl'l .. ngagt'd by th" Court tu pursu .. 
dIsc iplinary matters 

Eftl'dl/ 'e dale.- J a nua ry 1. 1~)K7 . 

(b) PrOVides the Ta x Court with jurisdiC­
tion over thIS lat!' payml'nt p''I1alty 

Efferlll'e dale.~ Date of I'nactml'nt 

(c) Authurizes that US. Marshals bp 
availahll' to thl' Tax Court in th .. saml' 
manner that thl'Y a rl' availabll' to oth .. r 
cour'" 

tYfl'c/we doll' - Date of I'nactm"'nt. 

Tr';~~ ll~~:t·s!)~h~r~~~tS~r~r;1' o~aY,0I~} 
Ta x Court judges (This is h istoricall y thl' 
level uf thl'ir salary I 

(2) Prov ides that Special Trial Judgl's art' 
to be rl' imbursed for travl' l I'XpellSes a t thl' 
same II'VI'I 08 other judgl'S 

Efff'C'tll'e dale - n a te of I'noclment 

(1') Pl'rmits Tax Court judges to r .. Slgn, 
practice law, and continue to receivl' r .. tlrl'­
ml'nt pay in thl' saml' manner that Distnct 
Court judg!.'S currl'ntly arl' permitted to do 

Pruvidl'S that forfl' iturl' of retired pay by 
a rl'tired judgl' who accl'pts a govl'rnml'nt 
position unly applies if the position is COlli ' 
pt'nsated 

Effectwe date - Date uf PllRctmE'nt 
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;. 1'a\ ,\clminislratiun 1'ru.1 Fund I The IRS is res pons,hle fur administering 
ISI'~ . !'i!'iH of the Senale am~nd a lmost all of the ta x laws The cost of the 
m.'nll enllre IRS is funded through annual appro­

priations of general revenues. ror f'Y I !lfl6, 

~tpe~~~ ~:t I~P~;~:~~~t!i~ 9$7b~I,liI7~n \~ 
receivro annually in interest and penalties 

lj 

• o< .,"u" .. . , •• v........ --_ .. _.- ..... _ .. _ ... _... _ ....-l 

No provision No prOVIsion Establo"hes a Tax AdminIs tration Trust 
r'und. fUlld~d by a ll Inh're.; t a nd penaltIes 
receIved under the Code The following 
a mounts may be utiiozed by the IRS WIthout 
additiona l appropriatiuns 

lin ,mllionsl 
~' Y 19~7 $4 .:HII 
FY l !J~~ $1 .647 
t'Y 19~9 $1.!flU 
t'Y 19~ $4 .97~ 

~'Y 1991 $fl,O:t:t 

This is a n Increase averaging $O.!I billion 

rurnJi:~.te~U~!. ~he':.s~~::l~~i~l:thFyTr!~~~ 
levels. The increase in spendi ng is targpted 
to examination, collectoon, and other in· 
c reased compliance measures 

E((pctwe da/p.-October I, 19f1li. The 
Trust Fund expires on September 311, 1991 

:!:!6 





1I"m 

II T .. , ,\dmini ... tratiun Prll\'i"\i(tn~ 
I Su ... pt·ntl !ooo'a'ute uf limi.atinns 

.tllrlng prnltlnged dispule "ith 
thIrd pari i.·, Is .. c. 556 of th .. 
Sl'nah~ ante-nctnlt'll') 

:!. ,\uthurit" ttl n'!oicind statuturv 
n"tit-.· tlfdt"ficil'nrv Isec. 13il 
tlf I h .. lI"us .. hill ~nd set". 5~ I 
tlf the S,·nat .. am .. ndment I 

:1. Authtlrity tn abllte inter .. st 
du<' ttl .. rrnrs tlr delay by the 
IHS I,PC. 1:122 uf the lIt1usP 
hill and M"', ;;!l:! uf .he Senate 
Hl1u'ndment I 

1. Su ... pt>nsinn uf cumpuunding 
"ht'n" inlert·~t un df'firiency iN 
'"'pendl'd I , .. c. 1323 uf the 
IItlll'" bill and sec. 553 of the 
Sellate amendment) 

PreM'nt I.a~ 

Thpre IS I(<'nt'rally a thrpe·y"ar statui " of 
hlilitatiolls on tax assessments and prosecu­
tions. pxc .. pt in cas,'s of fraud. fallurp to fil e. 
or a sizeahle understalt'mpnt of income. Th" 
statut .. continu('s to run even if the IRS 
must obtain records hpld by third parties If 
the IIts must litIgate to obtain accpss to the 
thIrd party records. the statutI' of limita· 
tlons can ex pire prior to final determination 
as to the availability of the rpcords. 

Once the IRS has issuPd a statutory nntice 
of deficipncy, the IRS does not have thp 
authority to withdraw the notIce; only a Tax 
Court decision can alter its effect. 

The IRS does nnt have the authority to 
abate interest charges where the addItional 
interest has be .. n caused by IRS errors and 
dplays, except in cases of certain IRS math 

I)rt~sident·s I'roptl'ial 

Nn provisIOn 

No proviSIOn 

No provision . 

IInu,,, lIill 

No pruviswn 

Senate ,\ml'ndml'nt ~ 
II tlurd party fPcords are nul produ("('d 

wl.IHn six Inonths of an adl1lll1l~tratl vf> 
summonfi, th e statutt~ or limitatIOns IS ~lIS 
pended untIl th .. issue is r .. stllv .. d 

Efrect",e dill, ' - Dal .. of "nactmpnt 

-l-

Whprp the IRS and the taxpayer mutual · 
Iy agree, a sta tutury notice of dpficiency 
may be rescllld .. d. 

Same as 1I0use bill . 

Effeclwe dale.-Statutory notIces of defi.j Effectu, .. dUll' - Statutory nolic .. s "I .!<·Ii 
ci .. ncy issuPd on or after January I, 1!IH6. ciency issupd on or after date 01 enactnlt'nt 

~ -

In cases where an IRS official pit her fails 
to perform a minislRrial act III a timely 
manner or makes an error in performing 8 

ministerial act, the IRS has the authonty to 
abate the interest attributable tu such 
delay No aspect of th" dplay can be attrih· 
utable to the taxpayer The IIllRrest abate­
ment only applies tn the period of time 
attributable to the failure to perform the 
ministerial act, and only aflRr the taxpaypr 
has bepn contactPd by the IRS. 

The IRS is requirPd to exercise this au· 
thority to abate interest in instancps in 
which it issups an erroneous refund check. 
except where the taxpayer has caused the 
overstau>cl refund to occur, or where an 
erroneous refund check exceeds $1 million . 

Effecl", .. dole - Interest accruing with reo 
spect to deficiencies or payments for taxahle 
years beginnlllg in or after 1!IR:!. 

Same as Hous .. hill, <,xcept that no sll(n Jli· 
cant aspt'ct uf the delay can bp attributahl .. 
to the taxpayer 

-------tl -- -------------+- r-
The runninl( of interest is suspendPd 

where the IRS fails to issup the taxpayer a 
bIll stating how much the taxpayer owes 
withlll :10 days of concluding an audit This 
rule does not apply to the compoundlllg of 
Hlten~st on previously accrued Interest 

No provision CompoundPd IIIter .. st on the prpviously I Same as Huuse bill 
accruPd IIlt .. rest is suspended when the un· 
derlYlllg interest IS also suspendPd 

Effeclwe dole - Int .. rpst accruing in tax I Effedll'P dule Interpst accrUlll1( "I ... , 
able periods after December 31, I!IH!) December :11, I!IH:! 

--'-
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Item !'resenl I.aw !'resident'. Pruposal 1I0use Hill Senale Amendmenl ~ 
- ---

a. Exempliun {rum 'f'vy fur ~erv 
ice·,",onn('cled disability pay 
menls (sec. 1324 of the lIou.e 
bill lind sec. 55 1 uf Ihe Senate 
amendment I 

6. i\1(1dificatiun of admini.tra 
Ii,.., rules applicable to foneit 
ure (sec. 1:125 of the lIou.e 
bill' 

7. Cerlain rec(lrdk .. eping re 
quirement. Isec. 1326 of the 
1I0use bill and .ec. 555 uf Ihe 
Senale amendmenl' 

K. Uisdusure uf returns and f e · 
turn infurlnatiun to c{'rtain 
{'ilie, I scc. !l57 of Ihe Senale 
Hmendmt·nt. 

!I. lteKulalur~ Fle~ih ilily Acl 
appliN! 10 IItS I,,'C. :'67 of Ihe 
Senate am"nflnwnt I 

Various paym .. nls, such as onemploy· 
ment benefits, workmen 's compensa liun. 
and a minimum amou nt of ord Inary wages, 
nre e xempl from IRS levy MIlita ry service­
connecled disability paymenls are not, how· 
ever, exempt from levy. 

t-- - -

The IRS can seize property Iha l is used in 
VIolati ng the provisions of the Internal Rev· 
enue laws. If the amount of personal proper· 
ty seized is valued at $2,500 or less, the IRS 
may use ad ministrative procedurf'fl to for· 
feit the property and sell it without judicial 
action, after both appraisal and notice to 
polential claimants 

In general, law enforcement officers are 
not subject to the substantiation rules and 
Ihe income and wage inclusion rules for 
specified use of a law enforcement vehicle 
IRS special agents ar .. not, however, included 
within the term "law l'nforceml'nt officl'rs." 

DIsclosure of returns a nd re turn informa· 
tion can be made 10 Stal .. s for tax adminis· 
tration purposes provided that sa feguards 
aga,"st disclosure are ensured Disclosure 
to CIties is nol permitted 

No provIsIon 

No provIsion 

No provision. 

No proviSIOn. 

-~---

The Regul a tory Fll'xibility Act requires 
tha t an ana lYS IS of thl' Impact of rulps and 
regula tions (oth .. , than in te rpretative regu· 
la tions, on small bustnl'sses be performed 
Trl'asury's posilinn is Ihal mosl IRS rull's 
a nd regula tions a re inlerprl'Ultive . 

.-J-

No proviSIOn 

Mili tary servlce-connecled dIsabilIty pay· 
ments are <,xempt from levy 

Eff .. ctlVe dot ... - Paympnts made a ft e r De· 
cember 31. 19H5 

The IRS may administratively sell up to 
$100,000 of persona l property used in viol a· 
tion of the Inte rn a l ltevenue laws. Such sale 
would require both a n appraisal to deter· 
mine value end notice to potential claIm· 
ants Potential claimants can require a 
court proceeding by posting a $2,500 bond 

Eff«t", .. date.- January I, 1986 

Use of an automobil l' by a special agl'nt of 
thl' IRS IS treated in thl' same mannl'r as 
use of an automobill' by an officl' r of a ny 
othl'r law enforceml'nt agl'ncy . 

Eff""tw .. dot .. - DatI' of l'nactment 

No provision 

Same as Hous .. bill 

Effectwe dute. -- Payme nts mad .. afll'r n(>· 
cemb .. r 31, 1!IH6. 

No provis ion 

Same as House bIll 

Effrctw .. dot ... -January I , I!IK:' 

Any city with a popula tIon in I'XCI'SS of 2 
millton Ihat imposes an incuml' or wag .. tax 
may, If thl' Secn·tary so provides. rl'Cl' lvl' 
rl'turns and rl'turn informa tion fo r Ihe 
saml' purposes and WIth the saml' sa fl" 
gua,ds as are requirl'd of a Stale unll", 
present la w 

Eff .. c tw~ d(]t~.- ()at" of enactm .. n l 

-+ 
No provision Applies Ihl' Rl'gul a tory fl l' xlbllity Art to 

all rules a nd regula tions prl'sc rib .. d hy Ihe 
Treasury 

I floor a ml'ndml'nt by Senator Sasse r. 
adopted by voice vol l' , 

Effeclt l'e dut~ - Da l .. of e nact me nt 
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Ill'm 

"",lifi,'ali"n oof Enol,lu}'t' .. \\'ilh 
hultlinJ.! ,\II .. wanl'l" Furms ("'('c, 
1:lr. oof Ih,' lloou, .. hill an,l "'c. :;fiZ 
ul Ih., S.'nal,' amt"f1lhnt'nt) 

I(~poorl oon IIdurn-.' r .. e Tn, Sy" 
Io'm (,,'C. I:II~ IOf III" 1I0u ... bill 
anti M'l' , ;.11:1 uf th(l Sl'lIate amend 
ownl) 

Pn''',"nll.a" 

I':mplooy .. t's can cla,m wllhhnlrl,nK allow· 
af1(:l'~ nn Form W ~ 1 That lonn dt~tl'rnunl's 
how much in ~'.'dl'ra l (" .. ·s IS wllhh"ld Irom 
the .. llIployee·s wag.'s WithholdIng allow 
ant:t"S can be claimed for personal exemp­
lions, tax crl'd ils, an,l l'slimaled d .. ductions 
tsuc h as il (>miZt'd cll'ducllons). ThaI fnrm 
remaons in effecl unlll th .. laxpaY"r chang..,; 
or revokes it 

IndIVIduals whose income t'xceMs spe ... · 
fit'd I,'v .. ls musl file income lax .. 'Iurns each 
year I;ent'rolly, th .. s .. relurns must bt' fil"d 
by April 15, unless the taxpay .. r r..relV,," an 
ex l"l1s ion of time 10 file . 

Presidt'nt's I·rnpnsal 

No provIsion 

Providt' th .. IHS with the a ulhorlty to 
implt'm .. nt a return-fr('e system lor indlvid· 
uals TaxpaYl'rs who meet c .. rtain criteria 
fr .. lating to the complt'xity of Iheir relurns ) 
would"" off .. red Ih .. option of nol filing an 
mColll .. lax return Instead, thO' IRS wnuld 

F;~';!;li~~ ~~~h;e:~;~a;;rd T~~I)~e w~':.ldtd~ 
Ihis using waKI' reports currently filM WIth 
the Social Securily Administra tion and in · 
formation returns currl'ntly filed with the 
IRS. The IRS would send th .. taxpayt'r a 
r .. port stattn~ the Servic .. 's ca lculation of 
th .. taxpayer s tax liability The taxpaYl'r 
would be fre .. to challenge thO' s"rvic("s 
calculation or tax 

Ef(ec/lI''' dUle.- Not specifit'd in Pr .. s i­
cleftt s proposal 

lI"u,<, IIi II 

Mudlfies wlthholrllng s,hedules tit h,'tt", 
appmxin",l .. H,.. n .. wly .'ITt'ctivt' lal .. sch .. d ­
ult,s 

Effedll''' dall' - J anuary I. I~Kli 

R"'lulres a report from IHS to th .. 1I0uS<' 
Ways and Mt'alls and SPnat .. Finane .. Com-

mlttee~i )RWi;'~t :=~o ;~t"~ipat .. in proposal 
and who cannot; 

(:!) 1I0w the proposa l would b .. 
phased in; 

la) What rI'sources (computers, staff, 
.. tc ) are n .. eded; and 

(4) The Iypes of chan~ .. s to the Code 
that would inhibit or enhance th .. use 
of th .. retorn-fr .. t' system 

The IRS IS also to consider whether on in ­
house test of the proposal (not Involving 
taxpayers) would b .. bt'neficlal 

Effl'cl",,, dal" - R"port dut' six mon(hs 
aft .. r th .. date of enact nlt'nt 

Senlih' Ampn,lm.'nl ~ 
Sam .. as 1I0us,' Iti II 
In add ,(ion . Ir an empluy.· .. d.ws Iwl Iii .. ~ 

rt'visl'd FIlrln W ·1 h..run' ,lanuary I. I !IKH, 
tit .. ,'mployt'r must wIthhold IlIl'"mp (a .. 's 
I rom the t'mploy .... ·s waKes as II th ... ·mploy 
ee clalm.'d ellh .. r on .. allowance I if SllIKI,' ) IIr 
two allowances lif marned). 

Effect",,, dulf.-.lalluary I, 1!IH7 

Same as 1I0us .. hill 
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I"'m 

\ . Euhang.·' and /lental. of Mem 
h,·.-hip Lisls of Certain Tax-Ex · 
empl Orl(anizstilln. tKe«:. I \O~ nr 
the IIl1u,~ hill and se('. 1702 or the 
S~nat" amendment I 

I. lIi.trillUtiun of Low-Cnst Articles 
by Charities IHrc. uo~ or the 
IIl1u ... hilll 

:. Expansion uf l llllT Exemption 
fur C .. rtain Trade Show Income 
Ise ... 1715 IIf the Senate a mend 
m .. ntl 

Pr,,""enll.a'" 

Charitahle and olhe r tax""xempt organi ­
zations are subject to a lax on incomp from 
a n unrelated trade or business Ithe UBIT), 
i.e ., where the conduct of the business IS not 
substantially relaW to the eXl'mpt func­
tions of the organization 

The U.S Court of ClaIms has hpld that 
income receivPd by the D,sablPd Amprican 
Vl'terans from other exempt organizations 
a nd commercIal businesses for ·the use of ita 
mailing lists is subject to the UBiT 

Charitable and other tax-exempt organi­
zations are subject to a tax on income from 
a n unrelaW trade or business Ithe UBIT), 
i e., where the conduct of the business is not 
s ubstantially relaW to the exempt func­
tions of the organization. 

Under Treasury regulations, the UBIT 
does not apply where an organization 
"sends out low cost items incidental to the 
solicitation of charitable contributions." 
The regu lations do not provide a definition 
of " low COllt articles." 

Charitable and othe r tax-exempt organi­
zations are subject to a tax on income from 
an unrelaW trade or business tlhe UBIT), 
i e ., where the conduct of the business is not 
substantia lly relaW to the exempt func­
tions of the org"nization 

An exemption from the UBIT is provided 
for income derivPd by trade associations 
Isec . 5011cM6)) or labor unions lsec . SOltcKS)) 
from qua lifiPd trade show and convention 
acllvi ties at which members of the sponsor­
ing organization sell products or services 
Is<'C. S131d .. 

I'res ident'. Proposal 

No provision 

No J,lrovision. 

No provision . 

---

lIou.e Bill 

The bill provides a n exemption I'rom the 
UBlT, in the case of certa in tax""xl'mpt 
organizations eligible to receive cha ritable 
contributions, for income from exhanges or 
rpntals of membershIp or donor mailong 
lists with or to other s uch organIza tions 

Effect"" d"le.- Exchanges a nd rpntal s of 
Iosts after the da te 01 enactment 

The bill codifies the regulation providing 
an exemption from the UBIT, in thO' case of 
certain tax-exempt organizations eligible to 
receive charitable contributions, for income 
from certain distributions of low-eost arti ­
cles incidental to soliciting charitable con­
tributions . The bill also defines " low cost 
articles" as any article with a cost not in 
pxcess of $5 IindexPd for inflatIOn I. 

Effeclll -e dale - DIstributions of low cost 
a rticl es a ft e r the date of enactment 

No provision. 

S~n6l e Amendment ~ 
Sa me as 1I0use hIli 

No proVISIOn 

The section S131d) UBIT exemption is px 
panded to cover I I I qualified tradp s hows or 
conventions a t which suppliers to the s pon­
soring orga nization's members sell J,lrod ucts 
Or services, a nd (2) qualifiPd t rade show a nd 
convention activities of charitable o rga nIZa­
tions lsec. SOl1cK31) a nd social wplfa re orga­
nizations (sec. fiOl(cK41) Wloor amendm pnl 
by Sen Matsunaga, adoptPd by vo ice vote' 

EffecllI'e dale.- QualifiPd trade s how or 
convention activities conducted in ta xa hl" 
years beginning after the da te of pnact 
ment 
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ht'fI1 

II. TlI ' Ewmpl io n fur ('erla in Title-
1I .. 1 .lill ~ ('(lm pa ni ... Is .. c, 17116 of 
th ..... S('naf~ a mendmc'nt) 

K lIiHsliture Exemption for Cer 
h.in (;randfalher .. d Busin .... 
lI u l din~, uf Privat e Foundalions 
Is .. c. 17115 of Ihe S .. nale am .. nd · 
ment' 

Pr" ... 'nt I.a" 

A corpora lion organized 10 hold lille 10 
property , a nd to d,slrohule the income 
Ihe refrom to one or more rela ll'<! tax-ex· 
e mpl organizalions. may its(' lf be tax ex­
e mpt. The IRS has taken the position t hai 
soch a litlE-·holding company is not ta x ex­
empl if Iwo or more of its parenl urganiza 
lions are unrelaled . 

An exempt organization 's income from 
d,·bt financed propt'rly lolher tha n real es­
late) gpnerally is treated as unre latl'<i busi­
ness income. which is subject to tax An 
pxceptlon is provided for certain pension 
plans a nd educatIOnal organizations 

If on May 26. 1969, a private foundation 
Itog .. ther wilh disqualified persons ) had 
business holdings exceeding permitted limi­
talions (generally. 20 percenll, the amount 
of foundation/disqualafied person holdings 
must be reduced in two phases ICode St!C. 
49431. In g"n"ral, a disqualified person is a 
s ubstantial contribulor to Ihe foundation, a 
family m"mber of a substantial contributor, 
or a substantial owner of a n entity Ihat is a 
s ubstanlial conlributor 

If th" 1969 holdings "xceeded 95 perCent, 
Ihe foundation has a 20-year period Ii "., 
until May ~6. 19R91 to reduce the combined 
holdings to 50 perCent. Wilhin 15 years 

~~~~ t:; ~~~f!d~nd~~~~~~~, ~:.!,ol~nf5 
perc"nt; in addition, th" foundation its"lf 
may not hold mor" than 25 perc"nt of the 
voling slock, d"pend"nt on whelher dis­
qualified persons own mor" than two per­
cenl 

!'res ident's rrnpusal 

No provIs ion 

No provis ion. 

lI uose Bill 

No provIs ion . 

No provision 

S~nale Amend menl ~ 
Tax-exl'mpt status IS prov ldt--d for a corpo­

ra l ion or trust Ihal lal has no mon° Ihan :l!i 
shareholders. Ihl has only on .. class of slo.:k 
Or beneficial interesl . a nd Icl is opt'raled for 
Ihe e xclUSive purpose of ho lding litle 10 
properly a nd dislrobuling income to "lagible 
shareholders. The term .. laglble s ha rehold 
en; includps a qualafied pt'nsion plan; a gov· 
,,,nmental pension plan ; a ny Stale or 
political subdivision . or any tax -exempl 
cha ritable organizatinn (sec . .'i l)l lc~:liI 

The exception from Ihe unrelated busi· 
ness income tax imposed on d"bl·fi ",.nc .. d 
property is extended 10 lille·holding compa· 
nil'S. In addilion. Income derived by l' lagible 
shareholders from tille holding companies 
generally is not Irealed as incom .. from 
d .. bl·financed property 

Effed",,, dale.-Taxable years beginning 
afler 1986. 

The 20-year grandfath"r exc"plion for 
ce r tain excess bus iness holdings acqoar .. d 
prior to May 27, 191i9, IS mad" permanenl 
if-

(1Ilhe manage m"nl ofth" found ation 
and the manage m"nt of Ihe busaness 
" nlerprise ar" suffici"ntiy unr"lated . 

121 no disqualified person who was not 
a foundalion manag"r on May Ii, I·JKfi. 
can becom" a founda lion manag"r a rt .. r 
Ihat da le, 

(31 no disqua lified person r"c",ves 
compensalion loth"r than r"asonah l" 
dir"ctors fees I from both the founda· 
tion and Ihe bUSiness ente rpnse, 

141 the founda lion continues to meel 
th" charitable payoul rul"s of pr .. s~nt 
law, and 

151 the foundation and a ny disquall· 
fi ed persons comply wilh th" section 
494:1 rules applacable to any holdings in 
Ihe enlerpris" acquirpd a fter May 21i, 
1969 

Elf""t",e da te - Oat" of "naclm"nt 
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L ___ _ IIrm 

F . H~du"'in" nf !'rivat .. F"undati"n 
1'''.' .. ul H~quirement by ('~rtain 
t 'usls uf lIa7arduu~ "' 8~t(' I(emuv 
.. 11",,',1712 .. f the Senat .. amend 
rnt'nl) 

I ; . Exc .. ptinn tn M~mb .. rshlp Organi 
latinn 1I,'duction IluleM I ... c, 1710 
nf th .. S .. nat .. amendm .. nt) 

PreSt' n' La" 

To avoid penalty exclS<> taxes, a provate 
n()lInperatin~ foundation annually must 
make expendItures or grants for cha ritable 
purposes on a n a mount IIhe "distrobutable 
amount"l equal to five percent of the fair 
market value of its investment ru;sets (sec. 
4!1421 

A membership organization generally 

~~~hi:~~~~:':rn:::Vic"e':~n~e~~t;! :~I; 
frum income derived from members or from 
transactions with members (!reC. 2771. This 
rule does not apply to certain financial in­
stitutions, insurance companies, securities 
or commodities exchanges, or certain other 
organizations . 

!'resid .. nt's Prnposal 

No "rovlslOn No proVision 

No provIsion No provision. 

1I0use lIill S .. nat .. Am .. ndm.nt _~ 

The oth.'rwlse a "plicable dl~trohutable 
amount for the James (;raham Brown 
Foundation is rP<iuced by c,"rtain c""ts paId 
ur incurred by the FoundatIOn for remnva l 
or remedIa l actIon WIth respect to a haz.nd 
nus substance released at a faclloty owned or 
operated by the Foundation. Irloor amend­
ment by SeilS McC,onneil and ford , ad""tP<i 
by voice vote 1 

E((rdll 'e da le - Taxable yea rs be~onnonJ.: 
after December :II . 19H2. 

Membership organizatIons engaged pri­
marily in the gathering a nd dis trobution of 
news to their members for publicat IOn are 

ru;:,';~~rndg t~f~~~tae;.i;~rc~I~!i::.~:;t!,~: 
from income whether or not derived from 
members !Floor amendment by Sen Moy 
nihan , adopted by voice vote.1 

E((f'C twe dale - Date of e nnctment . 

--~----------------------~------------------------1------------------------+-----------------

II . Ta.·E ... mpt Status fnr T .. chn .. lo 
gy Transf .... Organization (Sec. 
'If th .. Senut .. amendm .. nt I 

In November, 1985, the U .S. Tax Court 
denied tax..,xempt status under section 
50\(c~31 to the Wash ington Research Foun­
dation, a nonprofit organiz.~tion formed to 
assist the transfer of technology from uni ­
versities and tax..,xempt resea rch institu­
tions to the private seclo r The Tax Court 
held that the organization was not exclu­
sively operatP<i for charitable purposes be­
cause its major activity of providing 
patentin~ and licensing services was com­
merCial in nature. 

No prOVISIon No prov ision. An organization that transfers technology 
from universities and sc ientific research or· 
ganizations to the private sector is treated 
as a tax..,xempt charitable organization If It 
meets certain reqUirements, including that 
it was incorporated on July 20, l!JHI The 
intended beneficiary of thiS provision is the 
Washington Research Foundation Irloor 
amendment by Sen I;orton , adopted by 
voice vote. I 

E((ecl",e dale.-Date of ('nactment 
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II('m 

\ TarK""'''' .1"1,, Ta. t ·redillser . tilt 
"f Ih.· II"",,· hilI and ,,·r. 171111 .. I' 
lh.· S"nalr IIm,·ndn ... n!1 

Pn"t'nll.a\o\ 

A lax credit is aVallabh" on nn (.>Iectlvt" 
basis to pmployers 01 IndIviduals from nine 
tar!(eted !(roups. i e .• individuals who are 
recipienL~ of paympn!s und .. r mea ns· tes!ed 
!ransfer pro!(rams. economically disadvnn· 
taged las measu red by family ineomel, o r 
disabled. The credit generally etjuals !i0 per· 
cent of the first $6.IIUII of qualifi .. d firs! year 
wa!(es and 2:' ppreent of the first $I"UOU of 
qualified second y .. a r wages. A credit equal 
to R5 ppre .. nt of up to $3,UOO of wages of any 
disadvantaged Bummer youth employ ..... also 
is allowed The .. mploy .. r's dNuetion for 
wages must be reduced by the amount of the 
erroi\. 

ap~l~d':it~r~:~~a~~ :;;g~~~tro~,,;si:d~~ 
viduals who begin work ror the employ .. r 
after December 31. 1995. 

1-------
II . Ill .' mpie Trusl Fund and Ext'ise I No provision IVarious earma rked excise 

Ta, 1st·.·. , 1Ii:1 "f lhe lIuus .. bill I taxes ar .. dNicated to speci fic trust funds" 

- ~ -- --

t". (",,11 ... ·1 "on .. f lIi .. ,,·1 Fuel Excise 
Tax (s.· ... I :I~ I .. f th~ 1I",,,e hill 
and ,,·c. ,,71 uf (h .. S"nate 8m.'nd 
nwnt ) 

An ... cis .. tax of 15 cents ppr gallon is 
imposed on the sale of diesel fuel for use in a 
die8<'l·pow .. red highway vehicl ... ThiS tax is 
eollpeted at th .. retail level 

Th .. "xelse tax on gasoline (!J cents ppr 
gallon 1 iB imposed and collected at the man· 

~a~~uf~~~:d I .. ~elt h~,(OII~~ttl~~I;f t!!'l~r;a~ .. ~ir. 
however. if all !-arties are r .. gistered with 
the IRS 

!'rpsid,·nl'. Proposal 

No provisIon. 

No provision 

No proviSIOn 

lI"u ... lIill 

The targeted jobs credit IS p.tpnd.·d for 
two additIonal years with sevpm l III ",II fica· 
lions' th .. credit for secnnd·year W3J.(pS IS 
eli minated. th .. first·y .. ar credIt IS reducro 
to 4() p.-.reent of th .. first $(;.01111 of qualified 
first ·y .. ar wagps (except in th .. case of dlsad. 
vantaged youth .. mploYe<'BI, th .. credit for 
wages paid to an ondividual who works for 
th .. employer for fewer than 14 days is 

~~i";::;'~':"io~n~dt~7n~~tt::,~:~,:t~~d f';ubri~i~ 
.. xpenSCB is extended throu!(h fi scal year 
1987 

Effect",e date.-Appli .. s for ",dlvldunls 
beginning work for the employer a fter I!JX:, 
a nd before 19HH 

(II EXCIse tox.-A lU·pprcent excise tax is 
Impos(-d on amounts paid for U.S. televiSIOn 
and radio broadcast rights for Olympic 
games 

v .. ~t~tI2~. dfJ~5~~h~~nt~a~a~;:~~~r~ 
binding contracts in effect on tha t date 
Any inconsistent US. tn'aty proVision is 
ovt>rrideon 

(2) OlympIC Tru.<1 Fund.-An OlympIC 
Trust Fund is .. stal1lished '" the Treasury to 
receive amounts from the n .. w .. XCISp tax 
Trust fund monies. less related Tr .. asury 
admillistrativ .. e.penses are ava ilable to b(. 
paid to the U.s Olympic C.ommilt..e for 
Olympic· related "xppnses 

Effedlt'e date - Date of enactment 

Senale Anlt'ndmen! J 
Same as II"us .. hill. " .... ·pt ,hat ' I) th.· 

erpdi ' is .. xt .. nd"d for threp y .. ars I 1<'1('" Iwr 
with aUl horization for ildminislrativ(~ and 
publocity ex,,..nSl·sl. '~I a ,.11 ,,,,rc .. nl en·d,t IS 

r('ta inpd for first·year wal("s. and ,:11 lh.· 
credit is nol av"il;,ble for indiViduals wh" 
work ror less than !III days' 14 days in !h.· 
case of qua lified summer yuu th empl"Y"es) 
or I ~O hours I~U h"urs in thp cas .. of '1uali · 
fied summer youth pmploye.·s). 

Effed/Ue dale - Apploes for IndIviduals 
beginning work for th .. employer afler I!IH'. 
and before 19H9 

No provision . 

The dlt's .. 1 fuel excise tax for highWay· f:same as !louse bill !Floor amt'ndn ... nl !Iv 

~~~i~I~I::[er~ i~~:alr;r ~~~~:I;:':I~::; Sen St"vens, adopted by VOice vote I 

by the manufaetur .. r where th .. sa l .. is di . 
rect to the retailer). at th .. pleetlOn of a 
"qualified r .. tailer .. 

Effect",e dale.-Sales of dll'8<'1 fuel (for 
use in highway vehicles) after thl' first cal· 
e ndar quarter beginning more than 6U days 
after date of .. naetm .. nt 

L-.. 
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L Item I'rl'wnl Law President's Proposal 1I0use Bill Senale Amendment 

II. Sudal Se.-urity and FIITA Provi 
sinns 

I. Allnw mini"tu" to reeleel so 
dRI security coverage (Nee. 
tMHZA nf the Sl'nate amend 
men" 

The Federal Insuranc .. C.ontributluns Act 
(F/CA) Imposes s .. parat .. payroll taxes on 
employers and employees equal to a per· 
c .. ntage of wages paid as remuneration for 
employment, subJPCt to certain exceptions. 

For self-empluyed individuals, a similar 
tax is imposed on self-employment income 
under the s..lf·Empluyment Contributions 
Act (SECM. 

Thl'se taxes are used to fund the social 
security progy-ams of Old·Age and Survi· 
vors' Insurance, Disability Insurance, and 
Hospital Insurance. 

Generally, employees who are ministers 
of a church in the e"ercise of their ministry 
or members of religious orders (other than 
members subject to a vow of poverty' in the 
exercise of duties required by the order are 
treated as self-employed individuals for pur· 
poses of social security taxes However, such 
individuals who are conscientiously, or be· 
cause of religious principles, opposed to par· 
ticipation in a public insurance system may 
elect to be exempt from self-employment 
taxes and cred it under social security (on 
earnings for services as ministers or mem· 
bers of r .. ligious orders) by filing an irr .. vo­
cable one· time application to that effect 
within two years of bt>ginning their minis· 
try . 

No provision 

2. I'umn",n paymash'r rule for I Pursuant to th .. Federal Insurance Con· No provision . 
FWA and FliTA taxI'" I "I'C. tributions Act (fICA), a payroll tax is im· 
t721 nf Ihe Senate amend posed on every employer with respect to 
men') each individual in his employ The tax 1m· 

posed is a percentage (currently 7.15 per· 
cent) of the base amount of wages paid to 
the employee (currently $42,0001. Similarly, 
the F!'deral Unemployment Tax Act 
IFUTA) imposes a tax on every employer 
With respect to each individual he .. mploys 
The tax imposed is H M percent on the first 
$7,OHO of wages. 

In general, when th .. same individual is 
.. mployed by two ur more employers. each is 
subjpct to the FICA and FUTA tax on the 
base incom .. of th .. indiVidual An exception 
applies where two or more related corpora· 
tions concurrently employ the same indivld· 

: ual and compensate him through a common 

_ 

l paymaster which is one of the corporations 
In such case, the tax is determined as 
though the individual has only one e. mPIOY' 
"r, the common paymaster. As a result, the 
tax IS applied agamst only a single base 

amou~ ~age~_ _ _ . _~ __ . 

No provision. 

No provIsion 

-

A one-timl' irr .. vocable .. Iection into social 
security coverage is a Howed for ministers 
who previously electro out of socaal secu nty 
The amendm .. nt allows a period of two y .. ars 
in which to elect back in to social security A 
minister making the election back would 
become suhject to SECA tax and his or her 
ea rnings would be credltro for benefit pur· 
poses. In add ition, administrative provisions 
are adoptro to advise ministers proposing to 
elect out of social security in the future that 
the election is IImitro to individuals with 
consci .. ntious or religious OPPOSition to par· 
ticipation IFloor amendment by s..nator 
Armstrong, adopted by voice vote.' 

Effect",e date .- Taxable years beginning 
on or after the date of .. nactment 

The cnmmon·paymaster rule is applit'd III 

~ h:o~~~,~~oe::~~ei ~:~la~~!~ir~~;~h7~ ~~~ 
purpuses of collection of FICA and FUTA 
tax .. s The same test for determining relat .. d 
corporatluns IS .. mploy..d to det .. rmine 
wheth .. r a partnership is r .. lated (Floor 
amendment by s..n Moynihan, adopted by 
voice vote ) 

Effectwp dat .. - Wages paid or mcurr..d 
after Dpcemb .. r :l\. 19Hfi 
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I"'m Pn· .... ·nt La'" Prr",id .. nt"r;; Pruposill 

:1. AKri"ul(ural WIlK~" Huhj~ .. t tn 
Ft ITA I' ... ·. 707 "f th~ S~nat~ 
am(>nllm'~ nt) 

FUTA lax apl'l ... s 10 wag.·" of workt'rs ill I No provi",on 
agrocu ltural opt·rations With a payroll or ot 
least $211.0nO in ony calendar ljunrt .. r . or 
wi th 10 ur mor .... mploy .. e" In ~n weeks of 
th .. year 

--+ 
t. FI 'TA for ... ·rt .. in Indian 

IriheH (.rc. I~HI'\ of the Sen 
altO ampndmt>nt) 

(;t'llera lly.lnd13n tribE's are treatPd as nny No provision 
other e mpluyer and a re subjecl to F .. de ra l 
un~l11pluyment tax I FUTA I. No exct'ption is 
provided if unemployment comppnsation 
cov .. rag .. is denied by th .. State in which th .. 
Indian trilK>!! have bE'en denied un .. mploy-
ment compt'nsation cove rage by the State of 
Colorado and are not required to pay State 
un .. mploym~nt compensatiun taxt's 

0' . Tr .. atm .. ntllf •· .. rtain t .. chnical 
p .. " .. nn.·1 tHec. 1717 llf the 
S .. nat e Ilm .. ndm .. nl) 

Section 5:.10 of the Revenue Act uf I !17t\. as I No provision 
ampnd .. d. provides that lax payers who had 

:~dtts~ ~"';.tr:c~fc~ofo~b~eo~~:ai~~~h wa:r~:! 
us .. mployees could continue such tr .. at­
ment. und .. r certain ci rcumslances. without 
incurring employment tax liabilities 

Ii. I'a~ rflll I, ... h·p."its her. 6:16 I Unless the Cude specifies th" mode or 
flf Ih.· ~'·nal.· "n ... ndm,·nll tim .. for co llecting a tax. It IS to be co llected 

as provided in Treasury rt'gulations. Th .. 
Code dOt's not specIfy the mod" Or time for 
collecting la) mcom .. laxes withheld from 
,·mploy ..... or Ibl th" empluy .. e o r .. mpl"yer 
FICA taxes Conseljuently, th., mude a nd 
tlllle for collectm!: tht'S<' taxt's is specified m 
Tr .. asury regulations 

Under th .. S<' regulatIOns. if tht' aggregatt' 
amount of und"p05ited taxt's reaches $:.I ,tHlU 
or 1lI0r" at the end of any one-";ghth-month­
Iy pertod. the employer must dt'p05 lt th!' 
ta x"s within th rt'e han king days 01 the close 
of the one-('ighth-monthly pt'riod 

No provis ion 

lI .. u,,· Hill 

No provislCHl 

Nu prUVISlon 

No provis ion 

No provision 

St"llalt' AnwIH.Jmf'nt ~ 
Tht' ljuart .. r1y payro ll Ihn·,h"leI a\ will ch 

agncultural wag.'s arr rovl'rt'd IInd"r FlITA 
is Inc r"'L"'d frum $:!n.1I110 to $·10.11011 ISo· ... 
a lso IV.A !II 

Effect",e dull' Wagt's paid a lt .. r St'pl .. m­
bt'r :m. 1!IHf> 

FUTA taxes asst'sst'd against c.'rlain Indl 
a n trobE's for the pt'riod of lime tht'y nre 
r"fuSt><! unempl"yme llt com pensatIOn cover· 
age by the Slate a re excused Wloor amt'nd 
ment by Sen Armstrung . adupted by VUll'" 
vote .1 

Eff .... t"'" dale.-Servic .. s pt' rformed bt>­
fore . on. or after the date of .. nactment. nnd 
before January I. 198M. 

Section a:1IJ of the Revenut' Act of I !17H 
dOt'S not apply to services prov ided pu rsuant 
to an arrangement bE'tween the taxpay'" 
and another o'l(aniza tion wh .. reby tht' IIld " 
vidual provided s .. rvic .. s as an eng lll,·er. dt'­
signer. dra fter . computer programmer. 
systems analyst. or other s imilarly sk tll .. eI 
worker t'ngagt'd in a s lmJiar IlIll' of wurk lor 
such other organizatiun !Fluor amendnwnt 

I by Sen Pac kwood on behalf of Sen Muynl­
ha n. adupted by voic.' vute .1 

Efffef'l" '~ dal~ - Servict's n ' nd .. red altt'r 
the dat .. of enactment 

Increases frum $:l.OIlU to $5.IlIHI th., 
amount of undep05lt"d puyroll tax"s all "111 ' 

~~~~h 1;''Ye::;;;~e;~I~e I::~~~t'~h:fft'~~;~~ght h 

Efte"I",{' dule - Months beglnn",g "fle r 
Dect'mber :II, 1!IK6 
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.;. IIlIdgl'l · l(plaled I'rnvisinns 

I. ltr ... 'nue. fur budgel purposps 
(St'f. 171 X uf Ihe Spnate 
amt'ndnwnl) 

2. Budgrl re'cnue nuetualion. 
(sec. 1720 of Ihe Senate 
anlt'ndm ... nl) 

. Ts'( ('ud ... Ht'vbiuns 
I. H..r.'rpnl'" In I nlrrnal Reve 

nue ( ·",It, (SI'C. 2 of the II"u,e 
billl 

Pres .. nl Law 

No provision 

No provision . 

The eorrent tax code 126 U.S C.I is re­
ferred to as the " Internal Revenue Code of 
1954" la, amend.-dl 

The 19:,4 ende Isee . 7R"Zldll states that no 
provision of Ihe Code is to apply where it 
would be contrary to any treaty obligation 
of the Unit...d States in effect on the date of 
enactm .. nt of the I!J54 Cod .. IAugust 16, 
19541. 

.J Ta", reform muralt)rium (!lee., There have ~n three major tax revi-
1719 of I h., Senl"e amend slons in the past five yenrs, affffting many 
m.'nt 1 provIsions of the Internal Revenue C.ode 

Presidenl's Proposal 

No provIsion 

No provision. 

No change in Code reference. 

No provision. 

IIoose lIill Senale Amendm .. nt 

N" proviSIOn. I Revenul' wondfalls on fiscal years 19X(, 
and 19R7 that are attribulable to provisions 
of the Tax R{,rorm Act of 1!l1l6 shall nol be 
taken into account for determoning total 
budget revenu .. s for the fiscal y .. ars 
19X6 19X9 A revenoe WIndfall is anyon­
crease in revenues over prf>Sent law For 
fiscal years 19X!l and 19!!!I, any revenue 
shortfall attributable to the Tax Reform Act 
of 1986 shall not be tak .. n into account t" 
the extent that it exceeds the fiscal year 
1986 and 1987 windfalls This provision ap­
plies for determining Budget Act poonts of 
order and for purposes of sequestrations 
under the "Gramm·Rudman·lIollong." 
budget legislallon . IFloor amendment by 
Sens. Domenid. Gramm, Rudman, and Uol · 
lings, adopt...d by voice vote 1 

No provision. The conference committ .... on II R. :11l;IX 
should report Fedeml wx reform legIslation 
that produces a revenue path WIth minimal 
revenue nuctuaLons. (Sense of the Spnale 
noor amendment by Sen Chiles, adopted by 
voice Vo ..... . 1 

Recodifies the Code as the "Internal Reve- I No change on Code refprence 
nue Code of 1985" (i.e., reenacts the provi-
sions of the 1954 Code-as in effect on the 
date of enactment of the bill-wgether with 
amendments as made by the bilil. 

Restates that the 1985 Code does not over­
ride existing U.S. treaty provisions In effect 
on the date of enactment ofthe 1954 Code or 
in effect on the date of enactment of the bill . 

- -

No provision. Expresses a Sense or the Congress that 
the prOVIsions of Ihe Inlernal Revenoe Cod .. 
that are add<-d or amendPe! on th.> eorrent 
Ipgislatlon remaon unehangpd for a JWrood of 
at least five years from the date of .. nact 
men I IFloor amendment by Stonator Mat · 
tingly , adopt<-d by a vote of ;'0- 47.1 
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Ih'm 

M ........ llafwuu '"' Pru\ .... inns 
I . I,'u!'o',' r CH r (' POi) "tents 'Sl't' , 

lWI uf ,10,' lI .. u,," bill l 

2. null· ... fur !\PUUS\'S nf Vietnam 
MI ,\> Is,"', 1\112 IIf Ihe lIun'e 
bill and 'cr. 17111 .. r Ihe S"nsle 
amendmt' nt) 

:J. I-:). ,·mpl .. ert a in reindeer in 
•· .. me frum ta~ Ise.', 1716 .. f 
Ih .. Senale um"ndm"nll 

t . Infurmuhun un special ur 
uni~lIt' Irealm.'nt under tax 
hill Ise,', 1711 .. f Ihe Sen .. l" 
um .. ndm,·ntl 

Itr ....... ·nl I.a'" 

A fosler par .. ,,1 may .. xdud.· from !:ross 
Ulcnme ({'rtat" n'unlJUrst'nlpnts for ex 
IlPns<'S of ca rinK for a foster child plac .. d in 
tht· home by a gover nmt'nt agency or a 
Stnt('· iocpnsPd. lax · ... xell1pt chold plncemenl 
ug"ncy To obtain the exclusiun, the fostpr 
parents m ust nccount for nil expt>llsps in· 
curred fur each fostpr child in t heir care 

C .. rtaon tax rE'li.,f provisIons applicable 
with respt'Ct to ViE'tnam MIAs and their 
spouses E'xpired after 1982 lsees 2IaM3MBI. 
1;92lb). fiOI:l(fMi). and 75081bll. 

UndE'r lhe Reindeer Industry Act of )!137. 
the United StalE's GovernmE'nt purchased 

~~I ~~~~I~t:~d~:ti~e~m!lr~~:n;h~~ ~h\~ 
property has been held in trust by thE' gov­
ernme nt for Alaska n natives who manage 
the rE'lOdeE'r herds. The (',ourt of Appea ls for 
the Ninth Circuit ruled 10 19R5 that rei n · 
deer· related income derived by Alaskan na· 
tives from herds is not exempt from rederal 
taxation absen t a clear E'xp rE'ssion of s uch 
intent In thE' 19:J7 Act 

ThE're .s no r"'luirE'ment that conferencE' 
reports on tax legislation arE' to contain the 
name of taxpayers receivi ng specia l or 
uniljue trea tmE'nt 

I're!\idenl's I'rupnsal 

No provision 

No pruvislOn 

Nu provision 

No provision 

_ _ -L.. _ 

lIuu,,, 11111 

ThE' present-law exclusion is moddied lo 
eliminatE' the requirement uf d .. ta. led r('C­
ordkeeping 

Effec(II'e da le.-Taxable years nE'gi nning 
aftE'r 1985. 

The bill reinstates and makE'8 permanent 
lht' expirt'd provisions relating to Vi~tnam 
MIAs. effective for taxable years beglOning 
after 1982. 

No provision 

No proviSIOn 

Senale ,\ ml'udm r nl ~ 

No pruvls.on 

Sam~ as 1I0us .. hili 

Durong the period of Ih" trust. Ineonlt' 
deriv .. d dor .. ctly from th .. sa le of r .. ind ... ·r or 
reondE'l'r products as )Jrovid.·d in th .. 1!J:l7 
Act is E'x .. mpt frum F .. deral i",'o ll1l' I". 
at ion ,Floor amE'ndmPIII hy S,·n . SlpwIIs. 
adopted by voice vote I 

in~([d~~l:~ tt~~~I~~t!~~~v ~~~u:lf ()f~~~nl~i::~ 
Act 

It .s the sense of tht' St'natp thaI Ih p 
conferencp report on II R :H!:IH runlalll II,.. 
name of any busint"ss cuncern or grouJJ n'­
cE' lving sJXocial or unique treatment . and the 
reason for and cost of such trpatm .. n!. I Flu", 
am"ndmellt by Sen Metzpnbaum . ado)JI .. d 
by vuice vutE' .) 
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L Itcm Present Low "resident'. Proposal 1I0use Hill Senate Am.ndm.nl ~ 

!l. ('ertain QOlllity cunlrul s tud 
ie. rnr AFIl(' "nd M"dicaid 
lSI·... 17 11 ur the S.nat" 
amendmt"nr) 

-

Under section 12:101 of the Consolidated 
Omnlbos Budget Rt'COnciliation Act of 1985 
ICOBRA). the Department of lIealth and 
Il uman Services OlliS) and the N"tional 

~~~~;:;!eO~ ~;:dnyc.:r t~~~~;:~~~i~~ 
ures in connfl'Ction wi:h the administration 
of the AId to Families with u..""ndent Chil · 
dren and Medicaid prograllIs UHS and 
NAS are required to report the results of 
their study to tht' Congress wIth ... one year 
of the date of enactment of COBRA (April 7. 
19Hfi). In additIOn. HHS is required to pub­
lish certain regulations relating to auch 
quulity control measures within 18 months 
of the date of enactment of COBRA. 

No provIsIon . No provIsion 

XVIII. TECHNICAl. CORRF:l'TIONS 

di~~=:!'hn1:~:~~ri~,:d::o:is~~~::fatt~~elt=i~::I~noJ ~~: 
Senate amendment.) 

_J 

IIIIS and NAS are r"'luinod to report the 
n'sults of their quality control study within 
line year aft .. r con tracting to und .. rtake the 
study The date hy whith IIIIS is r"'luired to 
puhlish the spf'Cllied regulations is six 
1lI0nths after th .. deadlln" for r"portlng the 
r<'Sults of the quality control study to th .. 
(<Jngress. (floor amendment by Sen Evans. 
adopted by VOIC" vute ) 
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