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PART I - TAX ON INDIVIDUALS

Sec.
1. Tax imposed.
2. Definitions and special rules.
3. Tax tables for individuals having taxable income of less than
$20,000. (FOOTNOTE 1)
(FOOTNOTE 1) Section catchline amended by Pub. L. 95-30 without
corresponding amendment of analysis.
(4. Repealed.)
5. Cross references relating to tax on individuals.

Sec. 1. Tax imposed

(a) Married individuals filing joint returns and surviving spouses
There is hereby imposed on the taxable income of -

(1) every married individual (as defined in section 7703) who
makes a single return jointly with his spouse under section 6013,
and

(2) every surviving spouse (as defined in section 2(a)),

a tax determined in accordance with the following table:

If taxable income is: The tax is:

Not over $36,900 15% of taxable income.

Over $36,900 but not over $89,150 $5,535, plus 28% of the excess
over $36,900.

Over $89,150 but not over $20,165, plus 31% of the excess
$140,000 over $89,150.

Over $140,000 but not over $35,928.50, plus 36% of the
$250,000 excess over $140,000.

Over $250,000 $75,528.50, plus 39.6% of the

excess over $250,000.
(b) Heads of households
There is hereby Imposed on the taxable income of every head of a
household (as defined in section 2(b)) a tax determined in
accordance with the following table:

Not over $29,600 15% of taxable income.
Over $29,600 but not over $76,400 $4,440, plus 28% of the excess
over $29,600.

Over $76,400 but not over $17,544, plus 31% of the excess
$127,500 over $76,400.

Over $127,500 but not over $33,385, plus 36% of the excess
$250,000 over $127,500.

Over $250,000 $77,485, plus 39.6% of the excess

over $250,000.



(¢) Unmarried individuals (other than surviving spouses and heads
of households)

There is hereby imposed on the taxable income of every individual
(other than a surviving spouse as defined in section 2(a) or the
head of a household as defined in section 2(b)) who is not a
married individual (as defined in section 7703) a tax determined in
accordance with the following table:

If taxable income is: The tax is:

Not over $22,100 15% of taxable income.

Over $22,100 but not over $53,500 $3,315, plus 28% of the excess
over $22,100.

Over $53,500 but not over $12,107, plus 31% of the excess
$115,000 over $53,500.

Over $115,000 but not over $31,172, plus 36% of the excess
$250,000 over $115,000.

Over $250,000 $79,772, plus 39.6% of the excess

over $250,000.
(d) Married individuals filing separate returns
There is hereby imposed on the taxable income of every married
individual (as defined in section 7703) who does not make a single
return jointly with his spouse under section 6013, a tax determined
in accordance with the following table:

If taxable income is: The tax 1is:

Not over $18,450 15% of taxable income.

Over $18,450 but not over $44,575 $2,767.50, plus 28% of the excess
over $18,450.

Over $44,575 but not over $70,000 $10,082.50, plus 31% of the
excess over $44,575.

Over $70,000 but not over $17,964.25, plus 36% of the
$125,000 excess over $70,000.
Over $125,000 $37,764.25, plus 39.6% of the

excess over $125,000.
(e) Estates and trusts
There is hereby imposed on the taxable income of -
(1) every estate, and
(2) every trust,
taxable under this subsection a tax determined in accordance with
the following table:

IT taxable income 1is: The tax is:

Not over $1,500 15% of taxable income.

Over $1,500 but not over $3,500 $225, plus 28% of the excess over
$1,500.

Over $3,500 but not over $5,500 $785, plus 31% of the excess over
$3,500.

Over $5,500 but not over $7,500 $1,405, plus 36% of the excess
over $5,500.



Over $7,500 $2,125, plus 39.6% of the excess
over $7,500.
() Adjustments in tax tables so that inflation will not result in
tax increases
(1) In general
Not later than December 15 of 1993, and each subsequent
calendar year, the Secretary shall prescribe tables which shall
apply in lieu of the tables contained in subsections (a), (b),
(c), (d), and (e) with respect to taxable years beginning in the
succeeding calendar year.
(2) Method of prescribing tables
The table which under paragraph (1) is to apply in lieu of the
table contained iIn subsection (a), (b), (c¢), (d), or (e), as the
case may be, with respect to taxable years beginning in any
calendar year shall be prescribed -

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

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

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

(3) Cost-of-living adjustment
For purposes of paragraph (2), the cost-of-living adjustment
for any calendar year is the percentage (if any) by which -

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

(B) the CPI for the calendar year 1992.

(4) CPl1 for any calendar year

For purposes of paragraph (3), the CPl for any calendar year is
the average of the Consumer Price Index as of the close of the
12-month period ending on August 31 of such calendar year.
(5) Consumer Price Index

For purposes of paragraph (4), the term ""Consumer Price
Index® " means the last Consumer Price Index for all-urban
consumers published by the Department of Labor. For purposes of
the preceding sentence, the revision of the Consumer Price Index
which is most consistent with the Consumer Price Index for
calendar year 1986 shall be used.
(6) Rounding

(A) In general

IT any increase determined under paragraph (2)(A), section
63(c)(4), section 68(b)(2) or section 151(d)(4) is not a
multiple of $50, such increase shall be rounded to the next
lowest multiple of $50.

(B) Table for married individuals filing separately

In the case of a married individual filing a separate return,
subparagraph (A) (other than with respect to subsection (c)(4)
of section 63 (as it applies to subsections (¢c)(5)(A) and (F)
of such section) and section 151(d)(4)(A)) shall be applied by
substituting ""$25"" for ""$50"" each place it appears.

(7) Special rule for certain brackets
(A) Calendar year 1994

In prescribing the tables under paragraph (1) which apply
with respect to taxable years beginning in calendar year 1994,
the Secretary shall make no adjustment to the dollar amounts at



which the 36 percent rate bracket begins or at which the 39.6
percent rate begins under any table contained in subsection
(@), (b), (c), (d), or (e).
(B) Later calendar years
In prescribing tables under paragraph (1) which apply with
respect to taxable years beginning in a calendar year after
1994, the cost-of-living adjustment used in making adjustments
to the dollar amounts referred to in subparagraph (A) shall be
determined under paragraph (3) by substituting ""1993"" for
""1992"°".
(g9) Certain unearned income of minor children taxed as iIf parent”s
income
(1) In general
In the case of any child to whom this subsection applies, the
tax imposed by this section shall be equal to the greater of -
(A) the tax imposed by this section without regard to this
subsection, or
(B) the sum of -

(i) the tax which would be imposed by this section if the
taxable income of such child for the taxable year were
reduced by the net unearned income of such child, plus

(i1) such child"s share of the allocable parental tax.

(2) Child to whom subsection applies
This subsection shall apply to any child for any taxable year
if -
(A) such child has not attained age 14 before the close of
the taxable year, and
(B) either parent of such child is alive at the close of the
taxable year.
(3) Allocable parental tax
For purposes of this subsection -
(A) In general
The term ""allocable parental tax®™" means the excess of -
(i) the tax which would be imposed by this section on the
parent®"s taxable income if such income included the net
unearned income of all children of the parent to whom this
subsection applies, over
(i1) the tax imposed by this section on the parent without
regard to this subsection.
For purposes of clause (i), net unearned income of all children
of the parent shall not be taken into account in computing any
exclusion, deduction, or credit of the parent.
(B) Child"s share

A child"s share of any allocable parental tax of a parent
shall be equal to an amount which bears the same ratio to the
total allocable parental tax as the child®"s net unearned income
bears to the aggregate net unearned income of all children of
such parent to whom this subsection applies.
(C) Special rule where parent has different taxable year

Except as provided in regulations, if the parent does not
have the same taxable year as the child, the allocable parental
tax shall be determined on the basis of the taxable year of the
parent ending in the child®s taxable year.

(4) Net unearned income

For purposes of this subsection -
(A) In general

The term ""net unearned income®" means the excess of -



(i) the portion of the adjusted gross income for the
taxable year which is not attributable to earned income (as
defined in section 911(d)(2)), over

(i1) the sum of -

(1) the amount in effect for the taxable year under
section 63(c)(5)(A) (relating to limitation on standard
deduction in the case of certain dependents), plus

(11) the greater of the amount described in subclause (1)
or, if the child itemizes his deductions for the taxable
year, the amount of the itemized deductions allowed by this
chapter for the taxable year which are directly connected
with the production of the portion of adjusted gross income
referred to in clause (i).

(B) Limitation based on taxable income

The amount of the net unearned income for any taxable year
shall not exceed the individual®s taxable income for such
taxable year.

(5) Special rules for determining parent to whom subsection
applies
For purposes of this subsection, the parent whose taxable
income shall be taken into account shall be -
(A) in the case of parents who are not married (within the
meaning of section 7703), the custodial parent (within the
meaning of section 152(e)) of the child, and
(B) in the case of married individuals Filing separately, the
individual with the greater taxable income.
(6) Providing of parent®"s TIN

The parent of any child to whom this subsection applies for any
taxable year shall provide the TIN of such parent to such child
and such child shall include such TIN on the child"s return of
tax imposed by this section for such taxable year.
(7) Election to claim certain unearned income of child on

parent®s return

(A) In general

[

(i) any child to whom this subsection applies has gross
income for the taxable year only from interest and dividends
(including Alaska Permanent Fund dividends),

(i1) such gross income is more than the amount described in
paragraph (4)(A)(ii)(1) and less than 10 times the amount so
described,

(iii) no estimated tax payments for such year are made iIn
the name and TIN of such child, and no amount has been
deducted and withheld under section 3406, and

(iv) the parent of such child (as determined under
paragraph (5)) elects the application of subparagraph (B),

such child shall be treated (other than for purposes of this
paragraph) as having no gross income for such year and shall
not be required to file a return under section 6012.

(B) Income included on parent®s return

In the case of a parent making the election under this
paragraph -

(i) the gross income of each child to whom such election
applies (to the extent the gross income of such child exceeds
twice the amount described in paragraph (4)(A)(ii)(1)) shall
be included in such parent®"s gross income for the taxable

year,



(ii) the tax imposed by this section for such year with
respect to such parent shall be the amount equal to the sum
of -

(1) the amount determined under this section after the
application of clause (i), plus

(11) for each such child, 10 percent of the lesser of the
amount described in paragraph (4)(A)(ii)(1) or the excess
of the gross income of such child over the amount so
described, and

(iii) any interest which is an item of tax preference under
section 57(a)(5) of the child shall be treated as an item of
tax preference of such parent (and not of such child).

(C) Regulations

The Secretary shall prescribe such regulations as may be
necessary or appropriate to carry out the purposes of this
paragraph.

(h) Maximum capital gains rate
(1) In general
IT a taxpayer has a net capital gain for any taxable year, the
tax imposed by this section for such taxable year shall not
exceed the sum of -

(A) a tax computed at the rates and in the same manner as if
this subsection had not been enacted on the greater of -

(i) taxable income reduced by the net capital gain; or

(ii) the lesser of -

(1) the amount of taxable income taxed at a rate below 25
percent; or

(11) taxable income reduced by the adjusted net capital
gain;

(B) 10 percent of so much of the adjusted net capital gain
(or, if less, taxable income) as does not exceed the excess (if
any) of -

(i) the amount of taxable income which would (without
regard to this paragraph) be taxed at a rate below 25
percent, over

(ii) the taxable income reduced by the adjusted net capital
gain;

(C) 20 percent of the adjusted net capital gain (or, if less,
taxable income) iIn excess of the amount on which a tax is
determined under subparagraph (B);

(D) 25 percent of the excess (if any) of -

(i) the unrecaptured section 1250 gain (or, if less, the
net capital gain), over

(i1) the excess (if any) of -

(1) the sum of the amount on which tax is determined
under subparagraph (A) plus the net capital gain, over
(1) taxable income; and

(E) 28 percent of the amount of taxable income in excess of
the sum of the amounts on which tax is determined under the
preceding subparagraphs of this paragraph.

(2) Reduced capital gain rates for qualified 5-year gain
(A) Reduction in 10-percent rate

In the case of any taxable year beginning after December 31,
2000, the rate under paragraph (1)(B) shall be 8 percent with
respect to so much of the amount to which the 10-percent rate
would otherwise apply as does not exceed qualified 5-year gain,
and 10 percent with respect to the remainder of such amount.



(B) Reduction in 20-percent rate

The rate under paragraph (1)(C) shall be 18 percent with
respect to so much of the amount to which the 20-percent rate
would otherwise apply as does not exceed the lesser of -

(i) the excess of qualified 5-year gain over the amount of
such gain taken into account under subparagraph (A) of this
paragraph; or

(i1) the amount of qualified 5-year gain (determined by
taking into account only property the holding period for
which begins after December 31, 2000),

and 20 percent with respect to the remainder of such amount.
For purposes of determining under the preceding sentence
whether the holding period of property begins after December
31, 2000, the holding period of property acquired pursuant to
the exercise of an option (or other right or obligation to
acquire property) shall include the period such option (or
other right or obligation) was held.
(3) Net capital gain taken into account as investment income
For purposes of this subsection, the net capital gain for any
taxable year shall be reduced (but not below zero) by the amount
which the taxpayer takes into account as investment income under
section 163(d)(@)(B)(iii).
(4) Adjusted net capital gain
For purposes of this subsection, the term ""adjusted net
capital gain®™" means net capital gain reduced (but not below
zero) by the sum of -
(A) unrecaptured section 1250 gain; and
(B) 28-percent rate gain.
(5) 28-percent rate gain
For purposes of this subsection, the term ""28-percent rate
gain®" means the excess (if any) of -

(A) the sum of -

(i) collectibles gain; and

(i1) section 1202 gain, over
(B) the sum of -

(i) collectibles loss;

(i1) the net short-term capital loss; and

(iii) the amount of long-term capital loss carried under
section 1212(b)(1)(B) to the taxable year.

(6) Collectibles gain and loss
For purposes of this subsection -
(A) In general

The terms "“collectibles gain®® and "~“collectibles loss™*
mean gain or loss (respectively) from the sale or exchange of a
collectible (as defined in section 408(m) without regard to
paragraph (3) thereof) which is a capital asset held for more
than 1 year but only to the extent such gain is taken into
account in computing gross income and such loss is taken into
account in computing taxable income.

(B) Partnerships, etc.

For purposes of subparagraph (A), any gain from the sale of
an interest in a partnership, S corporation, or trust which is
attributable to unrealized appreciation in the value of
collectibles shall be treated as gain from the sale or exchange
of a collectible. Rules similar to the rules of section 751
shall apply for purposes of the preceding sentence.

(7) Unrecaptured section 1250 gain



For purposes of this subsection -
(A) In general

The term "“unrecaptured section 1250 gain®" means the excess
(if any) of -

(i) the amount of long-term capital gain (not otherwise
treated as ordinary income) which would be treated as
ordinary income if section 1250(b)(1) included all
depreciation and the applicable percentage under section
1250(a) were 100 percent, over

(i1) the excess (if any) of -

(1) the amount described in paragraph (5)(B); over
(1) the amount described in paragraph (5)(A).
(B) Limitation with respect to section 1231 property

The amount described in subparagraph (A)(i) from sales,
exchanges, and conversions described in section 1231(a)(3)(A)
for any taxable year shall not exceed the net section 1231 gain
(as defined in section 1231(c)(3)) for such year.

(8) Section 1202 gain
For purposes of this subsection, the term ""section 1202 gain-®*
means the excess of -

(A) the gain which would be excluded from gross income under
section 1202 but for the percentage limitation iIn section
1202(a), over

(B) the gain excluded from gross income under section 1202.

(9) Qualified 5-year gain

For purposes of this subsection, the term ""qualified 5-year
gain®" means the aggregate long-term capital gain from property
held for more than 5 years. The determination under the
preceding sentence shall be made without regard to collectibles
gain, gain described in paragraph (7)(A)(i), and section 1202
gain.
(10) Coordination with recapture of net ordinary losses under
section 1231
IT any amount is treated as ordinary income under section
1231(c), such amount shall be allocated among the separate
categories of net section 1231 gain (as defined iIn section
1231(c)(3)) in such manner as the Secretary may by forms or
regulations prescribe.
(11) Regulations

The Secretary may prescribe such regulations as are appropriate
(including regulations requiring reporting) to apply this
subsection in the case of sales and exchanges by pass-thru
entities and of interests in such entities.
(12) Pass-thru entity defined

For purposes of this subsection, the term ""pass-thru entity""
means -

(A) a regulated investment company;

(B) a real estate investment trust;

(C) an S corporation;

(D) a partnership;

(E) an estate or trust;

(F) a common trust fund;

(G) a foreign investment company which is described in
section 1246(b)(1) and for which an election is in effect under
section 1247; and

(H) a qualified electing fund (as defined in section 1295).

(i) Rate reductions after 2000



(1) 10-percent rate bracket
(A) In general
In the case of taxable years beginning after December 31,
2000 -

(i) the rate of tax under subsections (a), (b), (¢), and
(d) on taxable income not over the initial bracket amount
shall be 10 percent, and

(i1) the 15 percent rate of tax shall apply only to taxable
income over the initial bracket amount but not over the
maximum dollar amount for the 15-percent rate bracket.

(B) Initial bracket amount
For purposes of this paragraph, the initial bracket amount is
(i) $14,000 ($12,000 in the case of taxable years beginning
before January 1, 2008) in the case of subsection (@),
(ii) $10,000 in the case of subsection (b), and
(iii) 1/2 the amount applicable under clause (i) (after
adjustment, if any, under subparagraph (C)) in the case of
subsections (c) and (d).
(C) Inflation adjustment

In prescribing the tables under subsection (f) which apply
with respect to taxable years beginning in calendar years after
2000 -

(i) the Secretary shall make no adjustment to the initial
bracket amount for any taxable year beginning before January
1, 2009,

(i1) the cost-of-living adjustment used in making
adjustments to the initial bracket amount for any taxable
year beginning after December 31, 2008, shall be determined
under subsection (F)(3) by substituting ""2007"" for ""1992"°"
in subparagraph (B) thereof, and

(iii) such adjustment shall not apply to the amount
referred to in subparagraph (B)(iii).

IT any amount after adjustment under the preceding sentence is
not a multiple of $50, such amount shall be rounded to the next
lowest multiple of $50.

(D) Coordination with acceleration of 10 percent rate bracket

benefit for 2001
This paragraph shall not apply to any taxable year to which

section 6428 applies.
(2) Reductions in rates after June 30, 2001
In the case of taxable years beginning In a calendar year after
2000, the corresponding percentage specified for such calendar
year in the following table shall be substituted for the
otherwise applicable tax rate in the tables under subsections
@, (0, (©), (@), and (&).
In the case of taxable years beginning during calendar year:
The corresponding percentages shall be substituted for the
following percentages:
28%
31%
36%
39.6%
: 2001
-- 27.5%: 2002 and 2003
-- 27.0%: 2004 and 2005



-- 26.0%: 2006 and thereafter
(3) Adjustment of tables

The Secretary shall adjust the tables prescribed under
subsection (f) to carry out this subsection.

Sec. 2. Definitions and special rules

(a) Definition of surviving spouse
(1) In general
For purposes of section 1, the term ""surviving spouse"" means
a taxpayer -
(A) whose spouse died during either of his two taxable years
immediately preceding the taxable year, and
(B) who maintains as his home a household which constitutes
for the taxable year the principal place of abode (as a member
of such household) of a dependent (i) who (within the meaning
of section 152) is a son, stepson, daughter, or stepdaughter of
the taxpayer, and (ii) with respect to whom the taxpayer is
entitled to a deduction for the taxable year under section 151.
For purposes of this paragraph, an individual shall be considered
as maintaining a household only if over half of the cost of
maintaining the household during the taxable year is furnished by
such individual.
(2) Limitations
Notwithstanding paragraph (1), for purposes of section 1 a
taxpayer shall not be considered to be a surviving spouse -
(A) if the taxpayer has remarried at any time before the
close of the taxable year, or
(B) unless, for the taxpayer®s taxable year during which his
spouse died, a joint return could have been made under the
provisions of section 6013 (without regard to subsection (a)(3)
thereof).
(3) Special rule where deceased spouse was in missing status
IT an individual was in a missing status (within the meaning of
section 6013(F)(3)) as a result of service in a combat zone (as
determined for purposes of section 112) and if such individual
remains In such status until the date referred to in subparagraph
(A) or (B), then, for purposes of paragraph (1)(A), the date on
which such individual died shall be treated as the earlier of the
date determined under subparagraph (A) or the date determined
under subparagraph (B):
(A) the date on which the determination is made under section
556 of title 37 of the United States Code or under section 5566
of title 5 of such Code (whichever is applicable) that such
individual died while in such missing status, or
(B) except in the case of the combat zone designated for
purposes of the Vietnam conflict, the date which is 2 years
after the date designated under section 112 as the date of
termination of combatant activities in that zone.
(b) Definition of head of household
(1) In general
For purposes of this subtitle, an individual shall be
considered a head of a household if, and only if, such individual
is not married at the close of his taxable year, is not a
surviving spouse (as defined in subsection (a)), and either -
(A) maintains as his home a household which constitutes for



more than one-half of such taxable year the principal place of
abode, as a member of such household, of -

(i) a son, stepson, daughter, or stepdaughter of the
taxpayer, or a descendant of a son or daughter of the
taxpayer, but if such son, stepson, daughter, stepdaughter,
or descendant is married at the close of the taxpayer®s
taxable year, only if the taxpayer is entitled to a deduction
for the taxable year for such person under section 151 (or
would be so entitled but for paragraph (2) or (4) of section
152(e)), or

(ii) any other person who is a dependent of the taxpayer,
if the taxpayer is entitled to a deduction for the taxable
year for such person under section 151, or
(B) maintains a household which constitutes for such taxable

year the principal place of abode of the father or mother of
the taxpayer, if the taxpayer is entitled to a deduction for
the taxable year for such father or mother under section 151.
For purposes of this paragraph, an individual shall be considered
as maintaining a household only if over half of the cost of
maintaining the household during the taxable year is furnished by
such individual.
(2) Determination of status
For purposes of this subsection -

(A) a legally adopted child of a person shall be considered a
child of such person by blood;

(B) an individual who is legally separated from his spouse
under a decree of divorce or of separate maintenance shall not
be considered as married;

(C) a taxpayer shall be considered as not married at the
close of his taxable year if at any time during the taxable
year his spouse is a nonresident alien; and

(D) a taxpayer shall be considered as married at the close of
his taxable year if his spouse (other than a spouse described
in subparagraph (C)) died during the taxable year.

(3) Limitations
Notwithstanding paragraph (1), for purposes of this subtitle a
taxpayer shall not be considered to be a head of a household -

(A) if at any time during the taxable year he is a
nonresident alien; or

(B) by reason of an individual who would not be a dependent
for the taxable year but for -

(i) paragraph (9) of section 152(a), or

(i1) subsection (c) of section 152.

(c) Certain married individuals living apart

For purposes of this part, an individual shall be treated as not
married at the close of the taxable year if such individual is so
treated under the provisions of section 7703(b).
(d) Nonresident aliens

In the case of a nonresident alien individual, the taxes imposed
by sections 1 and 55 shall apply only as provided by section 871 or
877.
(e) Cross reference

For definition of taxable income, see section 63.

Sec. 3. Tax tables for individuals

(a) Imposition of tax table tax



(1) In general

In lieu of the tax imposed by section 1, there is hereby
imposed for each taxable year on the taxable income of every
individual -

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

For purposes of paragraph (1), the term ceiling amount™"
means, with respect to any taxpayer, the amount (not less than
$20,000) determined by the Secretary for the tax rate category in
which such taxpayer falls.

(3) Authority to prescribe tables for taxpayers who itemize
deductions

The Secretary may provide that this section shall apply also
for any taxable year to individuals who itemize their
deductions. Any tables prescribed under the preceding sentence
shall be on the basis of taxable income.

(b) Section inapplicable to certain individuals
This section shall not apply to -

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

(2) an estate or trust.

(c) Tax treated as imposed by section 1

For purposes of this title, the tax imposed by this section shall
be treated as tax imposed by section 1.
(d) Taxable income

Whenever it is necessary to determine the taxable income of an
individual to whom this section applies, the taxable income shall
be determined under section 63.
(e) Cross reference

For computation of tax by Secretary, see section 6014.

(Sec. 4. Repealed. Pub. L. 94-455, title V, Sec. 501(b)(1), Oct. 4,
1976, 90 Stat. 1558)

Sec. 5. Cross references relating to tax on individuals

(a) Other rates of tax on individuals, etc.
(1) For rates of tax on nonresident aliens, see section 871.
(2) For doubling of tax on citizens of certain foreign
countries, see section 891.
(3) For rate of withholding in the case of nonresident
aliens, see section 1441.
(4) For alternative minimum tax, see section 55.
(b) Special limitations on tax
(1) For limitation on tax in case of income of members of
Armed Forces and victims of certain terrorist attacks on death,
see section 692.
(2) For computation of tax where taxpayer restores



substantial amount held under claim of right, see section 1341.
PART Il - TAX ON CORPORATIONS

Sec.
11. Tax imposed.
12. Cross references relating to tax on corporations.

Sec. 11. Tax imposed

(a) Corporations in general
A tax is hereby imposed for each taxable year on the taxable
income of every corporation.
(b) Amount of tax
(1) In general
The amount of the tax imposed by subsection (a) shall be the
sum of -
(A) 15 percent of so much of the taxable income as does not
exceed $50,000,
(B) 25 percent of so much of the taxable income as exceeds
$50,000 but does not exceed $75,000,
(C) 34 percent of so much of the taxable income as exceeds
$75,000 but does not exceed $10,000,000, and
(D) 35 percent of so much of the taxable income as exceeds
$10,000,000.
In the case of a corporation which has taxable income in excess
of $100,000 for any taxable year, the amount of tax determined
under the preceding sentence for such taxable year shall be
increased by the lesser of (i) 5 percent of such excess, or (iil)
$11,750. In the case of a corporation which has taxable income in
excess of $15,000,000, the amount of the tax determined under the
foregoing provisions of this paragraph shall be increased by an
additional amount equal to the lesser of (i) 3 percent of such
excess, or (ii) $100,000.
(2) Certain personal service corporations not eligible for
graduated rates
Notwithstanding paragraph (1), the amount of the tax imposed by
subsection (a) on the taxable income of a qualified personal
service corporation (as defined in section 448(d)(2)) shall be
equal to 35 percent of the taxable income.
(c) Exceptions
Subsection (a) shall not apply to a corporation subject to a tax
imposed by -
(1) section 594 (relating to mutual savings banks conducting
life insurance business),
(2) subchapter L (sec. 801 and following, relating to insurance
companies), or
(3) subchapter M (sec. 851 and following, relating to regulated
investment companies and real estate investment trusts).
(d) Foreign corporations
In the case of a foreign corporation, the taxes imposed by
subsection (a) and section 55 shall apply only as provided by
section 882.

Sec. 12. Cross references relating to tax on corporations

(1) For tax on the unrelated business income of certain



charitable and other corporations exempt from tax under this
chapter, see section 511.

(2) For accumulated earnings tax and personal holding company
tax, see parts I and Il of subchapter G (sec. 531 and
following).

(3) For doubling of tax on corporations of certain foreign
countries, see section 891.

(4) For alternative tax in case of capital gains, see section
1201(a)-

(5) For rate of withholding in case of foreign corporations,
see section 1442.

(6) For limitation on benefits of graduated rate schedule
provided in section 11(b), see section 1551.

(7) For alternative minimum tax, see section 55.

Sec. 15. Effect of changes

(a) General rule

IT any rate of tax imposed by this chapter changes, and if the
taxable year includes the effective date of the change (unless that
date is the first day of the taxable year), then -

(1) tentative taxes shall be computed by applying the rate for
the period before the effective date of the change, and the rate
for the period on and after such date, to the taxable income for
the entire taxable year; and

(2) the tax for such taxable year shall be the sum of that
proportion of each tentative tax which the number of days in each
period bears to the number of days in the entire taxable year.

(b) Repeal of tax
For purposes of subsection (a) -

(1) if a tax is repealed, the repeal shall be considered a
change of rate; and

(2) the rate for the period after the repeal shall be zero.

(c) Effective date of change
For purposes of subsections (a) and (b) -
(1) if the rate changes for taxable years ""beginning after"*
or ""ending after"" a certain date, the following day shall be
considered the effective date of the change; and
(2) if a rate changes for taxable years ""beginning on or
after™" a certain date, that date shall be considered the
effective date of the change.
(d) Section not to apply to inflation adjustments

This section shall not apply to any change in rates under
subsection (f) of section 1 (relating to adjustments in tax tables
so that inflation will not result in tax increases).
(e) References to highest rate

IT the change referred to in subsection (a) involves a change in
the highest rate of tax imposed by section 1 or 11(b), any
reference in this chapter to such highest rate (other than in a
provision imposing a tax by reference to such rate) shall be
treated as a reference to the weighted average of the highest rates
before and after the change determined on the basis of the
respective portions of the taxable year before the date of the
change and on or after the date of the change.
() Rate reductions enacted by Economic Growth and Tax Relief

Reconciliation Act of 2001
This section shall not apply to any change in rates under



subsection (i) of section 1 (relating to rate reductions after
2000).

PART 1V - CREDITS AGAINST TAX
Subpart
A. Nonrefundable personal credits.
B. Other credits.
C. Refundable credits.
D. Business-related credits.
E. Rules for computing investment credit.
F. Rules for computing work opportunity credit.
G. Credit against regular tax for prior year minimum tax liability.
(FOOTNOTE 1)
(FOOTNOTE 1) Editorially supplied. Subpart G of part 1V added
by Pub. L. 99-514 without corresponding amendment of part analysis.

Subpart A - Nonrefundable Personal Credits

Sec.

21. Expenses for household and dependent care services necessary
for gainful employment.

22. Credit for the elderly and the permanently and totally
disabled.

23. Adoption expenses.

24_. Child tax credit.

25. Interest on certain home mortgages.

25A. Hope and Lifetime Learning credits.

25B. Elective deferrals and IRA contributions by certain
individuals.

26. Limitation based on tax liability; definition of tax liability.

Sec. 21. Expenses for household and dependent care services
necessary for gainful employment

(a) Allowance of credit
(1) In general
In the case of an individual who maintains a household which
includes as a member one or more qualifying individuals (as
defined in subsection (b)(1)), there shall be allowed as a credit
against the tax imposed by this chapter for the taxable year an
amount equal to the applicable percentage of the
employment-related expenses (as defined in subsection (b)(2))
paid by such individual during the taxable year.
(2) Applicable percentage defined
For purposes of paragraph (1), the term "“applicable
percentage®" means 35 percent reduced (but not below 20 percent)
by 1 percentage point for each $2,000 (or fraction thereof) by
which the taxpayer®s adjusted gross income for the taxable year
exceeds $15,000.
(b) Definitions of qualifying individual and employment-related
expenses
For purposes of this section -
(1) Qualifying individual
The term ""qualifying individual™" means -
(A) a dependent of the taxpayer who is under the age of 13
and with respect to whom the taxpayer is entitled to a
deduction under section 151(c),



(B) a dependent of the taxpayer who is physically or mentally
incapable of caring for himself, or
(C) the spouse of the taxpayer, if he is physically or
mentally incapable of caring for himself.
(2) Employment-related expenses
(A) In general
The term ""employment-related expenses®"" means amounts paid
for the following expenses, but only If such expenses are
incurred to enable the taxpayer to be gainfully employed for
any period for which there are 1 or more qualifying individuals
with respect to the taxpayer:
(i) expenses for household services, and
(i1) expenses for the care of a qualifying individual.
Such term shall not include any amount paid for services
outside the taxpayer®s household at a camp where the qualifying
individual stays overnight.
(B) Exception
Employment-related expenses described in subparagraph (A)
which are incurred for services outside the taxpayer®s
household shall be taken into account only if incurred for the
care of -
(i) a qualifying individual described in paragraph (1)(A),
or
(i1) a qualifying individual (not described in paragraph
(1) (A)) who regularly spends at least 8 hours each day in the
taxpayer"s household.
(C) Dependent care centers
Employment-related expenses described in subparagraph (A)
which are incurred for services provided outside the taxpayer~s
household by a dependent care center (as defined in
subparagraph (D)) shall be taken into account only if -
(i) such center complies with all applicable laws and
regulations of a State or unit of local government, and
(i1) the requirements of subparagraph (B) are met.
(D) Dependent care center defined
For purposes of this paragraph, the term ""dependent care
center™" means any facility which -
(i) provides care for more than six individuals (other than
individuals who reside at the facility), and
(i1) receives a fee, payment, or grant for providing
services for any of the individuals (regardless of whether
such facility is operated for profit).
(c) Dollar limit on amount creditable
The amount of the employment-related expenses incurred during any
taxable year which may be taken into account under subsection (@)
shall not exceed -
(1) $3,000 if there is 1 qualifying individual with respect to
the taxpayer for such taxable year, or
(2) $6,000 if there are 2 or more qualifying individuals with
respect to the taxpayer for such taxable year.
The amount determined under paragraph (1) or (2) (whichever is
applicable) shall be reduced by the aggregate amount excludable
from gross income under section 129 for the taxable year.
(d) Earned income limitation
(1) In general
Except as otherwise provided in this subsection, the amount of
the employment-related expenses incurred during any taxable year



which may be taken into account under subsection (a) shall not
exceed -
(A) in the case of an individual who is not married at the
close of such year, such individual®s earned income for such
year, or
(B) in the case of an individual who is married at the close
of such year, the lesser of such individual®s earned income or
the earned income of his spouse for such year.
(2) Special rule for spouse who is a student or incapable of
caring for himself

In the case of a spouse who is a student or a qualifying
individual described in subsection (b)(1)(C), for purposes of
paragraph (1), such spouse shall be deemed for each month during
which such spouse is a full-time student at an educational
institution, or is such a qualifying individual, to be gainfully
employed and to have earned income of not less than -

(A) $200 if subsection (c)(1) applies for the taxable year,
or

(B) $400 if subsection (c)(2) applies for the taxable year.

In the case of any husband and wife, this paragraph shall apply
with respect to only one spouse for any one month.
(e) Special rules

For purposes of this section -
(1) Maintaining household

An individual shall be treated as maintaining a household for
any period only if over half the cost of maintaining the
household for such period is furnished by such individual (or, if
such individual is married during such period, is furnished by
such individual and his spouse).
(2) Married couples must file joint return

IT the taxpayer is married at the close of the taxable year,
the credit shall be allowed under subsection (a) only if the
taxpayer and his spouse file a joint return for the taxable year.
(3) Marital status

An individual legally separated from his spouse under a decree
of divorce or of separate maintenance shall not be considered as
married.
(4) Certain married individuals living apart

It -

(A) an individual who is married and who files a separate
return -

(i) maintains as his home a household which constitutes for
more than one-half of the taxable year the principal place of
abode of a qualifying individual, and

(ii) furnishes over half of the cost of maintaining such
household during the taxable year, and
(B) during the last 6 months of such taxable year such

individual "s spouse is not a member of such household,

such individual shall not be considered as married.

(5) Special dependency test in case of divorced parents, etc.
It -

(A) paragraph (2) or (4) of section 152(e) applies to any
child with respect to any calendar year, and

(B) such child is under the age of 13 or is physically or
mentally incapable of caring for himself,

in the case of any taxable year beginning in such calendar year,
such child shall be treated as a qualifying individual described



in subparagraph (A) or (B) of subsection (b)(1) (whichever is
appropriate) with respect to the custodial parent (within the
meaning of section 152(e)(1)), and shall not be treated as a
qualifying individual with respect to the noncustodial parent.
(6) Payments to related individuals

No credit shall be allowed under subsection (a) for any amount
paid by the taxpayer to an individual —
(A) with respect to whom, for the taxable year, a deduction
under section 151(c) (relating to deduction for personal
exemptions for dependents) is allowable either to the taxpayer
or his spouse, or
(B) who is a child of the taxpayer (within the meaning of
section 151(c)(3)) who has not attained the age of 19 at the
close of the taxable year.
For purposes of this paragraph, the term ""taxable year®™" means
the taxable year of the taxpayer in which the service is
performed.
(7) Student

The term ""student”® means an individual who during each of 5
calendar months during the taxable year is a full-time student at
an educational organization.
(8) Educational organization

The term ""educational organization®™® means an educational
organization described in section 170(b) (1) (A)(i1).
(9) ldentifying information required with respect to service

provider

No credit shall be allowed under subsection (a) for any amount
paid to any person unless -

(A) the name, address, and taxpayer identification number of
such person are included on the return claiming the credit, or

(B) if such person is an organization described in section
501(c)(3) and exempt from tax under section 501(a), the name
and address of such person are included on the return claiming
the credit.

In the case of a failure to provide the information required
under the preceding sentence, the preceding sentence shall not
apply if It is shown that the taxpayer exercised due diligence in
attempting to provide the information so required.
(10) Identifying information required with respect to qualifying
individuals
No credit shall be allowed under this section with respect to
any qualifying individual unless the TIN of such individual is
included on the return claiming the credit.
() Regulations
The Secretary shall prescribe such regulations as may be
necessary to carry out the purposes of this section.

Sec. 22. Credit for the elderly and the permanently and totally
disabled

(a) General rule
In the case of a qualified individual, there shall be allowed as
a credit against the tax imposed by this chapter for the taxable
year an amount equal to 15 percent of such individual®s section 22
amount for such taxable year.
(b) Qualified individual
For purposes of this section, the term

qualified individual™"



means any individual -
(1) who has attained age 65 before the close of the taxable
year, or
(2) who retired on disability before the close of the taxable
year and who, when he retired, was permanently and totally
disabled.
(c) Section 22 amount
For purposes of subsection (a) -
(1) In general
An individual"s section 22 amount for the taxable year shall be
the applicable initial amount determined under paragraph (2),
reduced as provided in paragraph (3) and in subsection (d).
(2) Initial amount
(A) In general
Except as provided in subparagraph (B), the initial amount
shall be -
(i) $5,000 in the case of a single individual, or a joint
return where only one spouse is a qualified individual,
(ii1) $7,500 in the case of a joint return where both
spouses are qualified individuals, or
(iii) $3,750 in the case of a married individual filing a
separate return.
(B) Limitation in case of individuals who have not attained age
65
(i) In general
In the case of a qualified individual who has not attained
age 65 before the close of the taxable year, except as
provided in clause (ii), the initial amount shall not exceed
the disability income for the taxable year.
(ii) Special rules in case of joint return
In the case of a joint return where both spouses are
qualified individuals and at least one spouse has not
attained age 65 before the close of the taxable year -

(1) if both spouses have not attained age 65 before the
close of the taxable year, the initial amount shall not
exceed the sum of such spouses®™ disability income, or

(1) 1T one spouse has attained age 65 before the close
of the taxable year, the initial amount shall not exceed
the sum of $5,000 plus the disability income for the
taxable year of the spouse who has not attained age 65
before the close of the taxable year.

(iii) Disability income
For purposes of this subparagraph, the term ""disability
income®™ " means the aggregate amount includable in the gross
income of the individual for the taxable year under section
72 or 105(a) to the extent such amount constitutes wages (or
payments in lieu of wages) for the period during which the
individual is absent from work on account of permanent and
total disability.
(3) Reduction
(A) In general
The reduction under this paragraph is an amount equal to the
sum of the amounts received by the individual (or, in the case
of a joint return, by either spouse) as a pension or annuity or
as a disability benefit -
(i) which is excluded from gross income and payable under -
(1) title Il of the Social Security Act,



(11) the Railroad Retirement Act of 1974, or
(111) a law administered by the Veterans®™ Administration,
or
(i1) which is excluded from gross income under any
provision of law not contained in this title.
No reduction shall be made under clause (i)(I11) for any amount
described in section 104(a)(4).
(B) Treatment of certain workmen®s compensation benefits
For purposes of subparagraph (A), any amount treated as a
social security benefit under section 86(d)(3) shall be treated
as a disability benefit received under title Il of the Social
Security Act.
(d) Adjusted gross income limitation
IT the adjusted gross income of the taxpayer exceeds -
(1) $7,500 in the case of a single individual,
(2) $10,000 in the case of a joint return, or
(3) $5,000 in the case of a married individual filing a
separate return,
the section 22 amount shall be reduced by one-half of the excess of
the adjusted gross income over $7,500, $10,000, or $5,000, as the
case may be.
(e) Definitions and special rules
For purposes of this section -
(1) Married couple must file joint return
Except in the case of a husband and wife who live apart at all
times during the taxable year, if the taxpayer is married at the
close of the taxable year, the credit provided by this section
shall be allowed only if the taxpayer and his spouse file a joint
return for the taxable year.
(2) Marital status
Marital status shall be determined under section 7703.
(3) Permanent and total disability defined
An individual is permanently and totally disabled if he is
unable to engage iIn any substantial gainful activity by reason of
any medically determinable physical or mental impairment which
can be expected to result in death or which has lasted or can be
expected to last for a continuous period of not less than 12
months. An individual shall not be considered to be permanently
and totally disabled unless he furnishes proof of the existence
thereof in such form and manner, and at such times, as the
Secretary may require.
() Nonresident alien ineligible for credit
No credit shall be allowed under this section to any nonresident
alien.

Sec. 23. Adoption expenses

(a) Allowance of credit
(1) In general
In the case of an individual, there shall be allowed as a
credit against the tax imposed by this chapter -

(A) in the case of an adoption of a child other than a child
with special needs, the amount of the qualified adoption
expenses paid or incurred by the taxpayer, and

(B) in the case of an adoption of a child with special needs,
$10,000.

(2) Year credit allowed



The credit under paragraph (1) with respect to any expense
shall be allowed -
(A) in the case of any expense paid or incurred before the
taxable year in which such adoption becomes final, for the
taxable year following the taxable year during which such
expense is paid or incurred, and
(B) in the case of an expense paid or incurred during or
after the taxable year in which such adoption becomes final,
for the taxable year In which such expense is paid or incurred.
In the case of the adoption of a child with special needs, the
credit allowed under paragraph (1) shall be allowed for the
taxable year in which the adoption becomes final.
(b) Limitations

(1) Dollar limitation

The aggregate amount of qualified adoption expenses which may
be taken into account under subsection (a)(1)(A) for all taxable
years with respect to the adoption of a child by the taxpayer
shall not exceed $10,000.
(2) Income limitation

(A) In general

The amount allowable as a credit under subsection (a) for any
taxable year (determined without regard to subsection (c))
shall be reduced (but not below zero) by an amount which bears
the same ratio to the amount so allowable (determined without
regard to this paragraph but with regard to paragraph (1)) as -

(i) the amount (if any) by which the taxpayer®s adjusted
gross income exceeds $150,000, bears to
(ii1) $40,000.
(B) Determination of adjusted gross income

For purposes of subparagraph (A), adjusted gross income shall

be determined without regard to sections 911, 931, and 933.
(3) Denial of double benefit
(A) In general

No credit shall be allowed under subsection (a) for any
expense for which a deduction or credit is allowed under any
other provision of this chapter.

(B) Grants

No credit shall be allowed under subsection (a) for any
expense to the extent that funds for such expense are received
under any Federal, State, or local program.

(4) Limitation based on amount of tax
The credit allowed under subsection (a) for any taxable year
shall not exceed the excess of -

(A) the sum of the regular tax liability (as defined in
section 26(b)) plus the tax imposed by section 55, over

(B) the sum of the credits allowable under this subpart
(other than this section) and section 27 for the taxable year.

(c) Carryforwards of unused credit

IT the credit allowable under subsection (a) for any taxable year
exceeds the limitation imposed by subsection (b)(4) for such
taxable year, such excess shall be carried to the succeeding
taxable year and added to the credit allowable under subsection (@)
for such taxable year. No credit may be carried forward under this
subsection to any taxable year following the Ffifth taxable year
after the taxable year in which the credit arose. For purposes of
the preceding sentence, credits shall be treated as used on a
first-in Ffirst-out basis.



(d) Definitions
For purposes of this section -
(1) Qualified adoption expenses
The term ""qualified adoption expenses®™" means reasonable and
necessary adoption fees, court costs, attorney fees, and other
expenses -

(A) which are directly related to, and the principal purpose
of which is for, the legal adoption of an eligible child by the
taxpayer,

(B) which are not incurred in violation of State or Federal
law or iIn carrying out any surrogate parenting arrangement,

(C) which are not expenses in connection with the adoption by
an individual of a child who is the child of such individual~s
spouse, and

(D) which are not reimbursed under an employer program or
otherwise.

(2) Eligible child
The term "“eligible child®"" means any individual who -

(A) has not attained age 18, or

(B) is physically or mentally incapable of caring for
himself.

(3) Child with special needs
The term "“child with special needs®™" means any child if -

(A) a State has determined that the child cannot or should
not be returned to the home of his parents,

(B) such State has determined that there exists with respect
to the child a specific factor or condition (such as his ethnic
background, age, or membership in a minority or sibling group,
or the presence of factors such as medical conditions or
physical, mental, or emotional handicaps) because of which it
is reasonable to conclude that such child cannot be placed with
adoptive parents without providing adoption assistance, and

(C) such child is a citizen or resident of the United States
(as defined in section 217(h)(3)).

(e) Special rules for foreign adoptions
In the case of an adoption of a child who is not a citizen or
resident of the United States (as defined in section 217(h)(3)) -
(1) subsection (a) shall not apply to any qualified adoption
expense with respect to such adoption unless such adoption
becomes final, and
(2) any such expense which is paid or incurred before the
taxable year in which such adoption becomes final shall be taken
into account under this section as if such expense were paid or
incurred during such year.
() Filing requirements
(1) Married couples must file joint returns
Rules similar to the rules of paragraphs (2), (3), and (4) of
section 21(e) shall apply for purposes of this section.
(2) Taxpayer must include TIN
(A) In general

No credit shall be allowed under this section with respect to
any eligible child unless the taxpayer includes (if known) the
name, age, and TIN of such child on the return of tax for the
taxable year.

(B) Other methods

The Secretary may, in lieu of the information referred to in

subparagraph (A), require other information meeting the



purposes of subparagraph (A), including identification of an
agent assisting with the adoption.
(g) Basis adjustments
For purposes of this subtitle, if a credit is allowed under this
section for any expenditure with respect to any property, the
increase in the basis of such property which would (but for this
subsection) result from such expenditure shall be reduced by the
amount of the credit so allowed.
(h) Adjustments for inflation
In the case of a taxable year beginning after December 31, 2002,
each of the dollar amounts in subsection (a)(1)(B) and paragraphs
(1) and (2)(A) (1) of subsection (b) shall be increased by an amount
equal to -
(1) such dollar amount, multiplied by
(2) the cost-of-living adjustment determined under section
1(F)(3) for the calendar year in which the taxable year begins,
determined by substituting ""calendar year 2001"" for ""calendar
year 1992°" in subparagraph (B) thereof.
(i) Regulations
The Secretary shall prescribe such regulations as may be
appropriate to carry out this section and section 137, including
regulations which treat unmarried individuals who pay or incur
qualified adoption expenses with respect to the same child as 1
taxpayer for purposes of applying the dollar limitation in
subsection (b)(1) of this section and in section 137(b)(1).

Sec. 24. Child tax credit

(a) Allowance of credit

(1) In general

There shall be allowed as a credit against the tax imposed by
this chapter for the taxable year with respect to each qualifying
child of the taxpayer an amount equal to the per child amount.
(2) Per child amount

For purposes of paragraph (1), the per child amount shall be
determined as follows:

In the case of any taxable year The per child amount is -
beginning in -

2001, 2002, 2003, or 2004 $ 600
2005, 2006, 2007, or 2008 700
2009 800
2010 or thereafter 1,000.

(b) Limitations

(1) Limitation based on adjusted gross income

The amount of the credit allowable under subsection (a) shall
be reduced (but not below zero) by $50 for each $1,000 (or
fraction thereof) by which the taxpayer®s modified adjusted gross
income exceeds the threshold amount. For purposes of the
preceding sentence, the term ""modified adjusted gross income-"*
means adjusted gross income increased by any amount excluded from
gross income under section 911, 931, or 933.
(2) Threshold amount

For purposes of paragraph (1), the term ""threshold amount”™*



means -
(A) $110,000 in the case of a joint return,
(B) $75,000 in the case of an individual who is not married,
and
(C) $55,000 in the case of a married individual filing a
separate return.
For purposes of this paragraph, marital status shall be
determined under section 7703.
(3) Limitation based on amount of tax

The credit allowed under subsection (a) for any taxable year
shall not exceed the excess of -

(A) the sum of the regular tax liability (as defined in
section 26(b)) plus the tax imposed by section 55, over

(B) the sum of the credits allowable under this subpart
(other than this section and sections 23 and 25B) and section
27 for the taxable year.

(c) Qualifying child
For purposes of this section -
(1) In general
The term ""qualifying child®" means any individual if -
(A) the taxpayer is allowed a deduction under section 151
with respect to such individual for the taxable year,
(B) such individual has not attained the age of 17 as of the
close of the calendar year in which the taxable year of the
taxpayer begins, and
(C) such individual bears a relationship to the taxpayer
described in section 32(c)(3)(B).
(2) Exception for certain noncitizens

The term "“qualifying child™" shall not include any individual
who would not be a dependent if the first sentence of section
152(b) (3) were applied without regard to all that follows
""resident of the United States™".

(d) Portion of credit refundable

(1) In general

The aggregate credits allowed to a taxpayer under subpart C
shall be increased by the lesser of -

(A) the credit which would be allowed under this section
without regard to this subsection and the limitation under
subsection (b)(3), or

(B) the amount by which the amount of credit allowed by this
section (determined without regard to this subsection) would
increase if the limitation imposed by subsection (b)(3) were
increased by the greater of -

(i) 15 percent (10 percent in the case of taxable years
beginning before January 1, 2005) of so much of the
taxpayer®s earned income (within the meaning of section 32)
which is taken into account in computing taxable income for
the taxable year as exceeds $10,000, or

(ii) iIn the case of a taxpayer with 3 or more qualifying
children, the excess (if any) of -

(1) the taxpayer®s social security taxes for the taxable
year, over
(11) the credit allowed under section 32 for the taxable

year .

The amount of the credit allowed under this subsection shall not
be treated as a credit allowed under this subpart and shall
reduce the amount of credit otherwise allowable under subsection



(a) without regard to subsection (b)(3).
(2) Social security taxes
For purposes of paragraph (1) -
(A) In general
The term ""social security taxes"™" means, with respect to any
taxpayer for any taxable year -

(i) the amount of the taxes imposed by sections 3101 and
3201(a) on amounts received by the taxpayer during the
calendar year in which the taxable year begins,

(ii) 50 percent of the taxes imposed by section 1401 on the
self-employment income of the taxpayer for the taxable year,
and

(iii) 50 percent of the taxes imposed by section 3211(a) on
amounts received by the taxpayer during the calendar year in
which the taxable year begins.

(B) Coordination with special refund of social security taxes
The term ""social security taxes"" shall not include any
taxes to the extent the taxpayer is entitled to a special
refund of such taxes under section 6413(c).
(C) Special rule
Any amounts paid pursuant to an agreement under section
3121(1) (relating to agreements entered into by American
employers with respect to foreign affiliates) which are
equivalent to the taxes referred to in subparagraph (A)(1)
shall be treated as taxes referred to in such subparagraph.
(3) Inflation adjustment
In the case of any taxable year beginning in a calendar year
after 2001, the $10,000 amount contained in paragraph (1)(B)
shall be increased by an amount equal to -
(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment determined under section
1(F)(3) for the calendar year in which the taxable year begins,
determined by substituting ""calendar year 2000"" for
"“calendar year 1992°" in subparagraph (B) thereof.
Any increase determined under the preceding sentence shall be
rounded to the nearest multiple of $50.
(e) ldentification requirement
No credit shall be allowed under this section to a taxpayer with
respect to any qualifying child unless the taxpayer includes the
name and taxpayer identification number of such qualifying child on
the return of tax for the taxable year.
() Taxable year must be full taxable year
Except In the case of a taxable year closed by reason of the
death of the taxpayer, no credit shall be allowable under this
section iIn the case of a taxable year covering a period of less
than 12 months.

Sec. 25. Interest on certain home mortgages

(a) Allowance of credit
(1) In general
There shall be allowed as a credit against the tax imposed by
this chapter for the taxable year an amount equal to the product
of -
(A) the certificate credit rate, and
(B) the interest paid or accrued by the taxpayer during the
taxable year on the remaining principal of the certified



indebtedness amount.
(2) Limitation where credit rate exceeds 20 percent
(A) In general

IT the certificate credit rate exceeds 20 percent, the amount
of the credit allowed to the taxpayer under paragraph (1) for
any taxable year shall not exceed $2,000.

(B) Special rule where 2 or more persons hold interests in
residence

IT 2 or more persons hold interests in any residence, the
limitation of subparagraph (A) shall be allocated among such
persons in proportion to their respective interests in the
residence.

(b) Certificate credit rate; certified indebtedness amount

For purposes of this section -
(1) Certificate credit rate

The term ""certificate credit rate®" means the rate of the
credit allowable by this section which is specified in the
mortgage credit certificate.
(2) Certified indebtedness amount

The term ""certified indebtedness amount®™" means the amount of
indebtedness which is -

(A) incurred by the taxpayer -

(i) to acquire the principal residence of the taxpayer,

(i1) as a qualified home improvement loan (as defined in
section 143(k)(4)) with respect to such residence, or

(iii) as a qualified rehabilitation loan (as defined in
section 143(k)(5)) with respect to such residence, and
(B) specified in the mortgage credit certificate.

(c) Mortgage credit certificate; qualified mortgage credit
certificate program
For purposes of this section -
(1) Mortgage credit certificate
The term ""mortgage credit certificate™  means any certificate
which -

(A) is issued under a qualified mortgage credit certificate
program by the State or political subdivision having the
authority to issue a qualified mortgage bond to provide
financing on the principal residence of the taxpayer,

(B) is issued to the taxpayer in connection with the
acquisition, qualified rehabilitation, or qualified home
improvement of the taxpayer®s principal residence,

(C) specifies -

(i) the certificate credit rate, and

(i1) the certified indebtedness amount, and
(D) is in such form as the Secretary may prescribe.

(2) Qualified mortgage credit certificate program
(A) In general

The term ""“qualified mortgage credit certificate program™*
means any program -

(i) which is established by a State or political
subdivision thereof for any calendar year for which it is
authorized to issue qualified mortgage bonds,

(i1) under which the issuing authority elects (in such
manner and form as the Secretary may prescribe) not to issue
an amount of private activity bonds which it may otherwise
issue during such calendar year under section 146,

(iii) under which the indebtedness certified by mortgage



credit certificates meets the requirements of the following
subsections of section 143 (as modified by subparagraph (B)
of this paragraph):
(1) subsection (c) (relating to residence requirements),
(11) subsection (d) (relating to 3-year requirement),
(111) subsection (e) (relating to purchase price
requirement),
(1V) subsection (f) (relating to income requirements),
(V) subsection (h) (relating to portion of loans required
to be placed in targeted areas), and
(V1) paragraph (1) of subsection (i) (relating to other
requirements),
(iv) under which no mortgage credit certificate may be
issued with respect to any residence any of the financing of
which is provided from the proceeds of a qualified mortgage
bond or a qualified veterans®™ mortgage bond,
(v) except to the extent provided in regulations, which is
not limited to indebtedness incurred from particular lenders,
(vi) except to the extent provided in regulations, which
provides that a mortgage credit certificate is not
transferrable, and
(vii) if the issuing authority allocates a block of
mortgage credit certificates for use in connection with a
particular development, which requires the developer to
furnish to the issuing authority and the homebuyer a
certificate that the price for the residence is no higher
than it would be without the use of a mortgage credit
certificate.
Under regulations, rules similar to the rules of subparagraphs
(B) and (C) of section 143(a)(2) shall apply to the
requirements of this subparagraph.
(B) Modifications of section 143

Under regulations prescribed by the Secretary, in applying
section 143 for purposes of subclauses (11), (1V), and (V) of
subparagraph (A)(iii) —

(i) each qualified mortgage certificate credit program
shall be treated as a separate issue,

(i1) the product determined by multiplying -

(1) the certified indebtedness amount of each mortgage
credit certificate issued under such program, by
(11) the certificate credit rate specified in such
certificate,
shall be treated as proceeds of such issue and the sum of such
products shall be treated as the total proceeds of such
issue, and

(iii) paragraph (1) of section 143(d) shall be applied by
substituting ""100 percent"" for ""95 percent or more"".

Clause (1ii) shall not apply if the issuing authority submits a
plan to the Secretary for administering the 95-percent
requirement of section 143(d)(1) and the Secretary is satisfied
that such requirement will be met under such plan.
(d) Determination of certificate credit rate

For purposes of this section -

(1) In general
The certificate credit rate specified in any mortgage credit

certificate shall not be less than 10 percent or more than 50

percent.



(2) Aggregate limit on certificate credit rates
(A) In general
In the case of each qualified mortgage credit certificate
program, the sum of the products determined by multiplying -
(i) the certified indebtedness amount of each mortgage
credit certificate issued under such program, by
(i1) the certificate credit rate with respect to such
certificate,
shall not exceed 25 percent of the nonissued bond amount.
(B) Nonissued bond amount
For purposes of subparagraph (A), the term nonissued bond
amount™® means, with respect to any qualified mortgage credit
certificate program, the amount of qualified mortgage bonds
which the issuing authority is otherwise authorized to issue
and elects not to issue under subsection (c)(2)(A)(ii).
(e) Special rules and definitions
For purposes of this section -
(1) Carryforward of unused credit
(A) In general
IT the credit allowable under subsection (a) for any taxable
year exceeds the applicable tax limit for such taxable year,
such excess shall be a carryover to each of the 3 succeeding
taxable years and, subject to the limitations of subparagraph
(B), shall be added to the credit allowable by subsection (a)
for such succeeding taxable year.
(B) Limitation
The amount of the unused credit which may be taken into
account under subparagraph (A) for any taxable year shall not
exceed the amount (if any) by which the applicable tax limit
for such taxable year exceeds the sum of -
(i) the credit allowable under subsection (a) for such
taxable year determined without regard to this paragraph, and
(i1) the amounts which, by reason of this paragraph, are
carried to such taxable year and are attributable to taxable
years before the unused credit year.
(C) Applicable tax limit
For purposes of this paragraph, the term ""applicable tax
limit"" means the limitation imposed by section 26(a) for the
taxable year reduced by the sum of the credits allowable under
this subpart (other than this section and sections 23, 24, 25B,
and 14000).
(2) Indebtedness not treated as certified where certain
requirements not in fact met
Subsection (a) shall not apply to any indebtedness if all the
requirements of subsection (¢c)(1), (d), (e), (F), and (i) of
section 143 and clauses (iv), (v), and (vii) of subsection
©)(2)(A), were not in fact met with respect to such
indebtedness. Except to the extent provided in regulations, the
requirements described in the preceding sentence shall be treated
as met if there is a certification, under penalty of perjury,
that such requirements are met.
(3) Period for which certificate in effect
(A) In general
Except as provided in subparagraph (B), a mortgage credit
certificate shall be treated as in effect with respect to
interest attributable to the period -
(i) beginning on the date such certificate is issued, and



(ii) ending on the earlier of the date on which -
(1) the certificate is revoked by the issuing authority,
or
(11) the residence to which such certificate relates
ceases to be the principal residence of the individual to
whom the certificate relates.
(B) Certificate invalid unless indebtedness incurred within
certain period
A certificate shall not apply to any indebtedness which is
incurred after the close of the second calendar year following
the calendar year for which the issuing authority made the
applicable election under subsection (c)(2)(A) ().
(C) Notice to Secretary when certificate revoked
Any issuing authority which revokes any mortgage credit
certificate shall notify the Secretary of such revocation at
such time and in such manner as the Secretary shall prescribe
by regulations.
(4) Reissuance of mortgage credit certificates
The Secretary may prescribe regulations which allow the
administrator of a mortgage credit certificate program to reissue
a mortgage credit certificate specifying a certified mortgage
indebtedness that replaces the outstanding balance of the
certified mortgage indebtedness specified on the original
certificate to any taxpayer to whom the original certificate was
issued, under such terms and conditions as the Secretary
determines are necessary to ensure that the amount of the credit
allowable under subsection (a) with respect to such reissued
certificate is equal to or less than the amount of credit which
would be allowable under subsection (a) with respect to the
original certificate for any taxable year ending after such
reissuance.
(5) Public notice that certificates will be issued
At least 90 days before any mortgage credit certificate is to
be issued after a qualified mortgage credit certificate program,
the issuing authority shall provide reasonable public notice of —
(A) the eligibility requirements for such certificate,
(B) the methods by which such certificates are to be issued,
and
(C) such other information as the Secretary may require.
(6) Interest paid or accrued to related persons
No credit shall be allowed under subsection (a) for any
interest paid or accrued to a person who is a related person to
the taxpayer (within the meaning of section 144(a)(3)(A)).-
(7) Principal residence
The term ""principal residence®" has the same meaning as when
used in section 121.
(8) Qualified rehabilitation and home improvement
(A) Qualified rehabilitation
The term ""qualified rehabilitation™" has the meaning given
such term by section 143(k)(5)(B).
(B) Qualified home improvement
The term ""qualified home improvement™" means an alteration,
repair, or improvement described in section 143(k)(4).
(9) Qualified mortgage bond
The term ""qualified mortgage bond®" has the meaning given such
term by section 143(a)(1).-
(10) Manufactured housing



For purposes of this section, the term ""single family
residence”" includes any manufactured home which has a minimum of
400 square feet of living space and a minimum width in excess of
102 inches and which is of a kind customarily used at a fixed
location. Nothing in the preceding sentence shall be construed
as providing that such a home will be taken into account in
making determinations under section 143.

() Reduction in aggregate amount of qualified mortgage bonds which
may be issued where certain requirements not met
(1) In general

IT for any calendar year any mortgage credit certificate
program which satisfies procedural requirements with respect to
volume limitations prescribed by the Secretary fails to meet the
requirements of paragraph (2) of subsection (d), such
requirements shall be treated as satisfied with respect to any
certified indebtedness of such program, but the applicable State
ceiling under subsection (d) of section 146 for the State in
which such program operates shall be reduced by 1.25 times the
correction amount with respect to such failure. Such reduction
shall be applied to such State ceiling for the calendar year
following the calendar year in which the Secretary determines the
correction amount with respect to such failure.

(2) Correction amount
(A) In general
For purposes of paragraph (1), the term correction amount™"*
means an amount equal to the excess credit amount divided by
0.25.
(B) Excess credit amount
(i) In general
For purposes of subparagraph (A)(ii), the term
credit amount”™ " means the excess of -
(1) the credit amount for any mortgage credit certificate
program, over
(11) the amount which would have been the credit amount
for such program had such program met the requirements of
paragraph (2) of subsection (d).
(i1) Credit amount
For purposes of clause (i), the term "“credit amount™*
means the sum of the products determined under clauses (i)
and (i1) of subsection (d)(2)(A).
(3) Special rule for States having constitutional home rule
cities

In the case of a State having one or more constitutional home
rule cities (within the meaning of section 146(d)(3)(C)), the
reduction in the State ceiling by reason of paragraph (1) shall
be allocated to the constitutional home rule city, or to the
portion of the State not within such city, whichever caused the
reduction.

(4) Exception where certification program

The provisions of this subsection shall not apply In any case
in which there is a certification program which is designed to
ensure that the requirements of this section are met and which
meets such requirements as the Secretary may by regulations
prescribe.

(5) Wwaiver

The Secretary may waive the application of paragraph (1) in any

case in which he determines that the failure is due to reasonable

excess



cause.
(g9) Reporting requirements
Each person who makes a loan which is a certified indebtedness
amount under any mortgage credit certificate shall file a report
with the Secretary containing -
(1) the name, address, and social security account number of
the individual to which the certificate was issued,
(2) the certificate"s issuer, date of issue, certified
indebtedness amount, and certificate credit rate, and
(3) such other information as the Secretary may require by
regulations.
Each person who issues a mortgage credit certificate shall file a
report showing such information as the Secretary shall by
regulations prescribe. Any such report shall be filed at such time
and in such manner as the Secretary may require by regulations.
(h) Regulations; contracts
(1) Regulations
The Secretary shall prescribe such regulations as may be
necessary to carry out the purposes of this section, including
regulations which may require recipients of mortgage credit
certificates to pay a reasonable processing fee to defray the
expenses incurred in administering the program.
(2) Contracts
The Secretary is authorized to enter into contracts with any
person to provide services in connection with the administration
of this section.
(1) Recapture of portion of Federal subsidy from use of mortgage
credit certificates
For provisions increasing the tax imposed by this chapter to
recapture a portion of the Federal subsidy from the use of
mortgage credit certificates, see section 143(m).

Sec. 25A. Hope and Lifetime Learning credits

(a) Allowance of credit
In the case of an individual, there shall be allowed as a credit
against the tax imposed by this chapter for the taxable year the
amount equal to the sum of -
(1) the Hope Scholarship Credit, plus
(2) the Lifetime Learning Credit.
(b) Hope Scholarship Credit
(1) Per student credit
In the case of any eligible student for whom an election is in
effect under this section for any taxable year, the Hope
Scholarship Credit is an amount equal to the sum of -

(A) 100 percent of so much of the qualified tuition and
related expenses paid by the taxpayer during the taxable year
(for education furnished to the eligible student during any
academic period beginning in such taxable year) as does not
exceed $1,000, plus

(B) 50 percent of such expenses so paid as exceeds $1,000 but
does not exceed the applicable limit.

(2) Limitations applicable to Hope Scholarship Credit
(A) Credit allowed only for 2 taxable years

An election to have this section apply with respect to any
eligible student for purposes of the Hope Scholarship Credit
under subsection (a)(1) may not be made for any taxable year if



such an election (by the taxpayer or any other individual) is

in effect with respect to such student for any 2 prior taxable

years.

(B) Credit allowed for year only if individual is at least 1/2
time student for portion of year

The Hope Scholarship Credit under subsection (a)(1) shall not
be allowed for a taxable year with respect to the qualified
tuition and related expenses of an individual unless such
individual is an eligible student for at least one academic
period which begins during such year.

(C) Credit allowed only for first 2 years of postsecondary
education

The Hope Scholarship Credit under subsection (a)(1) shall not
be allowed for a taxable year with respect to the qualified
tuition and related expenses of an eligible student if the
student has completed (before the beginning of such taxable
year) the first 2 years of postsecondary education at an
eligible educational institution.

(D) Denial of credit if student convicted of a felony drug
offense

The Hope Scholarship Credit under subsection (a)(1) shall not
be allowed for qualified tuition and related expenses for the
enrollment or attendance of a student for any academic period
if such student has been convicted of a Federal or State felony
offense consisting of the possession or distribution of a
controlled substance before the end of the taxable year with or
within which such period ends.

(3) Eligible student
For purposes of this subsection, the term "“eligible student™*
means, with respect to any academic period, a student who -
(A) meets the requirements of section 484(a)(1) of the Higher
Education Act of 1965 (20 U.S.C. 1091(a)(1)), as in effect on
the date of the enactment of this section, and
(B) is carrying at least 1/2 the normal full-time work load
for the course of study the student is pursuing.
(4) Applicable limit

For purposes of paragraph (1)(B), the applicable limit for any
taxable year is an amount equal to 2 times the dollar amount in
effect under paragraph (1)(A) for such taxable year.

(c) Lifetime Learning Credit

(1) Per taxpayer credit

The Lifetime Learning Credit for any taxpayer for any taxable
year is an amount equal to 20 percent of so much of the qualified
tuition and related expenses paid by the taxpayer during the
taxable year (for education furnished during any academic period
beginning in such taxable year) as does not exceed $10,000
($5,000 in the case of taxable years beginning before January 1,
2003).
(2) Special rules for determining expenses

(A) Coordination with Hope Scholarship

The qualified tuition and related expenses with respect to an
individual who is an eligible student for whom a Hope
Scholarship Credit under subsection (a)(1) is allowed for the
taxable year shall not be taken into account under this
subsection.

(B) Expenses eligible for Lifetime Learning Credit
For purposes of paragraph (1), qualified tuition and related



expenses shall include expenses described in subsection (F)(1)
with respect to any course of instruction at an eligible
educational institution to acquire or improve job skills of the
individual.
(d) Limitation based on modified adjusted gross income
(1) In general
The amount which would (but for this subsection) be taken into
account under subsection (a) for the taxable year shall be
reduced (but not below zero) by the amount determined under
paragraph (2).
(2) Amount of reduction
The amount determined under this paragraph is the amount which
bears the same ratio to the amount which would be so taken into
account as -

(A) the excess of -

(i) the taxpayer®"s modified adjusted gross income for such
taxable year, over

(ii) $40,000 ($80,000 in the case of a joint return), bears
to

(B) $10,000 ($20,000 in the case of a joint return).

(3) Modified adjusted gross income
The term ""modified adjusted gross income®" means the adjusted
gross income of the taxpayer for the taxable year increased by
any amount excluded from gross income under section 911, 931, or
933.
(e) Election not to have section apply
A taxpayer may elect not to have this section apply with respect
to the qualified tuition and related expenses of an individual for
any taxable year.
() Definitions
For purposes of this section -
(1) Qualified tuition and related expenses
(A) In general

The term "“qualified tuition and related expenses®™" means

tuition and fees required for the enrollment or attendance of -
(i) the taxpayer,
(i1) the taxpayer®s spouse, or
(iii) any dependent of the taxpayer with respect to whom

the taxpayer is allowed a deduction under section 151,
at an eligible educational institution for courses of
instruction of such individual at such institution.

(B) Exception for education involving sports, etc.

Such term does not include expenses with respect to any
course or other education involving sports, games, or hobbies,
unless such course or other education is part of the
individual "s degree program.

(C) Exception for nonacademic fees

Such term does not include student activity fees, athletic
fees, insurance expenses, or other expenses unrelated to an
individual"s academic course of instruction.

(2) Eligible educational institution
The term ""eligible educational institution®™  means an
institution -

(A) which is described in section 481 of the Higher Education
Act of 1965 (20 U.S.C. 1088), as in effect on the date of the
enactment of this section, and

(B) which is eligible to participate in a program under title



IV of such Act.
(g9) Special rules
(1) ldentification requirement

No credit shall be allowed under subsection (a) to a taxpayer
with respect to the qualified tuition and related expenses of an
individual unless the taxpayer includes the name and taxpayer
identification number of such individual on the return of tax for
the taxable year.

(2) Adjustment for certain scholarships, etc.

The amount of qualified tuition and related expenses otherwise
taken into account under subsection (a) with respect to an
individual for an academic period shall be reduced (before the
application of subsections (b), (c), and (d)) by the sum of any
amounts paid for the benefit of such individual which are
allocable to such period as -

(A) a qualified scholarship which is excludable from gross

income under section 117,

(B) an educational assistance allowance under chapter 30, 31,

32, 34, or 35 of title 38, United States Code, or under chapter

1606 of title 10, United States Code, and

(C) a payment (other than a gift, bequest, devise, or
inheritance within the meaning of section 102(a)) for such
individual "s educational expenses, or attributable to such
individual"s enrollment at an eligible educational institution,
which is excludable from gross income under any law of the

United States.

(3) Treatment of expenses paid by dependent

IT a deduction under section 151 with respect to an individual
is allowed to another taxpayer for a taxable year beginning in
the calendar year in which such individual®s taxable year begins

(A) no credit shall be allowed under subsection (a) to such
individual for such individual®s taxable year, and

(C) qualified tuition and related expenses paid by such
individual during such individual®s taxable year shall be
treated for purposes of this section as paid by such other
taxpayer.

(4) Treatment of certain prepayments

IT qualified tuition and related expenses are paid by the
taxpayer during a taxable year for an academic period which
begins during the first 3 months following such taxable year,
such academic period shall be treated for purposes of this
section as beginning during such taxable year.

(5) Denial of double benefit

No credit shall be allowed under this section for any expense
for which a deduction is allowed under any other provision of
this chapter.

(6) No credit for married individuals filing separate returns

IT the taxpayer is a married individual (within the meaning of
section 7703), this section shall apply only if the taxpayer and
the taxpayer®s spouse file a joint return for the taxable year.
(7) Nonresident aliens

IT the taxpayer is a nonresident alien individual for any
portion of the taxable year, this section shall apply only if
such individual is treated as a resident alien of the United
States for purposes of this chapter by reason of an election
under subsection (g) or (h) of section 6013.



(h) Inflation adjustments
(1) Dollar limitation on amount of credit
(A) In general
In the case of a taxable year beginning after 2001, each of
the $1,000 amounts under subsection (b)(1) shall be increased
by an amount equal to -
(i) such dollar amount, multiplied by
(i1) the cost-of-living adjustment determined under section
1(F)(3) for the calendar year in which the taxable year
begins, determined by substituting ""calendar year 2000"" for
""calendar year 1992"" in subparagraph (B) thereof.
(B) Rounding
IT any amount as adjusted under subparagraph (A) is not a
multiple of $100, such amount shall be rounded to the next
lowest multiple of $100.
(2) Income limits
(A) In general
In the case of a taxable year beginning after 2001, the
$40,000 and $80,000 amounts in subsection (d)(2) shall each be
increased by an amount equal to -
(i) such dollar amount, multiplied by
(i1) the cost-of-living adjustment determined under section
1(F)(3) for the calendar year in which the taxable year
begins, determined by substituting "“calendar year 2000"" for
""calendar year 1992"" in subparagraph (B) thereof.
(B) Rounding
IT any amount as adjusted under subparagraph (A) is not a
multiple of $1,000, such amount shall be rounded to the next
lowest multiple of $1,000.
(i) Regulations
The Secretary may prescribe such regulations as may be necessary
or appropriate to carry out this section, including regulations
providing for a recapture of the credit allowed under this section
in cases where there is a refund In a subsequent taxable year of
any amount which was taken into account in determining the amount
of such credit.

Sec. 25B. Elective deferrals and IRA contributions by certain
individuals

(a) Allowance of credit

In the case of an eligible individual, there shall be allowed as
a credit against the tax imposed by this subtitle for the taxable
year an amount equal to the applicable percentage of so much of the
qualified retirement savings contributions of the eligible
individual for the taxable year as do not exceed $2,000.
(b) Applicable percentage

For purposes of this section, the applicable percentage is the
percentage determined in accordance with the following table:
Adjusted Gross Income
Joint return

Over
Adjusted Gross Income -- Joint return -- Not over: $30,000
Adjusted Gross Income -- Head of a household -- Over:

Adjusted Gross Income -- Head of a household -- Not over: $22,500
Adjusted Gross Income -- All other cases -- Over:



Adjusted Gross Income -- All other cases -- Not over: $15,000
Applicable percentage: 50

30,000
Adjusted Gross Income -- Joint return -- Not over: 32,500
Adjusted Gross Income -- Head of a household -- Over: 22,500
Adjusted Gross Income -- Head of a household -- Not over: 24,375
Adjusted Gross Income -- All other cases -- Over: 15,000
Adjusted Gross Income -- All other cases -- Not over: 16,250
Applicable percentage: 20

32,500
Adjusted Gross Income -- Joint return -- Not over: 50,000
Adjusted Gross Income -- Head of a household -- Over: 24,375
Adjusted Gross Income -- Head of a household -- Not over: 37,500
Adjusted Gross Income -- All other cases -- Over: 16,250
Adjusted Gross Income -- All other cases -- Not over: 25,000
Applicable percentage: 10

50,000
Adjusted Gross Income -- Joint return -- Not over:
Adjusted Gross Income -- Head of a household -- Over: 37,500
Adjusted Gross Income -- Head of a household -- Not over:
Adjusted Gross Income -- All other cases -- Over: 25,000
Adjusted Gross Income -- All other cases -- Not over:

Applicable percentage: O
(c) Eligible individual
For purposes of this section -
(1) In general
The term ""eligible individual®™® means any individual if such
individual has attained the age of 18 as of the close of the
taxable year.
(2) Dependents and full-time students not eligible
The term ""eligible individual®™® shall not include -

(A) any individual with respect to whom a deduction under
section 151 is allowed to another taxpayer for a taxable year
beginning in the calendar year in which such individual®s
taxable year begins, and

(B) any individual who is a student (as defined in section
151(c)(4)).

(d) Qualified retirement savings contributions
For purposes of this section -
(1) In general
The term ""qualified retirement savings contributions®™® means,
with respect to any taxable year, the sum of -

(A) the amount of the qualified retirement contributions (as
defined in section 219(e)) made by the eligible individual,

(B) the amount of -

(i) any elective deferrals (as defined iIn section
402(g9)(3)) of such individual, and

(ii) any elective deferral of compensation by such
individual under an eligible deferred compensation plan (as
defined in section 457(b)) of an eligible employer described
in section 457(e)(1)(A), and

(C) the amount of voluntary employee contributions by such
individual to any qualified retirement plan (as defined in
section 4974(c)).-

(2) Reduction for certain distributions
(A) In general



The qualified retirement savings contributions determined
under paragraph (1) shall be reduced (but not below zero) by
the sum of -

(i) any distribution from a qualified retirement plan (as
defined in section 4974(c)), or from an eligible deferred
compensation plan (as defined in section 457(b)), received by
the individual during the testing period which is includible
in gross income, and

(ii) any distribution from a Roth IRA or a Roth account
received by the individual during the testing period which is
not a qualified rollover contribution (as defined in section
408A(e)) to a Roth IRA or a rollover under section
402(c)(8)(B) to a Roth account.

(B) Testing period

For purposes of subparagraph (A), the testing period, with
respect to a taxable year, is the period which includes -

(i) such taxable year,

(i1) the 2 preceding taxable years, and

(iii) the period after such taxable year and before the due
date (including extensions) for filing the return of tax for
such taxable year.

(C) Excepted distributions

There shall not be taken into account under subparagraph (A)

(i) any distribution referred to in section 72(p),
401(k)(8), 401(m)(6), 402(9)(2), 404(k), or 408(d)(4), and

(i1) any distribution to which section 408A(d)(3) applies.

(D) Treatment of distributions received by spouse of individual

For purposes of determining distributions received by an
individual under subparagraph (A) for any taxable year, any
distribution received by the spouse of such individual shall be
treated as received by such individual if such individual and
spouse file a joint return for such taxable year and for the
taxable year during which the spouse receives the distribution.

(e) Adjusted gross income

For purposes of this section, adjusted gross income shall be
determined without regard to sections 911, 931, and 933.
() Investment in the contract

Notwithstanding any other provision of law, a qualified
retirement savings contribution shall not fail to be included in
determining the investment in the contract for purposes of section
72 by reason of the credit under this section.
(g) (FOOTNOTE 1) Limitation based on amount of tax

(FOOTNOTE 1) So in original. Two subsecs. (g) have been

enacted.

The credit allowed under subsection (a) for the taxable year
shall not exceed the excess of -

(1) the sum of the regular tax liability (as defined in section
26(b)) plus the tax imposed by section 55, over
(2) the sum of the credits allowable under this subpart (other

than this section and section 23) and section 27 for the taxable

year .
(g) (FOOTNOTE 1) Termination

This section shall not apply to taxable years beginning after
December 31, 2006.

Sec. 26. Limitation based on tax liability; definition of tax



liability

(a) Limitation based on amount of tax
(1) In general
The aggregate amount of credits allowed by this subpart (other
than sections 23, 24, and 25B) for the taxable year shall not
exceed the excess (if any) of -
(A) the taxpayer®"s regular tax liability for the taxable
year, over
(B) the tentative minimum tax for the taxable year
(determined without regard to the alternative minimum tax
foreign tax credit).
For purposes of subparagraph (B), the taxpayer®s tentative
minimum tax for any taxable year beginning during 1999 shall be
treated as being zero.
(2) Special rule for 2000 and 2001

For purposes of any taxable year beginning during 2000 or 2001,
the aggregate amount of credits allowed by this subpart for the
taxable year shall not exceed the sum of -

(A) the taxpayer®"s regular tax liability for the taxable year
reduced by the foreign tax credit allowable under section
27(a), and

(B) the tax imposed by section 55(a) for the taxable year.

(b) Regular tax liability

For purposes of this part -
(1) In general

The term ""regular tax liability™" means the tax imposed by
this chapter for the taxable year.
(2) Exception for certain taxes

For purposes of paragraph (1), any tax imposed by any of the
following provisions shall not be treated as tax imposed by this
chapter:

(A) section 55 (relating to minimum tax),

(B) section 59A (relating to environmental tax),

(C) subsection (MGYB), (@), (), or (v) of section 72
(relating to additional taxes on certain distributions),

(D) section 143(m) (relating to recapture of proration of
Federal subsidy from use of mortgage bonds and mortgage credit
certificates),

(BE) section 530(d)(3) (relating to additional tax on certain
distributions from Coverdell education savings accounts),

(F) section 531 (relating to accumulated earnings tax),

(G) section 541 (relating to personal holding company tax),

(H) section 1351(d)(1) (relating to recoveries of foreign
expropriation losses),

(1) section 1374 (relating to tax on certain built-in gains
of S corporations),

(J) section 1375 (relating to tax imposed when passive
investment income of corporation having subchapter C earnings
and profits exceeds 25 percent of gross receipts),

(K) subparagraph (A) of section 7518(g)(6) (relating to
nonqualified withdrawals from capital construction funds taxed
at highest marginal rate),

(L) sections 871(a) and 881 (relating to certain income of
nonresident aliens and foreign corporations),

(M) section 860E(e) (relating to taxes with respect to
certain residual interests),



(N) section 884 (relating to branch profits tax),
(0) sections 453(1)(3) and 453A(c) (relating to interest on
certain deferred tax liabilities),
(P) section 860K (relating to treatment of transfers of
high-yield interests to disqualified holders), and
(Q) section 220(F)(4) (relating to additional tax on Archer
MSA distributions not used for qualified medical expenses).
(c) Tentative minimum tax
For purposes of this part, the term ""tentative minimum tax"™"
means the amount determined under section 55(b)(1).

Subpart B - Other Credits

Sec.

27. Taxes of foreign countries and possessions of the United
States; possession tax credit.

(28. Renumbered.)

29. Credit for producing fuel from a nonconventional source.

30. Credit for qualified electric vehicles.

30A. Puerto Rico economic activity credit.

Sec. 27. Taxes of foreign countries and possessions of the United
States; possession tax credit

(a) Foreign tax credit

The amount of taxes imposed by foreign countries and possessions
of the United States shall be allowed as a credit against the tax
imposed by this chapter to the extent provided in section 901.
(b) Section 936 credit

In the case of a domestic corporation, the amount provided by
section 936 (relating to Puerto Rico and possession tax credit)
shall be allowed as a credit against the tax imposed by this
chapter.

(Sec. 28. Renumbered Sec. 45C)
Sec. 29. Credit for producing fuel from a nonconventional source

(a) Allowance of credit
There shall be allowed as a credit against the tax imposed by
this chapter for the taxable year an amount equal to -
(1) $3, multiplied by
(2) the barrel-of-oil equivalent of qualified fuels -
(A) sold by the taxpayer to an unrelated person during the
taxable year, and
(B) the production of which is attributable to the taxpayer.
(b) Limitations and adjustments
(1) Phaseout of credit
The amount of the credit allowable under subsection (a) shall
be reduced by an amount which bears the same ratio to the amount
of the credit (determined without regard to this paragraph) as -
(A) the amount by which the reference price for the calendar
year in which the sale occurs exceeds $23.50, bears to
(B) $6.
(2) Credit and phaseout adjustment based on inflation
The $3 amount in subsection (a) and the $23.50 and $6 amounts
in paragraph (1) shall each be adjusted by multiplying such



amount by the inflation adjustment factor for the calendar year
in which the sale occurs. In the case of gas from a tight
formation, the $3 amount in subsection (a) shall not be adjusted.
(3) Credit reduced for grants, tax-exempt bonds, and subsidized
energy financing
(A) In general

The amount of the credit allowable under subsection (a) with
respect to any project for any taxable year (determined after
the application of paragraphs (1) and (2)) shall be reduced by
the amount which is the product of the amount so determined for
such year and a fraction -

(i) the numerator of which is the sum, for the taxable year
and all prior taxable years, of -

(1) grants provided by the United States, a State, or a
political subdivision of a State for use In connection with
the project,

(11) proceeds of any issue of State or local government
obligations used to provide financing for the project the
interest on which is exempt from tax under section 103, and

(111) the aggregate amount of subsidized energy financing
(within the meaning of section 48(a)(4)(C)) provided in
connection with the project, and
(i1) the denominator of which is the aggregate amount of

additions to the capital account for the project for the

taxable year and all prior taxable years.
(B) Amounts determined at close of year

The amounts under subparagraph (A) for any taxable year shall

be determined as of the close of the taxable year.
(4) Credit reduced for energy credit

The amount allowable as a credit under subsection (a) with
respect to any project for any taxable year (determined after the
application of paragraphs (1), (2), and (3)) shall be reduced by
the excess of -

(A) the aggregate amount allowed under section 38 for the
taxable year or any prior taxable year by reason of the energy
percentage with respect to property used in the project, over

(B) the aggregate amount recaptured with respect to the
amount described in subparagraph (A) -

(1) under section 49(b) or 50(a) for the taxable year or

any prior taxable year, or

(ii) under this paragraph for any prior taxable year.
The amount recaptured under section 49(b) or 50(a) with respect
to any property shall be appropriately reduced to take iInto
account any reduction in the credit allowed by this section by
reason of the preceding sentence.
(5) Credit reduced for enhanced oil recovery credit

The amount allowable as a credit under subsection (a) with

respect to any project for any taxable year (determined after
application of paragraphs (1), (2), (3), and (4)) shall be
reduced by the excess (if any) of -

(A) the aggregate amount allowed under section 38 for the
taxable year and any prior taxable year by reason of any
enhanced oil recovery credit determined under section 43 with
respect to such project, over

(B) the aggregate amount recaptured with respect to the
amount described in subparagraph (A) under this paragraph for
any prior taxable year.



(6) Application with other credits
The credit allowed by subsection (a) for any taxable year shall
not exceed the excess (if any) of -
(A) the regular tax for the taxable year reduced by the sum
of the credits allowable under subpart A and section 27, over
(B) the tentative minimum tax for the taxable year.
(c) Definition of qualified fuels
For purposes of this section -
(1) In general
The term ""qualified fuels™" means -
(A) oil produced from shale and tar sands,
(B) gas produced from -
(1) geopressured brine, Devonian shale, coal seams, or a
tight formation, or
(ii) biomass, and
(C) Iliquid, gaseous, or solid synthetic fuels produced from
coal (including lignite), including such fuels when used as
feedstocks.
(2) Gas from geopressured brine, etc.

(A) In general

Except as provided in subparagraph (B), the determination of
whether any gas is produced from geopressured brine, Devonian
shale, coal seams, or a tight formation shall be made in
accordance with section 503 of the Natural Gas Policy Act of
1978.
(B) Special rules for gas from tight formations

The term ""gas produced from a tight formation®" shall only
include gas from a tight formation -

(i) which, as of April 20, 1977, was committed or dedicated
to interstate commerce (as defined in section 2(18) of the
Natural Gas Policy Act of 1978, as in effect on the date of
the enactment of this clause), or

(i1) which is produced from a well drilled after such date
of enactment.

(3) Biomass
The term ""biomass”" means any organic material other than -
(A) oil and natural gas (or any product thereof), and
(B) coal (including lignite) or any product thereof.
(d) Other definitions and special rules
For purposes of this section -
(1) Only production within the United States taken into account
Sales shall be taken into account under this section only with
respect to qualified fuels the production of which is within -
(A) the United States (within the meaning of section 638(1)),
or
(B) a possession of the United States (within the meaning of
section 638(2)).
(2) Computation of inflation adjustment factor and reference
price
(A) In general
The Secretary shall, not later than April 1 of each calendar
year, determine and publish in the Federal Register the
inflation adjustment factor and the reference price for the
preceding calendar year in accordance with this paragraph.
(B) Inflation adjustment factor
The term ""inflation adjustment factor®"" means, with respect
to a calendar year, a fraction the numerator of which is the



GNP implicit price deflator for the calendar year and the
denominator of which is the GNP implicit price deflator for
calendar year 1979. The term "“GNP implicit price deflator-""
means the first revision of the implicit price deflator for the
gross national product as computed and published by the
Department of Commerce.
(C) Reference price
The term "“reference price”" means with respect to a calendar
year the Secretary®"s estimate of the annual average wellhead
price per barrel for all domestic crude oil the price of which
is not subject to regulation by the United States.
(3) Production attributable to the taxpayer
In the case of a property or facility in which more than 1
person has an interest, except to the extent provided in
regulations prescribed by the Secretary, production from the
property or facility (as the case may be) shall be allocated
among such persons in proportion to their respective interests in
the gross sales from such property or facility.
(4) Gas from geopressured brine, Devonian shale, coal seams, or a
tight formation
The amount of the credit allowable under subsection (a) shall
be determined without regard to any production attributable to a
property from which gas from Devonian shale, coal seams,
geopressured brine, or a tight formation was produced in
marketable quantities before January 1, 1980.
(5) Barrel-of-oil equivalent
The term ""barrel-of-oil equivalent™™ with respect to any fuel
means that amount of such fuel which has a Btu content of 5.8
million; except that in the case of qualified fuels described in
subparagraph (C) of subsection (c)(1), the Btu content shall be
determined without regard to any material from a source not
described in such subparagraph.
(6) Barrel defined
The term ""barrel™" means 42 United States gallons.
(7) Related persons
Persons shall be treated as related to each other if such
persons would be treated as a single employer under the
regulations prescribed under section 52(b). In the case of a
corporation which is a member of an affiliated group of
corporations filing a consolidated return, such corporation shall
be treated as selling qualified fuels to an unrelated person if
such fuels are sold to such a person by another member of such
group.
(8) Pass-thru in the case of estates and trusts
Under regulations prescribed by the Secretary, rules similar to
the rules of subsection (d) of section 52 shall apply.
(e) Application with the Natural Gas Policy Act of 1978
(1) No credit if section 107 of the Natural Gas Policy Act of
1978 is utilized
Subsection (a) shall apply with respect to any natural gas
described in subsection (c)(1)(B)(i) which is sold during the
taxable year only if such natural gas is sold at a lawful price
which is determined without regard to the provisions of section
107 of the Natural Gas Policy Act of 1978 and subtitle B of title
I of such Act.
(2) Treatment of this section
For purposes of section 107(d) of the Natural Gas Policy Act of



1978, this section shall not be treated as allowing any credit,
exemption, deduction, or comparable adjustment applicable to the
computation of any Federal tax.
() Application of section
This section shall apply with respect to qualified fuels -
(1) which are -
(A) produced from a well drilled after December 31, 1979, and
before January 1, 1993, or
(B) produced in a facility placed in service after December
31, 1979, and before January 1, 1993, and
(2) which are sold before January 1, 2003.
(g) Extension for certain facilities
(1) In general
In the case of a facility for producing qualified fuels
described in subparagraph (B)(ii) or (C) of subsection (c)(1) -
(A) for purposes of subsection (F)(1)(B), such facility shall
be treated as being placed in service before January 1, 1993,
if such facility is placed in service before July 1, 1998,
pursuant to a binding written contract in effect before January
1, 1997, and
(B) if such facility is originally placed in service after
December 31, 1992, paragraph (2) of subsection (f) shall be
applied with respect to such facility by substituting "*January
1, 2008"" for ""January 1, 2003"".
(2) Special rule
Paragraph (1) shall not apply to any facility which produces
coke or coke gas unless the original use of the facility
commences with the taxpayer.

Sec. 30. Credit for qualified electric vehicles

(a) Allowance of credit
There shall be allowed as a credit against the tax imposed by
this chapter for the taxable year an amount equal to 10 percent of
the cost of any qualified electric vehicle placed in service by the
taxpayer during the taxable year.
(b) Limitations
(1) Limitation per vehicle
The amount of the credit allowed under subsection (a) for any
vehicle shall not exceed $4,000.
(2) Phaseout
In the case of any qualified electric vehicle placed in service
after December 31, 2001, the credit otherwise allowable under
subsection (a) (determined after the application of paragraph
(1)) shall be reduced by -
(A) 25 percent in the case of property placed in service in
calendar year 2002,
(B) 50 percent in the case of property placed in service in
calendar year 2003, and
(C) 75 percent in the case of property placed in service in
calendar year 2004.
(3) Application with other credits
The credit allowed by subsection (a) for any taxable year shall
not exceed the excess (if any) of -
(A) the regular tax for the taxable year reduced by the sum
of the credits allowable under subpart A and sections 27 and
29, over -



(B) the tentative minimum tax for the taxable year.
(c) Qualified electric vehicle
For purposes of this section -
(1) In general
The term ""qualified electric vehicle™® means any motor vehicle

(A) which is powered primarily by an electric motor drawing
current from rechargeable batteries, fuel cells, or other
portable sources of electrical current,

(B) the original use of which commences with the taxpayer,
and

(C) which is acquired for use by the taxpayer and not for
resale.

(2) Motor vehicle
For purposes of paragraph (1), the term motor vehicle®™" means
any vehicle which is manufactured primarily for use on public
streets, roads, and highways (not including a vehicle operated
exclusively on a rail or rails) and which has at least 4 wheels.
(d) Special rules
(1) Basis reduction
The basis of any property for which a credit is allowable under
subsection (a) shall be reduced by the amount of such credit
(determined without regard to subsection (b)(3)).-
(2) Recapture
The Secretary shall, by regulations, provide for recapturing
the benefit of any credit allowable under subsection (a) with
respect to any property which ceases to be property eligible for
such credit.
(3) Property used outside United States, etc., not qualified
No credit shall be allowed under subsection (a) with respect to
any property referred to in section 50(b) or with respect to the
portion of the cost of any property taken into account under
section 179.
(4) Election to not take credit
No credit shall be allowed under subsection (a) for any vehicle
if the taxpayer elects to not have this section apply to such
vehicle.
(e) Termination
This section shall not apply to any property placed in service
after December 31, 2004.

Sec. 30A. Puerto Rico economic activity credit

(a) Allowance of credit
(1) In general
Except as otherwise provided in this section, if the conditions
of both paragraph (1) and paragraph (2) of subsection (b) are
satisfied with respect to a qualified domestic corporation, there
shall be allowed as a credit against the tax imposed by this
chapter an amount equal to the portion of the tax which is
attributable to the taxable income, from sources without the
United States, from -
(A) the active conduct of a trade or business within Puerto
Rico, or
(B) the sale or exchange of substantially all of the assets
used by the taxpayer in the active conduct of such trade or
business.



In the case of any taxable year beginning after December 31,
2001, the aggregate amount of taxable income taken iInto account
under the preceding sentence (and in applying subsection (d))
shall not exceed the adjusted base period income of such
corporation, as determined In the same manner as under section
936(J) -
(2) Qualified domestic corporation

For purposes of paragraph (1), the term
corporation®® means a domestic corporation -

(A) which is an existing credit claimant with respect to
Puerto Rico, and

(B) with respect to which section 936(a)(4)(B) does not apply
for the taxable year.

(3) Separate application
For purposes of determining -

(A) whether a taxpayer is an existing credit claimant with
respect to Puerto Rico, and

(B) the amount of the credit allowed under this section,

this section (and so much of section 936 as relates to this
section) shall be applied separately with respect to Puerto Rico.
(b) Conditions which must be satisfied
The conditions referred to in subsection (a) are -
(1) 3-year period
IT 80 percent or more of the gross income of the qualified
domestic corporation for the 3-year period immediately preceding
the close of the taxable year (or for such part of such period
immediately preceding the close of such taxable year as may be
applicable) was derived from sources within a possession
(determined without regard to section 904(f)).
(2) Trade or business
IT 75 percent or more of the gross income of the qualified
domestic corporation for such period or such part thereof was
derived from the active conduct of a trade or business within a
possession.
(c) Credit not allowed against certain taxes
The credit provided by subsection (a) shall not be allowed
against the tax imposed by -
(1) section 59A (relating to environmental tax),
(2) section 531 (relating to the tax on accumulated earnings),
(3) section 541 (relating to personal holding company tax), or
(4) section 1351 (relating to recoveries of foreign
expropriation losses).
(d) Limitations on credit for active business income
The amount of the credit determined under subsection (a) for any
taxable year shall not exceed the sum of the following amounts:
(1) 60 percent of the sum of -

(A) the aggregate amount of the qualified domestic
corporation®s qualified possession wages for such taxable year,
plus

(B) the allocable employee fringe benefit expenses of the
qualified domestic corporation for such taxable year.

(2) The sum of -

(A) 15 percent of the depreciation allowances for the taxable
year with respect to short-life qualified tangible property,

(B) 40 percent of the depreciation allowances for the taxable
year with respect to medium-life qualified tangible property,
and

qualified domestic



(C) 65 percent of the depreciation allowances for the taxable
year with respect to long-life qualified tangible property.

(3) If the qualified domestic corporation does not have an
election to use the method described in section 936(h)(5)(C)(ii)
(relating to profit split) in effect for the taxable year, the
amount of the qualified possession income taxes for the taxable
year allocable to nonsheltered income.

(e) Administrative provisions
For purposes of this title -
(1) the provisions of section 936 (including any applicable
election thereunder) shall apply in the same manner as if the
credit under this section were a credit under section
936(a) (1) (A) for a domestic corporation to which section
936(a)(4)(A) applies,
(2) the credit under this section shall be treated in the same
manner as the credit under section 936, and
(3) a corporation to which this section applies shall be
treated In the same manner as if it were a corporation electing
the application of section 936.
() Denial of double benefit

Any wages or other expenses taken into account in determining the
credit under this section may not be taken into account in
determining the credit under section 41.
(g) Definitions

For purposes of this section, any term used in this section which
is also used in section 936 shall have the same meaning given such
term by section 936.
(h) Application of section

This section shall apply to taxable years beginning after
December 31, 1995, and before January 1, 2006.

Subpart C - Refundable Credits

Sec.

31. Tax withheld on wages.

32. Earned income.

33. Tax withheld at source on nonresident aliens and foreign
corporations.

34. Certain uses of gasoline and special fuels.

35. Overpayments of tax.

Sec. 31. Tax withheld on wages

(a) Wage withholding for income tax purposes
(1) In general
The amount withheld as tax under chapter 24 shall be allowed to
the recipient of the income as a credit against the tax imposed
by this subtitle.
(2) Year of credit
The amount so withheld during any calendar year shall be
allowed as a credit for the taxable year beginning in such
calendar year. |If more than one taxable year begins in a
calendar year, such amount shall be allowed as a credit for the
last taxable year so beginning.
(b) Credit for special refunds of social security tax
(1) In general
The Secretary may prescribe regulations providing for the



crediting against the tax imposed by this subtitle of the amount
determined by the taxpayer or the Secretary to be allowable under
section 6413(c) as a special refund of tax imposed on wages. The
amount allowed as a credit under such regulations shall, for
purposes of this subtitle, be considered an amount withheld at
source as tax under section 3402.
(2) Year of credit
Any amount to which paragraph (1) applies shall be allowed as a
credit for the taxable year beginning in the calendar year during
which the wages were received. If more than one taxable year
begins in the calendar year, such amount shall be allowed as a
credit for the last taxable year so beginning.
(c) Special rule for backup withholding
Any credit allowed by subsection (a) for any amount withheld
under section 3406 shall be allowed for the taxable year of the
recipient of the income in which the income is received.

Sec. 32. Earned income

(a) Allowance of credit
(1) In general
In the case of an eligible individual, there shall be allowed
as a credit against the tax imposed by this subtitle for the
taxable year an amount equal to the credit percentage of so much
of the taxpayer®s earned income for the taxable year as does not
exceed the earned income amount.
(2) Limitation
The amount of the credit allowable to a taxpayer under
paragraph (1) for any taxable year shall not exceed the excess
(if any) of -
(A) the credit percentage of the earned income amount, over
(B) the phaseout percentage of so much of the adjusted gross
income (or, if greater, the earned income) of the taxpayer for
the taxable year as exceeds the phaseout amount.
(b) Percentages and amounts
For purposes of subsection (a) -
(1) Percentages
The credit percentage and the phaseout percentage shall be
determined as follows:
(A) In general
In the case of taxable years beginning after 1995:

In the case of an The credit percentage The phaseout
eligible individual is: percentage is:
with:

1 qualifying child 34 15.98

2 or more qualifying 40 21.06

children

No qualifying 7.65 7.65

children

(B) Transitional percentages for 1995
In the case of taxable years beginning in 1995:



In the case of an The credit percentage The phaseout

eligible individual is: percentage is:
with:

1 qualifying child 34 15.98

2 or more qualifying 36 20.22

children

No qualifying 7.65 7.65

children

(C) Transitional percentages for 1994
In the case of a taxable year beginning in 1994:

In the case of an The credit percentage The phaseout
eligible individual is: percentage is:
with:

1 qualifying child 26.3 15.98

2 or more qualifying 30 17.68

children

No qualifying 7.65 7.65

children

(2) Amounts
(A) In general
Subject to subparagraph (B), the earned income amount and the
phaseout amount shall be determined as follows:

In the case of an The earned income The phaseout amount
eligible individual amount is: is:

with:

1 qualifying child $6,330 $11,610

2 or more qualifying $8,890 $11,610

children

No qualifying $4,220 $5,280

children

(B) Joint returns
In the case of a joint return filed by an eligible individual
and such individual®s spouse, the phaseout amount determined
under subparagraph (A) shall be increased by -
(i) $1,000 in the case of taxable years beginning in 2002,
2003, and 2004,
(ii) $2,000 in the case of taxable years beginning in 2005,
2006, and 2007, and
(iii) $3,000 in the case of taxable years beginning after
2007.
(c) Definitions and special rules
For purposes of this section -
(1) Eligible individual
(A) In general
The term ""eligible individual®™" means -
(i) any individual who has a qualifying child for the
taxable year, or



(ii1) any other individual who does not have a qualifying
child for the taxable year, if -
(1) such individual®s principal place of abode is in the
United States for more than one-half of such taxable year,
(11) such individual (or, if the individual is married,
either the individual or the individual®s spouse) has
attained age 25 but not attained age 65 before the close of
the taxable year, and
(111) such individual is not a dependent for whom a
deduction is allowable under section 151 to another
taxpayer for any taxable year beginning in the same
calendar year as such taxable year.
For purposes of the preceding sentence, marital status shall
be determined under section 7703.
(B) Qualifying child ineligible
IT an individual is the qualifying child of a taxpayer for
any taxable year of such taxpayer beginning in a calendar year,
such individual shall not be treated as an eligible individual
for any taxable year of such individual beginning in such
calendar year.
(C) 2 or more claiming qualifying child
(i) In general
Except as provided in clause (ii), if (but for this
paragraph) an individual may be claimed, and is claimed, as a
qualifying child by 2 or more taxpayers for a taxable year
beginning in the same calendar year, such individual shall be
treated as the qualifying child of the taxpayer who is -
(1) a parent of the individual, or
(1) if subclause (1) does not apply, the taxpayer with
the highest adjusted gross income for such taxable year.
(ii) More than 1 claiming credit
IT the parents claiming the credit with respect to any
qualifying child do not file a joint return together, such
child shall be treated as the qualifying child of -
(1) the parent with whom the child resided for the
longest period of time during the taxable year, or
(1) 1T the child resides with both parents for the same
amount of time during such taxable year, the parent with
the highest adjusted gross income.
(D) Exception for individual claiming benefits under section
911
The term ""eligible individual®™" does not include any
individual who claims the benefits of section 911 (relating to
citizens or residents living abroad) for the taxable year.
(E) Limitation on eligibility of nonresident aliens
The term ""eligible individual®™® shall not include any
individual who is a nonresident alien individual for any
portion of the taxable year unless such individual i1s treated
for such taxable year as a resident of the United States for
purposes of this chapter by reason of an election under
subsection (g) or (h) of section 6013.
(F) ldentification number requirement
No credit shall be allowed under this section to an eligible
individual who does not include on the return of tax for the
taxable year -
(i) such individual®s taxpayer identification number, and
(i1) If the individual is married (within the meaning of



section 7703), the taxpayer identification number of such

individual "s spouse.

(G) Individuals who do not include TIN, etc., of any qualifying
child

No credit shall be allowed under this section to any eligible
individual who has one or more qualifying children if no
qualifying child of such individual is taken into account under
subsection (b) by reason of paragraph (3)(D).

(2) Earned income
(A) The term ""earned income™" means -

(i) wages, salaries, tips, and other employee compensation,
but only if such amounts are includible in gross income for the
taxable year, plus

(i1) the amount of the taxpayer®s net earnings from
self-employment for the taxable year (within the meaning of
section 1402(a)), but such net earnings shall be determined
with regard to the deduction allowed to the taxpayer by section
164(F).

(B) For purposes of subparagraph (A) -

(i) the earned income of an individual shall be computed
without regard to any community property laws,

(i1) no amount received as a pension or annuity shall be
taken into account,

(iii) no amount to which section 871(a) applies (relating to
income of nonresident alien individuals not connected with
United States business) shall be taken into account,

(iv) no amount received for services provided by an
individual while the individual is an inmate at a penal
institution shall be taken into account, and

(v) no amount described in subparagraph (A) received for
service performed in work activities as defined in paragraph
(4) or (7) of section 407(d) of the Social Security Act to
which the taxpayer is assigned under any State program under
part A of title 1V of such Act shall be taken into account, but
only to the extent such amount is subsidized under such State
program.

(3) Qualifying child
(A) In general

The term "“qualifying child®" means, with respect to any
taxpayer for any taxable year, an individual -

(i) who bears a relationship to the taxpayer described in

subparagraph (B),

(i1) who has the same principal place of abode as the
taxpayer for more than one-half of such taxable year, and
(iii) who meets the age requirements of subparagraph (C).
(B) Relationship test
(i) In general
An individual bears a relationship to the taxpayer
described in this subparagraph if such individual is -

(1) a son, daughter, stepson, or stepdaughter, or a
descendant of any such individual,

(1) a brother, sister, stepbrother, or stepsister, or a
descendant of any such individual, who the taxpayer cares
for as the taxpayer®s own child, or

(111) an eligible foster child of the taxpayer.

(ii) Married children

Clause (1) shall not apply to any individual who is married



as of the close of the taxpayer®s taxable year unless the
taxpayer is entitled to a deduction under section 151 for
such taxable year with respect to such individual (or would
be so entitled but for paragraph (2) or (4) of section
152(e))-

(iii) Eligible foster child

For purposes of clause (i), the term ""eligible foster
child®" means an individual not described in subclause (1) or
(1) of clause (i) who -

(1) is placed with the taxpayer by an authorized
placement agency, and
(11) the taxpayer cares for as the taxpayer®s own child.
(iv) Adoption

For purposes of this subparagraph, a child who is legally
adopted, or who is placed with the taxpayer by an authorized
placement agency for adoption by the taxpayer, shall be
treated as a child by blood.

(C) Age requirements
An individual meets the requirements of this subparagraph if
such individual -

(i) has not attained the age of 19 as of the close of the
calendar year in which the taxable year of the taxpayer
begins,

(i1) i1s a student (as defined in section 151(c)(4)) who has
not attained the age of 24 as of the close of such calendar
year, or

(iii) is permanently and totally disabled (as defined in
section 22(e)(3)) at any time during the taxable year.

(D) ldentification requirements
(i) In general

A qualifying child shall not be taken into account under
subsection (b) unless the taxpayer includes the name, age,
and TIN of the qualifying child on the return of tax for the
taxable year.

(ii) Other methods
The Secretary may prescribe other methods for providing the
information described in clause (i).
(E) Abode must be iIn the United States
The requirements of subparagraph (A)(ii) shall be met only if
the principal place of abode is in the United States.
(4) Treatment of military personnel stationed outside the United
States
For purposes of paragraphs (1)(A)(ii1)(1) and (3)(E), the
principal place of abode of a member of the Armed Forces of the
United States shall be treated as in the United States during any
period during which such member is stationed outside the United
States while serving on extended active duty with the Armed
Forces of the United States. For purposes of the preceding
sentence, the term ""extended active duty®"" means any period of
active duty pursuant to a call or order to such duty for a period
in excess of 90 days or for an indefinite period.

(d) Married individuals

In the case of an individual who is married (within the meaning

of section 7703), this section shall apply only if a joint return
is filed for the taxable year under section 6013.
(e) Taxable year must be full taxable year

Except in the case of a taxable year closed by reason of the



death of the taxpayer, no credit shall be allowable under this
section iIn the case of a taxable year covering a period of less
than 12 months.
() Amount of credit to be determined under tables
(1) In general
The amount of the credit allowed by this section shall be
determined under tables prescribed by the Secretary.
(2) Requirements for tables
The tables prescribed under paragraph (1) shall reflect the
provisions of subsections (a) and (b) and shall have income
brackets of not greater than $50 each -

(A) for earned income between $0 and the amount of earned
income at which the credit is phased out under subsection (b),
and

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

(g) Coordination with advance payments of earned income credit
(1) Recapture of excess advance payments
IT any payment is made to the individual by an employer under
section 3507 during any calendar year, then the tax imposed by
this chapter for the individual®s last taxable year beginning in
such calendar year shall be increased by the aggregate amount of
such payments.
(2) Reconciliation of payments advanced and credit allowed
Any increase in tax under paragraph (1) shall not be treated as
tax imposed by this chapter for purposes of determining the
amount of any credit (other than the credit allowed by subsection
(a)) allowable under this subpart.
((h) Repealed. Pub. L. 107-16, title 111, Sec. 303(c), June 7,
2001, 115 Stat. 55)
(i) Denial of credit for individuals having excessive investment
income
(1) In general
No credit shall be allowed under subsection (a) for the taxable
year 1T the aggregate amount of disqualified income of the
taxpayer for the taxable year exceeds $2,200.
(2) Disqualified income
For purposes of paragraph (1), the term "“disqualified income-"*
means -

(A) interest or dividends to the extent includible in gross
income for the taxable year,

(B) interest received or accrued during the taxable year
which is exempt from tax imposed by this chapter,

(C) the excess (if any) of -

(1) gross income from rents or royalties not derived in the
ordinary course of a trade or business, over
(ii) the sum of -
(1) the deductions (other than interest) which are
clearly and directly allocable to such gross income, plus
(1) interest deductions properly allocable to such gross
income,

(D) the capital gain net income (as defined in section 1222)
of the taxpayer for such taxable year, and

(E) the excess (if any) of -

(i) the aggregate income from all passive activities for



the taxable year (determined without regard to any amount
included in earned income under subsection (c)(2) or
described in a preceding subparagraph), over

(i1) the aggregate losses from all passive activities for
the taxable year (as so determined).

For purposes of subparagraph (E), the term passive activity"*
has the meaning given such term by section 469.
() Inflation adjustments
(1) In general
In the case of any taxable year beginning after 1996, each of
the dollar amounts in subsections (b)(2) and (i)(1) shall be
increased by an amount equal to -
(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment determined under section
1(F)(3) for the calendar year in which the taxable year begins,
determined -

(i) in the case of amounts in subsections (b)(2)(A) and
(i)(1), by substituting ""calendar year 1995"" for ""calendar
year 1992*" in subparagraph (B) thereof, and

(i1) In the case of the $3,000 amount in subsection
M@ B)(1ii), by substituting ""calendar year 2007"" for
""calendar year 1992"" in subparagraph (B) of such section 1.

(2) Rounding
(A) In general
IT any dollar amount in subsection (b)(2)(A) (after being
increased under subparagraph (B) thereof), after being
increased under paragraph (1), is not a multiple of $10, such
dollar amount shall be rounded to the nearest multiple of $10.
(B) Disqualified income threshold amount
IT the dollar amount in subsection (i)(1), after being
increased under paragraph (1), is not a multiple of $50, such
amount shall be rounded to the next lowest multiple of $50.
(k) Restrictions on taxpayers who improperly claimed credit in
prior year
(1) Taxpayers making prior fraudulent or reckless claims
(A) In general
No credit shall be allowed under this section for any taxable
year iIn the disallowance period.
(B) Disallowance period
For purposes of paragraph (1), the disallowance period is -

(i) the period of 10 taxable years after the most recent
taxable year for which there was a final determination that
the taxpayer®s claim of credit under this section was due to
fraud, and

(ii) the period of 2 taxable years after the most recent
taxable year for which there was a final determination that
the taxpayer®s claim of credit under this section was due to
reckless or intentional disregard of rules and regulations
(but not due to fraud).

(2) Taxpayers making improper prior claims

In the case of a taxpayer who is denied credit under this
section for any taxable year as a result of the deficiency
procedures under subchapter B of chapter 63, no credit shall be
allowed under this section for any subsequent taxable year unless
the taxpayer provides such information as the Secretary may
require to demonstrate eligibility for such credit.

(1) Coordination with certain means-tested programs



For purposes of -
(1) the United States Housing Act of 1937,
(2) title V of the Housing Act of 1949,
(3) section 101 of the Housing and Urban Development Act of
1965,
(4) sections 221(d)(3), 235, and 236 of the National Housing
Act, and
(5) the Food Stamp Act of 1977,
any refund made to an individual (or the spouse of an individual)
by reason of this section, and any payment made to such individual
(or such spouse) by an employer under section 3507, shall not be
treated as income (and shall not be taken into account iIn
determining resources for the month of its receipt and the
following month).
(m) Identification numbers
Solely for purposes of subsections (¢)(1)(F) and (c)(3) (D), a
taxpayer identification number means a social security number
issued to an individual by the Social Security Administration
(other than a social security number issued pursuant to clause (11)
(or that portion of clause (I111) that relates to clause (I1)) of
section 205(c)(2)(B) (i) of the Social Security Act).

Sec. 33. Tax withheld at source on nonresident aliens and foreign
corporations

There shall be allowed as a credit against the tax imposed by
this subtitle the amount of tax withheld at source under subchapter
A of chapter 3 (relating to withholding of tax on nonresident
aliens and on foreign corporations).

Sec. 34. Certain uses of gasoline and special fuels

(a) General rule

There shall be allowed as a credit against the tax imposed by
this subtitle for the taxable year an amount equal to the sum of
the amounts payable to the taxpayer -

(1) under section 6420 with respect to gasoline used during the
taxable year on a farm for farming purposes (determined without
regard to section 6420(g)),

(2) under section 6421 with respect to gasoline used during the
taxable year (A) otherwise than as a fuel in a highway vehicle or
(B) in vehicles while engaged in furnishing certain public
passenger land transportation service (determined without regard
to section 6421(i)), (FOOTNOTE 1) and

(FOOTNOTE 1) See References in Text note below.
(3) under section 6427 with respect to fuels used for
nontaxable purposes or resold during the taxable year (determined
without regard to section 6427(k)).
(b) Exception

Credit shall not be allowed under subsection (a) for any amount
payable under section 6421 or 6427, if a claim for such amount is
timely filed and, under section 6421(i) or 6427(k), is payable
under such section.

Sec. 35. Overpayments of tax

For credit against the tax imposed by this subtitle for



overpayments of tax, see section 6401.

(Sec. 36. Repealed. Pub. L. 95-30, title I, Sec. 101(d)(3), May 23,
1977, 91 Stat. 133)

Subpart D - Business Related Credits

Sec.

38. General business credit.

39. Carryback and carryforward of unused credits.

40. Alcohol used as fuel.

41. Credit for increasing research activities.

41. (FOOTNOTE 1) Employee stock ownership credit.

(FOOTNOTE 1) Section 41 repealed by Pub. L. 99-514 without

corresponding amendment of subpart analysis.

42 . Low-income housing credit.

43. Enhanced oil recovery credit.

44 . Expenditures to provide access to disabled individuals.

45. Electricity produced from certain renewable resources.

45A. Indian employment credit.

45B. Credit for portion of employer social security taxes paid with
respect to employee cash tips.

45C. Clinical testing expenses for certain drugs for rare diseases
or conditions.

45D. New markets tax credit.

45e. Small employer pension plan startup costs.

45F. Employer-provided child care credit.

Sec. 38. General business credit

(a) Allowance of credit
There shall be allowed as a credit against the tax imposed by
this chapter for the taxable year an amount equal to the sum of -
(1) the business credit carryforwards carried to such taxable
year,
(2) the amount of the current year business credit, plus
(3) the business credit carrybacks carried to such taxable
year.
(b) Current year business credit

For purposes of this subpart, the amount of the current year
business credit is the sum of the following credits determined for
the taxable year:

(1) the investment credit determined under section 46,

(2) the work opportunity credit determined under section 51(a),

(3) the alcohol fuels credit determined under section 40(a),

(4) the research credit determined under section 41(a),

(5) the low-income housing credit determined under section
42(a),

(6) the enhanced oil recovery credit under section 43(a),

(7) in the case of an eligible small business (as defined in
section 44(b)), the disabled access credit determined under
section 44(a),

(8) the renewable electricity production credit under section
45(a),

(9) the empowerment zone employment credit determined under
section 1396(a),

(10) the Indian employment credit as determined under section



45A(a),

(11) the employer social security credit determined under
section 45B(a),

(12) the orphan drug credit determined under section 45C(a),

(13) the new markets tax credit determined under section
45D(a),

(14) i1n the case of an eligible employer (as defined in section
45E(c)), the small employer pension plan startup cost credit
determined under section 45E(a), plus

(15) the employer-provided child care credit determined under
section 45F.

(c) Limitation based on amount of tax
(1) In general

The credit allowed under subsection (a) for any taxable year
shall not exceed the excess (if any) of the taxpayer®s net income
tax over the greater of -

(A) the tentative minimum tax for the taxable year, or

(B) 25 percent of so much of the taxpayer®s net regular tax

liability as exceeds $25,000.

For purposes of the preceding sentence, the term ""net income
tax™" means the sum of the regular tax liability and the tax
imposed by section 55, reduced by the credits allowable under
subparts A and B of this part, and the term ""net regular tax
liability™" means the regular tax liability reduced by the sum of
the credits allowable under subparts A and B of this part.
(2) Empowerment zone employment credit may offset 25 percent of

minimum tax

(A) In general

In the case of the empowerment zone employment credit credit
(i) this section and section 39 shall be applied separately
with respect to such credit, and
(i1) for purposes of applying paragraph (1) to such credit
(1) 75 percent of the tentative minimum tax shall be
substituted for the tentative minimum tax under
subparagraph (A) thereof, and
(11) the limitation under paragraph (1) (as modified by
subclause (1)) shall be reduced by the credit allowed under
subsection (a) for the taxable year (other than the
empowerment zone employment credit).

(B) Empowerment zone employment credit

For purposes of this paragraph, the term ®“empowerment zone
employment credit®™" means the portion of the credit under
subsection (a) which is attributable to the credit determined
under section 1396 (relating to empowerment zone employment
credit).

(3) Special rules

(A) Married individuals

In the case of a husband or wife who files a separate return,

the amount specified under subparagraph (B) of paragraph (1)

shall be $12,500 in lieu of $25,000. This subparagraph shall

not apply if the spouse of the taxpayer has no business credit
carryforward or carryback to, and has no current year business
credit for, the taxable year of such spouse which ends within
or with the taxpayer®"s taxable year.

(B) Controlled groups



In the case of a controlled group, the $25,000 amount
specified under subparagraph (B) of paragraph (1) shall be
reduced for each component member of such group by apportioning
$25,000 among the component members of such group in such
manner as the Secretary shall by regulations prescribe. For
purposes of the preceding sentence, the term "“controlled
group®" "™ has the meaning given to such term by section 1563(a).
(C) Limitations with respect to certain persons

In the case of a person described in subparagraph (A) or (B)
of section 46(e)(1) (as in effect on the day before the date of
the enactment of the Revenue Reconciliation Act of 1990), the
$25,000 amount specified under subparagraph (B) of paragraph
(1) shall equal such person®s ratable share (as determined
under section 46(e)(2) (as so in effect) of such amount.

(D) Estates and trusts

In the case of an estate or trust, the $25,000 amount
specified under subparagraph (B) of paragraph (1) shall be
reduced to an amount which bears the same ratio to $25,000 as
the portion of the income of the estate or trust which Is not
allocated to beneficiaries bears to the total income of the
estate or trust.

(d) Ordering rules
For purposes of any provision of this title where it is necessary
to ascertain the extent to which the credits determined under any
section referred to in subsection (b) are used in a taxable year or
as a carryback or carryforward -
(1) In general
The order in which such credits are used shall be determined on
the basis of the order in which they are listed in subsection (b)
as of the close of the taxable year in which the credit is used.
(2) Components of investment credit
The order in which the credits listed in section 46 are used
shall be determined on the basis of the order in which such
credits are listed in section 46 as of the close of the taxable
year iIn which the credit is used.
(3) Credits no longer listed
For purposes of this subsection -

(A) the credit allowable by section 40, as in effect on the
day before the date of the enactment of the Tax Reform Act of
1984, (relating to expenses of work incentive programs) and the
credit allowable by section 41(a), as in effect on the day
before the date of the enactment of the Tax Reform Act of 1986,
(relating to employee stock ownership credit) shall be treated
as referred to in that order after the last paragraph of
subsection (b), and

(B) the credit determined under section 46 -

(i) to the extent attributable to the employee plan
percentage (as defined in section 46(a)(2)(E) as in effect on
the day before the date of the enactment of the Tax Reform
Act of 1984) shall be treated as a credit listed after
paragraph (1) of section 46, and

(i1) to the extent attributable to the regular percentage
(as defined in section 46(b)(1) as in effect on the day
before the date of the enactment of the Revenue
Reconciliation Act of 1990) shall be treated as the first
credit listed in section 46.



Sec. 39. Carryback and carryforward of unused credits

(a) In general

(1) 1-year carryback and 20-year carryforward
IT the sum of the business credit carryforwards to the taxable
year plus the amount of the current year business credit for the
taxable year exceeds the amount of the limitation imposed by
subsection (c) of section 38 for such taxable year (hereinafter
in this section referred to as the "“unused credit year®"), such
excess (to the extent attributable to the amount of the current
year business credit) shall be -
(A) a business credit carryback to each of the 1 taxable
years (FOOTNOTE 1) preceding the unused credit year, and
(FOOTNOTE 1) So in original.
(B) a business credit carryforward to each of the 20 taxable
years following the unused credit year,
and, subject to the limitations imposed by subsections (b) and
(c), shall be taken into account under the provisions of section
38(a) i1n the manner provided in section 38(a).
(2) Amount carried to each year
(A) Entire amount carried to First year
The entire amount of the unused credit for an unused credit
year shall be carried to the earliest of the 21 taxable years
to which (by reason of paragraph (1)) such credit may be
carried.
(B) Amount carried to other 20 years
The amount of the unused credit for the unused credit year
shall be carried to each of the other 20 taxable years to the
extent that such unused credit may not be taken into account
under section 38(a) for a prior taxable year because of the
limitations of subsections (b) and (c).

(b) Limitation on carrybacks

The amount of the unused credit which may be taken into account

under section 38(a)(3) for any preceding taxable year shall not
exceed the amount by which the limitation imposed by section 38(c)
for such taxable year exceeds the sum of -

(1) the amounts determined under paragraphs (1) and (2) of
section 38(a) for such taxable year, plus

(2) the amounts which (by reason of this section) are carried
back to such taxable year and are attributable to taxable years
preceding the unused credit year.

(c) Limitation on carryforwards
The amount of the unused credit which may be taken into account
under section 38(a)(1) for any succeeding taxable year shall not

exceed the amount by which the limitation imposed by section 38(c)

for such taxable year exceeds the sum of the amounts which, by
reason of this section, are carried to such taxable year and are
attributable to taxable years preceding the unused credit year.
(d) Transitional rules
(1) No carryback of enhanced oil recovery credit before 1991
No portion of the unused business credit for any taxable year
which is attributable to the credit determined under section
43(a) (relating to enhanced oil recovery credit) may be carried
to a taxable year beginning before January 1, 1991.
(2) No carryback of section 44 credit before enactment
No portion of the unused business credit for any taxable year
which is attributable to the disabled access credit determined



under section 44 may be carried to a taxable year ending before
the date of the enactment of section 44.
(3) No carryback of renewable electricity production credit
before effective date

No portion of the unused business credit for any taxable year
which is attributable to the credit determined under section 45
(relating to electricity produced from certain renewable
resources) may be carried back to any taxable year ending before
January 1, 1993 (before January 1, 1994, to the extent such
credit is attributable to wind as a qualified energy resource).
(4) Empowerment zone employment credit

No portion of the unused business credit which is attributable
to the credit determined under section 1396 (relating to
empowerment zone employment credit) may be carried to any taxable
year ending before January 1, 1994.
(5) No carryback of section 45A credit before enactment

No portion of the unused business credit for any taxable year
which is attributable to the Indian employment credit determined
under section 45A may be carried to a taxable year ending before
the date of the enactment of section 45A.
(6) No carryback of section 45B credit before enactment

No portion of the unused business credit for any taxable year
which is attributable to the employer social security credit
determined under section 45B may be carried back to a taxable
year ending before the date of the enactment of section 45B.
(7) No carryback of section 45C credit before July 1, 1996

No portion of the unused business credit for any taxable year
which is attributable to the orphan drug credit determined under
section 45C may be carried back to a taxable year ending before
July 1, 1996.
(8) No carryback of DC Zone credits before effective date

No portion of the unused business credit for any taxable year
which is attributable to the credits allowable under subchapter U
by reason of section 1400 may be carried back to a taxable year
ending before the date of the enactment of section 1400.
(9) No carryback of new markets tax credit before January 1, 2001

No portion of the unused business credit for any taxable year
which is attributable to the credit under section 45D may be
carried back to a taxable year ending before January 1, 2001.
(10) No carryback of small employer pension plan startup cost

credit before January 1, 2002

No portion of the unused business credit for any taxable year
which is attributable to the small employer pension plan startup
cost credit determined under section 45E may be carried back to a
taxable year beginning before January 1, 2002.

Sec. 40. Alcohol used as fuel

(a) General rule

For purposes of section 38, the alcohol fuels credit determined

under this section for the taxable year is an amount equal to the
sum of -

(1) the alcohol mixture credit, plus

(2) the alcohol credit, plus

(3) in the case of an eligible small ethanol producer, the
small ethanol producer credit.

(b) Definition of alcohol mixture credit, alcohol credit, and small



ethanol producer credit
For purposes of this section, and except as provided in
subsection (h) -
(1) Alcohol mixture credit
(A) In general
The alcohol mixture credit of any taxpayer for any taxable
year Is 60 cents for each gallon of alcohol used by the
taxpayer in the production of a qualified mixture.
(B) Qualified mixture
The term ""qualified mixture™® means a mixture of alcohol and
gasoline or of alcohol and a special fuel which -
(i) is sold by the taxpayer producing such mixture to any
person for use as a fuel, or
(i1) i1s used as a fuel by the taxpayer producing such
mixture.
(C) Sale or use must be in trade or business, etc.
Alcohol used in the production of a qualified mixture shall
be taken into account -
(i) only if the sale or use described in subparagraph (B)
is in a trade or business of the taxpayer, and
(ii) for the taxable year in which such sale or use occurs.
(D) Casual off-farm production not eligible
No credit shall be allowed under this section with respect to
any casual off-farm production of a qualified mixture.
(2) Alcohol credit
(A) In general
The alcohol credit of any taxpayer for any taxable year is 60
cents for each gallon of alcohol which is not in a mixture with
gasoline or a special fuel (other than any denaturant) and
which during the taxable year -
(i) is used by the taxpayer as a fuel in a trade or
business, or
(i1) i1s sold by the taxpayer at retail to a person and
placed in the fuel tank of such person®s vehicle.
(B) User credit not to apply to alcohol sold at retail
No credit shall be allowed under subparagraph (A)(i) with
respect to any alcohol which was sold in a retail sale
described in subparagraph (A)(ii).
(3) Smaller credit for lower proof alcohol
In the case of any alcohol with a proof which is at least 150
but less than 190, paragraphs (1)(A) and (2)(A) shall be applied
by substituting ""45 cents"" for ""60 cents"".
(4) Small ethanol producer credit
(A) In general
The small ethanol producer credit of any eligible small
ethanol producer for any taxable year is 10 cents for each
gallon of qualified ethanol fuel production of such producer.
(B) Qualified ethanol fuel production
For purposes of this paragraph, the term ""qualified ethanol
fuel production®® means any alcohol which is ethanol which is
produced by an eligible small ethanol producer, and which
during the taxable year -
(i) is sold by such producer to another person -

(1) for use by such other person in the production of a
qualified mixture in such other person®s trade or business
(other than casual off-farm production),

(11) for use by such other person as a fuel in a trade or



business, or

(111) who sells such ethanol at retail to another person
and places such ethanol in the fuel tank of such other
person, or

(i1) i1s used or sold by such producer for any purpose
described in clause (i).

(CO) Limitation
The qualified ethanol fuel production of any producer for any
taxable year shall not exceed 15,000,000 gallons.
(D) Additional distillation excluded
The qualified ethanol fuel production of any producer for any
taxable year shall not include any alcohol which is purchased
by the producer and with respect to which such producer
increases the proof of the alcohol by additional distillation.
(5) Adding of denaturants not treated as mixture
The adding of any denaturant to alcohol shall not be treated as
the production of a mixture.
(c) Coordination with exemption from excise tax
The amount of the credit determined under this section with
respect to any alcohol shall, under regulations prescribed by the
Secretary, be properly reduced to take into account any benefit
provided with respect to such alcohol solely by reason of the
application of subsection (b)(2), (k), or (m) of section 4041,
section 4081(c), or section 4091(c).-
(d) Definitions and special rules
For purposes of this section -
(1) Alcohol defined
(A) In general
The term ""alcohol™® includes methanol and ethanol but does
not include -

(i) alcohol produced from petroleum, natural gas, or coal
(including peat), or

(i1) alcohol with a proof of less than 150.

(B) Determination of proof
The determination of the proof of any alcohol shall be made
without regard to any added denaturants.
(2) Special fuel defined
The term ""special fuel®" includes any liquid fuel (other than
gasoline) which is suitable for use in an internal combustion
engine.
(3) Mixture or alcohol not used as a fuel, etc.
(A) Mixtures
It -

(i) any credit was determined under this section with
respect to alcohol used in the production of any qualified
mixture, and

(i1) any person -

(1) separates the alcohol from the mixture, or

(11) without separation, uses the mixture other than as a

fuel,
then there is hereby imposed on such person a tax equal to 60
cents a gallon (45 cents in the case of alcohol with a proof
less than 190) for each gallon of alcohol in such mixture.
(B) Alcohol
It -

(i) any credit was determined under this section with

respect to the retail sale of any alcohol, and



(ii1) any person mixes such alcohol or uses such alcohol
other than as a fuel,
then there is hereby imposed on such person a tax equal to 60
cents a gallon (45 cents in the case of alcohol with a proof
less than 190) for each gallon of such alcohol.
(C) Producer credit

It -

(i) any credit was determined under subsection (a)(3), and
(i1) any person does not use such fuel for a purpose

described in subsection (b)(4)(B),
then there is hereby imposed on such person a tax equal to 10
cents a gallon for each gallon of such alcohol.

(D) Applicable laws

All provisions of law, including penalties, shall, insofar as
applicable and not inconsistent with this section, apply in
respect of any tax imposed under subparagraph (A), (B), or (C)
as iIf such tax were imposed by section 4081 and not by this
chapter.

(4) Volume of alcohol
For purposes of determining -
(A) under subsection (a) the number of gallons of alcohol
with respect to which a credit is allowable under subsection
(a), or
(B) under section 4041(k) or 4081(c) the percentage of any
mixture which consists of alcohol,
the volume of alcohol shall include the volume of any denaturant
(including gasoline) which is added under any formulas approved
by the Secretary to the extent that such denaturants do not
exceed 5 percent of the volume of such alcohol (including
denaturants).
(5) Pass-thru in the case of estates and trusts

Under regulations prescribed by the Secretary, rules similar to
the rules of subsection (d) of section 52 shall apply.

(e) Termination

(1) In general

This section shall not apply to any sale or use -
(A) for any period after December 31, 2007, or
(B) for any period before January 1, 2008, during which the
rates of tax under section 4081(a)(2)(A) are 4.3 cents per
gallon.
(2) No carryovers to certain years after expiration

IT this section ceases to apply for any period by reason of
paragraph (1), no amount attributable to any sale or use before
the first day of such period may be carried under section 39 by
reason of this section (treating the amount allowed by reason of
this section as the first amount allowed by this subpart) to any
taxable year beginning after the 3-taxable-year period beginning
with the taxable year in which such first day occurs.

() Election to have alcohol fuels credit not apply

(1) In general

A taxpayer may elect to have this section not apply for any
taxable year.
(2) Time for making election

An election under paragraph (1) for any taxable year may be
made (or revoked) at any time before the expiration of the 3-year
period beginning on the last date prescribed by law for filing
the return for such taxable year (determined without regard to



extensions).
(3) Manner of making election

An election under paragraph (1) (or revocation thereof) shall
be made in such manner as the Secretary may by regulations
prescribe.

(g) Definitions and special rules for eligible small ethanol
producer credit
For purposes of this section -
(1) Eligible small ethanol producer

The term ""eligible small ethanol producer™® means a person
who, at all times during the taxable year, has a productive
capacity for alcohol (as defined in subsection (d)(1)(A) without
regard to clauses (i) and (ii)) not in excess of 30,000,000
gallons.

(2) Aggregration (FOOTNOTE 1) rule
(FOOTNOTE 1) So in original. Probably should be
""Aggregation”".

For purposes of the 15,000,000 gallon limitation under
subsection (b)(4)(C) and the 30,000,000 gallon limitation under
paragraph (1), all members of the same controlled group of
corporations (within the meaning of section 267(f)) and all
persons under common control (within the meaning of section 52(b)
but determined by treating an interest of more than 50 percent as
a controlling interest) shall be treated as 1 person.

(3) Partnership, S corporations, and other pass-thru entities

In the case of a partnership, trust, S corporation, or other
pass-thru entity, the limitations contained in subsection
(b)(@)(C) and paragraph (1) shall be applied at the entity level
and at the partner or similar level.

(4) Allocation

For purposes of this subsection, in the case of a facility in
which more than 1 person has an interest, productive capacity
shall be allocated among such persons in such manner as the
Secretary may prescribe.

(5) Regulations

The Secretary may prescribe such regulations as may be
necessary -

(A) to prevent the credit provided for in subsection (a)(3)
from directly or indirectly benefiting any person with a direct
or indirect productive capacity of more than 30,000,000 gallons
of alcohol during the taxable year, or

(B) to prevent any person from directly or indirectly
benefiting with respect to more than 15,000,000 gallons during
the taxable year.

(h) Reduced credit for ethanol blenders
(1) In general

In the case of any alcohol mixture credit or alcohol credit
with respect to any sale or use of alcohol which is ethanol
during calendar years 2001 through 2007 -

(A) subsections (b)(1)(A) and (b)(2)(A) shall be applied by
substituting ""the blender amount®"" for ""60 cents"",

(B) subsection (b)(3) shall be applied by substituting ""the
low-proof blender amount®™® for ""45 cents™" and ""the blender
amount®® for ""60 cents"", and

(C) subparagraphs (A) and (B) of subsection (d)(3) shall be
applied by substituting ""the blender amount®" for ""60 cents"*
and ""the low-proof blender amount®™" for ""45 cents"".



(2) Amounts

For purposes of paragraph (1), the blender amount and the
low-proof blender amount shall be determined in accordance with
the following table:

In the case of any The blender amount The low-proof blender
sale or use during is: amount 1is:
calendar year:

2001 or 2002 53 cents 39.26 cents
2003 or 2004 52 cents 38.52 cents
2005, 2006, or 2007 51 cents 37.78 cents.

Sec. 41. Credit for increasing research activities

(a) General rule
For purposes of section 38, the research credit determined under
this section for the taxable year shall be an amount equal to the
sum of -
(1) 20 percent of the excess (if any) of -
(A) the qualified research expenses for the taxable year,
over
(B) the base amount, and
(2) 20 percent of the basic research payments determined under
subsection (e)(1)(A).
(b) Qualified research expenses
For purposes of this section -
(1) Qualified research expenses
The term ""qualified research expenses®"" means the sum of the
following amounts which are paid or incurred by the taxpayer
during the taxable year in carrying on any trade or business of
the taxpayer -
(A) in-house research expenses, and
(B) contract research expenses.
(2) In-house research expenses
(A) In general
The term ""in-house research expenses™" means -
(i) any wages paid or incurred to an employee for qualified
services performed by such employee,
(i1) any amount paid or incurred for supplies used in the
conduct of qualified research, and
(iii) under regulations prescribed by the Secretary, any
amount paid or incurred to another person for the right to
use computers in the conduct of qualified research.
Clause (1ii) shall not apply to any amount to the extent that
the taxpayer (or any person with whom the taxpayer must
aggregate expenditures under subsection (f)(1)) receives or
accrues any amount from any other person for the right to use
substantially identical personal property.
(B) Qualified services
The term "“qualified services™" means services consisting of

(i) engaging in qualified research, or
(ii) engaging in the direct supervision or direct support
of research activities which constitute qualified research.



IT substantially all of the services performed by an individual
for the taxpayer during the taxable year consists of services
meeting the requirements of clause (i) or (ii), the term
"“qualified services™" means all of the services performed by
such individual for the taxpayer during the taxable year.
(C) Supplies
The term ""supplies™® means any tangible property other than
(i) land or improvements to land, and
(ii) property of a character subject to the allowance for
depreciation.
(D) Wages
(i) In general
The term "“wages™" has the meaning given such term by
section 3401(a).-
(ii) Self-employed individuals and owner-employees
In the case of an employee (within the meaning of section
401(c)(1)), the term ""wages®" includes the earned income (as
defined in section 401(c)(2)) of such employee.
(iii) Exclusion for wages to which work opportunity credit
applies
The term ""wages™" shall not include any amount taken into
account in determining the work opportunity credit under
section 51(a).-
(3) Contract research expenses
(A) In general
The term ""contract research expenses™" means 65 percent of
any amount paid or incurred by the taxpayer to any person
(other than an employee of the taxpayer) for qualified
research.
(B) Prepaid amounts
IT any contract research expenses paid or incurred during any
taxable year are attributable to qualified research to be
conducted after the close of such taxable year, such amount
shall be treated as paid or incurred during the period during
which the qualified research is conducted.
(C) Amounts paid to certain research consortia
(i) In general
Subparagraph (A) shall be applied by substituting ""75
percent™" for ""65 percent®" with respect to amounts paid or
incurred by the taxpayer to a qualified research consortium
for qualified research on behalf of the taxpayer and 1 or
more unrelated taxpayers. For purposes of the preceding
sentence, all persons treated as a single employer under
subsection (a) or (b) of section 52 shall be treated as
related taxpayers.
(i1) Qualified research consortium
The term "“qualified research consortium™" means any
organization which -
(1) is described in section 501(c)(3) or 501(c)(6) and is
exempt from tax under section 501(a),
(1) i1s organized and operated primarily to conduct
scientific research, and
(111) is not a private foundation.
(4) Trade or business requirement disregarded for in-house
research expenses of certain startup ventures
In the case of in-house research expenses, a taxpayer shall be



treated as meeting the trade or business requirement of paragraph
(1) if, at the time such in-house research expenses are paid or
incurred, the principal purpose of the taxpayer in making such
expenditures is to use the results of the research in the active
conduct of a future trade or business -
(A) of the taxpayer, or
(B) of 1 or more other persons who with the taxpayer are
treated as a single taxpayer under subsection (f)(1).
(c) Base amount
(1) In general
The term ""base amount®® means the product of -
(A) the fixed-base percentage, and
(B) the average annual gross receipts of the taxpayer for the
4 taxable years preceding the taxable year for which the credit
is being determined (hereinafter in this subsection referred to
as the ""credit year™").
(2) Minimum base amount
In no event shall the base amount be less than 50 percent of
the qualified research expenses for the credit year.
(3) Fixed-base percentage
(A) In general
Except as otherwise provided in this paragraph, the
fixed-base percentage is the percentage which the aggregate
qualified research expenses of the taxpayer for taxable years
beginning after December 31, 1983, and before January 1, 1989,
is of the aggregate gross receipts of the taxpayer for such
taxable years.
(B) Start-up companies
(i) Taxpayers to which subparagraph applies
The fixed-base percentage shall be determined under this
subparagraph if -

(1) the first taxable year in which a taxpayer had both
gross receipts and qualified research expenses begins after
December 31, 1983, or

(11) there are fewer than 3 taxable years beginning after
December 31, 1983, and before January 1, 1989, in which the
taxpayer had both gross receipts and qualified research
expenses.

(i1) Fixed-base percentage
In a case to which this subparagraph applies, the
fixed-base percentage is -

(1) 3 percent for each of the taxpayer®s 1lst 5 taxable
years beginning after December 31, 1993, for which the
taxpayer has qualified research expenses,

(1) in the case of the taxpayer®s 6th such taxable year,
1/6 of the percentage which the aggregate qualified
research expenses of the taxpayer for the 4th and 5th such
taxable years is of the aggregate gross receipts of the
taxpayer for such years,

(111) in the case of the taxpayer®s 7th such taxable
year, 1/3 of the percentage which the aggregate qualified
research expenses of the taxpayer for the 5th and 6th such
taxable years is of the aggregate gross receipts of the
taxpayer for such years,

(1V) iIn the case of the taxpayer®s 8th such taxable year,
1/2 of the percentage which the aggregate qualified
research expenses of the taxpayer for the 5th, 6th, and 7th



such taxable years is of the aggregate gross receipts of

the taxpayer for such years,

(V) in the case of the taxpayer"s 9th such taxable year,
2/3 of the percentage which the aggregate qualified
research expenses of the taxpayer for the 5th, 6th, 7th,
and 8th such taxable years is of the aggregate gross
receipts of the taxpayer for such years,

(VI) iIn the case of the taxpayer®s 10th such taxable
year, 5/6 of the percentage which the aggregate qualified
research expenses of the taxpayer for the 5th, 6th, 7th,
8th, and 9th such taxable years is of the aggregate gross
receipts of the taxpayer for such years, and

(VI1) for taxable years thereafter, the percentage which
the aggregate qualified research expenses for any 5 taxable
years selected by the taxpayer from among the 5th through
the 10th such taxable years is of the aggregate gross
receipts of the taxpayer for such selected years.

(iii) Treatment of de minimis amounts of gross receipts and
qualified research expenses
The Secretary may prescribe regulations providing that de
minimis amounts of gross receipts and qualified research
expenses shall be disregarded under clauses (i) and (ii).
(C) Maximum fixed-base percentage

In no event shall the fixed-base percentage exceed 16
percent.
(D) Rounding

The percentages determined under subparagraphs (A) and
(B)(i1) shall be rounded to the nearest 1/100th of 1 percent.

(4) Election of alternative incremental credit

(A) In general

At the election of the taxpayer, the credit determined under
subsection (a)(1) shall be equal to the sum of -
(i) 2.65 percent of so much of the qualified research
expenses for the taxable year as exceeds 1 percent of the
average described in subsection (c)(1)(B) but does not exceed
1.5 percent of such average,
(i1) 3.2 percent of so much of such expenses as exceeds 1.5
percent of such average but does not exceed 2 percent of such
average, and
(iii) 3.75 percent of so much of such expenses as exceeds 2
percent of such average.
(B) Election

An election under this paragraph shall apply to the taxable
year for which made and all succeeding taxable years unless
revoked with the consent of the Secretary.

(5) Consistent treatment of expenses required

(A) In general

Notwithstanding whether the period for filing a claim for
credit or refund has expired for any taxable year taken into
account in determining the fixed-base percentage, the qualified
research expenses taken into account in computing such
percentage shall be determined on a basis consistent with the
determination of qualified research expenses for the credit
year .
(B) Prevention of distortions

The Secretary may prescribe regulations to prevent
distortions in calculating a taxpayer®s qualified research



expenses or gross receipts caused by a change in accounting
methods used by such taxpayer between the current year and a
year taken into account in computing such taxpayer®s fixed-base
percentage.
(6) Gross receipts
For purposes of this subsection, gross receipts for any taxable
year shall be reduced by returns and allowances made during the
taxable year. In the case of a foreign corporation, there shall
be taken into account only gross receipts which are effectively
connected with the conduct of a trade or business within the
United States, the Commonwealth of Puerto Rico, or any possession
of the United States.
(d) Qualified research defined
For purposes of this section -
(1) In general
The term ""qualified research™® means research -
(A) with respect to which expenditures may be treated as
expenses under section 174,
(B) which is undertaken for the purpose of discovering
information -
(i) which is technological in nature, and
(i1) the application of which is intended to be useful iIn
the development of a new or improved business component of
the taxpayer, and
(C) substantially all of the activities of which constitute
elements of a process of experimentation for a purpose
described in paragraph (3).
Such term does not include any activity described in paragraph
“4).
(2) Tests to be applied separately to each business component
For purposes of this subsection -
(A) In general
Paragraph (1) shall be applied separately with respect to
each business component of the taxpayer.
(B) Business component defined
The term ""business component®™® means any product, process,
computer software, technique, formula, or invention which is to
be -
(i) held for sale, lease, or license, or
(ii) used by the taxpayer in a trade or business of the
taxpayer.
(C) Special rule for production processes
Any plant process, machinery, or technique for commercial
production of a business component shall be treated as a
separate business component (and not as part of the business
component being produced).
(3) Purposes for which research may qualify for credit
For purposes of paragraph (1)(C) -
(A) In general
Research shall be treated as conducted for a purpose
described in this paragraph if it relates to -
(i) a new or improved function,
(i1) performance, or
(iii) reliability or quality.
(B) Certain purposes not qualified
Research shall in no event be treated as conducted for a
purpose described in this paragraph if it relates to style,



taste, cosmetic, or seasonal design factors.

(4) Activities for which credit not allowed

The term ""“qualified research™" shall not include any of the

following:

O

(A) Research after commercial production
Any research conducted after the beginning of commercial
production of the business component.
(B) Adaptation of existing business components
Any research related to the adaptation of an existing
business component to a particular customer®s requirement or
need.
(C) Duplication of existing business component
Any research related to the reproduction of an existing
business component (in whole or in part) from a physical
examination of the business component itself or from plans,
blueprints, detailed specifications, or publicly available
information with respect to such business component.
(D) Surveys, studies, etc.
Any -
(i) efficiency survey,
(ii) activity relating to management function or technique,
(iii) market research, testing, or development (including
advertising or promotions),
(iv) routine data collection, or
(v) routine or ordinary testing or inspection for quality
control.
(E) Computer software
Except to the extent provided in regulations, any research
with respect to computer software which is developed by (or for
the benefit of) the taxpayer primarily for internal use by the
taxpayer, other than for use in -
(i) an activity which constitutes qualified research
(determined with regard to this subparagraph), or
(i1) a production process with respect to which the
requirements of paragraph (1) are met.
(F) Foreign research
Any research conducted outside the United States, the
Commonwealth of Puerto Rico, or any possession of the United
States.
(G) Social sciences, etc.
Any research in the social sciences, arts, or humanities.
(H) Funded research
Any research to the extent funded by any grant, contract, or
otherwise by another person (or governmental entity).
Credit allowable with respect to certain payments to qualified
organizations for basic research

For purposes of this section -
(1) In general

In the case of any taxpayer who makes basic research payments

for any taxable year -

(A) the amount of basic research payments taken into account
under subsection (a)(2) shall be equal to the excess of -
(i) such basic research payments, over
(ii) the qualified organization base period amount, and
(B) that portion of such basic research payments which does
not exceed the qualified organization base period amount shall
be treated as contract research expenses for purposes of



subsection (a)(1).-
(2) Basic research payments defined
For purposes of this subsection -
(A) In general
The term ""basic research payment®™" means, with respect to
any taxable year, any amount paid in cash during such taxable
year by a corporation to any qualified organization for basic
research but only if -
(i) such payment is pursuant to a written agreement between
such corporation and such qualified organization, and
(ii1) such basic research is to be performed by such
qualified organization.
(B) Exception to requirement that research be performed by the
organization
In the case of a qualified organization described in
subparagraph (C) or (D) of paragraph (6), clause (ii) of
subparagraph (A) shall not apply.
(3) Qualified organization base period amount
For purposes of this subsection, the term "“qualified
organization base period amount®™" means an amount equal to the
sum of -
(A) the minimum basic research amount, plus
(B) the maintenance-of-effort amount.
(4) Minimum basic research amount
For purposes of this subsection -
(A) In general
The term ""minimum basic research amount®™® means an amount
equal to the greater of -
(i) 1 percent of the average of the sum of amounts paid or
incurred during the base period for -

(1) any in-house research expenses, and

(1) any contract research expenses, or
(i1) the amounts treated as contract research expenses

during the base period by reason of this subsection (as in

effect during the base period).
(B) Floor amount

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

(5) Maintenance-of-effort amount

For purposes of this subsection -
(A) In general

The term ""maintenance-of-effort amount™" means, with respect
to any taxable year, an amount equal to the excess (if any) of

(i) an amount equal to -

(1) the average of the nondesignated university
contributions paid by the taxpayer during the base period,
multiplied by

(11) the cost-of-living adjustment for the calendar year
in which such taxable year begins, over
(ii) the amount of nondesignated university contributions

paid by the taxpayer during such taxable year.
(B) Nondesignated university contributions



For purposes of this paragraph, the term ""nondesignated
university contribution™® means any amount paid by a taxpayer
to any qualified organization described in paragraph (6)(A) -

(i) for which a deduction was allowable under section 170,
and

(ii) which was not taken into account -

(1) in computing the amount of the credit under this
section (as in effect during the base period) during any
taxable year in the base period, or

(11) as a basic research payment for purposes of this
section.

(C) Cost-of-living adjustment defined

(i) In general

The cost-of-living adjustment for any calendar year is the
cost-of-living adjustment for such calendar year determined
under section 1(F)(3), by substituting ""calendar year 1987""
for ""calendar year 1992"" in subparagraph (B) thereof.

(i1) Special rule where base period ends in a calendar year

other than 1983 or 1984
IT the base period of any taxpayer does not end in 1983 or

1984, section 1(F)(3)(B) shall, for purposes of this

paragraph, be applied by substituting the calendar year in

which such base period ends for 1992. Such substitution shall

be in lieu of the substitution under clause (i).

(6) Qualified organization
For purposes of this subsection, the term ""qualified
organization®™" means any of the following organizations:
(A) Educational institutions

Any educational organization which -

(i) is an institution of higher education (within the
meaning of section 3304(f)), and

(i1) is described in section 170(b) (D A)(ii).

(B) Certain scientific research organizations

Any organization not described in subparagraph (A) which -

(i) is described in section 501(c)(3) and is exempt from
tax under section 501(a),

(i1) i1s organized and operated primarily to conduct
scientific research, and

(iii) is not a private foundation.

(C) Scientific tax-exempt organizations

Any organization which -

(i) is described in -

(1) section 501(c)(3) (other than a private foundation),
or

(11) section 501(c)(6),

(ii) is exempt from tax under section 501(a),

(i) is organized and operated primarily to promote
scientific research by qualified organizations described in
subparagraph (A) pursuant to written research agreements, and

(iv) currently expends -

(1) substantially all of its funds, or

(1) substantially all of the basic research payments
received by it,

for grants to, or contracts for basic research with, an

organization described in subparagraph (A).

(D) Certain grant organizations
Any organization not described in subparagraph (B) or (C)



which -

(1) is described in section 501(c)(3) and is exempt from
tax under section 501(a) (other than a private foundation),

(i1) is established and maintained by an organization
established before July 10, 1981, which meets the
requirements of clause (1),

(i) is organized and operated exclusively for the purpose
of making grants to organizations described in subparagraph
(A) pursuant to written research agreements for purposes of
basic research, and

(iv) makes an election, revocable only with the consent of
the Secretary, to be treated as a private foundation for
purposes of this title (other than section 4940, relating to
excise tax based on investment income).

(7) Definitions and special rules
For purposes of this subsection -
(A) Basic research
The term ""basic research®™" means any original investigation
for the advancement of scientific knowledge not having a
specific commercial objective, except that such term shall not

include -
(i) basic research conducted outside of the United States,
and
(i1) basic research in the social sciences, arts, or
humanities.

(B) Base period
The term ""base period®™" means the 3-taxable-year period
ending with the taxable year immediately preceding the 1st
taxable year of the taxpayer beginning after December 31, 1983.
(C) Exclusion from incremental credit calculation
For purposes of determining the amount of credit allowable
under subsection (a)(1) for any taxable year, the amount of the
basic research payments taken into account under subsection
@@ -
(i) shall not be treated as qualified research expenses
under subsection (a)(1)(A), and
(i1) shall not be included in the computation of base
amount under subsection (a)(1)(B).
(D) Trade or business qualification
For purposes of applying subsection (b)(1) to this
subsection, any basic research payments shall be treated as an
amount paid in carrying on a trade or business of the taxpayer
in the taxable year iIn which it is paid (without regard to the
provisions of subsection (b)(3)(B)).
(E) Certain corporations not eligible
The term ""corporation®® shall not include -
(i) an S corporation,
(i1) a personal holding company (as defined In section
542), or
(iii) a service organization (as defined in section
414(m)(3))-
() Special rules
For purposes of this section -
(1) Aggregation of expenditures
(A) Controlled group of corporations
In determining the amount of the credit under this section -
(i) all members of the same controlled group of



corporations shall be treated as a single taxpayer, and

(i1) the credit (if any) allowable by this section to each
such member shall be i1ts proportionate shares of the
qualified research expenses and basic research payments
giving rise to the credit.

(B) Common control
Under regulations prescribed by the Secretary, in determining
the amount of the credit under this section -
(i) all trades or businesses (whether or not incorporated)
which are under common control shall be treated as a single
taxpayer, and
(i1) the credit (if any) allowable by this section to each
such person shall be i1ts proportionate shares of the
qualified research expenses and basic research payments
giving rise to the credit.
The regulations prescribed under this subparagraph shall be
based on principles similar to the principles which apply in
the case of subparagraph (A).
(2) Allocations

(A) Pass-thru in the case of estates and trusts

Under regulations prescribed by the Secretary, rules similar
to the rules of subsection (d) of section 52 shall apply.
(B) Allocation in the case of partnerships

In the case of partnerships, the credit shall be allocated
among partners under regulations prescribed by the Secretary.

(3) Adjustments for certain acquisitions, etc.

Under regulations prescribed by the Secretary -
(A) Acquisitions

IT, after December 31, 1983, a taxpayer acquires the major
portion of a trade or business of another person (hereinafter
in this paragraph referred to as the ""predecessor®"") or the
major portion of a separate unit of a trade or business of a
predecessor, then, for purposes of applying this section for
any taxable year ending after such acquisition, the amount of
qualified research expenses paid or incurred by the taxpayer
during periods before such acquisition shall be increased by so
much of such expenses paid or incurred by the predecessor with
respect to the acquired trade or business as is attributable to
the portion of such trade or business or separate unit acquired
by the taxpayer, and the gross receipts of the taxpayer for
such periods shall be increased by so much of the gross
receipts of such predecessor with respect to the acquired trade
or business as is attributable to such portion.
(B) Dispositions

IT, after December 31, 1983 -

(i) a taxpayer disposes of the major portion of any trade
or business or the major portion of a separate unit of a
trade or business in a transaction to which subparagraph (A)
applies, and

(i1) the taxpayer furnished the acquiring person such
information as is necessary for the application of
subparagraph (A),

then, for purposes of applying this section for any taxable
year ending after such disposition, the amount of qualified
research expenses paid or incurred by the taxpayer during
periods before such disposition shall be decreased by so much
of such expenses as is attributable to the portion of such



trade or business or separate unit disposed of by the taxpayer,
and the gross receipts of the taxpayer for such periods shall
be decreased by so much of the gross receipts as is
attributable to such portion.
(C) Certain reimbursements taken into account in determining
fixed-base percentage
IT during any of the 3 taxable years following the taxable
year iIn which a disposition to which subparagraph (B) applies
occurs, the disposing taxpayer (or a person with whom the
taxpayer is required to aggregate expenditures under paragraph
(1)) reimburses the acquiring person (or a person required to
so aggregate expenditures with such person) for research on
behalf of the taxpayer, then the amount of qualified research
expenses of the taxpayer for the taxable years taken into
account in computing the fixed-base percentage shall be
increased by the lesser of -
(i) the amount of the decrease under subparagraph (B) which
is allocable to taxable years so taken into account, or
(i1) the product of the number of taxable years so taken
into account, multiplied by the amount of the reimbursement
described in this subparagraph.
(4) Short taxable years
In the case of any short taxable year, qualified research
expenses and gross receipts shall be annualized in such
circumstances and under such methods as the Secretary may
prescribe by regulation.
(5) Controlled group of corporations
The term ""controlled group of corporations®® has the same
meaning given to such term by section 1563(a), except that -
(A) ""more than 50 percent"" shall be substituted for ""at
least 80 percent"" each place it appears in section 1563(a)(1),
and
(B) the determination shall be made without regard to
subsections (a)(4) and (e)(3)(C) of section 1563.
(g) Special rule for pass-thru of credit
In the case of an individual who -
(1) owns an interest in an unincorporated trade or business,
(2) is a partner in a partnership,
(3) is a beneficiary of an estate or trust, or
(4) is a shareholder in an S corporation,
the amount determined under subsection (a) for any taxable year
shall not exceed an amount (separately computed with respect to
such person®s interest in such trade or business or entity) equal
to the amount of tax attributable to that portion of a person®s
taxable income which is allocable or apportionable to the person®s
interest in such trade or business or entity. If the amount
determined under subsection (a) for any taxable year exceeds the
limitation of the preceding sentence, such amount may be carried to
other taxable years under the rules of section 39; except that the
limitation of the preceding sentence shall be taken into account in
lieu of the limitation of section 38(c) in applying section 39.
(h) Termination
(1) In general
This section shall not apply to any amount paid or incurred -
(A) after June 30, 1995, and before July 1, 1996, or
(B) after June 30, 2004.
(2) Computation of base amount



In the case of any taxable year with respect to which this
section applies to a number of days which is less than the total
number of days in such taxable year, the base amount with respect
to such taxable year shall be the amount which bears the same
ratio to the base amount for such year (determined without regard
to this paragraph) as the number of days in such taxable year to
which this section applies bears to the total number of days in
such taxable year.

Sec. 42. Low-income housing credit

(a) In general
For purposes of section 38, the amount of the low-income housing
credit determined under this section for any taxable year in the
credit period shall be an amount equal to -
(1) the applicable percentage of
(2) the qualified basis of each qualified low-income building.
(b) Applicable percentage: 70 percent present value credit for
certain new buildings; 30 percent present value credit for
certain other buildings
For purposes of this section -
(1) Building placed in service during 1987
In the case of any qualified low-income building placed in
service by the taxpayer during 1987, the term ""applicable
percentage® " means -
(A) 9 percent for new buildings which are not federally
subsidized for the taxable year, or
(B) 4 percent for -
(i) new buildings which are federally subsidized for the
taxable year, and
(i) existing buildings.
(2) Buildings placed in service after 1987
(A) In general
In the case of any qualified low-income building placed in
service by the taxpayer after 1987, the term ""applicable
percentage®" means the appropriate percentage prescribed by the
Secretary for the earlier of -
(i) the month in which such building is placed in service,
or
(ii) at the election of the taxpayer -

(1) the month in which the taxpayer and the housing
credit agency enter into an agreement with respect to such
building (which is binding on such agency, the taxpayer,
and all successors in interest) as to the housing credit
dollar amount to be allocated to such building, or

(1) in the case of any building to which subsection
(h) (@) (B) applies, the month in which the tax-exempt
obligations are issued.

A month may be elected under clause (ii) only if the election
is made not later than the 5th day after the close of such
month. Such an election, once made, shall be irrevocable.
(B) Method of prescribing percentages

The percentages prescribed by the Secretary for any month
shall be percentages which will yield over a 10-year period
amounts of credit under subsection (a) which have a present
value equal to -

(i) 70 percent of the qualified basis of a building



described in paragraph (1)(A), and

(i1) 30 percent of the qualified basis of a building
described in paragraph (1)(B).

(C) Method of discounting

The present value under subparagraph (B) shall be determined

(i) as of the last day of the 1st year of the 10-year
period referred to in subparagraph (B),

(i1) by using a discount rate equal to 72 percent of the
average of the annual Federal mid-term rate and the annual
Federal long-term rate applicable under section 1274(d)(1) to
the month applicable under clause (i) or (ii) of subparagraph
(A) and compounded annually, and

(iii) by assuming that the credit allowable under this
section for any year is received on the last day of such
year .

(3) Cross references

(A) For treatment of certain rehabilitation expenditures as
separate new buildings, see subsection (e).

(B) For determination of applicable percentage for increases
in qualified basis after the 1st year of the credit period, see
subsection (F)(3).

(C) For authority of housing credit agency to limit
applicable percentage and qualified basis which may be taken
into account under this section with respect to any building,
see subsection (h) (7).

(c) Qualified basis; qualified low-income building
For purposes of this section -
(1) Qualified basis
(A) Determination

The qualified basis of any qualified low-income building for
any taxable year iIs an amount equal to -

(i) the applicable fraction (determined as of the close of
such taxable year) of

(ii) the eligible basis of such building (determined under
subsection (d)(5)).

(B) Applicable fraction

For purposes of subparagraph (A), the term ""applicable
fraction™" means the smaller of the unit fraction or the floor
space fraction.

(C) Unit fraction

For purposes of subparagraph (B), the term ""unit fraction""
means the fraction -

(i) the numerator of which is the number of low-income
units in the building, and

(ii) the denominator of which is the number of residential
rental units (whether or not occupied) in such building.

(D) Floor space fraction

For purposes of subparagraph (B), the term "*floor space
fraction™" means the fraction -

(i) the numerator of which is the total floor space of the
low-income units in such building, and

(i1) the denominator of which is the total floor space of
the residential rental units (whether or not occupied) in
such building.

(BE) Qualified basis to include portion of building used to
provide supportive services for homeless



In the case of a qualified low-income building described in
subsection (i)(B)(B)(iii), the qualified basis of such building
for any taxable year shall be increased by the lesser of -

(i) so much of the eligible basis of such building as is
used throughout the year to provide supportive services
designed to assist tenants in locating and retaining
permanent housing, or

(i1) 20 percent of the qualified basis of such building
(determined without regard to this subparagraph).

(2) Qualified low-income building
The term ""qualified low-income building®" means any building -

(A) which i1s part of a qualified low-income housing project
at all times during the period -

(i) beginning on the 1st day in the compliance period on
which such building is part of such a project, and

(ii) ending on the last day of the compliance period with
respect to such building, and
(B) to which the amendments made by section 201(a) of the Tax

Reform Act of 1986 apply.
Such term does not include any building with respect to which
moderate rehabilitation assistance is provided, at any time
during the compliance period, under section 8(e)(2) (FOOTNOTE 1)
of the United States Housing Act of 1937 (other than assistance
under the McKinney-Vento Homeless Assistance Act (as in effect on
the date of the enactment of this sentence)).

(FOOTNOTE 1) See References in Text note below.

(d) Eligible basis

For purposes of this section -
(1) New buildings

The eligible basis of a new building is its adjusted basis as
of the close of the 1lst taxable year of the credit period.
(2) Existing buildings

(A) In general

The eligible basis of an existing building is -

(i) in the case of a building which meets the requirements
of subparagraph (B), its adjusted basis as of the close of
the 1st taxable year of the credit period, and

(ii) zero in any other case.

(B) Requirements

A building meets the requirements of this subparagraph if -

(i) the building is acquired by purchase (as defined i
section 179(d)(2)),

(i1) there is a period of at least 10 years between the
date of its acquisition by the taxpayer and the later of -

(1) the date the building was last placed in service, or
(11) the date of the most recent nonqualified substantial
improvement of the building,

(iii) the building was not previously placed in service by
the taxpayer or by any person who was a related person with
respect to the taxpayer as of the time previously placed in
service, and

(iv) except as provided in subsection (F)(5), a credit is
allowable under subsection (a) by reason of subsection (e)
with respect to the building.

(C) Adjusted basis

For purposes of subparagraph (A), the adjusted basis of any

building shall not include so much of the basis of such



building as is determined by reference to the basis of other
property held at any time by the person acquiring the building.
(D) Special rules for subparagraph (B)
(i) Nonqualified substantial improvement
For purposes of subparagraph (B)(ii) -
(1) In general

The term ""nonqualified substantial improvement®™" means
any substantial improvement if section 167(k) (as in effect
on the day before the date of the enactment of the Revenue
Reconciliation Act of 1990) was elected with respect to
such improvement or section 168 (as in effect on the day
before the date of the enactment of the Tax Reform Act of
1986) applied to such improvement.

(11) Date of substantial improvement
The date of a substantial improvement is the last day of
the 24-month period referred to in subclause (111).
(111) Substantial improvement
The term ""substantial improvement™" means the
improvements added to capital account with respect to the
building during any 24-month period, but only if the sum of
the amounts added to such account during such period equals
or exceeds 25 percent of the adjusted basis of the building
(determined without regard to paragraphs (2) and (3) of
section 1016(a)) as of the 1st day of such period.
(ii) Special rules for certain transfers

For purposes of determining under subparagraph (B)(ii) when
a building was last placed in service, there shall not be
taken into account any placement in service -

(1) in connection with the acquisition of the building iIn
a transaction in which the basis of the building in the
hands of the person acquiring it is determined in whole or
in part by reference to the adjusted basis of such building
in the hands of the person from whom acquired,

(11) by a person whose basis in such building is
determined under section 1014(a) (relating to property
acquired from a decedent),

(111) by any governmental unit or qualified nonprofit
organization (as defined in subsection (h)(5)) if the
requirements of subparagraph (B)(ii) are met with respect
to the placement in service by such unit or organization
and all the income from such property is exempt from
Federal income taxation,

(1V) by any person who acquired such building by
foreclosure (or by instrument in lieu of foreclosure) of
any purchase-money security interest held by such person if
the requirements of subparagraph (B)(ii) are met with
respect to the placement in service by such person and such
building is resold within 12 months after the date such
building is placed in service by such person after such
foreclosure, or

(V) of a single-family residence by any individual who
owned and used such residence for no other purpose than as
his principal residence.

(iii) Related person, etc.
(1) Application of section 179

For purposes of subparagraph (B)(i), section 179(d) shall
be applied by substituting ""10 percent®"" for ""50



percent™™ in section (FOOTNOTE 2) 267(b) and 707(b) and in
section 179(b) (7).

(FOOTNOTE 2) So in original. Probably should be ""sections™".
(11) Related person

For purposes of subparagraph (B)(iii), a person
(hereinafter in this subclause referred to as the ""related
person®") is related to any person if the related person
bears a relationship to such person specified In section
267(b) or 707(b)(1), or the related person and such person
are engaged in trades or businesses under common control
(within the meaning of subsections (a) and (b) of section
52). For purposes of the preceding sentence, in applying
section 267(b) or 707(b)(1), ""10 percent®" shall be
substituted for ""50 percent”".

(3) Eligible basis reduced where disproportionate standards for
units
(A) In general
Except as provided in subparagraph (B), the eligible basis of
any building shall be reduced by an amount equal to the portion
of the adjusted basis of the building which is attributable to
residential rental units in the building which are not
low-income units and which are above the average quality
standard of the low-income units in the building.
(B) Exception where taxpayer elects to exclude excess costs
(i) In general
Subparagraph (A) shall not apply with respect to a
residential rental unit in a building which is not a
low-income unit if -

(1) the excess described in clause (1i) with respect to
such unit is not greater than 15 percent of the cost
described in clause (in)(ll), and

(1) the taxpayer elects to exclude from the eligible
basis of such building the excess described in clause (iil)
with respect to such unit.

(ii) Excess
The excess described in this clause with respect to any
unit is the excess of -

(1) the cost of such unit, over

(11) the amount which would be the cost of such unit if
the average cost per square foot of low-income units in the
building were substituted for the cost per square foot of
such unit.

The Secretary may by regulation provide for the determination
of the excess under this clause on a basis other than square
foot costs.

(4) Special rules relating to determination of adjusted basis
For purposes of this subsection -
(A) In general
Except as provided in subparagraphs (B) and (C), the adjusted
basis of any building shall be determined without regard to the
adjusted basis of any property which is not residential rental
property.

(B) Basis of property in common areas, etc., included
The adjusted basis of any building shall be determined by

taking into account the adjusted basis of property (of a
character subject to the allowance for depreciation) used in
common areas or provided as comparable amenities to all



residential rental units in such building.
(C) Inclusion of basis of property used to provide services for
certain nontenants
(i) In general
The adjusted basis of any building located in a qualified
census tract (as defined in paragraph (5)(C)) shall be
determined by taking into account the adjusted basis of
property (of a character subject to the allowance for
depreciation and not otherwise taken into account) used
throughout the taxable year in providing any community
service facility.
(i1) Limitation
The increase in the adjusted basis of any building which is
taken into account by reason of clause (i) shall not exceed
10 percent of the eligible basis of the qualified low-income
housing project of which it is a part. For purposes of the
preceding sentence, all community service facilities which
are part of the same qualified low-income housing project
shall be treated as one facility.
(iii) Community service facility
For purposes of this subparagraph, the term community
service facility™™ means any facility designed to serve
primarily individuals whose income is 60 percent or less of
area median income (within the meaning of subsection
@@ (B)).
(D) No reduction for depreciation
The adjusted basis of any building shall be determined
without regard to paragraphs (2) and (3) of section 1016(a).-
(5) Special rules for determining eligible basis
(A) Eligible basis reduced by Federal grants
If, during any taxable year of the compliance period, a grant
is made with respect to any building or the operation thereof
and any portion of such grant is funded with Federal funds
(whether or not includible in gross income), the eligible basis
of such building for such taxable year and all succeeding
taxable years shall be reduced by the portion of such grant
which is so funded.
(B) Eligible basis not to include expenditures where section
167(k) elected
The eligible basis of any building shall not include any
portion of its adjusted basis which is attributable to amounts
with respect to which an election is made under section 167(k)
(as in effect on the day before the date of the enactment of
the Revenue Reconciliation Act of 1990).
(C) Increase in credit for buildings in high cost areas
(i) In general
In the case of any building located in a qualified census
tract or difficult development area which is designated for
purposes of this subparagraph -

(1) in the case of a new building, the eligible basis of
such building shall be 130 percent of such basis determined
without regard to this subparagraph, and

(1) in the case of an existing building, the
rehabilitation expenditures taken into account under
subsection (e) shall be 130 percent of such expenditures
determined without regard to this subparagraph.

(i1) Qualified census tract



(1) In general

The term ""qualified census tract®™" means any census
tract which is designated by the Secretary of Housing and
Urban Development and, for the most recent year for which
census data are available on household income in such
tract, either in which 50 percent or more of the households
have an income which is less than 60 percent of the area
median gross income for such year or which has a poverty
rate of at least 25 percent. If the Secretary of Housing
and Urban Development determines that sufficient data for
any period are not available to apply this clause on the
basis of census tracts, such Secretary shall apply this
clause for such period on the basis of enumeration
districts.
(11) Limit on MSA"s designated

The portion of a metropolitan statistical area which may
be designated for purposes of this subparagraph shall not
exceed an area having 20 percent of the population of such
metropolitan statistical area.
(111) Determination of areas

For purposes of this clause, each metropolitan
statistical area shall be treated as a separate area and
all nonmetropolitan areas in a State shall be treated as 1
area.

(iii) Difficult development areas

(1) In general

The term ""difficult development areas®™" means any area
designated by the Secretary of Housing and Urban
Development as an area which has high construction, land,
and utility costs relative to area median gross income.
(1) Limit on areas designated

The portions of metropolitan statistical areas which may
be designated for purposes of this subparagraph shall not
exceed an aggregate area having 20 percent of the
population of such metropolitan statistical areas. A
comparable rule shall apply to nonmetropolitan areas.

(iv) Special rules and definitions

For purposes of this subparagraph -

(1) population shall be determined on the basis of the
most recent decennial census for which data are available,

(11) area median gross income shall be determined in
accordance with subsection (g)(4),

(111) the term ""metropolitan statistical area®" has the
same meaning as when used in section 143(k)(2)(B), and

(1V) the term ""nonmetropolitan area”" means any county
(or portion thereof) which is not within a metropolitan
statistical area.

(6) Credit allowable for certain federally-assisted buildings
acquired during 10-year period described in paragraph
@@B)(i)

(A) In general
On application by the taxpayer, the Secretary (after
consultation with the appropriate Federal official) may waive
paragraph (2)(B)(ii) with respect to any federally-assisted
building if the Secretary determines that such waiver is
necessary -
(i) to avert an assignment of the mortgage secured by



property in the project (of which such building is a part) to
the Department of Housing and Urban Development or the
Farmers Home Administration, or
(ii) to avert a claim against a Federal mortgage insurance
fund (or such Department or Administration) with respect to a
mortgage which is so secured.
The preceding sentence shall not apply to any building
described in paragraph (7)(B).
(B) Federally-assisted building

For purposes of subparagraph (A), the term
""federally-assisted building”® means any building which is
substantially assisted, financed, or operated under -

(i) section 8 of the United States Housing Act of 1937,

(i) section 221(d)(3) or 236 of the National Housing Act,
or

(iii) section 515 of the Housing Act of 1949,

as such Acts are in effect on the date of the enactment of the
Tax Reform Act of 1986.
(C) Low-income buildings where mortgage may be prepaid

A waiver may be granted under subparagraph (A) (without
regard to any clause thereof) with respect to a
federally-assisted building described in clause (ii) or (iii)
of subparagraph (B) if -
(i) the mortgage on such building is eligible for
prepayment under subtitle B of the Emergency Low Income
Housing Preservation Act of 1987 or under section 502(c) of
the Housing Act of 1949 at any time within 1 year after the
date of the application for such a waiver,
(i1) the appropriate Federal official certifies to the
Secretary that it is reasonable to expect that, if the waiver
is not granted, such building will cease complying with its
low-income occupancy requirements, and
(iii) the eligibility to prepay such mortgage without the
approval of the appropriate Federal official is waived by all
persons who are so eligible and such waiver is binding on all
successors of such persons.
(D) Buildings acquired from insured depository institutions in

default

A waiver may be granted under subparagraph (A) (without
regard to any clause thereof) with respect to any building
acquired from an insured depository institution in default (as
defined in section 3 of the Federal Deposit Insurance Act) or
from a receiver or conservator of such an institution.
(E) Appropriate Federal official

For purposes of subparagraph (A), the term
Federal official™" means -

(i) the Secretary of Housing and Urban Development in the
case of any building described in subparagraph (B) by reason
of clause (i) or (ii) thereof, and

(ii1) the Secretary of Agriculture in the case of any
building described in subparagraph (B) by reason of clause
(iii) thereof.

(7) Acquisition of building before end of prior compliance period
(A) In general
Under regulations prescribed by the Secretary, in the case of
a building described in subparagraph (B) (or interest therein)
which is acquired by the taxpayer -

appropriate



(i) paragraph (2)(B) shall not apply, but
(i1) the credit allowable by reason of subsection (a) to
the taxpayer for any period after such acquisition shall be
equal to the amount of credit which would have been allowable
under subsection (a) for such period to the prior owner
referred to in subparagraph (B) had such owner not disposed
of the building.
(B) Description of building
A building is described in this subparagraph if -
(i) a credit was allowed by reason of subsection (a) to any
prior owner of such building, and
(i1) the taxpayer acquired such building before the end of
the compliance period for such building with respect to such
prior owner (determined without regard to any disposition by
such prior owner).
(e) Rehabilitation expenditures treated as separate new building
(1) In general
Rehabilitation expenditures paid or incurred by the taxpayer
with respect to any building shall be treated for purposes of
this section as a separate new building.
(2) Rehabilitation expenditures
For purposes of paragraph (1) -
(A) In general
The term ""rehabilitation expenditures®™® means amounts
chargeable to capital account and incurred for property (or
additions or improvements to property) of a character subject
to the allowance for depreciation in connection with the
rehabilitation of a building.
(B) Cost of acquisition, etc, (FOOTNOTE 3) not included
(FOOTNOTE 3) So in original. Probably should be ""etc.,"".
Such term does not include the cost of acquiring any building
(or interest therein) or any amount not permitted to be taken
into account under paragraph (3) or (4) of subsection (d).-
(3) Minimum expenditures to qualify
(A) In general
Paragraph (1) shall apply to rehabilitation expenditures with
respect to any building only if -
(i) the expenditures are allocable to 1 or more low-income
units or substantially benefit such units, and
(i1) the amount of such expenditures during any 24-month
period meets the requirements of whichever of the following
subclauses requires the greater amount of such expenditures:

(1) The requirement of this subclause is met if such
amount is not less than 10 percent of the adjusted basis of
the building (determined as of the 1st day of such period
and without regard to paragraphs (2) and (3) of section
1016(a))-

(11) The requirement of this subclause is met if the
qualified basis attributable to such amount, when divided
by the number of low-income units in the building, is
$3,000 or more.

(B) Exception from 10 percent rehabilitation

In the case of a building acquired by the taxpayer from a
governmental unit, at the election of the taxpayer,
subparagraph (A)(ii)(1) shall not apply and the credit under
this section for such rehabilitation expenditures shall be
determined using the percentage applicable under subsection



(Y@ B ().
(C) Date of determination
The determination under subparagraph (A) shall be made as of
the close of the 1st taxable year in the credit period with
respect to such expenditures.
(4) Special rules

For purposes of applying this section with respect to
expenditures which are treated as a separate building by reason
of this subsection -
(A) such expenditures shall be treated as placed in service
at the close of the 24-month period referred to in paragraph
@3)A), and
(B) the applicable fraction under subsection (c)(1) shall be
the applicable fraction for the building (without regard to
paragraph (1)) with respect to which the expenditures were
incurred.
Nothing in subsection (d)(2) shall prevent a credit from being
allowed by reason of this subsection.
(5) No double counting

Rehabilitation expenditures may, at the election of the
taxpayer, be taken into account under this subsection or
subsection (d)(2)(A) (1) but not under both such subsections.
(6) Regulations to apply subsection with respect to group of

units in building

The Secretary may prescribe regulations, consistent with the
purposes of this subsection, treating a group of units with
respect to which rehabilitation expenditures are incurred as a
separate new building.

() Definition and special rules relating to credit period

(1) Credit period defined

For purposes of this section, the term credit period®"" means,
with respect to any building, the period of 10 taxable years
beginning with -
(A) the taxable year in which the building is placed in
service, or
(B) at the election of the taxpayer, the succeeding taxable
year,
but only if the building is a qualified low-income building as of
the close of the 1st year of such period. The election under
subparagraph (B), once made, shall be irrevocable.
(2) Special rule for 1lst year of credit period

(A) In general

The credit allowable under subsection (a) with respect to any
building for the 1st taxable year of the credit period shall be
determined by substituting for the applicable fraction under
subsection (c)(1) the fraction -

(i) the numerator of which is the sum of the applicable
fractions determined under subsection (c)(1) as of the close
of each full month of such year during which such building
was in service, and

(ii1) the denominator of which is 12.

(B) Disallowed 1st year credit allowed in 11th year

Any reduction by reason of subparagraph (A) in the credit
allowable (without regard to subparagraph (A)) for the 1st
taxable year of the credit period shall be allowable under
subsection (a) for the 1st taxable year following the credit
period.



(3) Determination of applicable percentage with respect to
increases in qualified basis after 1st year of credit period
(A) In general
In the case of any building which was a qualified low-income
building as of the close of the 1st year of the credit period,
if -

(i) as of the close of any taxable year in the compliance
period (after the 1st year of the credit period) the
qualified basis of such building exceeds

(ii) the qualified basis of such building as of the close
of the 1lst year of the credit period,

the applicable percentage which shall apply under subsection
(a) for the taxable year to such excess shall be the percentage
equal to 2/3 of the applicable percentage which (after the
application of subsection (h)) would but for this paragraph
apply to such basis.
(B) 1st year computation applies
A rule similar to the rule of paragraph (2)(A) shall apply to
any increase in qualified basis to which subparagraph (A)
applies for the 1st year of such increase.
(4) Dispositions of property
IT a building (or an interest therein) is disposed of during
any year for which credit is allowable under subsection (a), such
credit shall be allocated between the parties on the basis of the
number of days during such year the building (or interest) was
held by each. In any such case, proper adjustments shall be made
in the application of subsection ().
(5) Credit period for existing buildings not to begin before
rehabilitation credit allowed
(A) In general
The credit period for an existing building shall not begin
before the 1st taxable year of the credit period for
rehabilitation expenditures with respect to the building.
(B) Acquisition credit allowed for certain buildings not
allowed a rehabilitation credit
(i) In general
In the case of a building described in clause (ii) -
(1) subsection (d)(2)(B)(iv) shall not apply, and
(11) the credit period for such building shall not begin
before the taxable year which would be the 1st taxable year
of the credit period for rehabilitation expenditures with
respect to the building under the modifications described
in clause (iD)(ll).
(i1) Building described

A building is described in this clause if -

(1) a waiver is granted under subsection (d)(6)(C) with
respect to the acquisition of the building, and

(11) a credit would be allowed for rehabilitation
expenditures with respect to such building if subsection

@@E)A@iNDH() did not apply and if subsection

@O@E)AAaHAD were applied by substituting ""$2,000""

for ""$3,000"".

(g) Qualified low-income housing project
For purposes of this section -
(1) In general
The term ""qualified low-income housing project"" means any
project for residential rental property if the project meets the



requirements of subparagraph (A) or (B) whichever is elected by
the taxpayer:
(A) 20-50 test
The project meets the requirements of this subparagraph if 20
percent or more of the residential units In such project are
both rent-restricted and occupied by individuals whose income
is 50 percent or less of area median gross income.
(B) 40-60 test
The project meets the requirements of this subparagraph if 40
percent or more of the residential units In such project are
both rent-restricted and occupied by individuals whose income
is 60 percent or less of area median gross income.
Any election under this paragraph, once made, shall be
irrevocable. For purposes of this paragraph, any property shall
not be treated as failing to be residential rental property
merely because part of the building in which such property is
located is used for purposes other than residential rental
purposes.
(2) Rent-restricted units
(A) In general
For purposes of paragraph (1), a residential unit is
rent-restricted iIf the gross rent with respect to such unit
does not exceed 30 percent of the imputed income limitation
applicable to such unit. For purposes of the preceding
sentence, the amount of the income limitation under paragraph
(1) applicable for any period shall not be less than such
limitation applicable for the earliest period the building
(which contains the unit) was included in the determination of
whether the project is a qualified low-income housing project.
(B) Gross rent
For purposes of subparagraph (A), gross rent -

(i) does not include any payment under section 8 of the
United States Housing Act of 1937 or any comparable rental
assistance program (with respect to such unit or occupants
thereof),

(ii) includes any utility allowance determined by the
Secretary after taking into account such determinations under
section 8 of the United States Housing Act of 1937,

(iii) does not include any fee for a supportive service
which is paid to the owner of the unit (on the basis of the
low-income status of the tenant of the unit) by any
governmental program of assistance (or by an organization
described in section 501(c)(3) and exempt from tax under
section 501(a)) if such program (or organization) provides
assistance for rent and the amount of assistance provided for
rent is not separable from the amount of assistance provided
for supportive services, and

(iv) does not include any rental payment to the owner of
the unit to the extent such owner pays an equivalent amount
to the Farmers® Home Administration under section 515 of the
Housing Act of 1949.

For purposes of clause (ili), the term ""supportive service""
means any service provided under a planned program of services
designed to enable residents of a residential rental property
to remain independent and avoid placement In a hospital,
nursing home, or intermediate care facility for the mentally or
physically handicapped. In the case of a single-room occupancy



unit or a building described in subsection (i)(3)(B)(iii), such
term includes any service provided to assist tenants iIn
locating and retaining permanent housing.
(C) Imputed income limitation applicable to unit

For purposes of this paragraph, the imputed income limitation
applicable to a unit is the income limitation which would apply
under paragraph (1) to individuals occupying the unit if the
number of individuals occupying the unit were as follows:
(i) In the case of a unit which does not have a separate
bedroom, 1 individual.
(ii) In the case of a unit which has 1 or more separate
bedrooms, 1.5 individuals for each separate bedroom.
In the case of a project with respect to which a credit is
allowable by reason of this section and for which financing is
provided by a bond described in section 142(a)(7), the imputed
income limitation shall apply in lieu of the otherwise
applicable income limitation for purposes of applying section
142(d) @B ().
(D) Treatment of units occupied by individuals whose incomes

rise above linmit

(i) In general

Except as provided in clause (ii), notwithstanding an
increase in the income of the occupants of a low-income unit
above the income limitation applicable under paragraph (1),
such unit shall continue to be treated as a low-income unit
if the income of such occupants initially met such income
limitation and such unit continues to be rent-restricted.
(i1) Next available unit must be rented to low-income tenant

if income rises above 140 percent of income limit
IT the income of the occupants of the unit increases above
140 percent of the income limitation applicable under
paragraph (1), clause (i) shall cease to apply to such unit
if any residential rental unit in the building (of a size
comparable to, or smaller than, such unit) is occupied by a
new resident whose income exceeds such income limitation. In
the case of a project described in section 142(d)(4)(B), the
preceding sentence shall be applied by substituting ""170
percent™" for ""140 percent®"" and by substituting ""any
low-income unit in the building is occupied by a new resident
whose income exceeds 40 percent of area median gross income-"*
for ""any residential unit in the building (of a size
comparable to, or smaller than, such unit) s occupied by a
new resident whose income exceeds such income limitation®".
(E) Units where Federal rental assistance is reduced as
tenant®s income iIncreases

IT the gross rent with respect to a residential unit exceeds
the limitation under subparagraph (A) by reason of the fact
that the income of the occupants thereof exceeds the income
limitation applicable under paragraph (1), such unit shall,
nevertheless, be treated as a rent-restricted unit for purposes
of paragraph (1) if -

(i) a Federal rental assistance payment described in
subparagraph (B)(i) is made with respect to such unit or its
occupants, and

(i1) the sum of such payment and the gross rent with
respect to such unit does not exceed the sum of the amount of
such payment which would be made and the gross rent which



would be payable with respect to such unit if -
(1) the income of the occupants thereof did not exceed
the income limitation applicable under paragraph (1), and
(11) such units were rent-restricted within the meaning
of subparagraph (A).
The preceding sentence shall apply to any unit only if the
result described in clause (iil) is required by Federal statute
as of the date of the enactment of this subparagraph and as of
the date the Federal rental assistance payment is made.
(3) Date for meeting requirements
(A) In general
Except as otherwise provided in this paragraph, a building
shall be treated as a qualified low-income building only if the
project (of which such building is a part) meets the
requirements of paragraph (1) not later than the close of the
1st year of the credit period for such building.
(B) Buildings which rely on later buildings for qualification
(i) In general
In determining whether a building (hereinafter in this
subparagraph referred to as the "“prior building"") is a
qualified low-income building, the taxpayer may take into
account 1 or more additional buildings placed in service
during the 12-month period described in subparagraph (A) with
respect to the prior building only if the taxpayer elects to
apply clause (i1i) with respect to each additional building
taken into account.
(i1) Treatment of elected buildings
In the case of a building which the taxpayer elects to take
into account under clause (i), the period under subparagraph
(A) for such building shall end at the close of the 12-month
period applicable to the prior building.
(iii) Date prior building is treated as placed in service
For purposes of determining the credit period and the
compliance period for the prior building, the prior building
shall be treated for purposes of this section as placed in
service on the most recent date any additional building
elected by the taxpayer (with respect to such prior building)
was placed in service.
(C) Special rule
A building -
(i) other than the 1st building placed in service as part
of a project, and
(i1) other than a building which is placed in service
during the 12-month period described in subparagraph (A) with
respect to a prior building which becomes a qualified
low-income building,
shall in no event be treated as a qualified low-income building
unless the project is a qualified low-income housing project
(without regard to such building) on the date such building is
placed in service.
(D) Projects with more than 1 building must be identified
For purposes of this section, a project shall be treated as
consisting of only 1 building unless, before the close of the
1st calendar year in the project period (as defined in
subsection (h)(1)(F)(ii)), each building which is (or will be)
part of such project is identified in such form and manner as
the Secretary may provide.



(4) Certain rules made applicable
Paragraphs (2) (other than subparagraph (A) thereof), (3), (4),
(5), (6), and (7) of section 142(d), and section 6652(j), shall
apply for purposes of determining whether any project is a
qualified low-income housing project and whether any unit is a
low-income unit; except that, in applying such provisions for
such purposes, the term ""gross rent"" shall have the meaning
given such term by paragraph (2)(B) of this subsection.
(5) Election to treat building after compliance period as not
part of a project
For purposes of this section, the taxpayer may elect to treat
any building as not part of a qualified low-income housing
project for any period beginning after the compliance period for
such building.
(6) Special rule where de minimis equity contribution
Property shall not be treated as failing to be residential
rental property for purposes of this section merely because the
occupant of a residential unit in the project pays (on a
voluntary basis) to the lessor a de minimis amount to be held
toward the purchase by such occupant of a residential unit in
such project if -
(A) all amounts so paid are refunded to the occupant on the
cessation of his occupancy of a unit in the project, and
(B) the purchase of the unit is not permitted until after the
close of the compliance period with respect to the building in
which the unit is located.
Any amount paid to the lessor as described in the preceding
sentence shall be included in gross rent under paragraph (2) for
purposes of determining whether the unit Is rent- restricted.
(7) Scattered site projects
Buildings which would (but for their lack of proximity) be
treated as a project for purposes of this section shall be so
treated 1T all of the dwelling units in each of the buildings are
rent-restricted (within the meaning of paragraph (2)) residential
rental units.
(8) Waiver of certain de minimis errors and recertifications
On application by the taxpayer, the Secretary may waive -
(A) any recapture under subsection (j) in the case of any de
minimis error in complying with paragraph (1), or
(B) any annual recertification of tenant income for purposes
of this subsection, if the entire building Is occupied by
low-income tenants.
(h) Limitation on aggregate credit allowable with respect to
projects located in a State
(1) Credit may not exceed credit amount allocated to building
(A) In general
The amount of the credit determined under this section for
any taxable year with respect to any building shall not exceed
the housing credit dollar amount allocated to such building
under this subsection.
(B) Time for making allocation
Except In the case of an allocation which meets the
requirements of subparagraph (C), (D), (E), or (F), an
allocation shall be taken into account under subparagraph (A)
only if it is made not later than the close of the calendar
year in which the building is placed in service.
(C) Exception where binding commitment



An allocation meets the requirements of this subparagraph if
there is a binding commitment (not later than the close of the
calendar year in which the building is placed in service) by
the housing credit agency to allocate a specified housing
credit dollar amount to such building beginning in a specified
later taxable year.

(D) Exception where increase in qualified basis
(i) In general
An allocation meets the requirements of this subparagraph
it such allocation is made not later than the close of the
calendar year in which ends the taxable year to which it will
1st apply but only to the extent the amount of such

allocation does not exceed the limitation under clause (ii).

(ii) Limitation

The limitation under this clause is the amount of credit
allowable under this section (without regard to this
subsection) for a taxable year with respect to an increase in
the qualified basis of the building equal to the excess of -

(1) the qualified basis of such building as of the close
of the 1lst taxable year to which such allocation will
apply, over

(11) the qualified basis of such building as of the close
of the 1st taxable year to which the most recent prior
housing credit allocation with respect to such building
applied.

(iii) Housing credit dollar amount reduced by full allocation

Notwithstanding clause (i), the full amount of the

allocation shall be taken into account under paragraph (2).
(E) Exception where 10 percent of cost incurred

(i) In general

An allocation meets the requirements of this subparagraph
if such allocation is made with respect to a qualified
building which is placed in service not later than the close
of the second calendar year following the calendar year in
which the allocation is made.

(ii) Qualified building

For purposes of clause (i), the term ""qualified building™"
means any building which is part of a project if the
taxpayer®s basis in such project (as of the later of the date
which is 6 months after the date that the allocation was made
or the close of the calendar year in which the allocation is
made) s more than 10 percent of the taxpayer®s reasonably
expected basis in such project (as of the close of the second
calendar year referred to in clause (i)). Such term does not
include any existing building unless a credit is allowable
under subsection (e) for rehabilitation expenditures paid or

incurred by the taxpayer with respect to such building for a

taxable year ending during the second calendar year referred

to in clause (i) or the prior taxable year.
(F) Allocation of credit on a project basis

(i) In general

In the case of a project which includes (or will include)
more than 1 building, an allocation meets the requirements of
this subparagraph if -

(1) the allocation is made to the project for a calendar
year during the project period,
(11) the allocation only applies to buildings placed in



service during or after the calendar year for which the
allocation is made, and

(111) the portion of such allocation which is allocated
to any building In such project is specified not later than
the close of the calendar year in which the building is
placed in service.

(i1) Project period

For purposes of clause (i), the term
means the period -

(1) beginning with the 1st calendar year for which an
allocation may be made for the 1st building placed in
service as part of such project, and

(11) ending with the calendar year the last building is
placed in service as part of such project.

(2) Allocated credit amount to apply to all taxable years ending
during or after credit allocation year
Any housing credit dollar amount allocated to any building for
any calendar year -

(A) shall apply to such building for all taxable years in the
compliance period ending during or after such calendar year,
and

(B) shall reduce the aggregate housing credit dollar amount
of the allocating agency only for such calendar year.

(3) Housing credit dollar amount for agencies
(A) In general

The aggregate housing credit dollar amount which a housing
credit agency may allocate for any calendar year is the portion
of the State housing credit ceiling allocated under this
paragraph for such calendar year to such agency.

(B) State ceiling initially allocated to State housing credit
agencies

Except as provided in subparagraphs (D) and (E), the State
housing credit ceiling for each calendar year shall be
allocated to the housing credit agency of such State. If there
is more than 1 housing credit agency of a State, all such
agencies shall be treated as a single agency.

(C) State housing credit ceiling

The State housing credit ceiling applicable to any State for
any calendar year shall be an amount equal to the sum of -

(i) the unused State housing credit ceiling (if any) of
such State for the preceding calendar year,
(i1) the greater of -

(1) $1.75 ($1.50 for 2001) multiplied by the State
population, or

(1) $2,000,000,

(iii) the amount of State housing credit ceiling returned
in the calendar year, plus
(iv) the amount (if any) allocated under subparagraph (D)
to such State by the Secretary.
For purposes of clause (i), the unused State housing credit
ceiling for any calendar year is the excess (if any) of the sum
of the amounts described in clauses (ii) and (iii) over the
aggregate housing credit dollar amount allocated for such
year. For purposes of clause (iii), the amount of State
housing credit ceiling returned in the calendar year equals the
housing credit dollar amount previously allocated within the
State to any project which fails to meet the 10 percent test

project period™*



under paragraph (1)(E)(ii) on a date after the close of the
calendar year in which the allocation was made or which does
not become a qualified low-income housing project within the
period required by this section or the terms of the allocation
or to any project with respect to which an allocation is
cancelled by mutual consent of the housing credit agency and
the allocation recipient.
(D) Unused housing credit carryovers allocated among certain
States
(i) In general
The unused housing credit carryover of a State for any
calendar year shall be assigned to the Secretary for
allocation among qualified States for the succeeding calendar
year.
(ii) Unused housing credit carryover
For purposes of this subparagraph, the unused housing
credit carryover of a State for any calendar year is the
excess (if any) of -
(1) the unused State housing credit ceiling for the year
preceding such year, over
(11) the aggregate housing credit dollar amount allocated
for such year.
(iii) Formula for allocation of unused housing credit
carryovers among qualified States
The amount allocated under this subparagraph to a qualified
State for any calendar year shall be the amount determined by
the Secretary to bear the same ratio to the aggregate unused
housing credit carryovers of all States for the preceding
calendar year as such State"s population for the calendar
year bears to the population of all qualified States for the
calendar year. For purposes of the preceding sentence,
population shall be determined in accordance with section
146() -
(iv) Qualified State
For purposes of this subparagraph, the term ""qualified
State"" means, with respect to a calendar year, any State -
(1) which allocated its entire State housing credit
ceiling for the preceding calendar year, and
(11) for which a request is made (not later than May 1 of
the calendar year) to receive an allocation under clause
(iin).
(BE) Special rule for States with constitutional home rule
cities
For purposes of this subsection -
(i) In general
The aggregate housing credit dollar amount for any
constitutional home rule city for any calendar year shall be
an amount which bears the same ratio to the State housing
credit ceiling for such calendar year as -
(1) the population of such city, bears to
(11) the population of the entire State.
(i1) Coordination with other allocations
In the case of any State which contains 1 or more
constitutional home rule cities, for purposes of applying
this paragraph with respect to housing credit agencies in
such State other than constitutional home rule cities, the
State housing credit ceiling for any calendar year shall be



reduced by the aggregate housing credit dollar amounts
determined for such year for all constitutional home rule
cities in such State.
(iii) Constitutional home rule city
For purposes of this paragraph, the term ""constitutional
home rule city"" has the meaning given such term by section
146 (d) (3)(O).
(F) State may provide for different allocation

Rules similar to the rules of section 146(e) (other than
paragraph (2)(B) thereof) shall apply for purposes of this
paragraph.
(G) Population

For purposes of this paragraph, population shall be
determined in accordance with section 146(j)-
(H) Cost-of-living adjustment

(i) In general

In the case of a calendar year after 2002, the $2,000,000
and $1.75 amounts in subparagraph (C) shall each be increased
by an amount equal to -

(1) such dollar amount, multiplied by
(1) the cost-of-living adjustment determined under
section 1(F)(3) for such calendar year by substituting

"“calendar year 2001°" for "“calendar year 1992"" in

subparagraph (B) thereof.
(ii) Rounding

(1) In the case of the $2,000,000 amount, any increase
under clause (i) which is not a multiple of $5,000 shall be
rounded to the next lowest multiple of $5,000.

(1) In the case of the $1.75 amount, any increase under
clause (i) which is not a multiple of 5 cents shall be
rounded to the next lowest multiple of 5 cents.

(4) Credit for buildings financed by tax-exempt bonds subject to
volume cap not taken into account
(A) In general
Paragraph (1) shall not apply to the portion of any credit
allowable under subsection (a) which is attributable to
eligible basis financed by any obligation the interest on which
is exempt from tax under section 103 if -

(i) such obligation is taken into account under section
146, and

(i1) principal payments on such financing are applied
within a reasonable period to redeem obligations the proceeds
of which were used to provide such financing.

(B) Special rule where 50 percent or more of building is
financed with tax-exempt bonds subject to volume cap
For purposes of subparagraph (A), if 50 percent or more of
the aggregate basis of any building and the land on which the
building is located is financed by any obligation described in
subparagraph (A), paragraph (1) shall not apply to any portion
of the credit allowable under subsection (a) with respect to
such building.
(5) Portion of State ceiling set-aside for certain projects
involving qualified nonprofit organizations
(A) In general
Not more than 90 percent of the State housing credit ceiling
for any State for any calendar year shall be allocated to
projects other than qualified low-income housing projects



described in subparagraph (B).
(B) Projects involving qualified nonprofit organizations
For purposes of subparagraph (A), a qualified low-income
housing project is described in this subparagraph if a
qualified nonprofit organization is to own an interest in the
project (directly or through a partnership) and materially
participate (within the meaning of section 469(h)) in the
development and operation of the project throughout the
compliance period.
(C) Qualified nonprofit organization
For purposes of this paragraph, the term ""qualified
nonprofit organization™® means any organization if -

(i) such organization is described in paragraph (3) or (4)
of section 501(c) and is exempt from tax under section
501(a),

(ii1) such organization is determined by the State housing
credit agency not to be affiliated with or controlled by a
for-profit organization; (FOOTNOTE 4) and

(FOOTNOTE 4) So in original. The semicolon probably should be a
comma.

(iii) 1 of the exempt purposes of such organization
includes the fostering of low-income housing.

(D) Treatment of certain subsidiaries
(i) In general

For purposes of this paragraph, a qualified nonprofit
organization shall be treated as satisfying the ownership and
material participation test of subparagraph (B) if any
qualified corporation in which such organization holds stock
satisfies such test.

(i1) Qualified corporation
For purposes of clause (i), the term "“qualified
corporation”™® means any corporation if 100 percent of the
stock of such corporation is held by 1 or more qualified
nonprofit organizations at all times during the period such
corporation is in existence.
(E) State may not override set-aside

Nothing in subparagraph (F) of paragraph (3) shall be
construed to permit a State not to comply with subparagraph (A)
of this paragraph.

(6) Buildings eligible for credit only if minimum long-term

commitment to low-income housing
(A) In general

No credit shall be allowed by reason of this section with
respect to any building for the taxable year unless an extended
low-income housing commitment is in effect as of the end of
such taxable year.
(B) Extended low-income housing commitment

For purposes of this paragraph, the term ""extended
low-income housing commitment®™® means any agreement between the
taxpayer and the housing credit agency -

(i) which requires that the applicable fraction (as defined
in subsection (c)(1)) for the building for each taxable year
in the extended use period will not be less than the
applicable fraction specified in such agreement and which
prohibits the actions described in subclauses (1) and (11) of
subparagraph (E)(ii),

(i1) which allows individuals who meet the income



limitation applicable to the building under subsection (Qg)
(whether prospective, present, or former occupants of the
building) the right to enforce in any State court the
requirement and prohibitions of clause (i),

(iii) which prohibits the disposition to any person of any
portion of the building to which such agreement applies
unless all of the building to which such agreement applies is
disposed of to such person,

(iv) which prohibits the refusal to lease to a holder of a
voucher or certificate of eligibility under section 8 of the
United States Housing Act of 1937 because of the status of
the prospective tenant as such a holder,

(v) which is binding on all successors of the taxpayer, and

(vi) which, with respect to the property, is recorded
pursuant to State law as a restrictive covenant.

(C) Allocation of credit may not exceed amount necessary to
support commitment
(i) In general

The housing credit dollar amount allocated to any building
may not exceed the amount necessary to support the applicable
fraction specified in the extended low-income housing
commitment for such building, including any increase in such
fraction pursuant to the application of subsection (f)(3) if
such increase is reflected in an amended low-income housing
commitment.

(ii1) Buildings financed by tax-exempt bonds

IT paragraph (4) applies to any building the amount of
credit allowed in any taxable year may not exceed the amount
necessary to support the applicable fraction specified in the
extended low-income housing commitment for such building.
Such commitment may be amended to increase such fraction.

(D) Extended use period
For purposes of this paragraph, the term
period®" means the period -

(i) beginning on the 1st day in the compliance period on
which such building is part of a qualified low-income housing
project, and

(i1) ending on the later of -

(1) the date specified by such agency in such agreement,
or
(11) the date which is 15 years after the close of the
compliance period.
(E) Exceptions if foreclosure or if no buyer willing to
maintain low-income status
(i) In general
The extended use period for any building shall terminate -
(1) on the date the building is acquired by foreclosure

(or instrument in lieu of foreclosure) unless the Secretary

determines that such acquisition is part of an arrangement

with the taxpayer a purpose of which is to terminate such
period, or

(1) on the last day of the period specified in
subparagraph (1) if the housing credit agency is unable to
present during such period a qualified contract for the
acquisition of the low-income portion of the building by

any person who will continue to operate such portion as a

qualified low-income building.

extended use



Subclause (I11) shall not apply to the extent more stringent
requirements are provided in the agreement or in State law.
(ii1) Eviction, etc. of existing low-income tenants not

permitted
The termination of an extended use period under clause (i)

shall not be construed to permit before the close of the
3-year period following such termination -

(1) the eviction or the termination of tenancy (other
than for good cause) of an existing tenant of any
low-income unit, or

(1) any increase in the gross rent with respect to such
unit not otherwise permitted under this section.

(F) Qualified contract

For purposes of subparagraph (E), the term “"qualified
contract®™" means a bona fide contract to acquire (within a
reasonable period after the contract is entered into) the
nonlow-income portion of the building for fair market value and
the low-income portion of the building for an amount not less
than the applicable fraction (specified in the extended
low-income housing commitment) of -

(i) the sum of -

(1) the outstanding indebtedness secured by, or with
respect to, the building,

(11) the adjusted investor equity in the building, plus

(111) other capital contributions not reflected in the
amounts described in subclause (1) or (11), reduced by
(i1) cash distributions from (or available for distribution

from) the project.
The Secretary shall prescribe such regulations as may be
necessary or appropriate to carry out this paragraph, including
regulations to prevent the manipulation of the amount
determined under the preceding sentence.
(G) Adjusted investor equity
(i) In general
For purposes of subparagraph (E), the term ""adjusted
investor equity"" means, with respect to any calendar year,
the aggregate amount of cash taxpayers invested with respect
to the project increased by the amount equal to -

(1) such amount, multiplied by

(11) the cost-of-living adjustment for such calendar
year, determined under section 1(f)(3) by substituting the
base calendar year for ""calendar year 1987°".

An amount shall be taken into account as an investment in the
project only to the extent there was an obligation to invest
such amount as of the beginning of the credit period and to
the extent such amount is reflected in the adjusted basis of
the project.

(i1) Cost-of-living increases in excess of 5 percent not
taken into account

Under regulations prescribed by the Secretary, if the CPI
for any calendar year (as defined in section 1(f)(4)) exceeds
the CPI for the preceding calendar year by more than 5
percent, the CPl for the base calendar year shall be
increased such that such excess shall never be taken into
account under clause (i).
(iii) Base calendar year

For purposes of this subparagraph, the term ""base calendar



year" " means the calendar year with or within which the 1st
taxable year of the credit period ends.

(H) Low-income portion

For purposes of this paragraph, the low-income portion of a
building is the portion of such building equal to the
applicable fraction specified in the extended low-income
housing commitment for the building.

(1) Period for finding buyer

The period referred to in this subparagraph is the 1l-year
period beginning on the date (after the 14th year of the
compliance period) the taxpayer submits a written request to
the housing credit agency to find a person to acquire the
taxpayer”s interest in the low-income portion of the building.

(J) Effect of noncompliance

IT, during a taxable year, there is a determination that an
extended low-income housing agreement was not in effect as of
the beginning of such year, such determination shall not apply
to any period before such year and subparagraph (A) shall be
applied without regard to such determination if the failure is
corrected within 1 year from the date of the determination.

(K) Projects which consist of more than 1 building

The application of this paragraph to projects which consist
of more than 1 building shall be made under regulations
prescribed by the Secretary.

(7) Special rules

(A) Building must be located within jurisdiction of credit
agency

A housing credit agency may allocate its aggregate housing
credit dollar amount only to buildings located in the

jurisdiction of the governmental unit of which such agency is a

part.

(B) Agency allocations in excess of limit

IT the aggregate housing credit dollar amounts allocated by a
housing credit agency for any calendar year exceed the portion
of the State housing credit ceiling allocated to such agency
for such calendar year, the housing credit dollar amounts so
allocated shall be reduced (to the extent of such excess) for
buildings in the reverse of the order in which the allocations
of such amounts were made.

(C) Credit reduced if allocated credit dollar amount is less
than credit which would be allowable without regard to
placed iIn service convention, etc.

(i) In general

The amount of the credit determined under this section with

respect to any building shall not exceed the clause (ii)

percentage of the amount of the credit which would (but for
this subparagraph) be determined under this section with
respect to such building.

(ii) Determination of percentage

For purposes of clause (i), the clause (ii1) percentage with
respect to any building is the percentage which -
(1) the housing credit dollar amount allocated to such
building bears to
(11) the credit amount determined in accordance with
clause (iii).
(iii) Determination of credit amount
The credit amount determined iIn accordance with this clause



is the amount of the credit which would (but for this
subparagraph) be determined under this section with respect
to the building if -
(1) this section were applied without regard to
paragraphs (2)(A) and (3)(B) of subsection (f), and
(1) subsection (F)(3)(A) were applied without regard to
""the percentage equal to 2/3 of"".
(D) Housing credit agency to specify applicable percentage and
maximum qualified basis
In allocating a housing credit dollar amount to any building,
the housing credit agency shall specify the applicable
percentage and the maximum qualified basis which may be taken
into account under this section with respect to such building.
The applicable percentage and maximum qualified basis so
specified shall not exceed the applicable percentage and
qualified basis determined under this section without regard to
this subsection.
(8) Other definitions
For purposes of this subsection -
(A) Housing credit agency
The term ""housing credit agency™" means any agency
authorized to carry out this subsection.
(B) Possessions treated as States
The term ""State"" includes a possession of the United
States.
(i) Definitions and special rules
For purposes of this section -
(1) Compliance period
The term "“compliance period®" means, with respect to any
building, the period of 15 taxable years beginning with the 1st
taxable year of the credit period with respect thereto.
(2) Determination of whether building is federally subsidized
(A) In general
Except as otherwise provided in this paragraph, for purposes
of subsection (b)(1), a new building shall be treated as
federally subsidized for any taxable year if, at any time
during such taxable year or any prior taxable year, there is or
was outstanding any obligation the interest on which is exempt
from tax under section 103, or any below market Federal loan,
the proceeds of which are or were used (directly or indirectly)
with respect to such building or the operation thereof.
(B) Election to reduce eligible basis by balance of loan or
proceeds of obligations
A loan or tax-exempt obligation shall not be taken into
account under subparagraph (A) if the taxpayer elects to
exclude from the eligible basis of the building for purposes of
subsection (d) -
(i) in the case of a loan, the principal amount of such
loan, and
(ii) iIn the case of a tax-exempt obligation, the proceeds
of such obligation.
(C) Special rule for subsidized construction financing
Subparagraph (A) shall not apply to any tax-exempt obligation
or below market Federal loan used to provide construction
financing for any building if -
(i) such obligation or loan (when issued or made)
identified the building for which the proceeds of such



obligation or loan would be used, and
(i1) such obligation is redeemed, and such loan is repaid,
before such building is placed in service.
(D) Below market Federal loan
For purposes of this paragraph, the term ""below market
Federal loan™" means any loan funded in whole or in part with
Federal funds if the interest rate payable on such loan is less
than the applicable Federal rate in effect under section
1274(d) (1) (as of the date on which the loan was made). Such
term shall not include any loan which would be a below market
Federal loan solely by reason of assistance provided under
section 106, 107, or 108 of the Housing and Community
Development Act of 1974 (as in effect on the date of the
enactment of this sentence).
(BE) Buildings receiving HOME assistance or Native American
housing assistance
(i) In general
Assistance provided under the HOME Investment Partnerships
Act (as in effect on the date of the enactment of this
subparagraph) or the Native American Housing Assistance and
Self-Determination Act of 1996 (25 U.S.C. 4101 et seq.) (as
in effect on October 1, 1997) with respect to any building
shall not be taken into account under subparagraph (D) if 40
percent or more of the residential units iIn the building are
occupied by individuals whose income is 50 percent or less of
area median gross income. Subsection (d)(5)(C) shall not
apply to any building to which the preceding sentence
applies.
(i1) Special rule for certain high-cost housing areas
In the case of a building located in a city described in
section 142(d)(6), clause (i) shall be applied by
substituting ""25 percent®"" for ""40 percent"".
(3) Low-income unit
(A) In general
The term ""low-income unit®" means any unit in a building if
(i) such unit is rent-restricted (as defined in subsection
(@(2)). and
(i1) the individuals occupying such unit meet the income
limitation applicable under subsection (g)(1) to the project
of which such building is a part.
(B) Exceptions
(i) In general
A unit shall not be treated as a low-income unit unless the
unit is suitable for occupancy and used other than on a
transient basis.
(i1) Suitability for occupancy
For purposes of clause (i), the suitability of a unit for
occupancy shall be determined under regulations prescribed by
the Secretary taking into account local health, safety, and
building codes.
(iii) Transitional housing for homeless
For purposes of clause (i), a unit shall be considered to
be used other than on a transient basis if the unit contains
sleeping accommodations and kitchen and bathroom facilities
and is located in a building -
(1) which i1s used exclusively to facilitate the



transition of homeless individuals (within the meaning of
section 103 of the McKinney-Vento Homeless Assistance Act
(42 U.S.C. 11302), as in effect on the date of the
enactment of this clause) to independent living within 24
months, and
(1) in which a governmental entity or qualified
nonprofit organization (as defined in subsection (h)(5))
provides such individuals with temporary housing and
supportive services designed to assist such individuals in
locating and retaining permanent housing.
(iv) Single-room occupancy units
For purposes of clause (i), a single-room occupancy unit
shall not be treated as used on a transient basis merely
because it is rented on a month-by-month basis.
(C) Special rule for buildings having 4 or fewer units
In the case of any building which has 4 or fewer residential
rental units, no unit in such building shall be treated as a
low-income unit if the units in such building are owned by -
(i) any individual who occupies a residential unit in such
building, or
(ii) any person who is related (as defined in subsection
@@@d)(iii)) to such individual.
(D) Certain students not to disqualify unit
A unit shall not fail to be treated as a low-income unit
merely because it is occupied -
(i) by an individual who is -
(1) a student and receiving assistance under title 1V of
the Social Security Act, or
(11) enrolled in a job training program receiving
assistance under the Job Training Partnership Act or under
other similar Federal, State, or local laws, or
(i1) entirely by full-time students iIf such students are -
(1) single parents and their children and such parents
and children are not dependents (as defined in section 152)
of another individual, or
(1) married and file a joint return.
(E) Owner-occupied buildings having 4 or fewer units eligible
for credit where development plan
(i) In general
Subparagraph (C) shall not apply to the acquisition or
rehabilitation of a building pursuant to a development plan
of action sponsored by a State or local government or a
qualified nonprofit organization (as defined in subsection
WISIO)E
(ii) Limitation on credit
In the case of a building to which clause (i) applies, the
applicable fraction shall not exceed 80 percent of the unit
fraction.
(iii) Certain unrented units treated as owner-occupied
In the case of a building to which clause (i) applies, any
unit which is not rented for 90 days or more shall be treated
as occupied by the owner of the building as of the 1st day it
is not rented.
(4) New building
The term ""new building®® means a building the original use of
which begins with the taxpayer.
(5) Existing building



The term ""existing building®"® means any building which is not
a new building.
(6) Application to estates and trusts

In the case of an estate or trust, the amount of the credit
determined under subsection (a) and any increase in tax under
subsection (j) shall be apportioned between the estate or trust
and the beneficiaries on the basis of the income of the estate or
trust allocable to each.
(7) Impact of tenant®s right of 1st refusal to acquire property

(A) In general

No Federal income tax benefit shall fail to be allowable to
the taxpayer with respect to any qualified low-income building
merely by reason of a right of 1st refusal held by the tenants
(in cooperative form or otherwise) or resident management
corporation of such building or by a qualified nonprofit
organization (as defined in subsection (h)(5)(C)) or government
agency to purchase the property after the close of the
compliance period for a price which is not less than the
minimum purchase price determined under subparagraph (B).

(B) Minimum purchase price

For purposes of subparagraph (A), the minimum purchase price
under this subparagraph is an amount equal to the sum of -

(i) the principal amount of outstanding indebtedness
secured by the building (other than indebtedness incurred
within the 5-year period ending on the date of the sale to
the tenants), and

(i1) all Federal, State, and local taxes attributable to
such sale.

Except in the case of Federal income taxes, there shall not be
taken into account under clause (ii) any additional tax
attributable to the application of clause (ii).
(J) Recapture of credit
(1) In general
It -
(A) as of the close of any taxable year in the compliance
period, the amount of the qualified basis of any building with
respect to the taxpayer is less than
(B) the amount of such basis as of the close of the preceding
taxable year,
then the taxpayer®"s tax under this chapter for the taxable year
shall be increased by the credit recapture amount.
(2) Credit recapture amount

For purposes of paragraph (1), the credit recapture amount is
an amount equal to the sum of -

(A) the aggregate decrease in the credits allowed to the
taxpayer under section 38 for all prior taxable years which
would have resulted if the accelerated portion of the credit
allowable by reason of this section were not allowed for all
prior taxable years with respect to the excess of the amount
described in paragraph (1)(B) over the amount described in
paragraph (1)(A), plus

(B) interest at the overpayment rate established under
section 6621 on the amount determined under subparagraph (A)
for each prior taxable year for the period beginning on the due
date for filing the return for the prior taxable year involved.

No deduction shall be allowed under this chapter for interest
described in subparagraph (B).



(3) Accelerated portion of credit

For purposes of paragraph (2), the accelerated portion of the
credit for the prior taxable years with respect to any amount of
basis is the excess of -

(A) the aggregate credit allowed by reason of this section
(without regard to this subsection) for such years with respect
to such basis, over

(B) the aggregate credit which would be allowable by reason
of this section for such years with respect to such basis if
the aggregate credit which would (but for this subsection) have
been allowable for the entire compliance period were allowable
ratably over 15 years.

(4) Special rules
(A) Tax benefit rule

The tax for the taxable year shall be increased under
paragraph (1) only with respect to credits allowed by reason of
this section which were used to reduce tax liability. In the
case of credits not so used to reduce tax liability, the
carryforwards and carrybacks under section 39 shall be
appropriately adjusted.

(B) Only basis for which credit allowed taken into account
Qualified basis shall be taken into account under paragraph
(1) (B) only to the extent such basis was taken into account in
determining the credit under subsection (a) for the preceding

taxable year referred to in such paragraph.
(C) No recapture of additional credit allowable by reason of
subsection (F)(3)

Paragraph (1) shall apply to a decrease in qualified basis
only to the extent such decrease exceeds the amount of
qualified basis with respect to which a credit was allowable
for the taxable year referred to in paragraph (1)(B) by reason
of subsection (F)(3).

(D) No credits against tax

Any increase in tax under this subsection shall not be
treated as a tax imposed by this chapter for purposes of
determining the amount of any credit under this chapter.

(E) No recapture by reason of casualty loss

The increase in tax under this subsection shall not apply to
a reduction in qualified basis by reason of a casualty loss to
the extent such loss is restored by reconstruction or
replacement within a reasonable period established by the
Secretary.

(F) No recapture where de minimis changes in floor space
The Secretary may provide that the increase in tax under this
subsection shall not apply with respect to any building if -
(i) such increase results from a de minimis change in the
floor space fraction under subsection (¢)(1), and
(i1) the building is a qualified low-income building after
such change.
(5) Certain partnerships treated as the taxpayer
(A) In general

For purposes of applying this subsection to a partnership to
which this paragraph applies -

(1) such partnership shall be treated as the taxpayer to
which the credit allowable under subsection (a) was allowed,

(ii) the amount of such credit allowed shall be treated as
the amount which would have been allowed to the partnership



were such credit allowable to such partnership,

(iii) paragraph (4)(A) shall not apply, and

(iv) the amount of the iIncrease in tax under this
subsection for any taxable year shall be allocated among the
partners of such partnership in the same manner as such
partnership®s taxable income for such year is allocated among
such partners.

(B) Partnerships to which paragraph applies

This paragraph shall apply to any partnership which has 35 or
more partners unless the partnership elects not to have this
paragraph apply.

(C) Special rules
(i) Husband and wife treated as 1 partner
For purposes of subparagraph (B)(i), a husband and wife
(and their estates) shall be treated as 1 partner.
(ii) Election irrevocable
Any election under subparagraph (B), once made, shall be
irrevocable.
(6) No recapture on disposition of building (or interest therein)
where bond posted
In the case of a disposition of a building or an interest
therein, the taxpayer shall be discharged from liability for any
additional tax under this subsection by reason of such
disposition if -

(A) the taxpayer furnishes to the Secretary a bond in an
amount satifactory (FOOTNOTE 5) to the Secretary and for the
period required by the Secretary, and

(FOOTNOTE 5) So in original. Probably should be
""satisfactory”™".

(B) it is reasonably expected that such building will
continue to be operated as a qualified low-income building for
the remaining compliance period with respect to such building.

(k) Application of at-risk rules

For purposes of this section -
(1) In general

Except as otherwise provided in this subsection, rules similar
to the rules of section 49(a)(1) (other than subparagraphs
@O)andnr and (D)(av)(1) thereof), section 49(a)(2), and
section 49(b) (1) shall apply in determining the qualified basis
of any building in the same manner as such sections apply in
determining the credit base of property.
(2) Special rules for determining qualified person

For purposes of paragraph (1) -

(A) In general

IT the requirements of subparagraphs (B), (C), and (D) are
met with respect to any financing borrowed from a qualified
nonprofit organization (as defined in subsection (h)(5)), the
determination of whether such financing is qualified commercial
financing with respect to any qualified low-income building
shall be made without regard to whether such organization -

(i) is actively and regularly engaged in the business of
lending money, or
(i1) i1s a person described in section 49(a)(L)D)Giv)(ID).
(B) Financing secured by property

The requirements of this subparagraph are met with respect to
any financing 1f such financing is secured by the qualified
low-income building, except that this subparagraph shall not



apply in the case of a federally assisted building described in
subsection (d)(6)(B) if -

(i) a security interest in such building is not permitted
by a Federal agency holding or insuring the mortgage secured
by such building, and

(ii) the proceeds from the financing (if any) are applied
to acquire or improve such building.. (FOOTNOTE 6)

(FOOTNOTE 6) So in original.
(C) Portion of building attributable to financing
The requirements of this subparagraph are met with respect to
any financing for any taxable year in the compliance period if,
as of the close of such taxable year, not more than 60 percent
of the eligible basis of the qualified low-income building is
attributable to such financing (reduced by the principal and
interest of any governmental financing which is part of a
wrap-around mortgage involving such financing).
(D) Repayment of principal and interest
The requirements of this subparagraph are met with respect to
any financing 1If such financing is fully repaid on or before
the earliest of -

(i) the date on which such financing matures,

(i1) the 90th day after the close of the compliance period
with respect to the qualified low-income building, or

(iii) the date of its refinancing or the sale of the
building to which such financing relates.

In the case of a qualified nonprofit organization which is not
described in section 49(a) (VD)D) (iv)(11) with respect to a
building, clause (ii) of this subparagraph shall be applied as
if the date described therein were the 90th day after the
earlier of the date the building ceases to be a qualified
low-income building or the date which is 15 years after the
close of a compliance period with respect thereto.
(3) Present value of financing
IT the rate of interest on any financing described in paragraph
(2)(A) is less than the rate which is 1 percentage point below
the applicable Federal rate as of the time such financing is
incurred, then the qualified basis (to which such financing
relates) of the qualified low-income building shall be the
present value of the amount of such financing, using as the
discount rate such applicable Federal rate. For purposes of the
preceding sentence, the rate of interest on any financing shall
be determined by treating interest to the extent of government
subsidies as not payable.
(4) Failure to fully repay
(A) In general
To the extent that the requirements of paragraph (2)(D) are
not met, then the taxpayer®s tax under this chapter for the
taxable year in which such failure occurs shall be increased by
an amount equal to the applicable portion of the credit under
this section with respect to such building, increased by an
amount of interest for the period -

(i) beginning with the due date for the filing of the
return of tax imposed by chapter 1 for the 1st taxable year
for which such credit was allowable, and

(ii) ending with the due date for the taxable year in which
such failure occurs,

determined by using the underpayment rate and method under



section 6621.
(B) Applicable portion

For purposes of subparagraph (A), the term ""applicable
portion®" means the aggregate decrease in the credits allowed
to a taxpayer under section 38 for all prior taxable years
which would have resulted if the eligible basis of the building
were reduced by the amount of financing which does not meet
requirements of paragraph (2)(D).

(C) Certain rules to apply
Rules similar to the rules of subparagraphs (A) and (D) of
subsection (j)(4) shall apply for purposes of this subsection.
(1) Certifications and other reports to Secretary
(1) Certification with respect to 1st year of credit period
Following the close of the 1st taxable year in the credit
period with respect to any qualified low-income building, the
taxpayer shall certify to the Secretary (at such time and in such
form and in such manner as the Secretary prescribes) -

(A) the taxable year, and calendar year, in which such
building was placed iIn service,

(B) the adjusted basis and eligible basis of such building as
of the close of the 1lst year of the credit period,

(C) the maximum applicable percentage and qualified basis
permitted to be taken into account by the appropriate housing
credit agency under subsection (h),

(D) the election made under subsection (g) with respect to
the qualified low-income housing project of which such building
is a part, and

(E) such other information as the Secretary may require.

In the case of a failure to make the certification required by
the preceding sentence on the date prescribed therefor, unless it
is shown that such failure is due to reasonable cause and not to
willful neglect, no credit shall be allowable by reason of
subsection (a) with respect to such building for any taxable year
ending before such certification is made.
(2) Annual reports to the Secretary

The Secretary may require taxpayers to submit an information
return (at such time and in such form and manner as the Secretary
prescribes) for each taxable year setting forth -

(A) the qualified basis for the taxable year of each
qualified low-income building of the taxpayer,

(B) the information described in paragraph (1)(C) for the
taxable year, and

(C) such other information as the Secretary may require.

The penalty under section 6652(j) shall apply to any failure to
submit the return required by the Secretary under the preceding
sentence on the date prescribed therefor.
(3) Annual reports from housing credit agencies

Each agency which allocates any housing credit amount to any
building for any calendar year shall submit to the Secretary (at
such time and in such manner as the Secretary shall prescribe) an
annual report specifying -

(A) the amount of housing credit amount allocated to each
building for such year,

(B) sufficient information to identify each such building and
the taxpayer with respect thereto, and

(C) such other information as the Secretary may require.

The penalty under section 6652(j) shall apply to any failure to



submit the report required by the preceding sentence on the date
prescribed therefor.
(m) Responsibilities of housing credit agencies

(1) Plans for allocation of credit among projects

(A) In general
Notwithstanding any other provision of this section, the

housing credit dollar amount with respect to any building shall
be zero unless -

(i) such amount was allocated pursuant to a qualified
allocation plan of the housing credit agency which is
approved by the governmental unit (in accordance with rules
similar to the rules of section 147(f)(2) (other than
subparagraph (B)(ii) thereof)) of which such agency is a
part,

(ii) such agency notifies the chief executive officer (or
the equivalent) of the local jurisdiction within which the
building is located of such project and provides such
individual a reasonable opportunity to comment on the
project,

(iii) a comprehensive market study of the housing needs of
low-income individuals in the area to be served by the
project is conducted before the credit allocation is made and
at the developer®s expense by a disinterested party who is
approved by such agency, and

(iv) a written explanation is available to the general
public for any allocation of a housing credit dollar amount
which is not made iIn accordance with established priorities
and selection criteria of the housing credit agency.

(B) Qualified allocation plan
For purposes of this paragraph, the term
allocation plan®"" means any plan -

(i) which sets forth selection criteria to be used to
determine housing priorities of the housing credit agency
which are appropriate to local conditions,

(ii) which also gives preference in allocating housing
credit dollar amounts among selected projects to -

(1) projects serving the lowest income tenants,

(11) projects obligated to serve qualified tenants for
the longest periods, and and (FOOTNOTE 7)

(FOOTNOTE 7) So in original.

(111) projects which are located in qualified census
tracts (as defined in subsection (d)(5)(C)) and the
development of which contributes to a concerted community
revitalization plan, (FOOTNOTE 8)

(FOOTNOTE 8) So in original. Probably should be followed by
"fand"".

(iii) which provides a procedure that the agency (or an
agent or other private contractor of such agency) will follow
in monitoring for noncompliance with the provisions of this
section and in notifying the Internal Revenue Service of such
noncompliance which such agency becomes aware of and in
monitoring for noncompliance with habitability standards
through regular site visits.

(C) Certain selection criteria must be used
The selection criteria set forth in a qualified allocation
plan must include

(i) project location,

qualified



(ii1) housing needs characteristics,

(i) project characteristics, including whether the
project includes the use of existing housing as part of a
community revitalization plan,

(iv) sponsor characteristics,

(v) tenant populations with special housing needs,

(vi) public housing waiting lists,

(vii) tenant populations of individuals with children, and

(viii) projects intended for eventual tenant ownership.

(D) Application to bond financed projects

Subsection (h)(4) shall not apply to any project unless the
project satisfies the requirements for allocation of a housing
credit dollar amount under the qualified allocation plan
applicable to the area in which the project is located.

(2) Credit allocated to building not to exceed amount necessary

to assure project feasibility
(A) In general

The housing credit dollar amount allocated to a project shall
not exceed the amount the housing credit agency determines is
necessary for the financial feasibility of the project and its
viability as a qualified low-income housing project throughout
the credit period.
(B) Agency evaluation

In making the determination under subparagraph (A), the
housing credit agency shall consider -

(i) the sources and uses of funds and the total financing
planned for the project,

(i1) any proceeds or receipts expected to be generated by
reason of tax benefits,

(iii) the percentage of the housing credit dollar amount
used for project costs other than the cost of intermediaries,
and

(iv) the reasonableness of the developmental and
operational costs of the project.

Clause (1ii) shall not be applied so as to impede the
development of projects in hard-to-develop areas. Such a
determination shall not be construed to be a representation or
warranty as to the feasibility or viability of the project.
(C) Determination made when credit amount applied for and when
building placed in service
(i) In general
A determination under subparagraph (A) shall be made as of
each of the following times:
(1) The application for the housing credit dollar amount.
(11) The allocation of the housing credit dollar amount.
(111) The date the building is placed in service.

(i1) Certification as to amount of other subsidies

Prior to each determination under clause (i), the taxpayer
shall certify to the housing credit agency the full extent of
all Federal, State, and local subsidies which apply (or which
the taxpayer expects to apply) with respect to the building.

(D) Application to bond financed projects
Subsection (h)(4) shall not apply to any project unless the
governmental unit which issued the bonds (or on behalf of which
the bonds were issued) makes a determination under rules
similar to the rules of subparagraphs (A) and (B).
(n) Regulations



The Secretary shall prescribe such regulations as may be
necessary or appropriate to carry out the purposes of this section,
including regulations -

(1) dealing with -
(A) projects which include more than 1 building or only a
portion of a building,
(B) buildings which are placed in service in portions,
(2) providing for the application of this section to short
taxable years,
(3) preventing the avoidance of the rules of this section, and
(4) providing the opportunity for housing credit agencies to
correct administrative errors and omissions with respect to
allocations and record keeping within a reasonable period after
their discovery, taking into account the availability of
regulations and other administrative guidance from the Secretary.

Sec. 43. Enhanced oil recovery credit

(a) General rule
For purposes of section 38, the enhanced oil recovery credit for
any taxable year is an amount equal to 15 percent of the taxpayer®s
qualified enhanced oil recovery costs for such taxable year.
(b) Phase-out of credit as crude oil prices increase
(1) In general
The amount of the credit determined under subsection (a) for
any taxable year shall be reduced by an amount which bears the
same ratio to the amount of such credit (determined without
regard to this paragraph) as -

(A) the amount by which the reference price for the calendar
year preceding the calendar year in which the taxable year
begins exceeds $28, bears to

(B) $%$6.

(2) Reference price

For purposes of this subsection, the term "“reference price™"
means, with respect to any calendar year, the reference price
determined for such calendar year under section 29(d)(2)(C).
(3) Inflation adjustment

(A) In general

In the case of any taxable year beginning in a calendar year
after 1991, there shall be substituted for the $28 amount under
paragraph (1)(A) an amount equal to the product of -

(i) $28, multiplied by
(i1) the inflation adjustment factor for such calendar
year.
(B) Inflation adjustment factor

The term ""inflation adjustment factor®"" means, with respect
to any calendar year, a fraction the numerator of which is the
GNP implicit price deflator for the preceding calendar year and
the denominator of which is the GNP implicit price deflator for
1990. For purposes of the preceding sentence, the term ""GNP
implicit price deflator®™" means the first revision of the
implicit price deflator for the gross national product as
computed and published by the Secretary of Commerce. Not later
than April 1 of any calendar year, the Secretary shall publish
the inflation adjustment factor for the preceding calendar
year .

(c) Qualified enhanced oil recovery costs



For purposes of this section -
(1) In general

The term ""qualified enhanced oil recovery costs®"" means any of
the following:

(A) Any amount paid or incurred during the taxable year for
tangible property -

(i) which is an integral part of a qualified enhanced oil
recovery project, and

(i1) with respect to which depreciation (or amortization in
lieu of depreciation) is allowable under this chapter.

(B) Any intangible drilling and development costs -

(i) which are paid or incurred In connection with a
qualified enhanced oil recovery project, and

(i1) with respect to which the taxpayer may make an
election under section 263(c) for the taxable year.

(C) Any qualified tertiary injectant expenses (as defined in
section 193(b)) which are paid or incurred in connection with a
qualified enhanced oil recovery project and for which a
deduction is allowable for the taxable year.

(2) Qualified enhanced oil recovery project
For purposes of this subsection -
(A) In general

The term "“qualified enhanced oil recovery project™" means
any project -

(i) which involves the application (in accordance with
sound engineering principles) of 1 or more tertiary recovery
methods (as defined in section 193(b)(3)) which can
reasonably be expected to result in more than an
insignificant increase in the amount of crude oil which will
ultimately be recovered,

(ii) which is located within the United States (within the
meaning of section 638(1)), and

(iii) with respect to which the first injection of liquids,
gases, or other matter commences after December 31, 1990.

(B) Certification
A project shall not be treated as a qualified enhanced oil
recovery project unless the operator submits to the Secretary
(at such times and in such manner as the Secretary provides) a
certification from a petroleum engineer that the project meets
(and continues to meet) the requirements of subparagraph (A).
(3) At-risk limitation

For purposes of determining qualified enhanced oil recovery
costs, rules similar to the rules of section 49(a)(1l), section
49(a)(2), and section 49(b) shall apply.
(4) Special rule for certain gas displacement projects

For purposes of this section, immiscible non-hydrocarbon gas
displacement shall be treated as a tertiary recovery method under
section 193(b)(3).

(d) Other rules

(1) Disallowance of deduction

Any deduction allowable under this chapter for any costs taken
into account in computing the amount of the credit determined
under subsection (a) shall be reduced by the amount of such
credit attributable to such costs.
(2) Basis adjustments

For purposes of this subtitle, if a credit is determined under
this section for any expenditure with respect to any property,



the increase in the basis of such property which would (but for
this subsection) result from such expenditure shall be reduced by
the amount of the credit so allowed.
(e) Election to have credit not apply

(1) In general

A taxpayer may elect to have this section not apply for any
taxable year.
(2) Time for making election

An election under paragraph (1) for any taxable year may be
made (or revoked) at any time before the expiration of the 3-year
period beginning on the last date prescribed by law for filing
the return for such taxable year (determined without regard to
extensions).
(3) Manner of making election

An election under paragraph (1) (or revocation thereof) shall
be made in such manner as the Secretary may by regulations
prescribe.

Sec. 44. Expenditures to provide access to disabled individuals

(a) General rule

For purposes of section 38, in the case of an eligible small
business, the amount of the disabled access credit determined under
this section for any taxable year shall be an amount equal to 50
percent of so much of the eligible access expenditures for the
taxable year as exceed $250 but do not exceed $10,250.
(b) Eligible small business

For purposes of this section, the term "“eligible small
business®™" means any person if -

(1) either -

(A) the gross receipts of such person for the preceding
taxable year did not exceed $1,000,000, or

(B) in the case of a person to which subparagraph (A) does
not apply, such person employed not more than 30 full-time
employees during the preceding taxable year, and
(2) such person elects the application of this section for the

taxable year.
For purposes of paragraph (1)(B), an employee shall be considered
full-time if such employee is employed at least 30 hours per week
for 20 or more calendar weeks in the taxable year.
(c) Eligible access expenditures
For purposes of this section -
(1) In general
The term ""eligible access expenditures means amounts paid or
incurred by an eligible small business for the purpose of
enabling such eligible small business to comply with applicable
requirements under the Americans With Disabilities Act of 1990
(as in effect on the date of the enactment of this section).
(2) Certain expenditures included
The term ""eligible access expenditures®™®™ includes amounts paid
or incurred -

(A) for the purpose of removing architectural, communication,
physical, or transportation barriers which prevent a business
from being accessible to, or usable by, individuals with
disabilities,

(B) to provide qualified interpreters or other effective
methods of making aurally delivered materials available to



individuals with hearing impairments,
(C) to provide qualified readers, taped texts, and other
effective methods of making visually delivered materials
available to individuals with visual impairments,
(D) to acquire or modify equipment or devices for individuals
with disabilities, or
(E) to provide other similar services, modifications,
materials, or equipment.
(3) Expenditures must be reasonable

Amounts paid or incurred for the purposes described iIn
paragraph (2) shall include only expenditures which are
reasonable and shall not include expenditures which are
unnecessary to accomplish such purposes.
(4) Expenses in connection with new construction are not eligible

The term "“eligible access expenditures®® shall not include
amounts described in paragraph (2)(A) which are paid or incurred
in connection with any facility first placed in service after the
date of the enactment of this section.
(5) Expenditures must meet standards

The term ""eligible access expenditures®™® shall not include any
amount unless the taxpayer establishes, to the satisfaction of
the Secretary, that the resulting removal of any barrier (or the
provision of any services, modifications, materials, or
equipment) meets the standards promulgated by the Secretary with
the concurrence of the Architectural and Transportation Barriers
Compliance Board and set forth in regulations prescribed by the
Secretary.

(d) Definition of disability; special rules

For purposes of this section -
(1) Disability
The term ""disability™" has the same meaning as when used iIn
the Americans With Disabilities Act of 1990 (as in effect on the
date of the enactment of this section).
(2) Controlled groups
(A) In general
All members of the same controlled group of corporations
(within the meaning of section 52(a)) and all persons under
common control (within the meaning of section 52(b)) shall be
treated as 1 person for purposes of this section.
(B) Dollar limitation
The Secretary shall apportion the dollar limitation under
subsection (a) among the members of any group described in
subparagraph (A) in such manner as the Secretary shall by
regulations prescribe.
(3) Partnerships and S corporations
In the case of a partnership, the limitation under subsection
(a) shall apply with respect to the partnership and each
partner. A similar rule shall apply in the case of an S
corporation and its shareholders.
(4) Short years
The Secretary shall prescribe such adjustments as may be
appropriate for purposes of paragraph (1) of subsection (b) if
the preceding taxable year is a taxable year of less than 12
months.
(5) Gross receipts
Gross receipts for any taxable year shall be reduced by returns
and allowances made during such year.



(6) Treatment of predecessors
The reference to any person in paragraph (1) of subsection (b)
shall be treated as including a reference to any predecessor.
(7) Denial of double benefit
In the case of the amount of the credit determined under this
section -
(A) no deduction or credit shall be allowed for such amount
under any other provision of this chapter, and
(B) no increase in the adjusted basis of any property shall
result from such amount.
(e) Regulations
The Secretary shall prescribe regulations necessary to carry out
the purposes of this section.

(Sec. 44A. Renumbered Sec. 21)

(Sec. 44B. Repealed. Pub. L. 98-369, div. A, title IV, Sec.
474(m)(1), July 18, 1984, 98 Stat. 833)

(Sec. 44C. Renumbered Sec. 23)
(Sec. 44D. Renumbered Sec. 29)
(Sec. 44E. Renumbered Sec. 40)
(Sec. 44F. Renumbered Sec. 30)
(Sec. 44G. Renumbered Sec. 41)
(Sec. 44H. Renumbered Sec. 45C)
Sec. 45. Electricity produced from certain renewable resources

(a) General rule
For purposes of section 38, the renewable electricity production
credit for any taxable year is an amount equal to the product of -
(1) 1.5 cents, multiplied by
(2) the kilowatt hours of electricity -
(A) produced by the taxpayer -
(i) from qualified energy resources, and
(ii) at a qualified facility during the 10-year period
beginning on the date the facility was originally placed in
service, and
(B) sold by the taxpayer to an unrelated person during the
taxable year.
(b) Limitations and adjustments
(1) Phaseout of credit
The amount of the credit determined under subsection (a) shall
be reduced by an amount which bears the same ratio to the amount
of the credit (determined without regard to this paragraph) as -
(A) the amount by which the reference price for the calendar
year In which the sale occurs exceeds 8 cents, bears to
(B) 3 cents.
(2) Credit and phaseout adjustment based on inflation
The 1.5 cent amount in subsection (a) and the 8 cent amount in
paragraph (1) shall each be adjusted by multiplying such amount
by the inflation adjustment factor for the calendar year in which



the sale occurs. |If any amount as increased under the preceding
sentence is not a multiple of 0.1 cent, such amount shall be
rounded to the nearest multiple of 0.1 cent.
(3) Credit reduced for grants, tax-exempt bonds, subsidized
energy financing, and other credits
The amount of the credit determined under subsection (a) with
respect to any project for any taxable year (determined after the
application of paragraphs (1) and (2)) shall be reduced by the
amount which is the product of the amount so determined for such
year and a fraction -
(A) the numerator of which is the sum, for the taxable year
and all prior taxable years, of -

(i) grants provided by the United States, a State, or a
political subdivision of a State for use In connection with
the project,

(ii) proceeds of an issue of State or local government
obligations used to provide financing for the project the
interest on which is exempt from tax under section 103,

(iii) the aggregate amount of subsidized energy financing
provided (directly or indirectly) under a Federal, State, or
local program provided in connection with the project, and

(iv) the amount of any other credit allowable with respect
to any property which is part of the project, and
(B) the denominator of which is the aggregate amount of

additions to the capital account for the project for the
taxable year and all prior taxable years.
The amounts under the preceding sentence for any taxable year
shall be determined as of the close of the taxable year.
(c) Definitions
For purposes of this section -
(1) Qualified energy resources
The term ""qualified energy resources™" means -
(A) wind,
(B) closed-loop biomass, and
(C) poultry waste.
(2) Closed-loop biomass
The term ""closed-loop biomass®™" means any organic material
from a plant which is planted exclusively for purposes of being
used at a qualified facility to produce electricity.
(3) Qualified facility
(A) wind facility
In the case of a facility using wind to produce electricity,
the term ""“qualified facility™" means any facility owned by the
taxpayer which is originally placed in service after December
31, 1993, and before January 1, 2002.
(B) Closed-loop biomass facility
In the case of a facility using closed-loop biomass to
produce electricity, the term ""qualified facility®™ ™ means any
facility owned by the taxpayer which is originally placed in
service after December 31, 1992, and before January 1, 2002.
(C) Poultry waste facility
In the case of a facility using poultry waste to produce
electricity, the term ""qualified facility"" means any facility
of the taxpayer which is originally placed in service after
December 31, 1999, and before January 1, 2002.
(4) Poultry waste
The term ""poultry waste™" means poultry manure and litter,



including wood shavings, straw, rice hulls, and other bedding
material for the disposition of manure.
(d) Definitions and special rules
For purposes of this section -
(1) Only production in the United States taken into account
Sales shall be taken into account under this section only with
respect to electricity the production of which is within -
(A) the United States (within the meaning of section 638(1)),
or
(B) a possession of the United States (within the meaning of
section 638(2)).
(2) Computation of inflation adjustment factor and reference
price
(A) In general
The Secretary shall, not later than April 1 of each calendar
year, determine and publish in the Federal Register the
inflation adjustment factor and the reference price for such
calendar year iIn accordance with this paragraph.
(B) Inflation adjustment factor
The term ""inflation adjustment factor®™" means, with respect
to a calendar year, a fraction the numerator of which is the
GDP implicit price deflator for the preceding calendar year and
the denominator of which is the GDP implicit price deflator for
the calendar year 1992. The term *"GDP implicit price
deflator®™ " means the most recent revision of the implicit price
deflator for the gross domestic product as computed and
published by the Department of Commerce before March 15 of the
calendar year.
(C) Reference price
The term ""reference price"" means, with respect to a
calendar year, the Secretary"s determination of the annual
average contract price per kilowatt hour of electricity
generated from the same qualified energy resource and sold in
the previous year in the United States. For purposes of the
preceding sentence, only contracts entered into after December
31, 1989, shall be taken into account.
(3) Production attributable to the taxpayer
In the case of a facility in which more than 1 person has an
ownership interest, except to the extent provided in regulations
prescribed by the Secretary, production from the facility shall
be allocated among such persons in proportion to their respective
ownership interests in the gross sales from such facility.
(4) Related persons
Persons shall be treated as related to each other if such
persons would be treated as a single employer under the
regulations prescribed under section 52(b). In the case of a
corporation which is a member of an affiliated group of
corporations filing a consolidated return, such corporation shall
be treated as selling electricity to an unrelated person if such
electricity is sold to such a person by another member of such
group.
(5) Pass-thru in the case of estates and trusts
Under regulations prescribed by the Secretary, rules similar to
the rules of subsection (d) of section 52 shall apply.
(6) Credit eligibility in the case of government-owned facilities
using poultry waste
In the case of a facility using poultry waste to produce



electricity and owned by a governmental unit, the person eligible
for the credit under subsection (a) is the lessee or the operator
of such facility.
(7) Credit not to apply to electricity sold to utilities under
certain contracts
(A) In general
The credit determined under subsection (a) shall not apply to
electricity -

(i) produced at a qualified facility described in
subsection (c)(3)(A) which is placed in service by the
taxpayer after June 30, 1999, and

(i1) sold to a utility pursuant to a contract originally
entered into before January 1, 1987 (whether or not amended
or restated after that date).

(B) Exception
Subparagraph (A) shall not apply if -

(i) the prices for energy and capacity from such facility
are established pursuant to an amendment to the contract
referred to in subparagraph (A)(ii),

(ii1) such amendment provides that the prices set forth in
the contract which exceed avoided cost prices determined at
the time of delivery shall apply only to annual quantities of
electricity (prorated for partial years) which do not exceed
the greater of -

(1) the average annual quantity of electricity sold to

the utility under the contract during calendar years 1994,

1995, 1996, 1997, and 1998, or

(11) the estimate of the annual electricity production
set forth in the contract, or, if there is no such
estimate, the greatest annual quantity of electricity sold
to the utility under the contract in any of the calendar
years 1996, 1997, or 1998, and

(iii) such amendment provides that energy and capacity in
excess of the limitation in clause (ii) may be -

(1) sold to the utility only at prices that do not exceed
avoided cost prices determined at the time of delivery, or

(1) sold to a third party subject to a mutually agreed
upon advance notice to the utility.

For purposes of this subparagraph, avoided cost prices shall be
determined as provided for in 18 CFR 292.304(d)(1) or any
successor regulation.

Sec. 45A. Indian employment credit

(a) Amount of credit
For purposes of section 38, the amount of the Indian employment
credit determined under this section with respect to any employer
for any taxable year is an amount equal to 20 percent of the excess
(it any) of -
(1) the sum of -
(A) the qualified wages paid or incurred during such taxable
year, plus
(B) qualified employee health insurance costs paid or
incurred during such taxable year, over
(2) the sum of the qualified wages and qualified employee
health insurance costs (determined as iIf this section were in
effect) which were paid or incurred by the employer (or any



predecessor) during calendar year 1993.
(b) Qualified wages; qualified employee health insurance costs
For purposes of this section -
(1) Qualified wages
(A) In general

The term ""qualified wages"" means any wages paid or incurred
by an employer for services performed by an employee while such
employee is a qualified employee.

(B) Coordination with work opportunity credit

The term ""qualified wages®" shall not include wages
attributable to service rendered during the 1-year period
beginning with the day the individual begins work for the
employer if any portion of such wages is taken into account in
determining the credit under section 51.

(2) Qualified employee health insurance costs
(A) In general

The term ""qualified employee health iInsurance costs"" means
any amount paid or incurred by an employer for health insurance
to the extent such amount is attributable to coverage provided
to any employee while such employee is a qualified employee.
(B) Exception for amounts paid under salary reduction

arrangements
No amount paid or incurred for health insurance pursuant to a
salary reduction arrangement shall be taken into account under
subparagraph (A).
(3) Limitation

The aggregate amount of qualified wages and qualified employee
health insurance costs taken into account with respect to any
employee for any taxable year (and for the base period under
subsection (a)(2)) shall not exceed $20,000.

(c) Qualified employee

For purposes of this section -
(1) In general

Except as otherwise provided in this subsection, the term
""qualified employee™" means, with respect to any period, any
employee of an employer if -

(A) the employee is an enrolled member of an Indian tribe or
the spouse of an enrolled member of an Indian tribe,

(B) substantially all of the services performed during such
period by such employee for such employer are performed within
an Indian reservation, and

(C) the principal place of abode of such employee while
performing such services Is on or near the reservation in which
the services are performed.

(2) Individuals receiving wages in excess of $30,000 not eligible
An employee shall not be treated as a qualified employee for
any taxable year of the employer if the total amount of the wages
paid or incurred by such employer to such employee during such

taxable year (whether or not for services within an Indian
reservation) exceeds the amount determined at an annual rate of
$30,000.
(3) Inflation adjustment

The Secretary shall adjust the $30,000 amount under paragraph
(2) for years beginning after 1994 at the same time and in the
same manner as under section 415(d).
(4) Employment must be trade or business employment

An employee shall be treated as a qualified employee for any



taxable year of the employer only if more than 50 percent of the
wages paid or incurred by the employer to such employee during
such taxable year are for services performed iIn a trade or
business of the employer. Any determination as to whether the
preceding sentence applies with respect to any employee for any
taxable year shall be made without regard to subsection (e)(2).
(5) Certain employees not eligible

The term ""“qualified employee™" shall not include -
(A) any individual described in subparagraph (A), (B), or (C)
of section 51(i) (1),
(B) any 5-percent owner (as defined in section 416(i)(1)(B)),
and
(C) any individual if the services performed by such
individual for the employer involve the conduct of class I, 11,
or 111 gaming as defined in section 4 of the Indian Gaming
Regulatory Act (25 U.S.C. 2703), or are performed in a building
housing such gaming activity.
(6) Indian tribe defined

The term ""Indian tribe®"" means any Indian tribe, band, nation,
pueblo, or other organized group or community, including any
Alaska Native village, or regional or village corporation, as
defined in, or established pursuant to, the Alaska Native Claims
Settlement Act (43 U.S.C. 1601 et seq.) which is recognized as
eligible for the special programs and services provided by the
United States to Indians because of their status as Indians.
(7) Indian reservation defined

The term ""Indian reservation™® has the meaning given such term
by section 168(jJ)(6).-

(d) Early termination of employment by employer

(1) In general

IT the employment of any employee is terminated by the taxpayer
before the day 1 year after the day on which such employee began
work for the employer -
(A) no wages (or qualified employee health insurance costs)
with respect to such employee shall be taken into account under
subsection (a) for the taxable year in which such employment is
terminated, and
(B) the tax under this chapter for the taxable year in which
such employment is terminated shall be increased by the
aggregate credits (if any) allowed under section 38(a) for
prior taxable years by reason of wages (or qualified employee
health iInsurance costs) taken into account with respect to such
employee.
(2) Carrybacks and carryovers adjusted

In the case of any termination of employment to which paragraph
(1) applies, the carrybacks and carryovers under section 39 shall
be properly adjusted.
(3) Subsection not to apply in certain cases

(A) In general

Paragraph (1) shall not apply to -

(i) a termination of employment of an employee who
voluntarily leaves the employment of the taxpayer,

(i1) a termination of employment of an individual who
before the close of the period referred to in paragraph (1)
becomes disabled to perform the services of such employment
unless such disability is removed before the close of such
period and the taxpayer fails to offer reemployment to such



individual, or

(iii) a termination of employment of an individual if it is
determined under the applicable State unemployment
compensation law that the termination was due to the
misconduct of such individual.

(B) Changes in form of business

For purposes of paragraph (1), the employment relationship
between the taxpayer and an employee shall not be treated as
terminated -

(i) by a transaction to which section 381(a) applies if the
employee continues to be employed by the acquiring
corporation, or

(i1) by reason of a mere change in the form of conducting
the trade or business of the taxpayer if the employee
continues to be employed in such trade or business and the
taxpayer retains a substantial interest in such trade or
business.

(4) Special rule

Any increase in tax under paragraph (1) shall not be treated as

a tax imposed by this chapter for purposes of -
(A) determining the amount of any credit allowable under this
chapter, and
(B) determining the amount of the tax imposed by section 55.
(e) Other definitions and special rules
For purposes of this section -
(1) Wages

The term ""wages"™" has the same meaning given to such term in
section 51.

(2) Controlled groups

(A) All employers treated as a single employer under section
(a) or (b) of section 52 shall be treated as a single employer
for purposes of this section.

(B) The credit (if any) determined under this section with
respect to each such employer shall be its proportionate share of
the wages and qualified employee health insurance costs giving
rise to such credit.

(3) Certain other rules made applicable

Rules similar to the rules of section 51(k) and subsections
(c), (d), and (e) of section 52 shall apply.

(4) Coordination with nonrevenue laws

Any reference in this section to a provision not contained in
this title shall be treated for purposes of this section as a
reference to such provision as in effect on the date of the
enactment of this paragraph.

(5) Special rule for short taxable years

For any taxable year having less than 12 months, the amount
determined under subsection (a)(2) shall be multiplied by a
fraction, the numerator of which is the number of days in the
taxable year and the denominator of which is 365.

() Termination
This section shall not apply to taxable years beginning after
December 31, 2003.

Sec. 45B. Credit for portion of employer social security taxes paid
with respect to employee cash tips

(a) General rule



For purposes of section 38, the employer social security credit
determined under this section for the taxable year iIs an amount
equal to the excess employer social security tax paid or incurred
by the taxpayer during the taxable year.

(b) Excess employer social security tax

For purposes of this section -

(1) In general
The term ""excess employer social security tax®™" means any tax

paid by an employer under section 3111 with respect to tips

received by an employee during any month, to the extent such tips

(A) are deemed to have been paid by the employer to the
employee pursuant to section 3121(q) (without regard to whether
such tips are reported under section 6053), and
(B) exceed the amount by which the wages (excluding tips)

paid by the employer to the employee during such month are less
than the total amount which would be payable (with respect to
such employment) at the minimum wage rate applicable to such
individual under section 6(a)(1) of the Fair Labor Standards
Act of 1938 (determined without regard to section 3(m) of such
Act).

(2) Only tips received for food or beverages taken into account
In applying paragraph (1), there shall be taken into account

only tips received from customers in connection with the

providing, delivering, or serving of food or beverages for

consumption if the tipping of employees delivering or serving

food or beverages by customers is customary.

(c) Denial of double benefit

No deduction shall be allowed under this chapter for any amount
taken into account in determining the credit under this section.
(d) Election not to claim credit

This section shall not apply to a taxpayer for any taxable year
if such taxpayer elects to have this section not apply for such
taxable year.

Sec. 45C. Clinical testing expenses for certain drugs for rare
diseases or conditions

(a) General rule
For purposes of section 38, the credit determined under this
section for the taxable year is an amount equal to 50 percent of
the qualified clinical testing expenses for the taxable year.
(b) Qualified clinical testing expenses
For purposes of this section -
(1) Qualified clinical testing expenses
(A) In general
Except as otherwise provided in this paragraph, the term
"“qualified clinical testing expenses®" means the amounts which
are paid or incurred by the taxpayer during the taxable year
which would be described in subsection (b) of section 41 if
such subsection were applied with the modifications set forth
in subparagraph (B).
(B) Modifications
For purposes of subparagraph (A), subsection (b) of section
41 shall be applied -
(i) by substituting ""clinical testing"" for ""qualified
research™® each place it appears in paragraphs (2) and (3) of



such subsection, and

(i1) by substituting ""100 percent"® for ""65 percent™" in
paragraph (3)(A) of such subsection.

(C) Exclusion for amounts funded by grants, etc.

The term ""qualified clinical testing expenses®" shall not
include any amount to the extent such amount is funded by any
grant, contract, or otherwise by another person (or any
governmental entity).

(D) Special rule

For purposes of this paragraph, section 41 shall be deemed to
remain in effect for periods after June 30, 1995, and before
July 1, 1996, and periods after June 30, 2004.

(2) Clinical testing
(A) In general

The term ""clinical testing®"" means any human clinical
testing -

(i) which is carried out under an exemption for a drug
being tested for a rare disease or condition under section
505(i) of the Federal Food, Drug, and Cosmetic Act (or
regulations issued under such section),

(i1) which occurs -

(1) after the date such drug is designated under section

526 of such Act, and

(11) before the date on which an application with respect
to such drug is approved under section 505(b) of such Act
or, if the drug is a biological product, before the date on

which a license for such drug is issued under section 351

of the Public Health Service Act; (FOOTNOTE 1) and

(FOOTNOTE 1) So in original. The semicolon probably should be a
comma.

(iii) which is conducted by or on behalf of the taxpayer to
whom the designation under such section 526 applies.

(B) Testing must be related to use for rare disease or
condition

Human clinical testing shall be taken into account under
subparagraph (A) only to the extent such testing is related to
the use of a drug for the rare disease or condition for which
it was designated under section 526 of the Federal Food, Drug,
and Cosmetic Act.

(c) Coordination with credit for increasing research expenditures
(1) In general
Except as provided in paragraph (2), any qualified clinical
testing expenses for a taxable year to which an election under
this section applies shall not be taken into account for purposes
of determining the credit allowable under section 41 for such
taxable year.
(2) Expenses included in determining base period research
expenses
Any qualified clinical testing expenses for any taxable year
which are qualified research expenses (within the meaning of
section 41(b)) shall be taken into account in determining base
period research expenses for purposes of applying section 41 to
subsequent taxable years.
(d) Definition and special rules
(1) Rare disease or condition
For purposes of this section, the term rare disease or
condition™" means any disease or condition which -



(A) affects less than 200,000 persons in the United States,
or
(B) affects more than 200,000 persons in the United States
but for which there is no reasonable expectation that the cost
of developing and making available in the United States a drug
for such disease or condition will be recovered from sales in
the United States of such drug.
Determinations under the preceding sentence with respect to any
drug shall be made on the basis of the facts and circumstances as
of the date such drug is designhated under section 526 of the
Federal Food, Drug, and Cosmetic Act.
(2) Special limitations on foreign testing
(A) In general
No credit shall be allowed under this section with respect to
any clinical testing conducted outside the United States unless
(i) such testing is conducted outside the United States
because there is an insufficient testing population in the
United States, and
(ii1) such testing is conducted by a United States person or
by any other person who is not related to the taxpayer to
whom the designation under section 526 of the Federal Food,
Drug, and Cosmetic Act applies.
(B) Special limitation for corporations to which section 936
applies
No credit shall be allowed under this section with respect to
any clinical testing conducted by a corporation to which an
election under section 936 applies.
(3) Certain rules made applicable
Rules similar to the rules of paragraphs (1) and (2) of section
41(F) shall apply for purposes of this section.
(4) Election
This section shall apply to any taxpayer for any taxable year
only if such taxpayer elects (at such time and in such manner as
the Secretary may by regulations prescribe) to have this section
apply for such taxable year.

Sec. 45D. New markets tax credit

(a) Allowance of credit
(1) In general
For purposes of section 38, in the case of a taxpayer who holds
a qualified equity investment on a credit allowance date of such
investment which occurs during the taxable year, the new markets
tax credit determined under this section for such taxable year is
an amount equal to the applicable percentage of the amount paid
to the qualified community development entity for such investment
at its original issue.
(2) Applicable percentage
For purposes of paragraph (1), the applicable percentage is -
(A) 5 percent with respect to the Ffirst 3 credit allowance
dates, and
(B) 6 percent with respect to the remainder of the credit
allowance dates.
(3) Credit allowance date
For purposes of paragraph (1), the term "“credit allowance
date"" means, with respect to any qualified equity investment -



(A) the date on which such investment is initially made, and
(B) each of the 6 anniversary dates of such date thereafter.
(b) Qualified equity investment
For purposes of this section -
(1) In general
The term ""qualified equity investment®™" means any equity
investment in a qualified community development entity if -
(A) such investment is acquired by the taxpayer at its
original issue (directly or through an underwriter) solely in
exchange for cash,
(B) substantially all of such cash is used by the qualified
community development entity to make qualified low-income
community investments, and
(C) such investment is designated for purposes of this
section by the qualified community development entity.
Such term shall not include any equity investment issued by a
qualified community development entity more than 5 years after
the date that such entity receives an allocation under subsection
(). Any allocation not used within such 5-year period may be
reallocated by the Secretary under subsection (f).
(2) Limitation

The maximum amount of equity investments issued by a qualified
community development entity which may be designated under
paragraph (1)(C) by such entity shall not exceed the portion of
the limitation amount allocated under subsection (f) to such
entity.
(3) Safe harbor for determining use of cash

The requirement of paragraph (1)(B) shall be treated as met if
at least 85 percent of the aggregate gross assets of the
qualified community development entity are invested in qualified
low-income community investments.
(4) Treatment of subsequent purchasers

The term ""“qualified equity investment®™" includes any equity
investment which would (but for paragraph (1)(A)) be a qualified
equity investment in the hands of the taxpayer if such investment
was a qualified equity investment in the hands of a prior holder.
(5) Redemptions

A rule similar to the rule of section 1202(c)(3) shall apply
for purposes of this subsection.
(6) Equity investment

The term ""equity investment®"" means -

(A) any stock (other than nonqualified preferred stock as
defined in section 351(g)(2)) in an entity which is a
corporation, and

(B) any capital interest in an entity which is a partnership.

(c) Qualified community development entity
For purposes of this section -
(1) In general
The term ""qualified community development entity"" means any
domestic corporation or partnership if -

(A) the primary mission of the entity is serving, or
providing investment capital for, low-income communities or
low-income persons,

(B) the entity maintains accountability to residents of
low-income communities through their representation on any
governing board of the entity or on any advisory board to the
entity, and



(C) the entity is certified by the Secretary for purposes of

this section as being a qualified community development entity.
(2) Special rules for certain organizations
The requirements of paragraph (1) shall be treated as met by -

(A) any specialized small business investment company (as
defined in section 1044(c)(3)), and

(B) any community development financial institution (as
defined in section 103 of the Community Development Banking and
Financial Institutions Act of 1994 (12 U.S.C. 4702)).

(d) Qualified low-income community investments
For purposes of this section -
(1) In general
The term ""“qualified low-income community investment®™® means -

(A) any capital or equity investment in, or loan to, any
qualified active low-income community business,

(B) the purchase from another qualified community development
entity of any loan made by such entity which is a qualified
low-income community investment,

(C) financial counseling and other services specified in
regulations prescribed by the Secretary to businesses located
in, and residents of, low-income communities, and

(D) any equity investment in, or loan to, any qualified
community development entity.

(2) Qualified active low-income community business
(A) In general

For purposes of paragraph (1), the term ""qualified active
low-income community business®™" means, with respect to any
taxable year, any corporation (including a nonprofit
corporation) or partnership if for such year -

(i) at least 50 percent of the total gross income of such
entity is derived from the active conduct of a qualified
business within any low-income community,

(i1) a substantial portion of the use of the tangible
property of such entity (whether owned or leased) is within
any low-income community,

(iii) a substantial portion of the services performed for
such entity by its employees are performed in any low-income
community,

(iv) less than 5 percent of the average of the aggregate
unadjusted bases of the property of such entity is
attributable to collectibles (as defined in section
408(m)(2)) other than collectibles that are held primarily
for sale to customers in the ordinary course of such
business, and

(v) less than 5 percent of the average of the aggregate
unadjusted bases of the property of such entity is
attributable to nonqualified financial property (as defined
in section 1397C(e)).-

(B) Proprietorship

Such term shall include any business carried on by an
individual as a proprietor if such business would meet the
requirements of subparagraph (A) were it incorporated.

(C) Portions of business may be qualified active low-income
community business

The term ""qualified active low-income community business-®*
includes any trades or businesses which would qualify as a
qualified active low-income community business if such trades



or businesses were separately incorporated.
(3) Qualified business

For purposes of this subsection, the term "“qualified
business®™" has the meaning given to such term by section
1397C(d); except that -

(A) in lieu of applying paragraph (2)(B) thereof, the rental
to others of real property located in any low-income community
shall be treated as a qualified business if there are
substantial improvements located on such property, and

(B) paragraph (3) thereof shall not apply.

(e) Low-income community
For purposes of this section -
(1) In general
The term ""low-income community®® means any population census
tract if -
(A) the poverty rate for such tract is at least 20 percent,
or
(B)(i) in the case of a tract not located within a
metropolitan area, the median family income for such tract does
not exceed 80 percent of statewide median family income, or
(ii) iIn the case of a tract located within a metropolitan
area, the median family income for such tract does not exceed
80 percent of the greater of statewide median family income or
the metropolitan area median family income.
Subparagraph (B) shall be applied using possessionwide median
family income in the case of census tracts located within a
possession of the United States.
(2) Targeted areas

The Secretary may designate any area within any census tract as
a low-income community if -
(A) the boundary of such area is continuous,
(B) the area would satisfy the requirements of paragraph (1)
if it were a census tract, and
(C) an inadequate access to investment capital exists in such
area.
(3) Areas not within census tracts

In the case of an area which is not tracted for population
census tracts, the equivalent county divisions (as defined by the
Bureau of the Census for purposes of defining poverty areas)
shall be used for purposes of determining poverty rates and
median family income.

() National limitation on amount of investments designated

(1) In general

There is a new markets tax credit limitation for each calendar
year. Such limitation is -

(A) $1,000,000,000 for 2001,

(B) $1,500,000,000 for 2002 and 2003,

(C) $2,000,000,000 for 2004 and 2005, and

(D) $3,500,000,000 for 2006 and 2007.

(2) Allocation of limitation

The limitation under paragraph (1) shall be allocated by the
Secretary among qualified community development entities selected
by the Secretary. In making allocations under the preceding
sentence, the Secretary shall give priority to any entity -

(A) with a record of having successfully provided capital or
technical assistance to disadvantaged businesses or
communities, or



(B) which intends to satisfy the requirement under subsection
() (@) (B) by making qualified low-income community investments
in 1 or more businesses in which persons unrelated to such
entity (within the meaning of section 267(b) or 707(b)(1)) hold
the majority equity interest.
(3) Carryover of unused limitation

IT the new markets tax credit limitation for any calendar year
exceeds the aggregate amount allocated under paragraph (2) for
such year, such limitation for the succeeding calendar year shall
be increased by the amount of such excess. No amount may be
carried under the preceding sentence to any calendar year after
2014.

(g) Recapture of credit in certain cases

(1) In general

If, at any time during the 7-year period beginning on the date
of the original issue of a qualified equity investment in a
qualified community development entity, there is a recapture
event with respect to such investment, then the tax imposed by
this chapter for the taxable year In which such event occurs
shall be increased by the credit recapture amount.
(2) Credit recapture amount

For purposes of paragraph (1), the credit recapture amount is
an amount equal to the sum of -
(A) the aggregate decrease in the credits allowed to the
taxpayer under section 38 for all prior taxable years which
would have resulted if no credit had been determined under this
section with respect to such investment, plus
(B) interest at the underpayment rate established under
section 6621 on the amount determined under subparagraph (A)
for each prior taxable year for the period beginning on the due
date for Filing the return for the prior taxable year involved.
No deduction shall be allowed under this chapter for interest
described in subparagraph (B).
(3) Recapture event

For purposes of paragraph (1), there is a recapture event with
respect to an equity investment in a qualified community
development entity if -

(A) such entity ceases to be a qualified community
development entity,

(B) the proceeds of the investment cease to be used as
required of subsection (b)(1)(B), or

(C) such investment is redeemed by such entity.

(4) Special rules
(A) Tax benefit rule

The tax for the taxable year shall be increased under
paragraph (1) only with respect to credits allowed by reason of
this section which were used to reduce tax liability. In the
case of credits not so used to reduce tax liability, the
carryforwards and carrybacks under section 39 shall be
appropriately adjusted.

(B) No credits against tax

Any increase in tax under this subsection shall not be
treated as a tax imposed by this chapter for purposes of
determining the amount of any credit under this chapter or for
purposes of section 55.

(h) Basis reduction
The basis of any qualified equity investment shall be reduced by



the amount of any credit determined under this section with respect
to such investment. This subsection shall not apply for purposes
of sections 1202, 1400B, and 1400F.
(i) Regulations

The Secretary shall prescribe such regulations as may be
appropriate to carry out this section, including regulations -

(1) which limit the credit for investments which are directly
or indirectly subsidized by other Federal tax benefits (including
the credit under section 42 and the exclusion from gross income
under section 103),

(2) which prevent the abuse of the purposes of this section,

(3) which provide rules for determining whether the requirement
of subsection (b)(1)(B) is treated as met,

(4) which Impose appropriate reporting requirements, and

(5) which apply the provisions of this section to newly formed
entities.

Sec. 45E. Small employer pension plan startup costs

(a) General rule
For purposes of section 38, in the case of an eligible employer,
the small employer pension plan startup cost credit determined
under this section for any taxable year is an amount equal to 50
percent of the qualified startup costs paid or incurred by the
taxpayer during the taxable year.
(b) Dollar limitation
The amount of the credit determined under this section for any
taxable year shall not exceed -
(1) $500 for the Ffirst credit year and each of the 2 taxable
years immediately following the first credit year, and
(2) zero for any other taxable year.
(c) Eligible employer
For purposes of this section -
(1) In general
The term ""eligible employer®®™ has the meaning given such term
by section 408(p)(2)(C)(i).
(2) Requirement for new qualified employer plans
Such term shall not include an employer if, during the
3-taxable year period immediately preceding the 1st taxable year
for which the credit under this section is otherwise allowable
for a qualified employer plan of the employer, the employer or
any member of any controlled group including the employer (or any
predecessor of either) established or maintained a qualified
employer plan with respect to which contributions were made, or
benefits were accrued, for substantially the same employees as
are in the qualified employer plan.
(d) Other definitions
For purposes of this section -
(1) Qualified startup costs
(A) In general
The term ""qualified startup costs"" means any ordinary and
necessary expenses of an eligible employer which are paid or
incurred in connection with -
(i) the establishment or administration of an eligible
employer plan, or
(ii) the retirement-related education of employees with
respect to such plan.



(B) Plan must have at least 1 participant
Such term shall not include any expense iIn connection with a
plan that does not have at least 1 employee eligible to
participate who is not a highly compensated employee.
(2) Eligible employer plan

The term ""eligible employer plan®" means a qualified employer
plan within the meaning of section 4972(d).
(3) First credit year

The term ""first credit year®™" means -

(A) the taxable year which includes the date that the
eligible employer plan to which such costs relate becomes
effective, or

(B) at the election of the eligible employer, the taxable
year preceding the taxable year referred to in subparagraph
A).

(e) Special rules

For purposes of this section -
(1) Aggregation rules

All persons treated as a single employer under subsection (a)
or (b) of section 52, or subsection (n) or (0) of section 414,
shall be treated as one person. All eligible employer plans
shall be treated as 1 eligible employer plan.
(2) Disallowance of deduction

No deduction shall be allowed for that portion of the qualified
startup costs paid or incurred for the taxable year which is
equal to the credit determined under subsection (a).
(3) Election not to claim credit

This section shall not apply to a taxpayer for any taxable year
if such taxpayer elects to have this section not apply for such
taxable year.

Sec. 45F. Employer-provided child care credit

(a) In general
For purposes of section 38, the employer-provided child care
credit determined under this section for the taxable year is an
amount equal to the sum of -
(1) 25 percent of the qualified child care expenditures, and
(2) 10 percent of the qualified child care resource and
referral expenditures,
of the taxpayer for such taxable year.
(b) Dollar limitation
The credit allowable under subsection (a) for any taxable year
shall not exceed $150,000.
(c) Definitions
For purposes of this section -
(1) Qualified child care expenditure
(A) In general
The term ""qualified child care expenditure®® means any
amount paid or incurred -
(i) to acquire, construct, rehabilitate, or expand property
(1) which is to be used as part of a qualified child care
facility of the taxpayer,
(11) with respect to which a deduction for depreciation
(or amortization in lieu of depreciation) is allowable, and
(111) which does not constitute part of the principal



residence (within the meaning of section 121) of the

taxpayer or any employee of the taxpayer,

(i1) for the operating costs of a qualified child care
facility of the taxpayer, including costs related to the
training of employees, to scholarship programs, and to the
providing of increased compensation to employees with higher
levels of child care training, or

(iii) under a contract with a qualified child care facility
to provide child care services to employees of the taxpayer.

(B) Fair market value
The term ""qualified child care expenditures™™ shall not
include expenses in excess of the fair market value of such
care.
(2) Qualified child care facility
(A) In general
The term ""qualified child care facility"" means a facility -
(i) the principal use of which is to provide child care
assistance, and
(i1) which meets the requirements of all applicable laws
and regulations of the State or local government in which it
is located, including the licensing of the facility as a
child care facility.
Clause (1) shall not apply to a facility which is the principal
residence (within the meaning of section 121) of the operator
of the facility.
(B) Special rules with respect to a taxpayer

A facility shall not be treated as a qualified child care
facility with respect to a taxpayer unless -

(i) enrollment in the facility is open to employees of the
taxpayer during the taxable year,

(ii) if the facility is the principal trade or business of
the taxpayer, at least 30 percent of the enrollees of such
facility are dependents of employees of the taxpayer, and

(iii) the use of such facility (or the eligibility to use
such facility) does not discriminate in favor of employees of
the taxpayer who are highly compensated employees (within the
meaning of section 414(q)).

(3) Qualified child care resource and referral expenditure
(A) In general
The term ""qualified child care resource and referral
expenditure®® means any amount paid or incurred under a
contract to provide child care resource and referral services
to an employee of the taxpayer.
(B) Nondiscrimination
The services shall not be treated as qualified unless the
provision of such services (or the eligibility to use such
services) does not discriminate in favor of employees of the
taxpayer who are highly compensated employees (within the
meaning of section 414(Qq))-
(d) Recapture of acquisition and construction credit
(1) In general
IT, as of the close of any taxable year, there is a recapture
event with respect to any qualified child care facility of the
taxpayer, then the tax of the taxpayer under this chapter for
such taxable year shall be increased by an amount equal to the
product of -
(A) the applicable recapture percentage, and



(B) the aggregate decrease in the credits allowed under
section 38 for all prior taxable years which would have
resulted if the qualified child care expenditures of the
taxpayer described in subsection (c)(1)(A) with respect to such
facility had been zero.

(2) Applicable recapture percentage

(A) In general

For purposes of this subsection, the applicable recapture
percentage shall be determined from the following table:

The applicable

IT the recapture event recapture
occurs in: percentage is:
Years 1-3 100
Year 4 85
Year 5 70
Year 6 55
Year 7 40
Year 8 25
Years 9 and 10 10
Years 11 and thereafter 0.
(B) Years

For purposes of subparagraph (A), year 1 shall begin on the
first day of the taxable year in which the qualified child care
facility is placed in service by the taxpayer.
(3) Recapture event defined

For purposes of this subsection, the term
means -

(A) Cessation of operation

The cessation of the operation of the facility as a qualified

child care facility.
(B) Change in ownership
(i) In general
Except as provided in clause (ii), the disposition of a
taxpayer”s interest in a qualified child care facility with
respect to which the credit described in subsection (a) was
allowable.

(i1) Agreement to assume recapture liability

Clause (1) shall not apply if the person acquiring such
interest in the facility agrees in writing to assume the
recapture liability of the person disposing of such interest
in effect immediately before such disposition. In the event
of such an assumption, the person acquiring the interest in
the facility shall be treated as the taxpayer for purposes of
assessing any recapture liability (computed as if there had
been no change in ownership).

(4) Special rules
(A) Tax benefit rule

The tax for the taxable year shall be increased under
paragraph (1) only with respect to credits allowed by reason of
this section which were used to reduce tax liability. In the
case of credits not so used to reduce tax liability, the
carryforwards and carrybacks under section 39 shall be
appropriately adjusted.

(B) No credits against tax

Any increase in tax under this subsection shall not be
treated as a tax imposed by this chapter for purposes of
determining the amount of any credit under subpart A, B, or D

recapture event""



of this part.
(C) No recapture by reason of casualty loss
The increase in tax under this subsection shall not apply to
a cessation of operation of the facility as a qualified child
care facility by reason of a casualty loss to the extent such
loss is restored by reconstruction or replacement within a
reasonable period established by the Secretary.
(e) Special rules
For purposes of this section -
(1) Aggregation rules
All persons which are treated as a single employer under
subsections (a) and (b) of section 52 shall be treated as a
single taxpayer.
(2) Pass-thru in the case of estates and trusts
Under regulations prescribed by the Secretary, rules similar to
the rules of subsection (d) of section 52 shall apply.
(3) Allocation in the case of partnerships
In the case of partnerships, the credit shall be allocated
among partners under regulations prescribed by the Secretary.
() No double benefit
(1) Reduction in basis
For purposes of this subtitle -
(A) In general
IT a credit is determined under this section with respect to
any property by reason of expenditures described in subsection
(©)(1)(A), the basis of such property shall be reduced by the
amount of the credit so determined.
(B) Certain dispositions
If, during any taxable year, there is a recapture amount
determined with respect to any property the basis of which was
reduced under subparagraph (A), the basis of such property
(immediately before the event resulting in such recapture)
shall be increased by an amount equal to such recapture
amount. For purposes of the preceding sentence, the term
""recapture amount®™" means any increase in tax (or adjustment
in carrybacks or carryovers) determined under subsection (d).
(2) Other deductions and credits
No deduction or credit shall be allowed under any other
provision of this chapter with respect to the amount of the
credit determined under this section.

Subpart E - Rules for Computing Investment Credit

Sec.

46. Amount of credit.

47 . Rehabilitation credit.

48. Energy credit; reforestation credit.
49. At-risk rules.

50. Other special rules.

Sec. 46. Amount of credit

For purposes of section 38, the amount of the investment credit
determined under this section for any taxable year shall be the sum
of -

(1) the rehabilitation credit,
(2) the energy credit, and



(3) the reforestation credit.
Sec. 47. Rehabilitation credit

(a) General rule
For purposes of section 46, the rehabilitation credit for any
taxable year is the sum of -

(1) 10 percent of the qualified rehabilitation expenditures
with respect to any qualified rehabilitated building other than a
certified historic structure, and

(2) 20 percent of the qualified rehabilitation expenditures
with respect to any certified historic structure.

(b) When expenditures taken into account
(1) In general

Qualified rehabilitation expenditures with respect to any
qualified rehabilitated building shall be taken into account for
the taxable year in which such qualified rehabilitated building
is placed in service.

(2) Coordination with subsection (d)

The amount which would (but for this paragraph) be taken into
account under paragraph (1) with respect to any qualified
rehabilitated building shall be reduced (but not below zero) by
any amount of qualified rehabilitation expenditures taken into
account under subsection (d) by the taxpayer or a predecessor of
the taxpayer (or, in the case of a sale and leaseback described
in section 50(a)(2)(C), by the lessee), to the extent any amount
so taken into account has not been required to be recaptured
under section 50(a).-

(c) Definitions
For purposes of this section -
(1) Qualified rehabilitated building
(A) In general
The term "“qualified rehabilitated building
building (and its structural components) if -
(1) such building has been substantially rehabilitated,
(ii1) such building was placed in service before the
beginning of the rehabilitation,
(iii) in the case of any building other than a certified
historic structure, in the rehabilitation process -

(1) 50 percent or more of the existing external walls of
such building are retained in place as external walls,

(1) 75 percent or more of the existing external walls of
such building are retained in place as internal or external
walls, and

(111) 75 percent or more of the existing internal
structural framework of such building is retained in place,
and
(iv) depreciation (or amortization in lieu of depreciation)

is allowable with respect to such building.

(B) Building must be first placed in service before 1936

In the case of a building other than a certified historic
structure, a building shall not be a qualified rehabilitated
building unless the building was first placed in service before

1936.

(C) Substantially rehabilitated defined

(i) In general
For purposes of subparagraph (A)(i), a building shall be

means any



treated as having been substantially rehabilitated only if
the qualified rehabilitation expenditures during the 24-month
period selected by the taxpayer (at the time and in the
manner prescribed by regulation) and ending with or within
the taxable year exceed the greater of -

(1) the adjusted basis of such building (and its

structural components), or

(11) $5,000.

The adjusted basis of the building (and its structural
components) shall be determined as of the beginning of the
1st day of such 24-month period, or of the holding period of
the building, whichever is later. For purposes of the
preceding sentence, the determination of the beginning of the
holding period shall be made without regard to any
reconstruction by the taxpayer in connection with the
rehabilitation.

(i1) Special rule for phased rehabilitation
In the case of any rehabilitation which may reasonably be
expected to be completed in phases set forth in architectural
plans and specifications completed before the rehabilitation
begins, clause (i) shall be applied by substituting
""60-month period™" for ""24-month period®".
(iii) Lessees
The Secretary shall prescribe by regulation rules for
applying this subparagraph to lessees.
(D) Reconstruction
Rehabilitation includes reconstruction.
(2) Qualified rehabilitation expenditure defined
(A) In general
The term ""qualified rehabilitation expenditure®®™ means any
amount properly chargeable to capital account -
(i) for property for which depreciation is allowable under
section 168 and which is -
(1) nonresidential real property,
(1) residential rental property,
(111) real property which has a class life of more than
12.5 years, or
(1V) an addition or improvement to property described in
subclause (1), (11), or (111), and
(ii) in connection with the rehabilitation of a qualified
rehabilitated building.
(B) Certain expenditures not included
The term "“qualified rehabilitation expenditure®® does not
include -
(i) Straight line depreciation must be used
Any expenditure with respect to which the taxpayer does not
use the straight line method over a recovery period
determined under subsection (c) or (g) of section 168. The
preceding sentence shall not apply to any expenditure to the
extent the alternative depreciation system of section 168(Q)
applies to such expenditure by reason of subparagraph (B) or
(C) of section 168(g)(1).-
(ii1) Cost of acquisition
The cost of acquiring any building or interest therein.
(iii) Enlargements
Any expenditure attributable to the enlargement of an
existing building.



(iv) Certified historic structure, etc.

Any expenditure attributable to the rehabilitation of a
certified historic structure or a building In a registered
historic district, unless the rehabilitation is a certified
rehabilitation (within the meaning of subparagraph (C)). The
preceding sentence shall not apply to a building in a
registered historic district if -

(1) such building was not a certified historic structure,

(11) the Secretary of the Interior certified to the
Secretary that such building is not of historic
significance to the district, and

(111) if the certification referred to in subclause (11)
occurs after the beginning of the rehabilitation of such
building, the taxpayer certifies to the Secretary that, at
the beginning of such rehabilitation, he in good faith was
not aware of the requirements of subclause (I1).

(v) Tax-exempt use property

(1) In general

Any expenditure in connection with the rehabilitation of

a building which is allocable to the portion of such

property which is (or may reasonably be expected to be)

tax-exempt use property (within the meaning of section

168(h)).

(11) Clause not to apply for purposes of paragraph (1)(C)

This clause shall not apply for purposes of determining
under paragraph (1)(C) whether a building has been
substantially rehabilitated.

(vi) Expenditures of lessee

Any expenditure of a lessee of a building if, on the date
the rehabilitation is completed, the remaining term of the
lease (determined without regard to any renewal periods) is
less than the recovery period determined under section
168(c).

(C) Certified rehabilitation
For purposes of subparagraph (B), the term ""certified
rehabilitation®™" means any rehabilitation of a certified
historic structure which the Secretary of the Interior has
certified to the Secretary as being consistent with the
historic character of such property or the district in which
such property is located.
(D) Nonresidential real property; residential rental property;
class life
For purposes of subparagraph (A), the terms nonresidential
real property,®" ""residential rental property,*" and ""“class
life"" have the respective meanings given such terms by section
168.
(3) Certified historic structure defined
(A) In general
The term ""certified historic structure®® means any building
(and its structural components) which -

(i) is listed in the National Register, or

(i1) i1s located in a registered historic district and is
certified by the Secretary of the Interior to the Secretary
as being of historic significance to the district.

(B) Registered historic district
The term ""registered historic district™" means -
(i) any district listed in the National Register, and



(ii) any district -

(1) which is designated under a statute of the
appropriate State or local government, if such statute is
certified by the Secretary of the Interior to the Secretary
as containing criteria which will substantially achieve the
purpose of preserving and rehabilitating buildings of
historic significance to the district, and

(1) which is certified by the Secretary of the Interior
to the Secretary as meeting substantially all of the
requirements for the listing of districts in the National
Register.

(d) Progress expenditures
(1) In general
In the case of any building to which this subsection applies,
except as provided in paragraph (3) -

(A) if such building is self-rehabilitated property, any
qualified rehabilitation expenditure with respect to such
building shall be taken into account for the taxable year for
which such expenditure is properly chargeable to capital
account with respect to such building, and

(B) if such building is not self-rehabilitated property, any
qualified rehabilitation expenditure with respect to such
building shall be taken into account for the taxable year in
which paid.

(2) Property to which subsection applies
(A) In general

This subsection shall apply to any building which is being
rehabilitated by or for the taxpayer if -

(i) the normal rehabilitation period for such building is 2
years or more, and

(ii) It is reasonable to expect that such building will be
a qualified rehabilitated building in the hands of the
taxpayer when it is placed in service.

Clauses (i) and (ii) shall be applied on the basis of facts
known as of the close of the taxable year of the taxpayer in
which the rehabilitation begins (or, if later, at the close of
the first taxable year to which an election under this
subsection applies).

(B) Normal rehabilitation period

For purposes of subparagraph (A), the term normal
rehabilitation period™" means the period reasonably expected to
be required for the rehabilitation of the building -

(i) beginning with the date on which physical work on the
rehabilitation begins (or, if later, the first day of the
first taxable year to which an election under this subsection
applies), and

(i1) ending on the date on which it Is expected that the
property will be available for placing in service.

(3) Special rules for applying paragraph (1)
For purposes of paragraph (1) -
(A) Component parts, etc.

Property which is to be a component part of, or is otherwise
to be included in, any building to which this subsection
applies shall be taken into account -

(i) at a time not earlier than the time at which it becomes
irrevocably devoted to use in the building, and

(ii) as if (at the time referred to in clause (i)) the



taxpayer had expended an amount equal to that portion of the

cost to the taxpayer of such component or other property

which, for purposes of this subpart, is properly chargeable

(during such taxable year) to capital account with respect to

such building.

(B) Certain borrowing disregarded

Any amount borrowed directly or indirectly by the taxpayer
from the person rehabilitating the property for him shall not
be treated as an amount expended for such rehabilitation.

(C) Limitation for buildings which are not self-rehabilitated

(i) In general

In the case of a building which is not self-rehabilitated,
the amount taken into account under paragraph (1)(B) for any
taxable year shall not exceed the amount which represents the
portion of the overall cost to the taxpayer of the
rehabilitation which is properly attributable to the portion
of the rehabilitation which is completed during such taxable
year.

(i1) Carryover of certain amounts

In the case of a building which is not a self-rehabilitated
building, if for the taxable year -

(1) the amount which (but for clause (i)) would have been
taken into account under paragraph (1)(B) exceeds the
limitation of clause (i), then the amount of such excess
shall be taken into account under paragraph (1)(B) for the
succeeding taxable year, or

(1) the limitation of clause (i) exceeds the amount
taken into account under paragraph (1)(B), then the amount
of such excess shall increase the limitation of clause (i)
for the succeeding taxable year.

(D) Determination of percentage of completion

The determination under subparagraph (C)(i) of the portion of
the overall cost to the taxpayer of the rehabilitation which is
properly attributable to rehabilitation completed during any
taxable year shall be made, under regulations prescribed by the
Secretary, on the basis of engineering or architectural
estimates or on the basis of cost accounting records. Unless
the taxpayer establishes otherwise by clear and convincing
evidence, the rehabilitation shall be deemed to be completed
not more rapidly than ratably over the normal rehabilitation
period.

(E) No progress expenditures for certain prior periods

No qualified rehabilitation expenditures shall be taken into
account under this subsection for any period before the first
day of the first taxable year to which an election under this
subsection applies.

(F) No progress expenditures for property for year it is placed
in service, etc.

In the case of any building, no qualified rehabilitation
expenditures shall be taken into account under this subsection
for the earlier of -

(i) the taxable year in which the building is placed in
service, or

(i1) the first taxable year for which recapture is required
under section 50(a)(2) with respect to such property,

or for any taxable year thereafter.
(4) Self-rehabilitated building



For purposes of this subsection, the term ""self-rehabilitated
building®™" means any building if It is reasonable to believe that
more than half of the qualified rehabilitation expenditures for
such building will be made directly by the taxpayer.

(5) Election

This subsection shall apply to any taxpayer only if such
taxpayer has made an election under this paragraph. Such an
election shall apply to the taxable year for which made and all
subsequent taxable years. Such an election, once made, may be
revoked only with the consent of the Secretary.

Sec. 48. Energy credit; reforestation credit

(a) Energy credit
(1) In general
For purposes of section 46, the energy credit for any taxable
year 1s the energy percentage of the basis of each energy
property placed in service during such taxable year.
(2) Energy percentage
(A) In general
The energy percentage is 10 percent.
(B) Coordination with rehabilitation credit
The energy percentage shall not apply to that portion of the
basis of any property which is attributable to qualified
rehabilitation expenditures.
(3) Energy property
For purposes of this subpart, the term
means any property -
(A) which is -
(i) equipment which uses solar energy to generate
electricity, to heat or cool (or provide hot water for use
in) a structure, or to provide solar process heat, or
(i1) equipment used to produce, distribute, or use energy
derived from a geothermal deposit (within the meaning of
section 613(e)(2)), but only, in the case of electricity
generated by geothermal power, up to (but not including) the
electrical transmission stage,
(B) (i) the construction, reconstruction, or erection of which
is completed by the taxpayer, or
(ii) which is acquired by the taxpayer if the original use of
such property commences with the taxpayer,
(C) with respect to which depreciation (or amortization in
lieu of depreciation) is allowable, and
(D) which meets the performance and quality standards (if
any) which -
(i) have been prescribed by the Secretary by regulations
(after consultation with the Secretary of Energy), and
(i1) are in effect at the time of the acquisition of the
property.
The term ""energy property™® shall not include any property which
is public utility property (as defined in section 46(f)(5) as in
effect on the day before the date of the enactment of the Revenue
Reconciliation Act of 1990).
(4) Special rule for property financed by subsidized energy

financing or industrial development bonds

(A) Reduction of basis
For purposes of applying the energy percentage to any

energy property"*



property, if such property is financed in whole or in part by -
(1) subsidized energy financing, or
(ii1) the proceeds of a private activity bond (within the
meaning of section 141) the interest on which is exempt from
tax under section 103,
the amount taken into account as the basis of such property
shall not exceed the amount which (but for this subparagraph)
would be so taken into account multiplied by the fraction
determined under subparagraph (B).
(B) Determination of fraction

For purposes of subparagraph (A), the fraction determined
under this subparagraph is 1 reduced by a fraction -

(i) the numerator of which is that portion of the basis of
the property which is allocable to such financing or
proceeds, and

(ii) the denominator of which is the basis of the property.

(C) Subsidized energy financing
For purposes of subparagraph (A), the term ""subsidized
energy financing®® means financing provided under a Federal,
State, or local program a principal purpose of which is to
provide subsidized financing for projects designed to conserve
or produce energy.
(5) Certain progress expenditure rules made applicable
Rules similar to the rules of subsections (c)(4) and (d) of
section 46 (as in effect on the day before the date of the
enactment of the Revenue Reconciliation Act of 1990) shall apply
for purposes of this subsection.
(b) Reforestation credit
(1) In general
For purposes of section 46, the reforestation credit for any
taxable year is 10 percent of the portion of the amortizable
basis of any qualified timber property which was acquired during
such taxable year and which is taken into account under section
194 (after the application of section 194(b)(1)).
(2) Definitions
For purposes of this subpart, the terms ""amortizable basis"™"
and ""qualified timber property"" have the respective meanings
given to such terms by section 194.

Sec. 49. At-risk rules

(a) General rule
(1) Certain nonrecourse financing excluded from credit base
(A) Limitation
The credit base of any property to which this paragraph
applies shall be reduced by the nonqualified nonrecourse
financing with respect to such credit base (as of the close of
the taxable year in which placed in service).
(B) Property to which paragraph applies
This paragraph applies to any property which -
(i) is placed in service during the taxable year by a
taxpayer described in section 465(a)(1), and
(i1) i1s used in connection with an activity with respect to
which any loss is subject to limitation under section 465.
(C) Credit base defined
For purposes of this paragraph, the term
means -

credit base"™"



(i) the portion of the basis of any qualified rehabilitated
building attributable to qualified rehabilitation
expenditures,

(i1) the basis of any energy property, and

(iii) the amortizable basis of any qualified timber
property.

(D) Nonqualified nonrecourse financing
(i) In general

For purposes of this paragraph and paragraph (2), the term
"“"nonqualified nonrecourse financing®™" means any nonrecourse
financing which is not qualified commercial financing.

(i1) Qualified commercial financing

For purposes of this paragraph, the term “"qualified
commercial financing®™" means any financing with respect to
any property if -

(1) such property is acquired by the taxpayer from a
person who is not a related person,

(11) the amount of the nonrecourse financing with respect
to such property does not exceed 80 percent of the credit
base of such property, and

(111) such financing is borrowed from a qualified person
or represents a loan from any Federal, State, or local
government or instrumentality thereof, or is guaranteed by
any Federal, State, or local government.

Such term shall not include any convertible debt.
(iii) Nonrecourse financing

For purposes of this subparagraph, the term
financing®™" includes -

(1) any amount with respect to which the taxpayer is
protected against loss through guarantees, stop-loss
agreements, or other similar arrangements, and

(11) except to the extent provided in regulations, any
amount borrowed from a person who has an interest (other
than as a creditor) in the activity in which the property
is used or from a related person to a person (other than
the taxpayer) having such an interest.

In the case of amounts borrowed by a corporation from a
shareholder, subclause (11) shall not apply to an interest as
a share-holder. (FOOTNOTE 1)

(FOOTNOTE 1) So in original. Probably should not be hyphenated.
(iv) Qualified person

For purposes of this paragraph, the term ""qualified
person®® means any person which is actively and regularly
engaged in the business of lending money and which is not -

(1) a related person with respect to the taxpayer,

(11) a person from which the taxpayer acquired the
property (or a related person to such person), or

(111) a person who receives a fee with respect to the
taxpayer®s investment in the property (or a related person
to such person).

(v) Related person

For purposes of this subparagraph, the term ""related
person®® has the meaning given such term by section
465(b)(3)(C) . Except as otherwise provided in regulations
prescribed by the Secretary, the determination of whether a
person is a related person shall be made as of the close of
the taxable year in which the property is placed in service.

nonrecourse



(E) Application to partnerships and S corporations
For purposes of this paragraph and paragraph (2) -
(i) In general
Except as otherwise provided in this subparagraph, in the
case of any partnership or S corporation, the determination
of whether a partner®s or shareholder®s allocable share of
any financing is nonqualified nonrecourse financing shall be
made at the partner or shareholder level.
(i1) Special rule for certain recourse financing of S
corporation
A shareholder of an S corporation shall be treated as
liable for his allocable share of any financing provided by a
qualified person to such corporation if -
(1) such financing is recourse financing (determined at
the corporate level), and
(1) such financing is provided with respect to qualified
business property of such corporation.
(iii) Qualified business property
For purposes of clause (ii), the term
property®" means any property if -
(1) such property is used by the corporation in the
active conduct of a trade or business,
(11) during the entire 12-month period ending on the last
day of the taxable year, such corporation had at least 3
full-time employees who were not owner-employees (as
defined in section 465(c)(7)(E)(i1)) and substantially all
the services of whom were services directly related to such
trade or business, and
(111) during the entire 12-month period ending on the
last day of such taxable year, such corporation had at
least 1 full-time employee substantially all of the
services of whom were in the active management of the trade
or business.
(iv) Determination of allocable share
The determination of any partner"s or shareholder®s
allocable share of any financing shall be made in the same
manner as the credit allowable by section 38 with respect to
such property.
(F) Special rules for energy property
Rules similar to the rules of subparagraph (F) of section
46(c)(8) (as in effect on the day before the date of the
enactment of the Revenue Reconciliation Act of 1990) shall
apply for purposes of this paragraph.
(2) Subsequent decreases in nonqualified nonrecourse financing
with respect to the property
(A) In general
IT, at the close of a taxable year following the taxable year
in which the property was placed in service, there is a net
decrease in the amount of nonqualified nonrecourse financing
with respect to such property, such net decrease shall be taken
into account as an increase in the credit base for such
property in accordance with subparagraph (C).
(B) Certain transactions not taken into account
For purposes of this paragraph, nonqualified nonrecourse
financing shall not be treated as decreased through the
surrender or other use of property financed by nonqualified
nonrecourse financing.

qualified business



(C) Manner in which taken into account
(1) Credit determined by reference to taxable year property
placed in service
For purposes of determining the amount of credit allowable
under section 38 and the amount of credit subject to the
early disposition or cessation rules under section 50(a), any
increase in a taxpayer"s credit base for any property by
reason of this paragraph shall be taken into account as if it
were property placed in service by the taxpayer in the
taxable year in which the property referred to in
subparagraph (A) was first placed in service.
(i1) Credit allowed for year of decrease in nonqualified
nonrecourse financing
Any credit allowable under this subpart for any increase in
qualified investment by reason of this paragraph shall be
treated as earned during the taxable year of the decrease in
the amount of nonqualified nonrecourse financing.
(b) Increases in nonqualified nonrecourse financing
(1) In general
I, as of the close of the taxable year, there is a net
increase with respect to the taxpayer in the amount of
nonqualified nonrecourse financing (within the meaning of
subsection (a)(1)) with respect to any property to which
subsection (a)(1) applied, then the tax under this chapter for
such taxable year shall be increased by an amount equal to the
aggregate decrease in credits allowed under section 38 for all
prior taxable years which would have resulted from reducing the
credit base (as defined in subsection (a)(1)(C)) taken into
account with respect to such property by the amount of such net
increase. For purposes of determining the amount of credit
subject to the early disposition or cessation rules of section
50(a), the net increase in the amount of the nonqualified
nonrecourse financing with respect to the property shall be
treated as reducing the property"s credit base in the year in
which the property was first placed in service.
(2) Transfers of debt more than 1 year after initial borrowing
not treated as increasing nonqualified nonrecourse financing
For purposes of paragraph (1), the amount of nonqualified
nonrecourse financing (within the meaning of subsection
(@) (1) (D)) with respect to the taxpayer shall not be treated as
increased by reason of a transfer of (or agreement to transfer)
any evidence of any indebtedness if such transfer occurs (or such
agreement is entered into) more than 1 year after the date such
indebtedness was incurred.
(3) Special rules for certain energy property
Rules similar to the rules of section 47(d)(3) (as in effect on
the day before the date of the enactment of the Revenue
Reconciliation Act of 1990) shall apply for purposes of this
subsection.
(4) Special rule
Any increase in tax under paragraph (1) shall not be treated as
tax imposed by this chapter for purposes of determining the
amount of any credit allowable under this chapter.

Sec. 50. Other special rules

(a) Recapture in case of dispositions, etc.



Under regulations prescribed by the Secretary -
(1) Early disposition, etc.
(A) General rule
If, during any taxable year, investment credit property is
disposed of, or otherwise ceases to be investment credit
property with respect to the taxpayer, before the close of the
recapture period, then the tax under this chapter for such
taxable year shall be increased by the recapture percentage of
the aggregate decrease in the credits allowed under section 38
for all prior taxable years which would have resulted solely
from reducing to zero any credit determined under this subpart
with respect to such property.
(B) Recapture percentage
For purposes of subparagraph (A), the recapture percentage
shall be determined in accordance with the following table:

IT the property ceases to be The recapture percentage is:
investment credit property within

(i) One full year after placed in 100

service

(i1) One full year after the 80

close of the period described in

clause (i)

(iii) One full year after the 60

close of the period described in

clause (i)

(iv) One full year after the 40

close of the period described in

clause (iii)

(v) One full year after the close 20

of the period described in

clause (iv)

(2) Property ceases to qualify for progress expenditures
(A) In general
IT during any taxable year any building to which section
47(d) applied ceases (by reason of sale or other disposition,
cancellation or abandonment of contract, or otherwise) to be,
with respect to the taxpayer, property which, when placed in
service, will be a qualified rehabilitated building, then the
tax under this chapter for such taxable year shall be increased
by an amount equal to the aggregate decrease in the credits
allowed under section 38 for all prior taxable years which
would have resulted solely from reducing to zero the credit
determined under this subpart with respect to such building.
(B) Certain excess credit recaptured
Any amount which would have been applied as a reduction under

paragraph (2) of section 47(b) but for the fact that a
reduction under such paragraph cannot reduce the amount taken
into account under section 47(b)(1) below zero shall be treated
as an amount required to be recaptured under subparagraph (A)
for the taxable year during which the building is placed in
service.
(C) Certain sales and leasebacks



Under regulations prescribed by the Secretary, a sale by, and
leaseback to, a taxpayer who, when the property is placed in
service, will be a lessee to whom the rules referred to in
subsection (d)(5) apply shall not be treated as a cessation
described in subparagraph (A) to the extent that the amount
which will be passed through to the lessee under such rules
with respect to such property is not less than the qualified
rehabilitation expenditures properly taken into account by the
lessee under section 47(d) with respect to such property.

(D) Coordination with paragraph (1)

IT, after property is placed in service, there is a
disposition or other cessation described in paragraph (1), then
paragraph (1) shall be applied as if any credit which was
allowable by reason of section 47(d) and which has not been
required to be recaptured before such disposition, cessation,
or change in use were allowable for the taxable year the
property was placed in service.

(BE) Special rules
Rules similar to the rules of this paragraph shall apply in
cases where qualified progress expenditures were taken into
account under the rules referred to in section 48(a)(5).
(3) Carrybacks and carryovers adjusted

In the case of any cessation described in paragraph (1) or (2),
the carrybacks and carryovers under section 39 shall be adjusted
by reason of such cessation.
(4) Subsection not to apply in certain cases

Paragraphs (1) and (2) shall not apply to -

(A) a transfer by reason of death, or

(B) a transaction to which section 381(a) applies.

For purposes of this subsection, property shall not be treated as
ceasing to be iInvestment credit property with respect to the
taxpayer by reason of a mere change in the form of conducting the
trade or business so long as the property is retained in such
trade or business as investment credit property and the taxpayer
retains a substantial interest in such trade or business.
(5) Definitions and special rules

(A) Investment credit property

For purposes of this subsection, the term ""investment credit
property™" means any property eligible for a credit determined
under this subpart.

(B) Transfer between spouses or incident to divorce

In the case of any transfer described in subsection (a) of

section 1041 -
(i) the foregoing provisions of this subsection shall not
apply, and
(ii) the same tax treatment under this subsection with
respect to the transferred property shall apply to the
transferee as would have applied to the transferor.
(C) Special rule

Any increase in tax under paragraph (1) or (2) shall not be
treated as tax imposed by this chapter for purposes of
determining the amount of any credit allowable under this
chapter.

(b) Certain property not eligible
No credit shall be determined under this subpart with respect to

(1) Property used outside United States



(A) In general

Except as provided in subparagraph (B), no credit shall be
determined under this subpart with respect to any property
which is used predominantly outside the United States.

(B) Exceptions

Subparagraph (A) shall not apply to any property described in

section 168(g)(4).
(2) Property used for lodging

No credit shall be determined under this subpart with respect
to any property which is used predominantly to furnish lodging or
in connection with the furnishing of lodging. The preceding
sentence shall not apply to -

(A) nonlodging commercial facilities which are available to
persons not using the lodging facilities on the same basis as
they are available to persons using the lodging facilities.
(FOOTNOTE 1)

(FOOTNOTE 1) So in original. The period probably should be a

semicolon.

(B) property used by a hotel or motel in connection with the
trade or business of furnishing lodging where the predominant
portion of the accommodations is used by transients;

(C) a certified historic structure to the extent of that
portion of the basis which is attributable to qualified
rehabilitation expenditures; and

(D) any energy property.

(3) Property used by certain tax-exempt organization

No credit shall be determined under this subpart with respect
to any property used by an organization (other than a cooperative
described in section 521) which is exempt from the tax imposed by
this chapter unless such property is used predominantly in an
unrelated trade or business the income of which is subject to tax
under section 511. If the property is debt-financed property (as
defined in section 514(b)), the amount taken into account for
purposes of determining the amount of the credit under this
subpart with respect to such property shall be that percentage of
the amount (which but for this paragraph would be so taken into
account) which is the same percentage as is used under section
514(a), for the year the property is placed in service, iIn
computing the amount of gross income to be taken into account
during such taxable year with respect to such property. If any
qualified rehabilitated building is used by the tax-exempt
organization pursuant to a lease, this paragraph shall not apply
for purposes of determining the amount of the rehabilitation
credit.
(4) Property used by governmental units or foreign persons or

entities

(A) In general

No credit shall be determined under this subpart with respect
to any property used -

(i) by the United States, any State or political
subdivision thereof, any possession of the United States, or
any agency or instrumentality of any of the foregoing, or

(i1) by any foreign person or entity (as defined In section
168(h)(2)(C)), but only with respect to property to which
section 168(h)(2)(A)(iii) applies (determined after the
application of section 168(h)(2)(B)).-

(B) Exception for short-term leases



This paragraph and paragraph (3) shall not apply to any
property by reason of use under a lease with a term of less
than 6 months (determined under section 168(i)(3)).

(C) Exception for qualified rehabilitated buildings leased to
governments, etc.

IT any qualified rehabilitated building is leased to a
governmental unit (or a foreign person or entity) this
paragraph shall not apply for purposes of determining the
rehabilitation credit with respect to such building.

(D) Special rules for partnerships, etc.

For purposes of this paragraph and paragraph (3), rules
similar to the rules of paragraphs (5) and (6) of section
168(h) shall apply.

(BE) Cross reference

For special rules for the application of this paragraph and

paragraph (3), see section 168(h).

(c) Basis adjustment to investment credit property

(1) In general

For purposes of this subtitle, if a credit is determined under
this subpart with respect to any property, the basis of such
property shall be reduced by the amount of the credit so
determined.
(2) Certain dispositions

IT during any taxable year there is a recapture amount
determined with respect to any property the basis of which was
reduced under paragraph (1), the basis of such property
(immediately before the event resulting in such recapture) shall
be increased by an amount equal to such recapture amount. For
purposes of the preceding sentence, the term ""recapture amount
means any increase In tax (or adjustment in carrybacks or
carryovers) determined under subsection (a).
(3) Special rule

In the case of any energy credit or reforestation credit -

(A) only 50 percent of such credit shall be taken into
account under paragraph (1), and

(B) only 50 percent of any recapture amount attributable to
such credit shall be taken into account under paragraph (2).

(4) Recapture of reductions
(A) In general

For purposes of sections 1245 and 1250, any reduction under
this subsection shall be treated as a deduction allowed for
depreciation.

(B) Special rule for section 1250

For purposes of section 1250(b), the determination of what
would have been the depreciation adjustments under the straight
line method shall be made as if there had been no reduction
under this section.

(5) Adjustment in basis of interest iIn partnership or S
corporation

The adjusted basis of -

(A) a partner®s interest in a partnership, and
(B) stock in an S corporation,

shall be appropriately adjusted to take into account adjustments

made under this subsection in the basis of property held by the

partnership or S corporation (as the case may be).

(d) Certain rules made applicable
For purposes of this subpart, rules similar to the rules of the



following provisions (as in effect on the day before the date of
the enactment of the Revenue Reconciliation Act of 1990) shall
apply:

(1) Section 46(e) (relating to limitations with respect to

certain persons).

(2) Section 46(f) (relating to limitation in case of certain

regulated companies).

(3) Section 46(h) (relating to special rules for cooperatives).

(4) Paragraphs (2) and (3) of section 48(b) (relating to

special rule for sale-leasebacks).

(5) Section 48(d) (relating to certain leased property).

(6) Section 48(f) (relating to estates and trusts).

(7) Section 48(r) (relating to certain 501(d) organizations).
Paragraphs (1) (A), (2)(A), and (4) of the section 46(e) referred to
in paragraph (1) of this subsection shall not apply to any taxable
year beginning after December 31, 1995.

(Sec. 50A, 50B. Repealed. Pub. L. 98-369, div. A, title IV, Sec.
474(m)(2), July 18, 1984, 98 Stat. 833)

Subpart F - Rules for Computing Work Opportunity Credit

Sec.

51. Amount of credit.

51A. Temporary incentives for employing long-term family assistance
recipients.

52. Special rules.

(53. Repealed.)

Sec. 51. Amount of credit

(a) Determination of amount
For purposes of section 38, the amount of the work opportunity
credit determined under this section for the taxable year shall be
equal to 40 percent of the qualified first-year wages for such
year .
(b) Qualified wages defined
For purposes of this subpart -
(1) In general
The term ""qualified wages™" means the wages paid or incurred
by the employer during the taxable year to individuals who are
members of a targeted group.
(2) Qualified first-year wages
The term "“qualified first-year wages™" means, with respect to
any individual, qualified wages attributable to service rendered
during the 1l-year period beginning with the day the individual
begins work for the employer.
(3) Only first $6,000 of wages per year taken into account
The amount of the qualified first-year wages which may be taken
into account with respect to any individual shall not exceed
$6,000 per year.
(c) Wages defined
For purposes of this subpart -
(1) In general
Except as otherwise provided in this subsection and subsection
(h)(2), the term ""wages"" has the meaning given to such term by
subsection (b) of section 3306 (determined without regard to any



dollar limitation contained in such section).
(2) On-the-job training and work supplementation payments
(A) Exclusion for employers receiving on-the-job training
payments
The term ""wages™" shall not include any amounts paid or
incurred by an employer for any period to any individual for
whom the employer receives federally funded payments for
on-the-job training of such individual for such period.
(B) Reduction for work supplementation payments to employers
The amount of wages which would (but for this subparagraph)
be qualified wages under this section for an employer with
respect to an individual for a taxable year shall be reduced by
an amount equal to the amount of the payments made to such
employer (however utilized by such employer) with respect to
such individual for such taxable year under a program
established under section 482(e) (FOOTNOTE 1) of the Social
Security Act.
(FOOTNOTE 1) See References in Text note below.
(3) Payments for services during labor disputes
It -
(A) the principal place of employment of an individual with
the employer is at a plant or facility, and
(B) there i1s a strike or lockout involving employees at such
plant or facility,
the term "“wages™" shall not include any amount paid or incurred
by the employer to such individual for services which are the
same as, or substantially similar to, those services performed by
employees participating in, or affected by, the strike or lockout
during the period of such strike or lockout.
(4) Termination
The term ""wages"™" shall not include any amount paid or
incurred to an individual who begins work for the employer -
(A) after December 31, 1994, and before October 1, 1996, or
(B) after December 31, 2001.

(d) Members of targeted groups

For purposes of this subpart -
(1) In general
An individual is a member of a targeted group if such
individual is -
(A) a qualified IV-A recipient,

(B) a qualified veteran,

(C) a qualified ex-felon,

(D) a high-risk youth,

(E) a vocational rehabilitation referral,
(F) a qualified summer youth employee,
(G) a qualified food stamp recipient, or

(H) a qualified SSI recipient.
(2) Qualified 1V-A recipient

(A) In general

The term ""qualified IV-A recipient®™ ™ means any individual
who is certified by the designated local agency as being a
member of a family receiving assistance under a IV-A program
for any 9 months during the 18-month period ending on the
hiring date.
(B) IV-A program

For purposes of this paragraph, the term ""IV-A program®*
means any program providing assistance under a State program



funded under part A of title IV of the Social Security Act and
any successor of such program.
(3) Qualified veteran

(A) In general

The term ""qualified veteran®" means any veteran who is
certified by the designated local agency as being a member of a
family receiving assistance under a food stamp program under
the Food Stamp Act of 1977 for at least a 3-month period ending
during the 12-month period ending on the hiring date.
(B) Veteran

For purposes of subparagraph (A), the term ""veteran®™" means
any individual who is certified by the designated local agency
as -

(i)(1) having served on active duty (other than active duty

for training) in the Armed Forces of the United States for a

period of more than 180 days, or

(1) having been discharged or released from active duty in
the Armed Forces of the United States for a service-connected
disability, and
(i1) not having any day during the 60-day period ending on
the hiring date which was a day of extended active duty in
the Armed Forces of the United States.
For purposes of clause (ii), the term ""extended active duty"~
means a period of more than 90 days during which the individual
was on active duty (other than active duty for training).
(4) Qualified ex-felon
The term ""qualified ex-felon™" means any individual who is
certified by the designated local agency -
(A) as having been convicted of a felony under any statute of
the United States or any State,
(B) as having a hiring date which is not more than 1 year
after the last date on which such individual was so convicted
or was released from prison, and
(C) as being a member of a family which had an income during
the 6 months immediately preceding the earlier of the month in
which such income determination occurs or the month in which
the hiring date occurs, which, on an annual basis, would be 70
percent or less of the Bureau of Labor Statistics lower living
standard.
Any determination under subparagraph (C) shall be valid for the
45-day period beginning on the date such determination is made.
(5) High-risk youth

(A) In general

The term ""high-risk youth"" means any individual who is
certified by the designated local agency -

(i) as having attained age 18 but not age 25 on the hiring
date, and
(i1) as having his principal place of abode within an
empowerment zone, enterprise community, or renewal community.
(B) Youth must continue to reside in zone or community

In the case of a high-risk youth, the term ""qualified
wages™ " shall not include wages paid or incurred for services
performed while such youth®s principal place of abode is
outside an empowerment zone, enterprise community, or renewal
community.

(6) Vocational rehabilitation referral
The term ""vocational rehabilitation referral™® means any



individual who is certified by the designated local agency as -
(A) having a physical or mental disability which, for such
individual, constitutes or results in a substantial handicap to
employment, and
(B) having been referred to the employer upon completion of
(or while receiving) rehabilitative services pursuant to -

(i) an individualized written plan for employment under a
State plan for vocational rehabilitation services approved
under the Rehabilitation Act of 1973, or

(ii) a program of vocational rehabilitation carried out
under chapter 31 of title 38, United States Code.

(7) Qualified summer youth employee
(A) In general
The term ""“qualified summer youth employee®" means any
individual -

(i) who performs services for the employer between May 1
and September 15,

(i1) who is certified by the designated local agency as
having attained age 16 but not 18 on the hiring date (or if
later, on May 1 of the calendar year involved),

(iii) who has not been an employee of the employer during
any period prior to the 90-day period described in
subparagraph (B)(i), and

(iv) who is certified by the designated local agency as
having his principal place of abode within an empowerment
zone, enterprise community, or renewal community.

(B) Special rules for determining amount of credit
For purposes of applying this subpart to wages paid or
incurred to any qualified summer youth employee -

(i) subsection (b)(2) shall be applied by substituting
""any 90-day period between May 1 and September 15" for
""the 1l-year period beginning with the day the individual
begins work for the employer®", and

(i1) subsection (b)(3) shall be applied by substituting
""$3,000"" for ""$6,000"".

The preceding sentence shall not apply to an individual who,
with respect to the same employer, is certified as a member of
another targeted group after such individual has been a
qualified summer youth employee.
(C) Youth must continue to reside In zone or community
Paragraph (5)(B) shall apply for purposes of subparagraph
A (V).
(8) Qualified food stamp recipient
(A) In general
The term ""qualified food stamp recipient®™ ™ means any
individual who is certified by the designated local agency -

(i) as having attained age 18 but not age 25 on the hiring
date, and

(ii) as being a member of a family -

(1) receiving assistance under a food stamp program under
the Food Stamp Act of 1977 for the 6-month period ending on
the hiring date, or

(11) receiving such assistance for at least 3 months of
the 5-month period ending on the hiring date, in the case
of a member of a family who ceases to be eligible for such
assistance under section 6(0) of the Food Stamp Act of
1977.



(B) Participation information
Notwithstanding any other provision of law, the Secretary of
the Treasury and the Secretary of Agriculture shall enter iInto
an agreement to provide information to designated local
agencies with respect to participation in the food stamp
program.
(9) Qualified SSI recipient
The term "“qualified SSI recipient™® means any individual who
is certified by the designated local agency as receiving
supplemental security income benefits under title XVI of the
Social Security Act (including supplemental security income
benefits of the type described in section 1616 of such Act or
section 212 of Public Law 93-66) for any month ending within the
60-day period ending on the hiring date.
(10) Hiring date
The term ""hiring date"" means the day the individual is hired
by the employer.
(11) Designated local agency
The term ""designated local agency™" means a State employment
security agency established in accordance with the Act of June 6,
1933, as amended (29 U.S.C. 49-49n).
(12) Special rules for certifications
(A) In general
An individual shall not be treated as a member of a targeted
group unless -
(i) on or before the day on which such individual begins
work for the employer, the employer has received a
certification from a designated local agency that such
individual is a member of a targeted group, or
(ii)(1) on or before the day the individual is offered
employment with the employer, a pre-screening notice is
completed by the employer with respect to such individual,
and
(1) not later than the 21st day after the individual
begins work for the employer, the employer submits such
notice, signed by the employer and the individual under
penalties of perjury, to the designated local agency as part
of a written request for such a certification from such
agency.
For purposes of this paragraph, the term ""pre-screening
notice"" means a document (in such form as the Secretary shall
prescribe) which contains information provided by the
individual on the basis of which the employer believes that the
individual is a member of a targeted group.
(B) Incorrect certifications
It -
(i) an individual has been certified by a designated local
agency as a member of a targeted group, and
(ii) such certification is incorrect because it was based
on false information provided by such individual,
the certification shall be revoked and wages paid by the
employer after the date on which notice of revocation is
received by the employer shall not be treated as qualified
wages.
(C) Explanation of denial of request
IT a designated local agency denies a request for
certification of membership in a targeted group, such agency



shall provide to the person making such request a written
explanation of the reasons for such denial.
((e) Repealed. Pub. L. 97-34, title I1, Sec. 261(e)(1), Aug. 13,
1981, 95 Stat. 262)
() Remuneration must be for trade or business employment
(1) In general
For purposes of this subpart, remuneration paid by an employer
to an employee during any taxable year shall be taken into
account only if more than one-half of the remuneration so paid is
for services performed in a trade or business of the employer.
(2) Special rule for certain determination
Any determination as to whether paragraph (1), or subparagraph
(A) or (B) of subsection (h)(1), applies with respect to any
employee for any taxable year shall be made without regard to
subsections (a) and (b) of section 52.
(9) United States Employment Service to notify employers of
availability of credit
The United States Employment Service, in consultation with the
Internal Revenue Service, shall take such steps as may be necessary
or appropriate to keep employers apprised of the availability of
the work opportunity credit determined under this subpart.
(h) Special rules for agricultural labor and railway labor
For purposes of this subpart -
(1) Unemployment insurance wages
(A) Agricultural labor
IT the services performed by any employee for an employer
during more than one-half of any pay period (within the meaning
of section 3306(d)) taken into account with respect to any year
constitute agricultural labor (within the meaning of section
3306(k)), the term ""unemployment insurance wages"" means, with
respect to the remuneration paid by the employer to such
employee for such year, an amount equal to so much of such
remuneration as constitutes "“wages®" within the meaning of
section 3121(a), except that the contribution and benefit base
for each calendar year shall be deemed to be $6,000.
(B) Railway labor
IT more than one-half of remuneration paid by an employer to
an employee during any year is remuneration for service
described in section 3306(c)(9), the term "“unemployment
insurance wages™" means, with respect to such employee for such
year, an amount equal to so much of the remuneration paid to
such employee during such year which would be subject to
contributions under section 8(a) of the Railroad Unemployment
Insurance Act (45 U.S.C. 358(a)) if the maximum amount subject
to such contributions were $500 per month.
(2) Wages
In any case to which subparagraph (A) or (B) of paragraph (1)
applies, the term "“wages™"" means unemployment insurance wages
(determined without regard to any dollar limitation).
(i) Certain individuals ineligible
(1) Related individuals
No wages shall be taken into account under subsection (a) with
respect to an individual who -
(A) bears any of the relationships described in paragraphs
(1) through (8) of section 152(a) to the taxpayer, or, if the
taxpayer is a corporation, to an individual who owns, directly
or indirectly, more than 50 percent in value of the outstanding



stock of the corporation, or, if the taxpayer is an entity
other than a corporation, to any individual who owns, directly
or indirectly, more than 50 percent of the capital and profits
interests in the entity, (FOOTNOTE 2) (determined with the
application of section 267(c)),
(FOOTNOTE 2) So in original. The comma probably should not
appear .
(B) if the taxpayer is an estate or trust, is a grantor,
beneficiary, or fiduciary of the estate or trust, or is an
individual who bears any of the relationships described in
paragraphs (1) through (8) of section 152(a) to a grantor,
beneficiary, or fiduciary of the estate or trust, or
(C) is a dependent (described in section 152(a)(9)) of the
taxpayer, or, if the taxpayer is a corporation, of an
individual described in subparagraph (A), or, if the taxpayer
is an estate or trust, of a grantor, beneficiary, or fiduciary
of the estate or trust.
(2) Nonqualifying rehires

No wages shall be taken into account under subsection (a) with
respect to any individual if, prior to the hiring date of such
individual, such individual had been employed by the employer at
any time.
(3) Individuals not meeting minimum employment periods

(A) Reduction of credit for individuals performing fewer than

400 hours of service

In the case of an individual who has performed at least 120
hours, but less than 400 hours, of service for the employer,
subsection (a) shall be applied by substituting ""25 percent”*
for ""40 percent™".

(B) Denial of credit for individuals performing fewer than 120
hours of service

No wages shall be taken into account under subsection (a)
with respect to any individual unless such individual has
performed at least 120 hours of service for the employer.

(J) Election to have work opportunity credit not apply

(1) In general

A taxpayer may elect to have this section not apply for any
taxable year.
(2) Time for making election

An election under paragraph (1) for any taxable year may be
made (or revoked) at any time before the expiration of the 3-year
period beginning on the last date prescribed by law for filing
the return for such taxable year (determined without regard to
extensions).
(3) Manner of making election

An election under paragraph (1) (or revocation thereof) shall
be made in such manner as the Secretary may by regulations
prescribe.

(k) Treatment of successor employers; treatment of employees

performing services for other persons
(1) Treatment of successor employers

Under regulations prescribed by the Secretary, in the case of a
successor employer referred to in section 3306(b)(1), the
determination of the amount of the credit under this section with
respect to wages paid by such successor employer shall be made in
the same manner as if such wages were paid by the predecessor
employer referred to in such section.



(2) Treatment of employees performing services for other persons

No credit shall be determined under this section with respect
to remuneration paid by an employer to an employee for services
performed by such employee for another person unless the amount
reasonably expected to be received by the employer for such
services from such other person exceeds the remuneration paid by
the employer to such employee for such services.

Sec. 51A. Temporary incentives for employing long-term family
assistance recipients

(a) Determination of amount
For purposes of section 38, the amount of the welfare-to-work
credit determined under this section for the taxable year shall be
equal to -
(1) 35 percent of the qualified first-year wages for such year,
and
(2) 50 percent of the qualified second-year wages for such
year .
(b) Qualified wages defined
For purposes of this section -
(1) In general
The term "“qualified wages™" means the wages paid or incurred
by the employer during the taxable year to individuals who are
long-term family assistance recipients.
(2) Qualified first-year wages
The term ""qualified first-year wages™" means, with respect to
any individual, qualified wages attributable to service rendered
during the 1l-year period beginning with the day the individual
begins work for the employer.
(3) Qualified second-year wages
The term ""qualified second-year wages®"" means, with respect to
any individual, qualified wages attributable to service rendered
during the 1l-year period beginning on the day after the last day
of the l-year period with respect to such individual determined
under paragraph (2).
(4) Only Ffirst $10,000 of wages per year taken into account
The amount of the qualified first-year wages, and the amount of
qualified second-year wages, which may be taken into account with
respect to any individual shall not exceed $10,000 per year.
(5) Wages
(A) In general
The term ""wages™" has the meaning given such term by section
51(c), without regard to paragraph (4) thereof.
(B) Certain amounts treated as wages
The term ""wages"™" includes amounts paid or incurred by the
employer which are excludable from such recipient®s gross
income under -

(i) section 105 (relating to amounts received under
accident and health plans),

(ii) section 106 (relating to contributions by employer to
accident and health plans),

(iii) section 127 (relating to educational assistance
programs), but only to the extent paid or incurred to a
person not related to the employer, or

(iv) section 129 (relating to dependent care assistance
programs).



The amount treated as wages by clause (i) or (ii) for any
period shall be based on the reasonable cost of coverage for
the period, but shall not exceed the applicable premium for the
period under section 4980B(f)(4).

(C) Special rules for agricultural and railway labor

IT such recipient is an employee to whom subparagraph (A) or
(B) of section 51(h)(1) applies, rules similar to the rules of
such subparagraphs shall apply except that -

(1) such subparagraph (A) shall be applied by substituting

""$10,000"" for ""$6,000"", and

(i1) such subparagraph (B) shall be applied by substituting

""$833.33"" for ""$500"".

(c) Long-term family assistance recipients
For purposes of this section -
(1) In general
The term ""long-term family assistance recipient®™" means any
individual who is certified by the designated local agency (as
defined in section 51(d)(10) (FOOTNOTE 1) ) -
(FOOTNOTE 1) So in original. Probably should be section
"T51(d)(11)"".

(A) as being a member of a family receiving assistance under
a IV-A program (as defined in section 51(d)(2)(B)) for at least
the 18-month period ending on the hiring date,

(B)(i) as being a member of a family receiving such
assistance for 18 months beginning after the date of the
enactment of this section, and

(i1) as having a hiring date which is not more than 2 years
after the end of the earliest such 18-month period, or

(C) (i) as being a member of a family which ceased to be
eligible after the date of the enactment of this section for
such assistance by reason of any limitation imposed by Federal
or State law on the maximum period such assistance is payable
to a family, and

(i1) as having a hiring date which is not more than 2 years
after the date of such cessation.

(2) Hiring date
The term ""hiring date®" has the meaning given such term by
section 51(d).
(d) Certain rules to apply
(1) In general
Rules similar to the rules of section 52, and subsections
@@y, (®, (@, (i) (as in effect on the day before the date
of the enactment of the Taxpayer Relief Act of 1997), (J), and
(k) of section 51, shall apply for purposes of this section.
(2) Credit to be part of general business credit, etc.
References to section 51 in section 38(b), 280C(a), and
1396(c)(3) shall be treated as including references to this
section.
(e) Coordination with work opportunity credit
IT a credit is allowed under this section to an employer with
respect to an individual for any taxable year, then for purposes of
applying section 51 to such employer, such individual shall not be
treated as a member of a targeted group for such taxable year.
() Termination
This section shall not apply to individuals who begin work for
the employer after December 31, 2001.



Sec. 52. Special rules

(a) Controlled group of corporations

For purposes of this subpart, all employees of all corporations
which are members of the same controlled group of corporations
shall be treated as employed by a single employer. In any such
case, the credit (if any) determined under section 51(a) with
respect to each such member shall be its proportionate share of the
wages giving rise to such credit. For purposes of this subsection,
the term ""controlled group of corporations®™® has the meaning given
to such term by section 1563(a), except that -

(1) ""more than 50 percent"" shall be substituted for ""at
least 80 percent™" each place it appears iIn section 1563(a)(1),
and

(2) the determination shall be made without regard to
subsections (a)(4) and (e)(3)(C) of section 1563.

(b) Employees of partnerships, proprietorships, etc., which are
under common control
For purposes of this subpart, under regulations prescribed by the
Secretary -
(1) all employees of trades or business (whether or not
incorporated) which are under common control shall be treated as
employed by a single employer, and
(2) the credit (if any) determined under section 51(a) with
respect to each trade or business shall be its proportionate
share of the wages giving rise to such credit.
The regulations prescribed under this subsection shall be based on
principles similar to the principles which apply in the case of
subsection (a)-
(c) Tax-exempt organizations

No credit shall be allowed under section 38 for any work
opportunity credit determined under this subpart to any
organization (other than a cooperative described in section 521)
which is exempt from income tax under this chapter.
(d) Estates and trusts

In the case of an estate or trust -

(1) the amount of the credit determined under this subpart for
any taxable year shall be apportioned between the estate or trust
and the beneficiaries on the basis of the income of the estate or
trust allocable to each, and

(2) any beneficiary to whom any amount has been apportioned
under paragraph (1) shall be allowed, subject to section 38(c), a
credit under section 38(a) for such amount.

(e) Limitations with respect to certain persons
Under regulations prescribed by the Secretary, in the case of -

(1) a regulated investment company or a real estate investment
trust subject to taxation under subchapter M (section 851 and
following), and

(2) a cooperative organization described in section 1381(a),

rules similar to the rules provided in subsections (e) and (h) of
section 46 (as in effect on the day before the date of the
enactment of the Revenue Reconciliation Act of 1990) shall apply in
determining the amount of the credit under this subpart.

Sec. 53. Credit for prior year minimum tax liability

(a) Allowance of credit



There shall be allowed as a credit against the tax imposed by
this chapter for any taxable year an amount equal to the minimum
tax credit for such taxable year.

(b) Minimum tax credit

For purposes of subsection (a), the minimum tax credit for any
taxable year is the excess (if any) of -

(1) the adjusted net minimum tax imposed for all prior taxable
years beginning after 1986, over

(2) the amount allowable as a credit under subsection (a) for
such prior taxable years.

(c) Limitation

The credit allowable under subsection (a) for any taxable year
shall not exceed the excess (if any) of -

(1) the regular tax liability of the taxpayer for such taxable
year reduced by the sum of the credits allowable under subparts
A, B, D, E, and F of this part, over

(2) the tentative minimum tax for the taxable year.

(d) Definitions

For purposes of this section -

(1) Net minimum tax

(A) In general

The term ""net minimum tax

55.

(B) Credit not allowed for exclusion preferences

(i) Adjusted net minimum tax
The adjusted net minimum tax for any taxable year is -
(1) the amount of the net minimum tax for such taxable
year, reduced by
(11) the amount which would be the net minimum tax for
such taxable year if the only adjustments and items of tax
preference taken into account were those specified in
clause (ii1) and if section 59(a)(2) did not apply.
(i1) Specified items
The following are specified in this clause -
(1) the adjustments provided for in subsection (b)(1) of
section 56, and
(1) the items of tax preference described in paragraphs
(1), (B), and (7) of section 57(a).
(iii) Special rule
The adjusted net minimum tax for the taxable year shall be
increased by the amount of the credit not allowed under
section 29 (relating to credit for producing fuel from a
nonconventional source) solely by reason of the application
of section 29(b)(6)(B), or not allowed under section 30
solely by reason of the application of section 30(b)(3)(B).-
(iv) Credit allowable for exclusion preferences of
corporations
In the case of a corporation -
(1) the preceding provisions of this subparagraph shall
not apply, and
(11) the adjusted net minimum tax for any taxable year is
the amount of the net minimum tax for such year increased
in the manner provided in clause (iii).

(2) Tentative minimum tax

The term ""tentative minimum tax"" has the meaning given to
such term by section 55(b).

means the tax Imposed by section



PART V1 - ALTERNATIVE MINIMUM TAX

Sec.

55. Alternative minimum tax imposed.

56. Adjustments in computing alternative minimum taxable income.
57. Items of tax preference.

58. Denial of certain losses.

59. Other definitions and special rules.

Sec. 55. Alternative minimum tax imposed

(a) General rule
There is hereby imposed (in addition to any other tax imposed by
this subtitle) a tax equal to the excess (if any) of -

(1) the tentative minimum tax for the taxable year, over

(2) the regular tax for the taxable year.

(b) Tentative minimum tax
For purposes of this part -
(1) Amount of tentative tax

(A) Noncorporate taxpayers
(i) In general

In the case of a taxpayer other than a corporation, the
tentative minimum tax for the taxable year is the sum of -

(1) 26 percent of so much of the taxable excess as does
not exceed $175,000, plus

(1) 28 percent of so much of the taxable excess as
exceeds $175,000.

The amount determined under the preceding sentence shall be
reduced by the alternative minimum tax foreign tax credit for
the taxable year.

(ii) Taxable excess

For purposes of this subsection, the term ""taxable
excess™" means so much of the alternative minimum taxable
income for the taxable year as exceeds the exemption amount.
(iii) Married individual filing separate return

In the case of a married individual filing a separate
return, clause (i) shall be applied by substituting
""$87,500"" for ""$175,000"" each place it appears. For
purposes of the preceding sentence, marital status shall be
determined under section 7703.

(B) Corporations
In the case of a corporation, the tentative minimum tax for
the taxable year is -

(i) 20 percent of so much of the alternative minimum
taxable income for the taxable year as exceeds the exemption
amount, reduced by

(i1) the alternative minimum tax foreign tax credit for the
taxable year.

(2) Alternative minimum taxable income
The term ""alternative minimum taxable income®" means the
taxable income of the taxpayer for the taxable year -
(A) determined with the adjustments provided in section 56
and section 58, and
(B) increased by the amount of the items of tax preference
described in section 57.
IT a taxpayer is subject to the regular tax, such taxpayer shall
be subject to the tax imposed by this section (and, if the



regular tax is determined by reference to an amount other than
taxable income, such amount shall be treated as the taxable
income of such taxpayer for purposes of the preceding sentence).
(3) Maximum rate of tax on net capital gain of noncorporate
taxpayers
The amount determined under the Ffirst sentence of paragraph
(D) A)(1) shall not exceed the sum of -

(A) the amount determined under such first sentence computed
at the rates and in the same manner as if this paragraph had
not been enacted on the taxable excess reduced by the lesser of

(i) the net capital gain; or
(i1) the sum of -
(1) the adjusted net capital gain, plus
(11) the unrecaptured section 1250 gain, plus

(B) 10 percent of so much of the adjusted net capital gain
(or, 1T less, taxable excess) as does not exceed the amount on
which a tax is determined under section 1(h)(1)(B), plus

(C) 20 percent of the adjusted net capital gain (or, if less,
taxable excess) iIn excess of the amount on which tax is
determined under subparagraph (B), plus

(D) 25 percent of the amount of taxable excess in excess of
the sum of the amounts on which tax is determined under the
preceding subparagraphs of this paragraph.

In the case of taxable years beginning after December 31, 2000,
rules similar to the rules of section 1(h)(2) shall apply for
purposes of subparagraphs (B) and (C). Terms used in this
paragraph which are also used in section 1(h) shall have the
respective meanings given such terms by section 1(h) but computed
with the adjustments under this part.

(c) Regular tax
(1) In general

For purposes of this section, the term ""regular tax™" means

the regular tax liability for the taxable year (as defined in
section 26(b)) reduced by the foreign tax credit allowable under
section 27(a), the section 936 credit allowable under section
27(b), and the Puerto Rico economic activity credit under section
30A. Such term shall not include any increase in tax under
section 49(b) or 50(a) or subsection (j) or (k) of section 42.
(2) Cross references

For provisions providing that certain credits are not
allowable against the tax imposed by this section, see sections
26(a), 29(b)(6), 30(b)(3), and 38(c).

(d) Exemption amount
For purposes of this section -
(1) Exemption amount for taxpayers other than corporations
In the case of a taxpayer other than a corporation, the term
"“exemption amount®® means -

(A) $45,000 ($49,000 in the case of taxable years beginning

in 2001, 2002, 2003, and 2004) in the case of -
(i) a joint return, or
(i1) a surviving spouse,

(B) $33,750 ($35,750 in the case of taxable years beginning

in 2001, 2002, 2003, and 2004) in the case of an individual who
(i) is not a married individual, and
(i1) i1s not a surviving spouse,



(C) 50 percent of the dollar amount applicable under
paragraph (1)(A) in the case of a married individual who files
a separate return, and
(D) $22,500 in the case of an estate or trust.
For purposes of this paragraph, the term ""surviving spouse®® has
the meaning given to such term by section 2(a), and marital
status shall be determined under section 7703.
(2) Corporations
In the case of a corporation, the term
means $40,000.
(3) Phase-out of exemption amount
The exemption amount of any taxpayer shall be reduced (but not
below zero) by an amount equal to 25 percent of the amount by
which the alternative minimum taxable income of the taxpayer
exceeds -
(A) $150,000 in the case of a taxpayer described in paragraph
A or (2),
(B) $112,500 in the case of a taxpayer described in paragraph
(1B, and
(C) $75,000 in the case of a taxpayer described in
subparagraph (C) or (D) of paragraph (1).
In the case of a taxpayer described in paragraph (1)(C),
alternative minimum taxable income shall be increased by the
lesser of (i) 25 percent of the excess of alternative minimum
taxable income (determined without regard to this sentence) over
the minimum amount of such income (as so determined) for which
the exemption amount under paragraph (1)(C) is zero, or (ii) such
exemption amount (determined without regard to this paragraph).
(e) Exemption for small corporations
(1) In general
(A) $7,500,000 gross receipts test
The tentative minimum tax of a corporation shall be zero for
any taxable year if the corporation®s average annual gross
receipts for all 3-taxable-year periods ending before such
taxable year does not exceed $7,500,000. For purposes of the
preceding sentence, only taxable years beginning after December
31, 1993, shall be taken into account.
(B) $5,000,000 gross receipts test for first 3-year period
Subparagraph (A) shall be applied by substituting
""$5,000,000"" for ""$7,500,000"" for the first 3-taxable-year
period (or portion thereof) of the corporation which is taken
into account under subparagraph (A).
(C) First taxable year corporation in existence
IT such taxable year is the first taxable year that such
corporation is in existence, the tentative minimum tax of such
corporation for such year shall be zero.
(D) Special rules
For purposes of this paragraph, the rules of paragraphs (2)
and (3) of section 448(c) shall apply.
(2) Prospective application of minimum tax if small corporation
ceases to be small
In the case of a corporation whose tentative minimum tax is
zero for any prior taxable year by reason of paragraph (1), the
application of this part for taxable years beginning with the
first taxable year such corporation ceases to be described in
paragraph (1) shall be determined with the following
modifications:

exemption amount®*



(A) Section 56(a)(1) (relating to depreciation) and section
56(a)(5) (relating to pollution control facilities) shall apply
only to property placed in service on or after the change date.

(B) Section 56(a)(2) (relating to mining exploration and
development costs) shall apply only to costs paid or incurred
on or after the change date.

(C) Section 56(a)(3) (relating to treatment of long-term
contracts) shall apply only to contracts entered into on or
after the change date.

(D) Section 56(a)(4) (relating to alternative net operating
loss deduction) shall apply in the same manner as if, iIn
section 56(d)(2), the change date were substituted for
""January 1, 1987°" and the day before the change date were
substituted for ""December 31, 1986"" each place it appears.

(E) Section 56(g)(2)(B) (relating to limitation on allowance
of negative adjustments based on adjusted current earnings)
shall apply only to prior taxable years beginning on or after
the change date.

(F) Section 56(g)(4)(A) (relating to adjustment for
depreciation to adjusted current earnings) shall not apply.

(G) Subparagraphs (D) and (F) of section 56(g)(4) (relating
to other earnings and profits adjustments and depletion) shall
apply in the same manner as if the day before the change date
were substituted for ""December 31, 1989*" each place it
appears therein.

(3) Exception
The modifications in paragraph (2) shall not apply to -
(A) any item acquired by the corporation in a transaction to
which section 381 applies, and
(B) any property the basis of which in the hands of the
corporation is determined by reference to the basis of the
property in the hands of the transferor,
if such item or property was subject to any provision referred to
in paragraph (2) while held by the transferor.
(4) Change date

For purposes of paragraph (2), the change date is the first day
of the first taxable year for which the taxpayer ceases to be
described in paragraph (1).
(5) Limitation on use of credit for prior year minimum tax

liability

In the case of a taxpayer whose tentative minimum tax for any
taxable year is zero by reason of paragraph (1), section 53(c)
shall be applied for such year by reducing the amount otherwise
taken into account under section 53(c)(1) by 25 percent of so
much of such amount as exceeds $25,000. Rules similar to the
rules of section 38(c)(3)(B) shall apply for purposes of the
preceding sentence.

Sec. 56. Adjustments in computing alternative minimum taxable
income

(a) Adjustments applicable to all taxpayers

In determining the amount of the alternative minimum taxable
income for any taxable year the following treatment shall apply (in
lieu of the treatment applicable for purposes of computing the
regular tax):

(1) Depreciation



(A) In general
(1) Property other than certain personal property
Except as provided in clause (ii), the depreciation
deduction allowable under section 167 with respect to any
tangible property placed in service after December 31, 1986,
shall be determined under the alternative system of section
168(g)-. In the case of property placed in service after
December 31, 1998, the preceding sentence shall not apply but
clause (ii1) shall continue to apply.
(i1) 150-percent declining balance method for certain
property
The method of depreciation used shall be -

(1) the 150 percent declining balance method,

(11) switching to the straight line method for the 1st
taxable year for which using the straight line method with
respect to the adjusted basis as of the beginning of the
year will yield a higher allowance.

The preceding sentence shall not apply to any section 1250
property (as defined in section 1250(c)) (and the straight
line method shall be used for such 1250 (FOOTNOTE 1)
property) or to any other property if the depreciation
deduction determined under section 168 with respect to such
other property for purposes of the regular tax is determined
by using the straight line method.

(FOOTNOTE 1) So in original. Probably should be ""section

1250 " .

(B) Exception for certain property
This paragraph shall not apply to property described in

paragraph (1), (2), (3), or (4) of section 168(f).

(C) Coordination with transitional rules
(i) In general
This paragraph shall not apply to property placed in

service after December 31, 1986, to which the amendments made
by section 201 of the Tax Reform Act of 1986 do not apply by
reason of section 203, 204, or 251(d) of such Act.
(ii) Treatment of certain property placed in service before

1987
This paragraph shall apply to any property to which the

amendments made by section 201 of the Tax Reform Act of 1986
apply by reason of an election under section 203(a)(1)(B) of
such Act without regard to the requirement of subparagraph
(A) that the property be placed in service after December 31,
1986.

(D) Normalization rules
With respect to public utility property described in section

168(i1)(10), the Secretary shall prescribe the requirements of a

normalization method of accounting for this section.

(2) Mining exploration and development costs

(A) In general

With respect to each mine or other natural deposit (other
than an oil, gas, or geothermal well) of the taxpayer, the
amount allowable as a deduction under section 616(a) or 617(a)
(determined without regard to section 291(b)) in computing the
regular tax for costs paid or incurred after December 31, 1986,
shall be capitalized and amortized ratably over the 10-year
period beginning with the taxable year in which the
expenditures were made.



(B) Loss allowed
IT a loss iIs sustained with respect to any property described
in subparagraph (A), a deduction shall be allowed for the
expenditures described in subparagraph (A) for the taxable year
in which such loss is sustained in an amount equal to the
lesser of -
(i) the amount allowable under section 165(a) for the
expenditures if they had remained capitalized, or
(i1) the amount of such expenditures which have not
previously been amortized under subparagraph (A).
(3) Treatment of certain long-term contracts
In the case of any long-term contract entered into by the
taxpayer on or after March 1, 1986, the taxable income from such
contract shall be determined under the percentage of completion
method of accounting (as modified by section 460(b)). For
purposes of the preceding sentence, in the case of a contract
described in section 460(e)(1), the percentage of the contract
completed shall be determined under section 460(b)(1) by using
the simplified procedures for allocation of costs prescribed
under section 460(b)(3). The first sentence of this paragraph
shall not apply to any home construction contract (as defined in
section 460(e)(6)).
(4) Alternative tax net operating loss deduction
The alternative tax net operating loss deduction shall be
allowed in lieu of the net operating loss deduction allowed under
section 172.
(5) Pollution control facilities
In the case of any certified pollution control facility placed
in service after December 31, 1986, the deduction allowable under
section 169 (without regard to section 291) shall be determined
under the alternative system of section 168(g). In the case of
such a facility placed in service after December 31, 1998, such
deduction shall be determined under section 168 using the
straight line method.
(6) Adjusted basis
The adjusted basis of any property to which paragraph (1) or
(5) applies (or with respect to which there are any expenditures
to which paragraph (2) or subsection (b)(2) applies) shall be
determined on the basis of the treatment prescribed in paragraph
), (2), or (5), or subsection (b)(2), whichever applies.
(7) Section 87 not applicable
Section 87 (relating to alcohol fuel credit) shall not apply.

(b) Adjustments applicable to individuals

In determining the amount of the alternative minimum taxable
income of any taxpayer (other than a corporation), the following

treatment shall apply (in lieu of the treatment applicable for
purposes of computing the regular tax):

(1) Limitation on deductions
(A) In general
No deduction shall be allowed -
(i) for any miscellaneous itemized deduction (as defined in
section 67(b)), or
(i1) for any taxes described in paragraph (1), (2), or (3)
of section 164(a).-
Clause (1i) shall not apply to any amount allowable in
computing adjusted gross income.
(B) Medical expenses



In determining the amount allowable as a deduction under
section 213, subsection (a) of section 213 shall be applied by
substituting ""10 percent®" for ""7.5 percent™".

(C) Interest

In determining the amount allowable as a deduction for
interest, subsections (d) and (h) of section 163 shall apply,
except that -

(i) in lieu of the exception under section 163(h)(2)(D),
the term ""personal interest®" shall not include any
qualified housing interest (as defined in subsection (e)),

(i) sections 163(d)(6) and 163(h)(5) (relating to
phase-ins) shall not apply,

(iii) interest on any specified private activity bond (and
any amount treated as interest on a specified private
activity bond under section 57(a)(5)(B)), and any deduction
referred to in section 57(a)(5)(A), shall be treated as
includible in gross income (or as deductible) for purposes of
applying section 163(d),

(iv) iIn lieu of the exception under section
163(d) () (B) (i), the term ""investment interest™" shall not
include any qualified housing interest (as defined in
subsection (e)), and

(v) the adjustments of this section and sections 57 and 58
shall apply in determining net investment income under
section 163(d).

(D) Treatment of certain recoveries

No recovery of any tax to which subparagraph (A)(ii) applied
shall be included in gross income for purposes of determining
alternative minimum taxable income.

(E) Standard deduction and deduction for personal exemptions
not allowed

The standard deduction under section 63(c), the deduction for
personal exemptions under section 151, and the deduction under
section 642(b) shall not be allowed.

(F) Section 68 not applicable

Section 68 shall not apply.

(2) Circulation and research and experimental expenditures
(A) In general

The amount allowable as a deduction under section 173 or
174(a) in computing the regular tax for amounts paid or
incurred after December 31, 1986, shall be capitalized and -

(i) in the case of circulation expenditures described in
section 173, shall be amortized ratably over the 3-year
period beginning with the taxable year in which the
expenditures were made, or

(ii) iIn the case of research and experimental expenditures
described in section 174(a), shall be amortized ratably over
the 10-year period beginning with the taxable year in which
the expenditures were made.

(B) Loss allowed

IT a loss is sustained with respect to any property described
in subparagraph (A), a deduction shall be allowed for the
expenditures described in subparagraph (A) for the taxable year
in which such loss is sustained in an amount equal to the
lesser of -

(i) the amount allowable under section 165(a) for the
expenditures if they had remained capitalized, or



(ii) the amount of such expenditures which have not
previously been amortized under subparagraph (A).
(C) Special rule for personal holding companies
In the case of circulation expenditures described in section
173, the adjustments provided in this paragraph shall apply
also to a personal holding company (as defined in section 542).
(D) Exception for certain research and experimental
expenditures
IT the taxpayer materially participates (within the meaning
of section 469(h)) in an activity, this paragraph shall not
apply to any amount allowable as a deduction under section
174(a) for expenditures paid or incurred In connection with
such activity.
(3) Treatment of incentive stock options
Section 421 shall not apply to the transfer of stock acquired
pursuant to the exercise of an incentive stock option (as defined
in section 422). Section 422(c)(2) shall apply in any case where
the disposition and the inclusion for purposes of this part are
within the same taxable year and such section shall not apply in
any other case. The adjusted basis of any stock so acquired
shall be determined on the basis of the treatment prescribed by
this paragraph.
(c) Adjustments applicable to corporations
In determining the amount of the alternative minimum taxable
income of a corporation, the following treatment shall apply:
(1) Adjustment for adjusted current earnings
Alternative minimum taxable income shall be adjusted as
provided in subsection (Q)-
(2) Merchant marine capital construction funds
In the case of a capital construction fund established under
section 607 of the Merchant Marine Act, 1936 (46 (FOOTNOTE 2)
U.s.C. 1177) -

(FOOTNOTE 2) So in original. Probably should be ""46 App.~=*
(A) subparagraphs (A), (B), and (C) of section 7518(c) (1)
(and the corresponding provisions of such section 607) shall

not apply to -
(i) any amount deposited in such fund after December 31,
1986, or
(i1) any earnings (including gains and losses) after
December 31, 1986, on amounts in such fund, and
(B) no reduction in basis shall be made under section 7518(f)
(or the corresponding provisions of such section 607) with
respect to the withdrawal from the fund of any amount to which
subparagraph (A) applies.
For purposes of this paragraph, any withdrawal of deposits or
earnings from the fund shall be treated as allocable first to
deposits made before (and earnings received or accrued before)
January 1, 1987.
(3) Special deduction for certain organizations not allowed
The deduction determined under section 833(b) shall not be
allowed.
(d) Alternative tax net operating loss deduction defined
(1) In general
For purposes of subsection (a)(4), the term ""alternative tax
net operating loss deduction®® means the net operating loss
deduction allowable for the taxable year under section 172,
except that -



(A) the amount of such deduction shall not exceed 90 percent
of alternate minimum taxable income determined without regard
to such deduction, and

(B) in determining the amount of such deduction -

(i) the net operating loss (within the meaning of section
172(c)) for any loss year shall be adjusted as provided in
paragraph (2), and

(i1) appropriate adjustments in the application of section
172(b)(2) shall be made to take into account the limitation
of subparagraph (A).

(2) Adjustments to net operating loss computation
(A) Post-1986 loss years

In the case of a loss year beginning after December 31, 1986,
the net operating loss for such year under section 172(c) shall

(i) be determined with the adjustments provided in this
section and section 58, and

(i1) be reduced by the items of tax preference determined
under section 57 for such year.

An item of tax preference shall be taken into account under
clause (ii) only to the extent such item increased the amount
of the net operating loss for the taxable year under section
172(c).

(B) Pre-1987 years

In the case of loss years beginning before January 1, 1987,
the amount of the net operating loss which may be carried over
to taxable years beginning after December 31, 1986, for
purposes of paragraph (2), shall be equal to the amount which
may be carried from the loss year to the first taxable year of
the taxpayer beginning after December 31, 1986.

(e) Qualified housing interest
For purposes of this part -
(1) In general

The term "“qualified housing interest™" means interest which is
qualified residence interest (as defined in section 163(h)(3))
and is paid or accrued during the taxable year on indebtedness
which is incurred In acquiring, constructing, or substantially
improving any property which -
(A) is the principal residence (within the meaning of section
121) of the taxpayer at the time such interest accrues, or
(B) is a qualified dwelling which is a qualified residence
(within the meaning of section 163(h)(4)).
Such term also includes interest on any indebtedness resulting
from the refinancing of indebtedness meeting the requirements of
the preceding sentence; but only to the extent that the amount of
the indebtedness resulting from such refinancing does not exceed
the amount of the refinanced indebtedness immediately before the
refinancing.
(2) Qualified dwelling

The term ""qualified dwelling™" means any -

(A) house,

(B) apartment,

(C) condominium, or

(D) mobile home not used on a transient basis (within the
meaning of section 7701(a)(19)(C)(v)),

including all structures or other property appurtenant thereto.
(3) Special rule for indebtedness incurred before July 1, 1982



The term ""qualified housing interest™" includes interest which
is qualified residence interest (as defined in section 163(h)(3))
and is paid or accrued on indebtedness which -

(A) was incurred by the taxpayer before July 1, 1982, and
(B) is secured by property which, at the time such
indebtedness was incurred, was -

(i) the principal residence (within the meaning of section
121) of the taxpayer, or

(i1) a qualified dwelling used by the taxpayer (or any
member of his family (within the meaning of section
267(c)(4)))-

((F) Repealed. Pub. L. 101-508, title XI, Sec. 11801(a)(3), Nov. 5,

1990, 104 Stat. 1388-520)

(g) Adjustments based on adjusted current earnings
(1) In general

The alternative minimum taxable income of any corporation for
any taxable year shall be increased by 75 percent of the excess
(if any) of -

(A) the adjusted current earnings of the corporation, over
(B) the alternative minimum taxable income (determined
without regard to this subsection and the alternative tax net
operating loss deduction).
(2) Allowance of negative adjustments
(A) In general
The alternative minimum taxable income for any corporation of
any taxable year, shall be reduced by 75 percent of the excess
(if any) of -
(i) the amount referred to in subparagraph (B) of paragraph
(1), over
(i1) the amount referred to in subparagraph (A) of
paragraph (1).
(B) Limitation
The reduction under subparagraph (A) for any taxable year
shall not exceed the excess (if any) of -
(i) the aggregate increases in alternative minimum taxable
income under paragraph (1) for prior taxable years, over
(i1) the aggregate reductions under subparagraph (A) of
this paragraph for prior taxable years.
(3) Adjusted current earnings

For purposes of this subsection, the term ""adjusted current
earnings”" means the alternative minimum taxable income for the
taxable year -

(A) determined with the adjustments provided in paragraph

4), and

(B) determined without regard to this subsection and the
alternative tax net operating loss deduction.
(4) Adjustments

In determining adjusted current earnings, the following
adjustments shall apply:

(A) Depreciation

(i) Property placed in service after 1989

The depreciation deduction with respect to any property
placed in service in a taxable year beginning after 1989
shall be determined under the alternative system of section
168(g)- The preceding sentence shall not apply to any
property placed in service after December 31, 1993, and the
depreciation deduction with respect to such property shall be



determined under the rules of subsection (a)(1)(A).
(i1) Property to which new ACRS system applies

In the case of any property to which the amendments made by
section 201 of the Tax Reform Act of 1986 apply and which is
placed in service in a taxable year beginning before 1990,
the depreciation deduction shall be determined -
(1) by taking into account the adjusted basis of such
property (as determined for purposes of computing
alternative minimum taxable income) as of the close of the
last taxable year beginning before January 1, 1990, and
(11) by using the straight-line method over the remainder
of the recovery period applicable to such property under
the alternative system of section 168(Q)-
(iii) Property to which original ACRS system applies

In the case of any property to which section 168 (as in
effect on the day before the date of the enactment of the Tax
Reform Act of 1986 and without regard to subsection
(@@ A) (1) thereof) applies and which is placed in service
in a taxable year beginning before 1990, the depreciation
deduction shall be determined -
(1) by taking into account the adjusted basis of such
property (as determined for purposes of computing the
regular tax) as of the close of the last taxable year
beginning before January 1, 1990, and
(11) by using the straight line method over the remainder
of the recovery period which would apply to such property
under the alternative system of section 168(Q).
(iv) Property placed in service before 1981

In the case of any property not described in clause (i),
(ii), or (iii), the amount allowable as depreciation or
amortization with respect to such property shall be
determined in the same manner as for purposes of computing
taxable income.
(v) Special rule for certain property

In the case of any property described in paragraph (1),
(2, (3), or (4) of section 168(f), the amount of
depreciation allowable for purposes of the regular tax shall
be treated as the amount allowable under the alternative
system of section 168(Q)-

(B) Inclusion of items included for purposes of computing

earnings and profits
(i) In general

In the case of any amount which is excluded from gross
income for purposes of computing alternative minimum taxable
income but is taken into account in determining the amount of
earnings and profits -

(1) such amount shall be included in income iIn the same
manner as if such amount were includible in gross income
for purposes of computing alternative minimum taxable
income, and

(11) the amount of such income shall be reduced by any
deduction which would have been allowable in computing
alternative minimum taxable income If such amount were
includible in gross income.

The preceding sentence shall not apply in the case of any
amount excluded from gross income under section 108 (or the
corresponding provisions of prior law) or under section 114.



In the case of any insurance company taxable under section
831(b), this clause shall not apply to any amount not
described in section 834(b).
(i1) Inclusion of buildup in life Insurance contracts

In the case of any life iInsurance contract -

(1) the income on such contract (as determined under
section 7702(g)) for any taxable year shall be treated as
includible in gross income for such year, and

(11) there shall be allowed as a deduction that portion
of any premium which is attributable to insurance coverage.

(C) Disallowance of items not deductible in computing earnings
and profits
(i) In general
A deduction shall not be allowed for any item if such item
would not be deductible for any taxable year for purposes of
computing earnings and profits.
(i1) Special rule for certain dividends
(1) In general

Clause (1) shall not apply to any deduction allowable
under section 243 or 245 for any dividend which is a
100-percent dividend or which is received from a 20-percent
owned corporation (as defined in section 243(c)(2)), but
only to the extent such dividend is attributable to income
of the paying corporation which is subject to tax under
this chapter (determined after the application of sections
30A, 936 (including subsections (a)(4), (i), and ()
thereof) and 921). (FOOTNOTE 3)

(FOOTNOTE 3) See References in Text note below.
(11) 100-percent dividend

For purposes of subclause (1), the term ""100 percent
dividend™ " means any dividend if the percentage used for
purposes of determining the amount allowable as a deduction
under section 243 or 245 with respect to such dividend is
100 percent.

(iii) Treatment of taxes on dividends from 936 corporations
(1) In general

For purposes of determining the alternative minimum
foreign tax credit, 75 percent of any withholding or income
tax paid to a possession of the United States with respect
to dividends received from a corporation eligible for the
credit provided by section 936 shall be treated as a tax
paid to a foreign country by the corporation receiving the
dividend.

(1) Limitation

IT the aggregate amount of the dividends referred to in
subclause (1) for any taxable year exceeds the excess
referred to in paragraph (1), the amount treated as tax
paid to a foreign country under subclause (1) shall not
exceed the amount which would be so treated without regard
to this subclause multiplied by a fraction the numerator of
which is the excess referred to in paragraph (1) and the
denominator of which is the aggregate amount of such
dividends.

(111) Treatment of taxes imposed on 936 corporation

For purposes of this clause, taxes paid by any
corporation eligible for the credit provided by section 936
to a possession of the United States shall be treated as a



withholding tax paid with respect to any dividend paid by
such corporation to the extent such taxes would be treated
as paid by the corporation receiving the dividend under
rules similar to the rules of section 902 (and the amount
of any such dividend shall be increased by the amount so
treated).

(1V) Separate application of foreign tax credit limitations
In determining the alternative minimum foreign tax
credit, section 904(d) shall be applied as if dividends
from a corporation eligible for the credit provided by

section 936 were a separate category of income referred to
in a subparagraph of section 904(d)(1).
(V) Coordination with limitation on 936 credit
Any reference in this clause to a dividend received from
a corporation eligible for the credit provided by section
936 shall be treated as a reference to the portion of any
such dividend for which the dividends received deduction is
disallowed under clause (i) after the application of clause
an.
(V1) Application to section 30A corporations
References in this clause to section 936 shall be treated
as including references to section 30A.
(iv) Special rule for certain dividends received by certain
cooperatives
In the case of a cooperative described In section
927(a)(4), (FOOTNOTE 3) clause (i) shall not apply to any
amount allowable as a deduction under section 245(c).
(D) Certain other earnings and profits adjustments
(i) Intangible drilling costs
The adjustments provided in section 312(n)(2)(A) shall
apply in the case of amounts paid or incurred in taxable
years beginning after December 31, 1989. In the case of a
taxpayer other than an integrated oil company (as defined in
section 291(b)(4)), in the case of any oil or gas well, this
clause shall not apply in the case of amounts paid or
incurred in taxable years beginning after December 31, 1992.
(i1) Certain amortization provisions not to apply
Sections 173 and 248 shall not apply to expenditures paid
or incurred in taxable years beginning after December 31,
1989.
(iii) LIFO inventory adjustments
The adjustments provided in section 312(n)(4) shall apply,
but only with respect to taxable years beginning after
December 31, 1989.
(iv) Installment sales
In the case of any installment sale in a taxable year
beginning after December 31, 1989, adjusted current earnings
shall be computed as if the corporation did not use the
installment method. The preceding sentence shall not apply
to the applicable percentage (as determined under section
453A) of the gain from any installment sale with respect to
which section 453A(a)(1) applies.
(E) Disallowance of loss on exchange of debt pools
No loss shall be recognized on the exchange of any pool of
debt obligations for another pool of debt obligations having
substantially the same effective interest rates and maturities.
(F) Depletion



(i) In general

The allowance for depletion with respect to any property
placed iIn service in a taxable year beginning after December
31, 1989, shall be cost depletion determined under section
611.

(ii1) Exception for independent oil and gas producers and
royalty owners

In the case of any taxable year beginning after December
31, 1992, clause (i) (and subparagraph (C)(i)) shall not
apply to any deduction for depletion computed in accordance
with section 613A(c).

(G) Treatment of certain ownership changes
It -

(i) there is an ownership change (within the meaning of
section 382) in a taxable year beginning after 1989 with
respect to any corporation, and

(i1) there is a net unrealized built-in loss (within the
meaning of section 382(h)) with respect to such corporation,

then the adjusted basis of each asset of such corporation
(immediately after the ownership change) shall be its
proportionate share (determined on the basis of respective fair
market values) of the fair market value of the assets of such
corporation (determined under section 382(h)) immediately
before the ownership change.
(H) Adjusted basis
The adjusted basis of any property with respect to which an
adjustment under this paragraph applies shall be determined by
applying the treatment prescribed in this paragraph.
(1) Treatment of charitable contributions
Notwithstanding subparagraphs (B) and (C), no adjustment
related to the earnings and profits effects of any charitable
contribution shall be made in computing adjusted current
earnings.
(5) Other definitions
For purposes of paragraph (4) -
(A) Earnings and profits
The term ""earnings and profits®" means earnings and profits
computed for purposes of subchapter C.
(B) Treatment of alternative minimum taxable income
The treatment of any item for purposes of computing
alternative minimum taxable income shall be determined without
regard to this subsection.
(6) Exception for certain corporations
This subsection shall not apply to any S corporation, regulated
investment company, real estate investment trust, REMIC, or
FASIT.

Sec. 57. Items of tax preference

(a) General rule
For purposes of this part, the items of tax preference determined
under this section are -
(1) Depletion
With respect to each property (as defined in section 614), the
excess of the deduction for depletion allowable under section 611
for the taxable year over the adjusted basis of the property at
the end of the taxable year (determined without regard to the



depletion deduction for the taxable year). Effective with
respect to taxable years beginning after December 31, 1992, this
paragraph shall not apply to any deduction for depletion computed
in accordance with section 613A(c).-
(2) Intangible drilling costs
(A) In general
With respect to all oil, gas, and geothermal properties of
the taxpayer, the amount (if any) by which the amount of the
excess intangible drilling costs arising in the taxable year is
greater than 65 percent of the net income of the taxpayer from
oil, gas, and geothermal properties for the taxable year.
(B) Excess intangible drilling costs
For purposes of subparagraph (A), the amount of the excess
intangible drilling costs arising in the taxable year is the
excess of -
(i) the intangible drilling and development costs paid or
incurred in connection with oil, gas, and geothermal wells
(other than costs incurred in drilling a nonproductive well)
allowable under section 263(c) or 291(b) for the taxable
year, over
(ii) the amount which would have been allowable for the
taxable year if such costs had been capitalized and straight
line recovery of intangibles (as defined in subsection (b))
had been used with respect to such costs.
(C) Net income from oil, gas, and geothermal properties

For purposes of subparagraph (A), the amount of the net
income of the taxpayer from oil, gas, and geothermal properties
for the taxable year is the excess of -

(i) the aggregate amount of gross income (within the
meaning of section 613(a)) from all oil, gas, and geothermal
properties of the taxpayer received or accrued by the
taxpayer during the taxable year, over

(i1) the amount of any deductions allocable to such
properties reduced by the excess described in subparagraph
(B) for such taxable year.

(D) Paragraph applied separately with respect to geothermal
properties and oil and gas properties
This paragraph shall be applied separately with respect to -

(i) all oil and gas properties which are not described in
clause (ii), and

(ii) all properties which are geothermal deposits (as
defined in section 613(e)(2)).

(E) Exception for independent producers
In the case of any oil or gas well -
(i) In general

In the case of any taxable year beginning after December
31, 1992, this paragraph shall not apply to any taxpayer
which is not an integrated oil company (as defined in section
291(b)(4)).-

(ii) Limitation on benefit

The reduction in alternative minimum taxable income by
reason of clause (i) for any taxable year shall not exceed 40
percent (30 percent in case of taxable years beginning in
1993) of the alternative minimum taxable income for such year
determined without regard to clause (i) and the alternative
tax net operating loss deduction under section 56(a)(4).

((3) Repealed. Pub. L. 100-647, title 1, Sec. 1007(b)(14)(B),



Nov. 10, 1988, 102 Stat. 3430)
((4) Repealed. Pub. L. 104-188, title 1, Sec. 1616(b)(3), Aug.
20, 1996, 110 Stat. 1856)
(5) Tax-exempt interest
(A) In general
Interest on specified private activity bonds reduced by any
deduction (not allowable in computing the regular tax) which
would have been allowable if such interest were includible in
gross income.
(B) Treatment of exempt-interest dividends
Under regulations prescribed by the Secretary, any
exempt-interest dividend (as defined in section 852(b)(5)(A))
shall be treated as interest on a specified private activity
bond to the extent of its proportionate share of the interest
on such bonds received by the company paying such dividend.
(C) Specified private activity bonds
(i) In general
For purposes of this part, the term ""specified private
activity bond®™" means any private activity bond (as defined
in section 141) which is issued after August 7, 1986, and the
interest on which is not includible in gross income under
section 103.
(i1) Exception for qualified 501(c)(3) bonds
For purposes of clause (i), the term "“private activity
bond®* shall not include any qualified 501(c)(3) bond (as
defined in section 145).
(iii) Exception for refundings
For purposes of clause (i), the term private activity
bond®* shall not include any refunding bond (whether a
current or advance refunding) if the refunded bond (or in the
case of a series of refundings, the original bond) was issued
before August 8, 1986.
(iv) Certain bonds issued before September 1, 1986
For purposes of this subparagraph, a bond issued before
September 1, 1986, shall be treated as issued before August
8, 1986, unless such bond would be a private activity bond if

(1) paragraphs (1) and (2) of section 141(b) were applied
by substituting ""25 percent®" for ""10 percent®" each
place it appears,

(11) paragraphs (3), (4), and (5) of section 141(b) did
not apply, and

(111) subparagraph (B) of section 141(c)(1) did not
apply.

(6) Accelerated depreciation or amortization on certain property
placed in service before January 1, 1987
The amounts which would be treated as items of tax preference
with respect to the taxpayer under paragraphs (2), (3), (4), and
(12) of this subsection (as in effect on the day before the date
of the enactment of the Tax Reform Act of 1986). The preceding
sentence shall not apply to any property to which section
56(a) (1) or (5) applies.
(7) Exclusion for gains on sale of certain small business stock
An amount equal to 42 percent of the amount excluded from gross
income for the taxable year under section 1202. In the case of
stock the holding period of which begins after December 31, 2000
(determined with the application of the last sentence of section



1(h)(2)(B)), the preceding sentence shall be applied by
substituting ""28 percent®"" for ""42 percent"".
(b) Straight line recovery of intangibles defined

For purposes of paragraph (2) of subsection (a) -
(1) In general

The term ""straight line recovery of intangibles™", when used
with respect to intangible drilling and development costs for any
well, means (except in the case of an election under paragraph
(2)) ratable amortization of such costs over the 120-month period
beginning with the month in which production from such well
begins.
(2) Election

IT the taxpayer elects with respect to the intangible drilling
and development costs for any well, the term ""straight line
recovery of intangibles®™® means any method which would be
permitted for purposes of determining cost depletion with respect
to such well and which is selected by the taxpayer for purposes
of subsection (a)(2).-

Sec. 58. Denial of certain losses

(a) Denial of farm loss
(1) In general
For purposes of computing the amount of the alternative minimum
taxable income for any taxable year of a taxpayer other than a
corporation -
(A) Disallowance of farm loss
No loss of the taxpayer for such taxable year from any tax
shelter farm activity shall be allowed.
(B) Deduction in succeeding taxable year
Any loss from a tax shelter farm activity disallowed under
subparagraph (A) shall be treated as a deduction allocable to
such activity in the 1st succeeding taxable year.
(2) Tax shelter farm activity
For purposes of this subsection, the term ""tax shelter farm
activity"" means -
(A) any farming syndicate as defined in section 464(c), and
(B) any other activity consisting of farming which is a
passive activity (within the meaning of section 469(c)).-
(3) Application to personal service corporations
For purposes of paragraph (1), a personal service corporation
(within the meaning of section 469(j)(2)) shall be treated as a
taxpayer other than a corporation.
(4) Determination of loss
In determining the amount of the loss from any tax shelter farm
activity, the adjustments of sections 56 and 57 shall apply.
(b) Disallowance of passive activity loss
In computing the alternative minimum taxable income of the
taxpayer for any taxable year, section 469 shall apply, except that
in applying section 469 -
(1) the adjustments of sections 56 and 57 shall apply,
(2) the provisions of section 469(m) (relating to phase-in of
disallowance) shall not apply, and
(3) in lieu of applying section 469(jJ)(7), the passive activity
loss of a taxpayer shall be computed without regard to qualified
housing interest (as defined in section 56(e)).
(c) Special rules



For purposes of this section -
(1) Special rule for insolvent taxpayers
(A) In general
The amount of losses to which subsection (a) or (b) applies
shall be reduced by the amount (if any) by which the taxpayer
is insolvent as of the close of the taxable year.
(B) Insolvent
For purposes of this paragraph, the term ""insolvent®™® means
the excess of liabilities over the fair market value of assets.
(2) Loss allowed for year of disposition of farm shelter activity
IT the taxpayer disposes of his entire interest in any tax
shelter farm activity during any taxable year, the amount of the
loss attributable to such activity (determined after carryovers
under subsection (a)(1)(B)) shall (to the extent otherwise
allowable) be allowed for such taxable year in computing
alternative minimum taxable income and not treated as a loss from
a tax shelter farm activity.

Sec. 59. Other definitions and special rules

(a) Alternative minimum tax foreign tax credit
For purposes of this part -
(1) In general
The alternative minimum tax foreign tax credit for any taxable
year shall be the credit which would be determined under section
27(a) for such taxable year if -

(A) the pre-credit tentative minimum tax were the tax against
which such credit was taken for purposes of section 904 for the
taxable year and all prior taxable years beginning after
December 31, 1986,

(B) section 904 were applied on the basis of alternative
minimum taxable income instead of taxable income, and

(C) the determination of whether any income is high-taxed
income for purposes of section 904(d)(2) were made on the basis
of the applicable rate specified in subparagraph (A)(i1) or
(B) (i) of section 55(b)(1) (whichever applies) in lieu of the
highest rate of tax specified in section 1 or 11 (whichever
applies).

(2) Limitation to 90 percent of tax
(A) In general

The alternative minimum tax foreign tax credit for any

taxable year shall not exceed the excess (if any) of -
(i) the pre-credit tentative minimum tax for the taxable
year, over
(ii) 10 percent of the amount which would be the pre-credit
tentative minimum tax without regard to the alternative tax
net operating loss deduction and section 57(a)(2)(E).
(B) Carryback and carryforward

IT the alternative minimum tax foreign tax credit exceeds the
amount determined under subparagraph (A), such excess shall,
for purposes of this part, be treated as an amount to which
section 904(c) applies.

(3) Pre-credit tentative minimum tax
For purposes of this subsection, the term ""pre-credit
tentative minimum tax™" means -

(A) in the case of a taxpayer other than a corporation, the
amount determined under the first sentence of section



55(b) (1) (A) (i), or
(B) in the case of a corporation, the amount determined under
section 55(b)(1)(B)(1).
(4) Election to use simplified section 904 limitation
(A) In general
In determining the alternative minimum tax foreign tax credit
for any taxable year to which an election under this paragraph
applies -
(i) subparagraph (B) of paragraph (1) shall not apply, and
(ii) the limitation of section 904 shall be based on the
proportion which -
(1) the taxpayer®"s taxable income (as determined for
purposes of the regular tax) from sources without the
United States (but not in excess of the taxpayer®s entire
alternative minimum taxable income), bears to
(11) the taxpayer®s entire alternative minimum taxable
income for the taxable year.
(B) Election
(i) In general
An election under this paragraph may be made only for the
taxpayer®s Ffirst taxable year which begins after December 31,
1997, and for which the taxpayer claims an alternative
minimum tax foreign tax credit.
(i1) Election revocable only with consent
An election under this paragraph, once made, shall apply to
the taxable year for which made and all subsequent taxable
years unless revoked with the consent of the Secretary.
(b) Minimum tax not to apply to income eligible for credits under
section 30A or 936
In the case of any corporation for which a credit is allowable
for the taxable year under section 30A or 936, alternative minimum
taxable income shall not include any income with respect to which a
credit is determined under section 30A or 936.
(c) Treatment of estates and trusts
In the case of any estate or trust, the alternative minimum
taxable income of such estate or trust and any beneficiary thereof
shall be determined by applying part | of subchapter J with the
adjustments provided in this part.
(d) Apportionment of differently treated items iIn case of certain
entities
(1) In general
The differently treated items for the taxable year shall be
apportioned (in accordance with regulations prescribed by the
Secretary) -
(A) Regulated investment companies and real estate investment
trusts
In the case of a regulated investment company to which part I
of subchapter M applies or a real estate investment company to
which part 11 of subchapter M applies, between such company or
trust and shareholders and holders of beneficial interest in
such company or trust.
(B) Common trust funds
In the case of a common trust fund (as defined In section
584(a)), pro rata among the participants of such fund.
(2) Differently treated items
For purposes of this section, the term ""differently treated
item"" means any item of tax preference or any other item which



is treated differently for purposes of this part than for
purposes of computing the regular tax.
(e) Optional 10-year writeoff of certain tax preferences

(1) In general

For purposes of this title, any qualified expenditure to which
an election under this paragraph applies shall be allowed as a
deduction ratably over the 10-year period (3-year period in the
case of circulation expenditures described In section 173)
beginning with the taxable year in which such expenditure was
made (or, in the case of a qualified expenditure described in
paragraph (2)(C), over the 60-month period beginning with the
month In which such expenditure was paid or incurred).
(2) Qualified expenditure

For purposes of this subsection, the term "“qualified
expenditure®® means any amount which, but for an election under
this subsection, would have been allowable as a deduction
(determined without regard to section 291) for the taxable year
in which paid or incurred under -
(A) section 173 (relating to circulation expenditures),
(B) section 174(a) (relating to research and experimental
expenditures),
(C) section 263(c) (relating to intangible drilling and
development expenditures),
(D) section 616(a) (relating to development expenditures), or
(E) section 617(a) (relating to mining exploration
expenditures).
(3) Other sections not applicable

Except as provided in this subsection, no deduction shall be
allowed under any other section for any qualified expenditure to
which an election under this subsection applies.
(4) Election

(A) In general

An election may be made under paragraph (1) with respect to
any portion of any qualified expenditure.
(B) Revocable only with consent

Any election under this subsection may be revoked only with
the consent of the Secretary.

(C) Partners and shareholders of S corporations

In the case of a partnership, any election under paragraph
(1) shall be made separately by each partner with respect to
the partner®s allocable share of any qualified expenditure. A
similar rule shall apply in the case of an S corporation and
its shareholders.

(5) Dispositions
(A) Application of section 1254

In the case of any disposition of property to which section
1254 applies (determined without regard to this section), any
deduction under paragraph (1) with respect to amounts which are
allocable to such property shall, for purposes of section 1254,
be treated as a deduction allowable under section 263(c),
616(a), or 617(a), whichever is appropriate.

(B) Application of section 617(d)

In the case of any disposition of mining property to which
section 617(d) applies (determined without regard to this
subsection), any deduction under paragraph (1) with respect to
amounts which are allocable to such property shall, for
purposes of section 617(d), be treated as a deduction allowable



under section 617(a).
(6) Amounts to which election apply not treated as tax preference
Any portion of any qualified expenditure to which an election
under paragraph (1) applies shall not be treated as an item of
tax preference under section 57(a) and section 56 shall not apply
to such expenditure.
() Coordination with section 291
Except as otherwise provided in this part, section 291 (relating
to cutback of corporate preferences) shall apply before the
application of this part.
(g) Tax benefit rule
The Secretary may prescribe regulations under which differently
treated items shall be properly adjusted where the tax treatment
giving rise to such items will not result in the reduction of the
taxpayer®s regular tax for the taxable year for which the item is
taken into account or for any other taxable year.
(h) Coordination with certain limitations
The limitations of sections 704(d), 465, and 1366(d) (and such
other provisions as may be specified in regulations) shall be
applied for purposes of computing the alternative minimum taxable
income of the taxpayer for the taxable year with the adjustments of
sections 56, 57, and 58.
(i) Special rule for amounts treated as tax preference
For purposes of this subtitle (other than this part), any amount
shall not fail to be treated as wholly exempt from tax imposed by
this subtitle solely by reason of being included in alternative
minimum taxable income.
(J) Treatment of unearned income of minor children
(1) In general
In the case of a child to whom section 1(g) applies, the
exemption amount for purposes of section 55 shall not exceed the
sum of -
(A) such child®"s earned income (as defined in section
911(d)(2)) for the taxable year, plus
(B) $5,000.
(2) Inflation adjustment
In the case of any taxable year beginning In a calendar year
after 1998, the dollar amount in paragraph (1)(B) shall be
increased by an amount equal to the product of -
(A) such dollar amount, and
(B) the cost-of-living adjustment determined under section
1(F)(3) for the calendar year in which the taxable year begins,
determined by substituting ""1997"" for ""1992"" in
subparagraph (B) thereof.
IT any increase determined under the preceding sentence is not a
multiple of $50, such increase shall be rounded to the nearest
multiple of $50.

PART VII - ENVIRONMENTAL TAX

Sec.
59A. Environmental tax.

Sec. 59A. Environmental tax

(a) Imposition of tax
In the case of a corporation, there is hereby imposed (in



addition to any other tax imposed by this subtitle) a tax equal to
0.12 percent of the excess of -
(1) the modified alternative minimum taxable income of such
corporation for the taxable year, over
(2) $2,000,000.
(b) Modified alternative minimum taxable income
For purposes of this section, the term ""modified alternative
minimum taxable income™" means alternative minimum taxable income
(as defined in section 55(b)(2)) but determined without regard to -
(1) the alternative tax net operating loss deduction (as
defined in section 56(d)), and
(2) the deduction allowed under section 164(a)(5).
(c) Exception for RIC"s and REIT"s
The tax imposed by subsection (a) shall not apply to -
(1) a regulated investment company to which part 1 of
subchapter M applies, and
(2) a real estate investment trust to which part Il of
subchapter M applies.
(d) Special rules
(1) Short taxable years
The application of this section to taxable years of less than
12 months shall be in accordance with regulations prescribed by
the Secretary.
(2) Section 15 not to apply
Section 15 shall not apply to the tax imposed by this section.
(e) Application of tax
(1) In general
The tax iImposed by this section shall apply to taxable years
beginning after December 31, 1986, and before January 1, 1996.
(2) Earlier termination
The tax imposed by this section shall not apply to taxable
years -

(A) beginning during a calendar year during which no tax is
imposed under section 4611(a) by reason of paragraph (2) of
section 4611(e), and

(B) beginning after the calendar year which includes the
termination date under paragraph (3) of section 4611(e).

(Sec. 59B. Repealed. Pub. L. 101-234, title I, Sec. 102(a), Dec.
13, 1989, 103 Stat. 1980)

Subchapter B - Computation of Taxable Income

Part

1. Definition of gross income, adjusted gross income, taxable
income, etc.

I11. Items specifically included in gross income.

111. Items specifically excluded from gross income.

1V. Determination of marital status. (FOOTNOTE 1)
(FOOTNOTE 1) Part heading amended by Pub. L. 99-514 without

corresponding amendment of analysis.

V. Deductions for personal exemptions.

V1. ltemized deductions for individuals and corporations.
VI1. Additional itemized deductions for individuals.
VI11. Special deductions for corporations.

IX. Items not deductible.
X. Terminal railroad corporations and their shareholders.



X1. Special rules relating to corporate preference items.

PART 1 - DEFINITION OF GROSS INCOME, ADJUSTED GROSS INCOME, TAXABLE
INCOME, ETC.

Sec.

61. Gross income defined.

62. Adjusted gross income defined.

63. Taxable income defined.

64. Ordinary income defined.

65. Ordinary loss defined.

66. Treatment of community iIncome.

67. 2-percent floor on miscellaneous itemized deductions.
68. Overall limitation on itemized deductions.

Sec. 61. Gross income defined

(a) General definition
Except as otherwise provided in this subtitle, gross income means
all income from whatever source derived, including (but not limited
to) the following items:
(1) Compensation for services, including fees, commissions,
fringe benefits, and similar items;
(2) Gross income derived from business;
(3) Gains derived from dealings in property;
(4) Interest;
(5) Rents;
(6) Royalties;
(7) Dividends;
(8) Alimony and separate maintenance payments;
(9) Annuities;
(10) Income from life insurance and endowment contracts;
(11) Pensions;
(12) Income from discharge of indebtedness;
(13) Distributive share of partnership gross income;
(14) Income in respect of a decedent; and
(15) Income from an interest in an estate or trust.
(b) Cross references
For items specifically included in gross income, see part 11
(sec. 71 and following). For items specifically excluded from
gross income, see part 11l (sec. 101 and following).

Sec. 62. Adjusted gross income defined

(a) General rule
For purposes of this subtitle, the term ""adjusted gross income"*
means, in the case of an individual, gross income minus the
following deductions:
(1) Trade and business deductions
The deductions allowed by this chapter (other than by part VII
of this subchapter) which are attributable to a trade or business
carried on by the taxpayer, if such trade or business does not
consist of the performance of services by the taxpayer as an
employee.
(2) Certain trade and business deductions of employees
(A) Reimbursed expenses of employees
The deductions allowed by part VI (section 161 and following)



which consist of expenses paid or incurred by the taxpayer, in
connection with the performance by him of services as an
employee, under a reimbursement or other expense allowance
arrangement with his employer. The fact that the reimbursement
may be provided by a third party shall not be determinative of
whether or not the preceding sentence applies.
(B) Certain expenses of performing artists
The deductions allowed by section 162 which consist of
expenses paid or incurred by a qualified performing artist in
connection with the performances by him of services in the
performing arts as an employee.
(C) Certain expenses of officials
The deductions allowed by section 162 which consist of
expenses paid or incurred with respect to services performed by
an official as an employee of a State or a political
subdivision thereof in a position compensated in whole or in
part on a fee basis.
(3) Losses from sale or exchange of property
The deductions allowed by part VI (sec. 161 and following) as
losses from the sale or exchange of property.
(4) Deductions attributable to rents and royalties
The deductions allowed by part VI (sec. 161 and following), by
section 212 (relating to expenses for production of income), and
by section 611 (relating to depletion) which are attributable to
property held for the production of rents or royalties.
(5) Certain deductions of life tenants and income beneficiaries
of property
In the case of a life tenant of property, or an income
beneficiary of property held in trust, or an heir, legatee, or
devisee of an estate, the deduction for depreciation allowed by
section 167 and the deduction allowed by section 611.
(6) Pension, profit-sharing, and annuity plans of self-employed
individuals
In the case of an individual who is an employee within the
meaning of section 401(c)(1), the deduction allowed by section
404.
(7) Retirement savings
The deduction allowed by section 219 (relating to deduction of
certain retirement savings).
((8) Repealed. Pub. L. 104-188, title 1, Sec. 1401(b)(4), Aug.
20, 1996, 110 Stat. 1788)
(9) Penalties forfeited because of premature withdrawal of funds
from time savings accounts or deposits
The deductions allowed by section 165 for losses incurred in
any transaction entered into for profit, though not connected
with a trade or business, to the extent that such losses include
amounts forfeited to a bank, mutual savings bank, savings and
loan association, building and loan association, cooperative bank
or homestead association as a penalty for premature withdrawal of
funds from a time savings account, certificate of deposit, or
similar class of deposit.
(10) Alimony
The deduction allowed by section 215.
(11) Reforestation expenses
The deduction allowed by section 194.
(12) Certain required repayments of supplemental unemployment
compensation benefits



The deduction allowed by section 165 for the repayment to a
trust described in paragraph (9) or (17) of section 501(c) of
supplemental unemployment compensation benefits received from
such trust if such repayment is required because of the receipt
of trade readjustment allowances under section 231 or 232 of the
Trade Act of 1974 (19 U.S.C. 2291 and 2292).

(13) Jury duty pay remitted to employer

Any deduction allowable under this chapter by reason of an
individual remitting any portion of any jury pay to such
individual"s employer in exchange for payment by the employer of
compensation for the period such individual was performing jury
duty. For purposes of the preceding sentence, the term ""jury
pay"® means any payment received by the individual for the
discharge of jury duty.

(14) Deduction for clean-fuel vehicles and certain refueling
property

The deduction allowed by section 179A.

(15) Moving expenses

The deduction allowed by section 217.
(16) Archer MSAs

The deduction allowed by section 220.
(17) Interest on education loans

The deduction allowed by section 221.
(18) Higher education expenses

The deduction allowed by section 222.

Nothing in this section shall permit the same item to be deducted
more than once.
(b) Qualified performing artist

(1) In general

For purposes of subsection (a)(2)(B), the term ""qualified
performing artist™" means, with respect to any taxable year, any
individual i1f -

(A) such individual performed services in the performing arts
as an employee during the taxable year for at least 2
employers,

(B) the aggregate amount allowable as a deduction under
section 162 in connection with the performance of such services
exceeds 10 percent of such individual®s gross income
attributable to the performance of such services, and

(C) the adjusted gross income of such individual for the
taxable year (determined without regard to subsection
() (2)(B)) does not exceed $16,000.

(2) Nominal employer not taken into account

An individual shall not be treated as performing services in
the performing arts as an employee for any employer during any
taxable year unless the amount received by such individual from
such employer for the performance of such services during the
taxable year equals or exceeds $200.

(3) Special rules for married couples

(A) In general

Except in the case of a husband and wife who lived apart at
all times during the taxable year, if the taxpayer is married
at the close of the taxable year, subsection (a)(2)(B) shall
apply only if the taxpayer and his spouse file a joint return
for the taxable year.

(B) Application of paragraph (1)

In the case of a joint return -



(i) paragraph (1) (other than subparagraph (C) thereof)
shall be applied separately with respect to each spouse, but

(i1) paragraph (1)(C) shall be applied with respect to
their combined adjusted gross income.

(C) Determination of marital status

For purposes of this subsection, marital status shall be

determined under section 7703(a).

(D) Joint return

For purposes of this subsection, the term ""joint return-®*
means the joint return of a husband and wife made under section

6013.

(c) Certain arrangements not treated as reimbursement arrangements

For purposes of subsection (a)(2)(A), an arrangement shall In no
event be treated as a reimbursement or other expense allowance
arrangement if -

(1) such arrangement does not require the employee to
substantiate the expenses covered by the arrangement to the
person providing the reimbursement, or

(2) such arrangement provides the employee the right to retain
any amount in excess of the substantiated expenses covered under
the arrangement.

The substantiation requirements of the preceding sentence shall not
apply to any expense to the extent that substantiation is not
required under section 274(d) for such expense by reason of the
regulations prescribed under the 2nd sentence thereof.

Sec. 63. Taxable income defined

(a) In general
Except as provided in subsection (b), for purposes of this
subtitle, the term ""taxable income®"" means gross income minus the
deductions allowed by this chapter (other than the standard
deduction).
(b) Individuals who do not itemize their deductions
In the case of an individual who does not elect to itemize his
deductions for the taxable year, for purposes of this subtitle, the
term ""taxable income®™" means adjusted gross income, minus -
(1) the standard deduction, and
(2) the deduction for personal exemptions provided in section
151.
(c) Standard deduction
For purposes of this subtitle -
(1) In general
Except as otherwise provided in this subsection, the term
""standard deduction®® means the sum of -
(A) the basic standard deduction, and
(B) the additional standard deduction.
(2) Basic standard deduction
For purposes of paragraph (1), the basic standard deduction is
(A) $5,000 in the case of -
(i) a joint return, or
(i1) a surviving spouse (as defined in section 2(a)),
(B) $4,400 in the case of a head of household (as defined in
section 2(b)),
(C) $3,000 in the case of an individual who is not married
and who is not a surviving spouse or head of household, or



(D) $2,500 in the case of a married individual filing a
separate return.
(3) Additional standard deduction for aged and blind
For purposes of paragraph (1), the additional standard
deduction is the sum of each additional amount to which the
taxpayer is entitled under subsection (f).
(4) Adjustments for inflation
In the case of any taxable year beginning in a calendar year
after 1988, each dollar amount contained in paragraph (2) or (5)
or subsection (F) shall be increased by an amount equal to -
(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment determined under section
1(F)(3) for the calendar year in which the taxable year begins,
by substituting for ""calendar year 1992°" in subparagraph (B)
thereof -

(i) "“calendar year 1987"" in the case of the dollar
amounts contained in paragraph (2) or (5)(A) or subsection
(), and

(i1) ""calendar year 1997 in the case of the dollar
amount contained in paragraph (5)(B).

(5) Limitation on basic standard deduction in the case of certain
dependents
In the case of an individual with respect to whom a deduction
under section 151 is allowable to another taxpayer for a taxable
year beginning in the calendar year In which the individual®s
taxable year begins, the basic standard deduction applicable to
such individual for such individual®s taxable year shall not
exceed the greater of -
(A) $500, or
(B) the sum of $250 and such individual®s earned income.
(6) Certain individuals, etc., not eligible for standard
deduction
In the case of -
(A) a married individual filing a separate return where
either spouse itemizes deductions,
(B) a nonresident alien individual,
(C) an individual making a return under section 443(a)(1) for
a period of less than 12 months on account of a change in his
annual accounting period, or
(D) an estate or trust, common trust fund, or partnership,
the standard deduction shall be zero.
(d) Itemized deductions
For purposes of this subtitle, the term itemized deductions®*
means the deductions allowable under this chapter other than -
(1) the deductions allowable in arriving at adjusted gross
income, and
(2) the deduction for personal exemptions provided by section
151.
(e) Election to itemize
(1) In general
Unless an individual makes an election under this subsection
for the taxable year, no itemized deduction shall be allowed for
the taxable year. For purposes of this subtitle, the
determination of whether a deduction is allowable under this
chapter shall be made without regard to the preceding sentence.
(2) Time and manner of election
Any election under this subsection shall be made on the



taxpayer®s return, and the Secretary shall prescribe the manner
of signifying such election on the return.
(3) Change of election

Under regulations prescribed by the Secretary, a change of
election with respect to itemized deductions for any taxable year
may be made after the Ffiling of the return for such year. If the
spouse of the taxpayer filed a separate return for any taxable
year corresponding to the taxable year of the taxpayer, the
change shall not be allowed unless, in accordance with such
regulations -

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

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

This paragraph shall not apply if the tax liability of the
taxpayer®s spouse for the taxable year corresponding to the
taxable year of the taxpayer has been compromised under section
7122.
() Aged or blind additional amounts
(1) Additional amounts for the aged
The taxpayer shall be entitled to an additional amount of $600

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

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

(2) Additional amount for blind
The taxpayer shall be entitled to an additional amount of $600
(A) for himself if he is blind at the close of the taxable
year, and
(B) for the spouse of the taxpayer if the spouse is blind as
of the close of the taxable year and an additional exemption is
allowable to the taxpayer for such spouse under section 151(b).
For purposes of subparagraph (B), if the spouse dies during the
taxable year the determination of whether such spouse is blind
shall be made as of the time of such death.
(3) Higher amount for certain unmarried individuals

In the case of an individual who is not married and is not a
surviving spouse, paragraphs (1) and (2) shall be applied by
substituting ""$750"" for ""$600"".
(4) Blindness defined

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



(g) Marital status
For purposes of this section, marital status shall be determined
under section 7703.

Sec. 64. Ordinary income defined

For purposes of this subtitle, the term "“ordinary income™"
includes any gain from the sale or exchange of property which is
neither a capital asset nor property described in section 1231(b).
Any gain from the sale or exchange of property which is treated or
considered, under other provisions of this subtitle, as ""ordinary
income™ " shall be treated as gain from the sale or exchange of
property which is neither a capital asset nor property described in
section 1231(b).

Sec. 65. Ordinary loss defined

For purposes of this subtitle, the term "“ordinary loss™"
includes any loss from the sale or exchange of property which is
not a capital asset. Any loss from the sale or exchange of
property which is treated or considered, under other provisions of
this subtitle, as ""ordinary loss™" shall be treated as loss from
the sale or exchange of property which is not a capital asset.

Sec. 66. Treatment of community income

(a) Treatment of community income where spouses live apart
[
(1) 2 individuals are married to each other at any time during
a calendar year;
(2) such individuals -
(A) live apart at all times during the calendar year, and
(B) do not file a joint return under section 6013 with each
other for a taxable year beginning or ending in the calendar
year;
(3) one or both of such individuals have earned income for the
calendar year which is community income; and
(4) no portion of such earned income is transferred (directly
or indirectly) between such individuals before the close of the
calendar year,
then, for purposes of this title, any community income of such
individuals for the calendar year shall be treated iIn accordance
with the rules provided by section 879(a).-
(b) Secretary may disregard community property laws where spouse
not notified of community income
The Secretary may disallow the benefits of any community property
law to any taxpayer with respect to any income if such taxpayer
acted as if solely entitled to such income and failed to notify the
taxpayer®s spouse before the due date (including extensions) for
filing the return for the taxable year in which the income was
derived of the nature and amount of such income.
(c) Spouse relieved of liability in certain other cases
Under regulations prescribed by the Secretary, if -
(1) an individual does not file a joint return for any taxable
year,
(2) such individual does not include in gross income for such
taxable year an item of community income properly includible



therein which, in accordance with the rules contained in section
879(a), would be treated as the income of the other spouse,
(3) the individual establishes that he or she did not know of,
and had no reason to know of, such item of community income, and
(4) taking into account all facts and circumstances, it is
inequitable to include such item of community income in such
individual"s gross income,
then, for purposes of this title, such item of community income
shall be included in the gross income of the other spouse (and not
in the gross income of the individual). Under procedures
prescribed by the Secretary, if, taking into account all the facts
and circumstances, it iIs inequitable to hold the individual liable
for any unpaid tax or any deficiency (or any portion of either)
attributable to any item for which relief is not available under
the preceding sentence, the Secretary may relieve such individual
of such liability.
(d) Definitions
For purposes of this section -
(1) Earned income
The term ""earned income®™" has the meaning given to such term
by section 911(d)(2).
(2) Community income
The term "“community income®® means income which, under
applicable community property laws, is treated as community
income.
(3) Community property laws
The term ""community property laws™" means the community
property laws of a State, a foreign country, or a possession of
the United States.

Sec. 67. 2-percent floor on miscellaneous itemized deductions

(a) General rule

In the case of an individual, the miscellaneous itemized
deductions for any taxable year shall be allowed only to the extent
that the aggregate of such deductions exceeds 2 percent of adjusted
gross income.
(b) Miscellaneous itemized deductions

For purposes of this section, the term miscellaneous i1temized
deductions™® means the itemized deductions other than -

(1) the deduction under section 163 (relating to interest),

(2) the deduction under section 164 (relating to taxes),

(3) the deduction under section 165(a) for casualty or theft
losses described in paragraph (2) or (3) of section 165(c) or for
losses described in section 165(d),

(4) the deductions under section 170 (relating to charitable,
etc., contributions and gifts) and section 642(c) (relating to
deduction for amounts paid or permanently set aside for a
charitable purpose),

(5) the deduction under section 213 (relating to medical,
dental, etc., expenses),

(6) any deduction allowable for impairment-related work
expenses,

(7) the deduction under section 691(c) (relating to deduction
for estate tax in case of income in respect of the decedent),

(8) any deduction allowable in connection with personal
property used in a short sale,



(9) the deduction under section 1341 (relating to computation
of tax where taxpayer restores substantial amount held under
claim of right),

(10) the deduction under section 72(b)(3) (relating to
deduction where annuity payments cease before investment
recovered),

(11) the deduction under section 171 (relating to deduction for
amortizable bond premium), and

(12) the deduction under section 216 (relating to deductions in
connection with cooperative housing corporations).

(c) Disallowance of indirect deduction through pass-thru entity
(1) In general

The Secretary shall prescribe regulations which prohibit the
indirect deduction through pass-thru entities of amounts which
are not allowable as a deduction if paid or incurred directly by
an individual and which contain such reporting requirements as
may be necessary to carry out the purposes of this subsection.
(2) Treatment of publicly offered regulated investment companies

(A) In general

Paragraph (1) shall not apply with respect to any publicly
offered regulated investment company.

(B) Publicly offered regulated investment companies

For purposes of this subsection -
(i) In general
The term ""“publicly offered regulated investment company”*
means a regulated investment company the shares of which are
(1) continuously offered pursuant to a public offering
(within the meaning of section 4 of the Securities Act of
1933, as amended (15 U.S.C. 77a to 77aa)),
(1) regularly traded on an established securities
market, or
(111) held by or for no fewer than 500 persons at all
times during the taxable year.
(ii1) Secretary may reduce 500 person requirement
The Secretary may by regulation decrease the minimum
shareholder requirement of clause (i)(11l) in the case of
regulated investment companies which experience a loss of
shareholders through net redemptions of their shares.
(3) Treatment of certain other entities
Paragraph (1) shall not apply -
(A) with respect to cooperatives and real estate investment
trusts, and
(B) except as provided in regulations, with respect to
estates and trusts.
(d) Impairment-related work expenses
For purposes of this section, the term ""impairment-related work
expenses” " means expenses -

(1) of a handicapped individual (as defined In section
190(b)(3)) for attendant care services at the individual®s place
of employment and other expenses in connection with such place of
employment which are necessary for such individual to be able to
work, and

(2) with respect to which a deduction is allowable under
section 162 (determined without regard to this section).

(e) Determination of adjusted gross income in case of estates and
trusts



For purposes of this section, the adjusted gross income of an
estate or trust shall be computed in the same manner as iIn the case
of an individual, except that -

(1) the deductions for costs which are paid or incurred in
connection with the administration of the estate or trust and
which would not have been incurred if the property were not held
in such trust or estate, and

(2) the deductions allowable under sections 642(b), 651, and
661,

shall be treated as allowable in arriving at adjusted gross
income. Under regulations, appropriate adjustments shall be made
in the application of part I of subchapter J of this chapter to
take into account the provisions of this section.

() Coordination with other limitation

This section shall be applied before the application of the
dollar limitation of the second sentence of section 162(a)
(relating to trade or business expenses).

Sec. 68. Overall limitation on itemized deductions

(a) General rule
In the case of an individual whose adjusted gross income exceeds
the applicable amount, the amount of the itemized deductions
otherwise allowable for the taxable year shall be reduced by the
lesser of -
(1) 3 percent of the excess of adjusted gross income over the
applicable amount, or
(2) 80 percent of the amount of the itemized deductions
otherwise allowable for such taxable year.
(b) Applicable amount
(1) In general
For purposes of this section, the term ""applicable amount™*
means $100,000 ($50,000 in the case of a separate return by a
married individual within the meaning of section 7703).
(2) Inflation adjustments
In the case of any taxable year beginning in a calendar year
after 1991, each dollar amount contained in paragraph (1) shall
be increased by an amount equal to -
(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment determined under section
1(F)(3) for the calendar year in which the taxable year begins,
by substituting ""calendar year 1990"" for ""calendar year
1992"* in subparagraph (B) thereof.
(c) Exception for certain itemized deductions
For purposes of this section, the term ""itemized deductions™”
does not include -
(1) the deduction under section 213 (relating to medical, etc.
expenses),
(2) any deduction for investment interest (as defined in
section 163(d)), and
(3) the deduction under section 165(a) for casualty or theft
losses described in paragraph (2) or (3) of section 165(c) or for
losses described in section 165(d).-
(d) Coordination with other limitations
This section shall be applied after the application of any other
limitation on the allowance of any itemized deduction.
(e) Exception for estates and trusts



This section shall not apply to any estate or trust.
PART Il - ITEMS SPECIFICALLY INCLUDED IN GROSS INCOME

Sec.

71. Alimony and separate maintenance payments.

72. Annuities; certain proceeds of endowment and life insurance
contracts.

73. Services of child.

74. Prizes and awards.

75. Dealers in tax-exempt securities.

(76. Repealed.)

77. Commodity credit loans.

78. Dividends received from certain foreign corporations by
domestic corporations choosing foreign tax credit.

79. Group-term life insurance purchased for employees.

80. Restoration of value of certain securities.

(81. Repealed.)

82. Reimbursement of moving expenses. (FOOTNOTE 1)

83. Property transferred in connection with performance of
services.

84. Transfer of appreciated property to political organizations.
(FOOTNOTE 1)

(FOOTNOTE 1) So in original. Does not conform to section

catchline.

85. Unemployment compensation.

86. Social security and tier 1 railroad retirement benefits.

87. Alcohol fuel credit.

88. Certain amounts with respect to nuclear decommissioning costs.

(89. Repealed.)

90. Illegal Federal irrigation subsidies.

Sec. 71. Alimony and separate maintenance payments

(a) General rule

Gross income includes amounts received as alimony or separate
maintenance payments.
(b) Alimony or separate maintenance payments defined

For purposes of this section -

(1) In general

The term ""alimony or separate maintenance payment™" means any

payment in cash if -

(A) such payment is received by (or on behalf of) a spouse
under a divorce or separation instrument,

(B) the divorce or separation instrument does not designate
such payment as a payment which is not includible in gross
income under this section and not allowable as a deduction
under section 215,

(C) in the case of an individual legally separated from his
spouse under a decree of divorce or of separate maintenance,
the payee spouse and the payor spouse are not members of the
same household at the time such payment is made, and

(D) there i1s no liability to make any such payment for any
period after the death of the payee spouse and there is no
liability to make any payment (in cash or property) as a
substitute for such payments after the death of the payee
spouse.



(2) Divorce or separation instrument
The term ""divorce or separation instrument®™® means -

(A) a decree of divorce or separate maintenance or a written
instrument incident to such a decree,

(B) a written separation agreement, or

(C) a decree (not described in subparagraph (A)) requiring a
spouse to make payments for the support or maintenance of the
other spouse.

(c) Payments to support children

(1) In general

Subsection (a) shall not apply to that part of any payment
which the terms of the divorce or separation instrument fix (in
terms of an amount of money or a part of the payment) as a sum
which is payable for the support of children of the payor spouse.
(2) Treatment of certain reductions related to contingencies

involving child

For purposes of paragraph (1), if any amount specified in the
instrument will be reduced -

(A) on the happening of a contingency specified in the
instrument relating to a child (such as attaining a specified
age, marrying, dying, leaving school, or a similar
contingency), or

(B) at a time which can clearly be associated with a
contingency of a kind specified in subparagraph (A),

an amount equal to the amount of such reduction will be treated
as an amount fixed as payable for the support of children of the
payor spouse.
(3) Special rule where payment is less than amount specified in
instrument
For purposes of this subsection, If any payment is less than
the amount specified in the instrument, then so much of such
payment as does not exceed the sum payable for support shall be
considered a payment for such support.
(d) Spouse
For purposes of this section, the term
former spouse.
(e) Exception for joint returns
This section and section 215 shall not apply iIf the spouses make
a joint return with each other.
() Recomputation where excess front-loading of alimony payments
(1) In general
IT there are excess alimony payments -

(A) the payor spouse shall include the amount of such excess
payments in gross income for the payor spouse®s taxable year
beginning in the 3rd post-separation year, and

(B) the payee spouse shall be allowed a deduction in
computing adjusted gross income for the amount of such excess
payments for the payee®s taxable year beginning in the 3rd
post-separation year.

(2) Excess alimony payments
For purposes of this subsection, the term ""excess alimony
payments®"® mean the sum of -

(A) the excess payments for the 1st post-separation year, and

(B) the excess payments for the 2nd post-separation year.

(3) Excess payments for 1lst post-separation year
For purposes of this subsection, the amount of the excess
payments for the 1st post-separation year is the excess (if any)

spouse™ ™ includes a



of -

(A) the amount of the alimony or separate maintenance
payments paid by the payor spouse during the 1st
post-separation year, over

(B) the sum of -

(i) the average of -

(1) the alimony or separate maintenance payments paid by
the payor spouse during the 2nd post-separation year,
reduced by the excess payments for the 2nd post-separation
year, and

(11) the alimony or separate maintenance payments paid by
the payor spouse during the 3rd post-separation year, plus
(ii1) $15,000.

(4) Excess payments for 2nd post-separation year

For purposes of this subsection, the amount of the excess
payments for the 2nd post-separation year is the excess (if any)
of -

(A) the amount of the alimony or separate maintenance
payments paid by the payor spouse during the 2nd
post-separation year, over

(B) the sum of -

(i) the amount of the alimony or separate maintenance
payments paid by the payor spouse during the 3rd
post-separation year, plus

(ii) $15,000.

(5) Exceptions
(A) Where payment ceases by reason of death or remarriage

Paragraph (1) shall not apply if -

(i) either spouse dies before the close of the 3rd
post-separation year, or the payee spouse remarries before
the close of the 3rd post-separation year, and

(i1) the alimony or separate maintenance payments cease by
reason of such death or remarriage.

(B) Support payments

For purposes of this subsection, the term ""alimony or
separate maintenance payment®" shall not include any payment
received under a decree described in subsection (b)(2)(0).

(C) Fluctuating payments not within control of payor spouse
For purposes of this subsection, the term "“alimony or
separate maintenance payment®® shall not include any payment to
the extent it is made pursuant to a continuing liability (over
a period of not less than 3 years) to pay a fixed portion or
portions of the income from a business or property or from
compensation for employment or self-employment.
(6) Post-separation years

For purposes of this subsection, the term ""lst post-separation
years™" means the 1st calendar year iIn which the payor spouse
paid to the payee spouse alimony or separate maintenance payments
to which this section applies. The 2nd and 3rd post-separation
years shall be the 1st and 2nd succeeding calendar years,
respectively.

(9) Cross references

(1) For deduction of alimony or separate maintenance
payments, see section 215.

(2) For taxable status of income of an estate or trust in the
case of divorce, etc., see section 682.



Sec. 72. Annuities; certain proceeds of endowment and life
insurance contracts

(a) General rule for annuities
Except as otherwise provided in this chapter, gross income
includes any amount received as an annuity (whether for a period
certain or during one or more lives) under an annuity, endowment,
or life insurance contract.
(b) Exclusion ratio
(1) In general
Gross income does not include that part of any amount received
as an annuity under an annuity, endowment, or life insurance
contract which bears the same ratio to such amount as the
investment in the contract (as of the annuity starting date)
bears to the expected return under the contract (as of such
date).
(2) Exclusion limited to investment
The portion of any amount received as an annuity which is
excluded from gross income under paragraph (1) shall not exceed
the unrecovered investment in the contract immediately before the
receipt of such amount.
(3) Deduction where annuity payments cease before entire
investment recovered
(A) In general

It -

(i) after the annuity starting date, payments as an annuity
under the contract cease by reason of the death of an
annuitant, and

(i1) as of the date of such cessation, there is unrecovered
investment in the contract,

the amount of such unrecovered investment (in excess of any
amount specified in subsection (e)(5) which was not included in
gross income) shall be allowed as a deduction to the annuitant
for his last taxable year.

(B) Payments to other persons

In the case of any contract which provides for payments
meeting the requirements of subparagraphs (B) and (C) of
subsection (c)(2), the deduction under subparagraph (A) shall
be allowed to the person entitled to such payments for the
taxable year in which such payments are received.

(C) Net operating loss deductions provided

For purposes of section 172, a deduction allowed under this
paragraph shall be treated as if it were attributable to a
trade or business of the taxpayer.

(4) Unrecovered investment
For purposes of this subsection, the unrecovered investment in
the contract as of any date is -

(A) the investment in the contract (determined without regard
to subsection (c¢)(2)) as of the annuity starting date, reduced
by

(B) the aggregate amount received under the contract on or
after such annuity starting date and before the date as of
which the determination is being made, to the extent such
amount was excludable from gross income under this subtitle.

(c) Definitions
(1) Investment in the contract
For purposes of subsection (b), the investment in the contract



as of the annuity starting date is -
(A) the aggregate amount of premiums or other consideration
paid for the contract, minus
(B) the aggregate amount received under the contract before
such date, to the extent that such amount was excludable from
gross income under this subtitle or prior income tax laws.
(2) Adjustment in investment where there is refund feature
It -
(A) the expected return under the contract depends in whole
or in part on the life expectancy of one or more individuals;
(B) the contract provides for payments to be made to a
beneficiary (or to the estate of an annuitant) on or after the
death of the annuitant or annuitants; and
(C) such payments are in the nature of a refund of the
consideration paid,
then the value (computed without discount for interest) of such
payments on the annuity starting date shall be subtracted from
the amount determined under paragraph (1). Such value shall be
computed iIn accordance with actuarial tables prescribed by the
Secretary. For purposes of this paragraph and of subsection
©e)(2)(A), the term ""refund of the consideration paid"" includes
amounts payable after the death of an annuitant by reason of a
provision in the contract for a life annuity with minimum period
of payments certain, but (if part of the consideration was
contributed by an employer) does not include that part of any
payment to a beneficiary (or to the estate of the annuitant)
which is not attributable to the consideration paid by the
employee for the contract as determined under paragraph (1)(A).
(3) Expected return
For purposes of subsection (b), the expected return under the
contract shall be determined as follows:
(A) Life expectancy
IT the expected return under the contract, for the period on
and after the annuity starting date, depends in whole or in
part on the life expectancy of one or more individuals, the
expected return shall be computed with reference to actuarial
tables prescribed by the Secretary.
(B) Installment payments
IT subparagraph (A) does not apply, the expected return is
the aggregate of the amounts receivable under the contract as
an annuity.
(4) Annuity starting date
For purposes of this section, the annuity starting date in the
case of any contract is the first day of the first period for
which an amount is received as an annuity under the contract;
except that if such date was before January 1, 1954, then the
annuity starting date is January 1, 1954.
(d) Special rules for qualified employer retirement plans
(1) Simplified method of taxing annuity payments
(A) In general
In the case of any amount received as an annuity under a
qualified employer retirement plan -
(i) subsection (b) shall not apply, and
(ii) the investment in the contract shall be recovered as
provided in this paragraph.
(B) Method of recovering investment in contract
(i) In general



Gross income shall not include so much of any monthly
annuity payment under a qualified employer retirement plan as
does not exceed the amount obtained by dividing -

(1) the investment in the contract (as of the annuity

starting date), by

(11) the number of anticipated payments determined under

the table contained in clause (iii) (or,

in the case of a

contract to which subsection (c)(3)(B) applies, the number
of monthly annuity payments under such contract).

(ii) Certain rules made applicable

Rules similar to the rules of paragraphs (2) and (3) of
subsection (b) shall apply for purposes of this paragraph.

(iii) Number of anticipated payments

IT the annuity is payable over the life of a single
individual, the number of anticipated payments shall be

determined as follows:

IT the age of the

annuitant on

the annuity starting

date is:
Not more than 55
More than 55 but not more than 60
More than 60 but not more than 65
More than 65 but not more than 70
More than 70

The number

of anticipated
payments 1is:
360

310

260

210

160.

(iv) Number of anticipated payments where more than one life
IT the annuity is payable over the lives of more than 1
individual, the number of anticipated payments shall be

determined as follows:
IT the combined ages of
annuitants are:
Not more than 110
More than 110 but not more than 120
More than 120 but not more than 130
More than 130 but not more than 140
More than 140

(C) Adjustment for refund feature not applicable

The number is:
410
360
310
260
210.

For purposes of this paragraph, investment in the contract
shall be determined under subsection (c)(1) without regard to

subsection (c)(2).

(D) Special rule where lump sum paid in connection with

commencement of annuity payments

IT, in connection with the commencement of annuity payments
under any qualified employer retirement plan, the taxpayer

receives a lump-sum payment -

(i) such payment shall be taxable under subsection (e) as
if received before the annuity starting date, and

(i1) the investment in the contract for purposes of this
paragraph shall be determined as if such payment had been so

received.
(E) Exception

This paragraph shall not apply in any case where the primary
annuitant has attained age 75 on the annuity starting date
unless there are fewer than 5 years of guaranteed payments

under the annuity.

(F) Adjustment where annuity payments not on monthly basis
In any case where the annuity payments are not made on a



monthly basis, appropriate adjustments in the application of
this paragraph shall be made to take into account the period on
the basis of which such payments are made.
(G) Qualified employer retirement plan
For purposes of this paragraph, the term ""qualified employer
retirement plan®® means any plan or contract described in
paragraph (1), (2), or (3) of section 4974(c).
(2) Treatment of employee contributions under defined
contribution plans
For purposes of this section, employee contributions (and any
income allocable thereto) under a defined contribution plan may
be treated as a separate contract.
(e) Amounts not received as annuities
(1) Application of subsection
(A) In general
This subsection shall apply to any amount which -

(i) is received under an annuity, endowment, or life
insurance contract, and

(i1) 1s not received as an annuity,

if no provision of this subtitle (other than this subsection)
applies with respect to such amount.
(B) Dividends

For purposes of this section, any amount received which s iIn
the nature of a dividend or similar distribution shall be
treated as an amount not received as an annuity.

(2) General rule

Any amount to which this subsection applies -

(A) if received on or after the annuity starting date, shall
be included In gross income, or

(B) if received before the annuity starting date -

(i) shall be included in gross income to the extent
allocable to income on the contract, and

(i1) shall not be included in gross income to the extent
allocable to the investment in the contract.

(3) Allocation of amounts to income and investment
For purposes of paragraph (2)(B) -
(A) Allocation to income
Any amount to which this subsection applies shall be treated
as allocable to income on the contract to the extent that such
amount does not exceed the excess (if any) of -

(i) the cash value of the contract (determined without
regard to any surrender charge) immediately before the amount
is received, over

(i1) the investment in the contract at such time.

(B) Allocation to investment

Any amount to which this subsection applies shall be treated
as allocable to investment in the contract to the extent that
such amount is not allocated to income under subparagraph (A).

(4) Special rules fTor application of paragraph (2)(B)

For purposes of paragraph (2)(B) -
(A) Loans treated as distributions

IT, during any taxable year, an individual -

(i) receives (directly or indirectly) any amount as a loan
under any contract to which this subsection applies, or

(i) assigns or pledges (or agrees to assign or pledge) any
portion of the value of any such contract,

such amount or portion shall be treated as received under the



contract as an amount not received as an annuity. The
preceding sentence shall not apply for purposes of determining
investment in the contract, except that the investment in the
contract shall be increased by any amount included in gross
income by reason of the amount treated as received under the
preceding sentence.
(B) Treatment of policyholder dividends
Any amount described in paragraph (1)(B) shall not be
included in gross income under paragraph (2)(B)(i) to the
extent such amount is retained by the insurer as a premium or
other consideration paid for the contract.
(C) Treatment of transfers without adequate consideration
(i) In general
IT an individual who holds an annuity contract transfers it
without full and adequate consideration, such individual
shall be treated as receiving an amount equal to the excess
of -
(1) the cash surrender value of such contract at the time
of transfer, over
(11) the investment in such contract at such time,
under the contract as an amount not received as an annuity.
(i1) Exception for certain transfers between spouses or
former spouses
Clause (1) shall not apply to any transfer to which section
1041(a) (relating to transfers of property between spouses or
incident to divorce) applies.
(iii) Adjustment to investment iIn contract of transferee
IT under clause (i) an amount is included in the gross
income of the transferor of an annuity contract, the
investment in the contract of the transferee in such contract
shall be increased by the amount so included.
(5) Retention of existing rules in certain cases
(A) In general
In any case to which this paragraph applies -
(i) paragraphs (2)(B) and (4)(A) shall not apply, and
(ii) if paragraph (2)(A) does not apply,
the amount shall be included in gross income, but only to the
extent it exceeds the investment in the contract.
(B) Existing contracts
This paragraph shall apply to contracts entered into before
August 14, 1982. Any amount allocable to investment in the
contract after August 13, 1982, shall be treated as from a
contract entered into after such date.
(C) Certain life insurance and endowment contracts
Except as provided in paragraph (10) and except to the extent
prescribed by the Secretary by regulations, this paragraph
shall apply to any amount not received as an annuity which is
received under a life insurance or endowment contract.
(D) Contracts under qualified plans
Except as provided in paragraph (8), this paragraph shall
apply to any amount received -
(i) from a trust described in section 401(a) which is
exempt from tax under section 501(a),
(ii) from a contract -
(1) purchased by a trust described in clause (i),
(11) purchased as part of a plan described in section
403(a),



(111) described in section 403(b), or
(1V) provided for employees of a life insurance company
under a plan described in section 818(a)(3), or
(iii) from an individual retirement account or an
individual retirement annuity.
Any dividend described in section 404(k) which is received by a
participant or beneficiary shall, for purposes of this
subparagraph, be treated as paid under a separate contract to
which clause (i1)(l) applies.
(E) Full refunds, surrenders, redemptions, and maturities

This paragraph shall apply to -

(i) any amount received, whether in a single sum or
otherwise, under a contract in full discharge of the
obligation under the contract which is in the nature of a
refund of the consideration paid for the contract, and

(ii) any amount received under a contract on its complete
surrender, redemption, or maturity.

In the case of any amount to which the preceding sentence
applies, the rule of paragraph (2)(A) shall not apply.
(6) Investment in the contract
For purposes of this subsection, the investment in the contract
as of any date is -
(A) the aggregate amount of premiums or other consideration
paid for the contract before such date, minus
(B) the aggregate amount received under the contract before
such date, to the extent that such amount was excludable from
gross income under this subtitle or prior income tax laws.
((7) Repealed. Pub. L. 100-647, title 1, Sec. 1011A(b)(9)(A),
Nov. 10, 1988, 102 Stat. 3474)
(8) Extension of paragraph (2)(b) (FOOTNOTE 1) to qualified plans
(FOOTNOTE 1) So in original. Probably should be paragraph
@B
(A) In general
Notwithstanding any other provision of this subsection, in
the case of any amount received before the annuity starting
date from a trust or contract described in paragraph (5)(D),
paragraph (2)(B) shall apply to such amounts.
(B) Allocation of amount received
For purposes of paragraph (2)(B), the amount allocated to the
investment in the contract shall be the portion of the amount
described in subparagraph (A) which bears the same ratio to
such amount as the investment in the contract bears to the
account balance. The determination under the preceding
sentence shall be made as of the time of the distribution or at
such other time as the Secretary may prescribe.
(C) Treatment of forfeitable rights
IT an employee does not have a nonforfeitable right to any
amount under any trust or contract to which subparagraph (A)
applies, such amount shall not be treated as part of the
account balance.
(D) Investment in the contract before 1987
In the case of a plan which on May 5, 1986, permitted
withdrawal of any employee contributions before separation from
service, subparagraph (A) shall apply only to the extent that
amounts received before the annuity starting date (when
increased by amounts previously received under the contract
after December 31, 1986) exceed the investment in the contract



as of December 31, 1986.
(9) Extension of paragraph (2)(B) to qualified tuition programs
and Coverdell education savings accounts
Notwithstanding any other provision of this subsection,
paragraph (2)(B) shall apply to amounts received under a
qualified tuition program (as defined in section 529(b)) or under
a Coverdell education savings account (as defined in section
530(b)). The rule of paragraph (8)(B) shall apply for purposes of
this paragraph.
(10) Treatment of modified endowment contracts
(A) In general
Notwithstanding paragraph (5)(C), in the case of any modified
endowment contract (as defined in section 7702A) -
(i) paragraphs (2)(B) and (4)(A) shall apply, and
(ii) in applying paragraph (4)(A), ""any person®® shall be
substituted for ""an individual®".
(B) Treatment of certain burial contracts

Notwithstanding subparagraph (A), paragraph (4)(A) shall not
apply to any assignment (or pledge) of a modified endowment
contract if such assignment (or pledge) is solely to cover the
payment of expenses referred to in section 7702(e)(2)(O)(iii)
and if the maximum death benefit under such contract does not
exceed $25,000.

(11) Anti-abuse rules

(A) In general

For purposes of determining the amount includible in gross
income under this subsection -

(i) all modified endowment contracts issued by the same
company to the same policyholder during any calendar year
shall be treated as 1 modified endowment contract, and

(ii) all annuity contracts issued by the same company to
the same policyholder during any calendar year shall be
treated as 1 annuity contract.

The preceding sentence shall not apply to any contract
described in paragraph (5)(D).
(B) Regulatory authority
The Secretary may by regulations prescribe such additional
rules as may be necessary or appropriate to prevent avoidance
of the purposes of this subsection through serial purchases of
contracts or otherwise.
() Special rules for computing employees®™ contributions
In computing, for purposes of subsection (c)(1)(A), the aggregate
amount of premiums or other consideration paid for the contract,
and for purposes of subsection (e)(6), the aggregate premiums or
other consideration paid, amounts contributed by the employer shall
be included, but only to the extent that -
(1) such amounts were includible in the gross income of the
employee under this subtitle or prior income tax laws; or
(2) if such amounts had been paid directly to the employee at
the time they were contributed, they would not have been
includible in the gross income of the employee under the law
applicable at the time of such contribution.
Paragraph (2) shall not apply to amounts which were contributed by
the employer after December 31, 1962, and which would not have been
includible in the gross income of the employee by reason of the
application of section 911 if such amounts had been paid directly
to the employee at the time of contribution. The preceding



sentence shall not apply to amounts which were contributed by the
employer, as determined under regulations prescribed by the
Secretary, to provide pension or annuity credits, to the extent
such credits are attributable to services performed before January
1, 1963, and are provided pursuant to pension or annuity plan
provisions in existence on March 12, 1962, and on that date
applicable to such services, or to the extent such credits are
attributable to services performed as a foreign missionary (within
the meaning of section 403(b)(2)(D)(iii), as in effect before the
enactment of the Economic Growth and Tax Relief Reconciliation Act
of 2001. (FOOTNOTE 2)
(FOOTNOTE 2) So in original. The period probably should be

preceded by a closing parenthesis.
(g9) Rules for transferee where transfer was for value

Where any contract (or any interest therein) is transferred (by
assignment or otherwise) for a valuable consideration, to the
extent that the contract (or interest therein) does not, in the
hands of the transferee, have a basis which is determined by
reference to the basis in the hands of the transferor, then -
(1) for purposes of this section, only the actual value of such
consideration, plus the amount of the premiums and other
consideration paid by the transferee after the transfer, shall be
taken into account in computing the aggregate amount of the
premiums or other consideration paid for the contract;
(2) for purposes of subsection (c)(1)(B), there shall be taken
into account only the aggregate amount received under the
contract by the transferee before the annuity starting date, to
the extent that such amount was excludable from gross income
under this subtitle or prior income tax laws; and
(3) the annuity starting date is January 1, 1954, or the first
day of the first period for which the transferee received an
amount under the contract as an annuity, whichever is the later.
For purposes of this subsection, the term ""“transferee"" includes a
beneficiary of, or the estate of, the transferee.
(h) Option to receive annuity in lieu of lump sum

It -

(1) a contract provides for payment of a lump sum in full
discharge of an obligation under the contract, subject to an
option to receive an annuity in lieu of such lump sum;

(2) the option is exercised within 60 days after the day on
which such lump sum first became payable; and

(3) part or all of such lump sum would (but for this
subsection) be includible in gross income by reason of subsection
@@,

then, for purposes of this subtitle, no part of such lump sum shall
be considered as includible in gross income at the time such lump
sum First became payable.

((1) Repealed. Pub. L. 94-455, title XIX, Sec. 1951(b)(1)(A), Oct.

4, 1976, 90 Stat. 1836)

() Interest

Notwithstanding any other provision of this section, if any
amount is held under an agreement to pay interest thereon, the
interest payments shall be included in gross income.
((K) Repealed. Pub. L. 98-369, div. A, title 1V, Sec. 421(b)(1),

July 18, 1984, 98 Stat. 794)

(1) Face-amount certificates
For purposes of this section, the term

endowment contract"”



includes a face-amount certificate, as defined in section 2(a)(15)
of the Investment Company Act of 1940 (15 U.S.C., sec. 80a-2),
issued after December 31, 1954.
(m) Special rules applicable to employee annuities and
distributions under employee plans
((1) Repealed. Pub. L. 93-406, title 11, Sec. 2001(h)(2), Sept.
2, 1974, 88 Stat. 957)
(2) Computation of consideration paid by the employee
In computing -

(A) the aggregate amount of premiums or other consideration
paid for the contract for purposes of subsection (c)(1)(A)
(relating to the investment in the contract), and

(B) the aggregate premiums or other consideration paid for
purposes of subsection (e)(6) (relating to certain amounts not
received as an annuity),

any amount allowed as a deduction with respect to the contract
under section 404 which was paid while the employee was an
employee within the meaning of section 401(c)(1) shall be treated
as consideration contributed by the employer, and there shall not
be taken into account any portion of the premiums or other
consideration for the contract paid while the employee was an
owner-employee which is properly allocable (as determined under
regulations prescribed by the Secretary) to the cost of life,
accident, health, or other insurance.
(3) Life insurance contracts
(A) This paragraph shall apply to any life insurance contract
(i) purchased as a part of a plan described In section
403(a), or
(ii) purchased by a trust described in section 401(a) which
is exempt from tax under section 501(a) if the proceeds of

such contract are payable directly or indirectly to a

participant In such trust or to a beneficiary of such

participant.

(B) Any contribution to a plan described in subparagraph
(A) (i) or a trust described in subparagraph (A)(ii) which is
allowed as a deduction under section 404, and any income of a
trust described in subparagraph (A)(ii), which is determined in
accordance with regulations prescribed by the Secretary to have
been applied to purchase the life insurance protection under a
contract described in subparagraph (A), is includible in the
gross income of the participant for the taxable year when so
applied.

(C) In the case of the death of an individual insured under a
contract described in subparagraph (A), an amount equal to the
cash surrender value of the contract immediately before the
death of the insured shall be treated as a payment under such
plan or a distribution by such trust, and the excess of the
amount payable by reason of the death of the insured over such
cash surrender value shall not be includible in gross income
under this section and shall be treated as provided in section
101.

((4) Repealed. Pub. L. 97-248, title 11, Sec. 236(b)(1), Sept. 3,

1982, 96 Stat. 510)

(5) Penalties applicable to certain amounts received by 5-percent
owners

(A) This paragraph applies to amounts which are received from



a qualified trust described in section 401(a) or under a plan
described in section 403(a) at any time by an individual who
is, or has been, a 5-percent owner, or by a successor of such
an individual, but only to the extent such amounts are
determined, under regulations prescribed by the Secretary, to
exceed the benefits provided for such individual under the plan
formula.
(B) If a person receives an amount to which this paragraph
applies, his tax under this chapter for the taxable year in
which such amount is received shall be iIncreased by an amount
equal to 10 percent of the portion of the amount so received
which is includible in his gross income for such taxable year.
(C) For purposes of this paragraph, the term ""5-percent
owner®" means any individual who, at any time during the 5 plan
years preceding the plan year ending in the taxable year in
which the amount is received, is a 5-percent owner (as defined
in section 416(i)(1)(B)).
(6) Owner-employee defined

For purposes of this subsection, the term ""owner-employee™*
has the meaning assigned to it by section 401(c)(3) and includes
an individual for whose benefit an individual retirement account
or annuity described in section 408(a) or (b) is maintained. For
purposes of the preceding sentence, the term "“owner-employee-®*
shall include an employee within the meaning of section
401(c)(1).-
(7) Meaning of disabled

For purposes of this section, an individual shall be considered
to be disabled if he is unable to engage in any substantial
gainful activity by reason of any medically determinable physical
or mental impairment which can be expected to result in death or
to be of long-continued and indefinite duration. An individual
shall not be considered to be disabled unless he furnishes proof
of the existence thereof in such form and manner as the Secretary
may require.
((8) Repealed. Pub. L. 97-248, title 11, Sec. 236(b)(1), Sept. 3,

1982, 96 Stat. 510)

((9) Repealed. Pub. L. 98-369, div. A, title VIIl, Sec.

713(d)(1), July 18, 1984, 98 Stat. 957)

(10) Determination of investment in the contract in the case of
qualified domestic relations orders
Under regulations prescribed by the Secretary, in the case of a
distribution or payment made to an alternate payee who is the
spouse or former spouse of the participant pursuant to a
qualified domestic relations order (as defined in section
414(p)), the investment in the contract as of the date prescribed
in such regulations shall be allocated on a pro rata basis
between the present value of such distribution or payment and the
present value of all other benefits payable with respect to the
participant to which such order relates.
(n) Annuities under retired serviceman®s family protection plan or
survivor benefit plan
Subsection (b) shall not apply in the case of amounts received
after December 31, 1965, as an annuity under chapter 73 of title 10
of the United States Code, but all such amounts shall be excluded
from gross income until there has been so excluded (under section
122(b) (1) or this section, including amounts excluded before
January 1, 1966) an amount equal to the consideration for the



contract (as defined by section 122(b)(2)), plus any amount treated
pursuant to section 101(b)(2)(D) (as in effect on the day before
the date of the enactment of the Small Business Job Protection Act
of 1996) as additional consideration paid by the employee.
Thereafter all amounts so received shall be included in gross
income.
(o) Special rules for distributions from qualified plans to which
employee made deductible contributions
(1) Treatment of contributions
For purposes of this section and sections 402 and 403,
notwithstanding section 414(h), any deductible employee
contribution made to a qualified employer plan or government plan
shall be treated as an amount contributed by the employer which
is not includible in the gross income of the employee.
((2) Repealed. Pub. L. 100-647, title 1, Sec. 1011A(c)(8), Nov.
10, 1988, 102 Stat. 3476)
(3) Amounts constructively received
(A) In general
For purposes of this subsection, rules similar to the rules
provided by subsection (p) (other than the exception contained
in paragraph (2) thereof) shall apply.
(B) Purchase of life insurance
To the extent any amount of accumulated deductible employee
contributions of an employee are applied to the purchase of
life insurance contracts, such amount shall be treated as
distributed to the employee in the year so applied.
(4) Special rule for treatment of rollover amounts
For purposes of sections 402(c), 403(a)(4), and 403(b)(8),
408(d)(3), and 457(e)(16), the Secretary shall prescribe
regulations providing for such allocations of amounts
attributable to accumulated deductible employee contributions,
and for such other rules, as may be necessary to insure that such
accumulated deductible employee contributions do not become
eligible for additional tax benefits (or freed from limitations)
through the use of rollovers.
(5) Definitions and special rules
For purposes of this subsection -
(A) Deductible employee contributions
The term ""deductible employee contributions®™® means any
qualified voluntary employee contribution (as defined in
section 219(e)(2)) made after December 31, 1981, in a taxable
year beginning after such date and made for a taxable year
beginning before January 1, 1987, and allowable as a deduction
under section 219(a) for such taxable year.
(B) Accumulated deductible employee contributions
The term ""accumulated deductible employee contributions*®*
means the deductible employee contributions -
(i) increased by the amount of income and gain allocable to
such contributions, and
(ii) reduced by the sum of the amount of loss and expense
allocable to such contributions and the amounts distributed
with respect to the employee which are attributable to such
contributions (or income or gain allocable to such
contributions).
(C) Qualified employer plan
The term ""qualified employer plan®® has the meaning given to
such term by subsection (p)(B)(A)().



(D) Government plan
The term ""government plan®® has the meaning given such term
by subsection (p)(3)(B).
(6) Ordering rules
Unless the plan specifies otherwise, any distribution from such
plan shall not be treated as being made from the accumulated
deductible employee contributions, until all other amounts to the
credit of the employee have been distributed.
(p) Loans treated as distributions
For purposes of this section -
(1) Treatment as distributions
(A) Loans
IT during any taxable year a participant or beneficiary
receives (directly or indirectly) any amount as a loan from a
qualified employer plan, such amount shall be treated as having
been received by such individual as a distribution under such
plan.
(B) Assignments or pledges
IT during any taxable year a participant or beneficiary
assigns (or agrees to assign) or pledges (or agrees to pledge)
any portion of his iInterest in a qualified employer plan, such
portion shall be treated as having been received by such
individual as a loan from such plan.
(2) Exception for certain loans
(A) General rule
Paragraph (1) shall not apply to any loan to the extent that
such loan (when added to the outstanding balance of all other
loans from such plan whether made on, before, or after August
13, 1982), does not exceed the lesser of -
(i) $50,000, reduced by the excess (if any) of -

(1) the highest outstanding balance of loans from the
plan during the 1-year period ending on the day before the
date on which such loan was made, over

(11) the outstanding balance of loans from the plan on
the date on which such loan was made, or
(ii) the greater of (1) one-half of the present value of

the nonforfeitable accrued benefit of the employee under the
plan, or (I1) $10,000.
For purposes of clause (ii), the present value of the
nonforfeitable accrued benefit shall be determined without
regard to any accumulated deductible employee contributions (as
defined in subsection (0)(5)(B)).
(B) Requirement that loan be repayable within 5 years
(i) In general
Subparagraph (A) shall not apply to any loan unless such
loan, by its terms, is required to be repaid within 5 years.
(i1) Exception for home loans
Clause (1) shall not apply to any loan used to acquire any
dwelling unit which within a reasonable time is to be used
(determined at the time the loan is made) as the principal
residence of the participant.
(C) Requirement of level amortization
Except as provided in regulations, this paragraph shall not
apply to any loan unless substantially level amortization of
such loan (with payments not less frequently than quarterly) is
required over the term of the loan.
(D) Related employers and related plans



For purposes of this paragraph -

(i) the rules of subsections (b), (c), and (m) of section
414 shall apply, and

(i1) all plans of an employer (determined after the
application of such subsections) shall be treated as 1 plan.

(3) Denial of interest deductions in certain cases

(A) In general

No deduction otherwise allowable under this chapter shall be
allowed under this chapter for any interest paid or accrued on
any loan to which paragraph (1) does not apply by reason of
paragraph (2) during the period described in subparagraph (B).
(B) Period to which subparagraph (A) applies

For purposes of subparagraph (A), the period described in
this subparagraph is the period -

(i) on or after the 1st day on which the individual to whom
the loan is made is a key employee (as defined in section
416(i)), or

(i1) such loan is secured by amounts attributable to
elective deferrals described in subparagraph (A) or (C) of
section 402(g)(3).-

(4) Qualified employer plan, etc.
For purposes of this subsection -
(A) Qualified employer plan

(i) In general

The term ""qualified employer plan®® means -

(1) a plan described in section 401(a) which includes a

trust exempt from tax under section 501(a),

(1) an annuity plan described in section 403(a), and
(111) a plan under which amounts are contributed by an
individual"s employer for an annuity contract described in

section 403(b).

(i1) Special rule
The term ""qualified employer plan®® shall include any plan
which was (or was determined to be) a qualified employer plan
or a government plan.
(B) Government plan

The term ""government plan®® means any plan, whether or not
qualified, established and maintained for its employees by the
United States, by a State or political subdivision thereof, or
by an agency or instrumentality of any of the foregoing.

(5) Special rules for loans, etc., from certain contracts
For purposes of this subsection, any amount received as a loan

under a contract purchased under a qualified employer plan (and
any assignment or pledge with respect to such a contract) shall
be treated as a loan under such employer plan.
(g) 10-percent penalty for premature distributions from annuity
contracts

(1) Imposition of penalty
IT any taxpayer receives any amount under an annuity contract,

the taxpayer®s tax under this chapter for the taxable year in
which such amount is received shall be iIncreased by an amount
equal to 10 percent of the portion of such amount which is
includible in gross income.

(2) Subsection not to apply to certain distributions
Paragraph 1 shall not apply to any distribution -

(A) made on or after the date on which the taxpayer attains
age 59 1/2,



(B) made on or after the death of the holder (or, where the
holder i1s not an individual, the death of the primary annuitant
(as defined in subsection (s)(6)(B))),

(C) attributable to the taxpayer®s becoming disabled within
the meaning of subsection (m)(7),

(D) which is a part of a series of substantially equal
periodic payments (not less frequently than annually) made for
the life (or life expectancy) of the taxpayer or the joint
lives (or joint life expectancies) of such taxpayer and his
designated beneficiary,

(BE) from a plan, contract, account, trust, or annuity
described in subsection (e)(5)(D),

(F) allocable to investment in the contract before August 14,
1982, or (FOOTNOTE 3)

(FOOTNOTE 3) So in original. The word ""or"" probably should
not appear.

(G) under a qualified funding asset (within the meaning of
section 130(d), but without regard to whether there is a
qualified assignment),

(H) to which subsection (t) applies (without regard to
paragraph (2) thereof),

(1) under an immediate annuity contract (within the meaning
of section 72(u)(4)), or

(J) which is purchased by an employer upon the termination of
a plan described in section 401(a) or 403(a) and which is held
by the employer until such time as the employee separates from
service.

(3) Change in substantially equal payments
It -

(A) paragraph (1) does not apply to a distribution by reason
of paragraph (2)(D), and

(B) the series of payments under such paragraph are
subsequently modified (other than by reason of death or
disability) -

(i) before the close of the 5-year period beginning on the
date of the first payment and after the taxpayer attains age

59 1/2, or

(i1) before the taxpayer attains age 59 1/2,
the taxpayer®s tax for the 1lst taxable year in which such
modification occurs shall be increased by an amount, determined
under regulations, equal to the tax which (but for paragraph
(2)(D)) would have been imposed, plus interest for the deferral
period (within the meaning of subsection (t)(4)(B)).-
(r) Certain railroad retirement benefits treated as received under

employer plans
(1) In general

Notwithstanding any other provision of law, any benefit
provided under the Railroad Retirement Act of 1974 (other than a
tier 1 railroad retirement benefit) shall be treated for purposes
of this title as a benefit provided under an employer plan which
meets the requirements of section 401(a).
(2) Tier 2 taxes treated as contributions

(A) In general

For purposes of paragraph (1) -

(i) the tier 2 portion of the tax imposed by section 3201

(relating to tax on employees) shall be treated as an

employee contribution,



(ii) the tier 2 portion of the tax imposed by section 3211
(relating to tax on employee representatives) shall be
treated as an employee contribution, and

(iii) the tier 2 portion of the tax imposed by section 3221
(relating to tax on employers) shall be treated as an
employer contribution.

(B) Tier 2 portion
For purposes of subparagraph (A) -
(i) After 1984

With respect to compensation paid after 1984, the tier 2
portion shall be the taxes imposed by sections 3201(b),
3211(b), and 3221(b).

(i1) After September 30, 1981, and before 1985

With respect to compensation paid before 1985 for services
rendered after September 30, 1981, the tier 2 portion shall
be -

(1) so much of the tax imposed by section 3201 as is
determined at the 2 percent rate, and
(11) so much of the taxes imposed by sections 3211 and

3221 as is determined at the 11.75 percent rate.

With respect to compensation paid for services rendered after
December 31, 1983, and before 1985, subclause (1) shall be
applied by substituting ""2.75 percent™" for ""2 percent"",
and subclause (11) shall be applied by substituting ""12.75
percent™" for ""11.75 percent”".

(iii) Before October 1, 1981

With respect to compensation paid for services rendered
during any period before October 1, 1981, the tier 2 portion
shall be the excess (if any) of -

(1) the tax imposed for such period by section 3201,

3211, or 3221, as the case may be (other than any tax

imposed with respect to man-hours), over

(11) the tax which would have been imposed by such
section for such period had the rates of the comparable
taxes imposed by chapter 21 for such period applied under
such section.

(C) Contributions not allocable to supplemental annuity or

windfall benefits
For purposes of paragraph (1), no amount treated as an

employee contribution under this paragraph shall be allocated
to -

(i) any supplemental annuity paid under section 2(b) of the
Railroad Retirement Act of 1974, or

(i1) any benefit paid under section 3(h), 4(e), or 4(h) of
such Act.

(3) Tier 1 railroad retirement benefit
For purposes of paragraph (1), the term ""tier 1 railroad
retirement benefit"" has the meaning given such term by section
86(d)(4).
(s) Required distributions where holder dies before entire interest
is distributed
(1) In general
A contract shall not be treated as an annuity contract for
purposes of this title unless it provides that -
(A) if any holder of such contract dies on or after the
annuity starting date and before the entire interest in such
contract has been distributed, the remaining portion of such



interest will be distributed at least as rapidly as under the
method of distributions being used as of the date of his death,
and

(B) if any holder of such contract dies before the annuity
starting date, the entire interest in such contract will be
distributed within 5 years after the death of such holder.

(2) Exception for certain amounts payable over life of
beneficiary
It -
(A) any portion of the holder®s interest is payable to (or
for the benefit of) a designated beneficiary,
(B) such portion will be distributed (in accordance with
regulations) over the life of such designated beneficiary (or
over a period not extending beyond the life expectancy of such
beneficiary), and
(C) such distributions begin not later than 1 year after the
date of the holder®s death or such later date as the Secretary
may by regulations prescribe,
then for purposes of paragraph (1), the portion referred to in
subparagraph (A) shall be treated as distributed on the day on
which such distributions begin.
(3) Special rule where surviving spouse beneficiary

IT the designated beneficiary referred to in paragraph (2)(A)
is the surviving spouse of the holder of the contract, paragraphs
(1) and (2) shall be applied by treating such spouse as the
holder of such contract.
(4) Designated beneficiary

For purposes of this subsection, the term ""designated
beneficiary®™" means any individual designated a beneficiary by
the holder of the contract.
(5) Exception for certain annuity contracts

This subsection shall not apply to any annuity contract -

(A) which is provided -

(i) under a plan described in section 401(a) which includes

a trust exempt from tax under section 501, or

(ii) under a plan described in section 403(a),

(B) which is described in section 403(b),

(C) which s an individual retirement annuity or provided
under an individual retirement account or annuity, or

(D) which is a qualified funding asset (as defined in section
130(d), but without regard to whether there is a qualified
assignment).

(6) Special rule where holder is corporation or other
non-individual
(A) In general

For purposes of this subsection, if the holder of the
contract is not an individual, the primary annuitant shall be
treated as the holder of the contract.

(B) Primary annuitant

For purposes of subparagraph (A), the term "“primary
annuitant®" means the individual, the events in the life of
whom are of primary importance in affecting the timing or
amount of the payout under the contract.

(7) Treatment of changes in primary annuitant where holder of
contract is not an individual
For purposes of this subsection, in the case of a holder of an
annuity contract which is not an individual, if there is a change



in a primary annuitant (as defined in paragraph (6)(B)), such
change shall be treated as the death of the holder.
(t) 10-percent additional tax on early distributions from qualified

retirement plans
(1) Imposition of additional tax

IT any taxpayer receives any amount from a qualified retirement
plan (as defined in section 4974(c)), the taxpayer®s tax under
this chapter for the taxable year in which such amount is
received shall be increased by an amount equal to 10 percent of
the portion of such amount which is includible in gross income.
(2) Subsection not to apply to certain distributions

Except as provided in paragraphs (3) and (4), paragraph (1)
shall not apply to any of the following distributions:

(A) In general

Distributions which are -

(i) made on or after the date on which the employee attains
age 59 1/2,

(i1) made to a beneficiary (or to the estate of the
employee) on or after the death of the employee,

(iii) attributable to the employee"s being disabled within
the meaning of subsection (m)(7),

(iv) part of a series of substantially equal periodic
payments (not less frequently than annually) made for the
life (or life expectancy) of the employee or the joint lives
(or joint life expectancies) of such employee and his
designated beneficiary,

(v) made to an employee after separation from service after
attainment of age 55,

(vi) dividends paid with respect to stock of a corporation
which are described in section 404(k), or

(vii) made on account of a levy under section 6331 on the
qualified retirement plan.

(B) Medical expenses
Distributions made to the employee (other than distributions
described in subparagraph (A), (C), or (D)) to the extent such
distributions do not exceed the amount allowable as a deduction
under section 213 to the employee for amounts paid during the
taxable year for medical care (determined without regard to
whether the employee itemizes deductions for such taxable
year).
(C) Payments to alternate payees pursuant to qualified domestic
relations orders
Any distribution to an alternate payee pursuant to a
qualified domestic relations order (within the meaning of
section 414(p)(1))-
(D) Distributions to unemployed individuals for health
insurance premiums
(i) In general

Distributions from an individual retirement plan to an
individual after separation from employment -

(1) if such individual has received unemployment
compensation for 12 consecutive weeks under any Federal or

State unemployment compensation law by reason of such

separation,

(11) if such distributions are made during any taxable
year during which such unemployment compensation is paid or
the succeeding taxable year, and



(111) to the extent such distributions do not exceed the
amount paid during the taxable year for insurance described
in section 213(d)(1)(D) with respect to the individual and
the individual®s spouse and dependents (as defined in
section 152).

(i) Distributions after reemployment
Clause (1) shall not apply to any distribution made after
the individual has been employed for at least 60 days after
the separation from employment to which clause (i) applies.
(iii) Self-employed individuals
To the extent provided in regulations, a self-employed
individual shall be treated as meeting the requirements of
clause (i)(1) i1f, under Federal or State law, the individual
would have received unemployment compensation but for the
fact the individual was self-employed.
(BE) Distributions from individual retirement plans for higher
education expenses
Distributions to an individual from an individual retirement
plan to the extent such distributions do not exceed the
qualified higher education expenses (as defined in paragraph
(7)) of the taxpayer for the taxable year. Distributions shall
not be taken into account under the preceding sentence if such
distributions are described in subparagraph (A), (C), or (D) or
to the extent paragraph (1) does not apply to such
distributions by reason of subparagraph (B).

(F) Distributions from certain plans for first home purchases
Distributions to an individual from an individual retirement
plan which are qualified first-time homebuyer distributions (as

defined in paragraph (8)). Distributions shall not be taken
into account under the preceding sentence if such distributions
are described in subparagraph (A), (C), (D), or (E) or to the
extent paragraph (1) does not apply to such distributions by
reason of subparagraph (B).
(3) Limitations
(A) Certain exceptions not to apply to individual retirement
plans
Subparagraphs (A)(v) and (C) of paragraph (2) shall not apply
to distributions from an individual retirement plan.
(B) Periodic payments under qualified plans must begin after
separation
Paragraph (2)(A)(iv) shall not apply to any amount paid from
a trust described in section 401(a) which is exempt from tax
under section 501(a) or from a contract described in section
72(e)(B5) (D) (ii) unless the series of payments begins after the
employee separates from service.
(4) Change in substantially equal payments
(A) In general
It -
(i) paragraph (1) does not apply to a distribution by
reason of paragraph (2)(A)(iv), and
(ii) the series of payments under such paragraph are
subsequently modified (other than by reason of death or
disability) -

(1) before the close of the 5-year period beginning with
the date of the Ffirst payment and after the employee
attains age 59 1/2, or

(1) before the employee attains age 59 1/2,



the taxpayer®s tax for the 1lst taxable year in which such
modification occurs shall be increased by an amount, determined
under regulations, equal to the tax which (but for paragraph
(2)(A)(iv)) would have been imposed, plus interest for the
deferral period.
(B) Deferral period
For purposes of this paragraph, the term "“deferral period®*
means the period beginning with the taxable year in which
(without regard to paragraph (2)(A)(iv)) the distribution would
have been includible in gross income and ending with the
taxable year in which the modification described in
subparagraph (A) occurs.
(5) Employee
For purposes of this subsection, the term "“employee®" includes
any participant, and in the case of an individual retirement
plan, the individual for whose benefit such plan was established.
(6) Special rules for simple retirement accounts
In the case of any amount received from a simple retirement
account (within the meaning of section 408(p)) during the 2-year
period beginning on the date such individual first participated
in any qualified salary reduction arrangement maintained by the
individual"s employer under section 408(p)(2), paragraph (1)
shall be applied by substituting ""25 percent™" for ""10
percent”".
(7) Qualified higher education expenses
For purposes of paragraph (2)(E) -
(A) In general
The term "“qualified higher education expenses®® means
qualified higher education expenses (as defined In section
529(e)(3)) for education furnished to -
(i) the taxpayer,
(i1) the taxpayer®s spouse, or
(iii) any child (as defined in section 151(c)(3)) or
grandchild of the taxpayer or the taxpayer®s spouse,
at an eligible educational institution (as defined In section
529(e)(5B))-
(B) Coordination with other benefits
The amount of qualified higher education expenses for any
taxable year shall be reduced as provided in section 25A(g)(2).
(8) Qualified first-time homebuyer distributions
For purposes of paragraph (2)(F) -
(A) In general
The term "“qualified first-time homebuyer distribution®*
means any payment or distribution received by an individual to
the extent such payment or distribution is used by the
individual before the close of the 120th day after the day on
which such payment or distribution is received to pay qualified
acquisition costs with respect to a principal residence of a
first-time homebuyer who is such individual, the spouse of such
individual, or any child, grandchild, or ancestor of such
individual or the individual®s spouse.
(B) Lifetime dollar limitation
The aggregate amount of payments or distributions received by
an individual which may be treated as qualified first-time
homebuyer distributions for any taxable year shall not exceed
the excess (if any) of -
(i) $10,000, over



(ii1) the aggregate amounts treated as qualified first-time
homebuyer distributions with respect to such individual for
all prior taxable years.
(C) Qualified acquisition costs

For purposes of this paragraph, the term ""qualified
acquisition costs"" means the costs of acquiring, constructing,
or reconstructing a residence. Such term includes any usual or
reasonable settlement, financing, or other closing costs.
(D) First-time homebuyer; other definitions

For purposes of this paragraph -

(i) First-time homebuyer

The term ""first-time homebuyer®™ means any individual if -

(1) such individual (and if married, such individual®s
spouse) had no present ownership interest in a principal
residence during the 2-year period ending on the date of
acquisition of the principal residence to which this
paragraph applies, and

(11) subsection (h) or (k) of section 1034 (FOOTNOTE 4)
(as in effect on the day before the date of the enactment
of this paragraph) did not suspend the running of any
period of time specified In section 1034 (FOOTNOTE 4) (as
so In effect) with respect to such individual on the day
before the date the distribution is applied pursuant to
subparagraph (A).

(FOOTNOTE 4) See References in Text note below.
(ii) Principal residence

The term ""principal residence®" has the same meaning as
when used iIn section 121.

(iii) Date of acquisition

The term ""date of acquisition®™" means the date -

(1) on which a binding contract to acquire the principal
residence to which subparagraph (A) applies is entered
into, or

(11) on which construction or reconstruction of such a
principal residence is commenced.

(BE) Special rule where delay in acquisition

IT any distribution from any individual retirement plan fails
to meet the requirements of subparagraph (A) solely by reason
of a delay or cancellation of the purchase or construction of
the residence, the amount of the distribution may be
contributed to an individual retirement plan as provided in
section 408(d)(3)(A) (1) (determined by substituting ""120th
day"" for ""60th day"" in such section), except that -

(i) section 408(d)(3)(B) shall not be applied to such
contribution, and

(ii1) such amount shall not be taken into account in
determining whether section 408(d)(3)(B) applies to any other
amount.

(9) Special rule for rollovers to section 457 plans

For purposes of this subsection, a distribution from an
eligible deferred compensation plan (as defined in section
457(b)) of an eligible employer described in section 457(e)(1)(A)
shall be treated as a distribution from a qualified retirement
plan described in 4974(c)(1) to the extent that such distribution
is attributable to an amount transferred to an eligible deferred
compensation plan from a qualified retirement plan (as defined in
section 4974(c)).



(u) Treatment of annuity contracts not held by natural persons
(1) In general
IT any annuity contract is held by a person who is not a
natural person -
(A) such contract shall not be treated as an annuity contract
for purposes of this subtitle (other than subchapter L), and
(B) the income on the contract for any taxable year of the
policyholder shall be treated as ordinary income received or
accrued by the owner during such taxable year.
For purposes of this paragraph, holding by a trust or other
entity as an agent for a natural person shall not be taken into
account.
(2) Income on the contract

(A) In general

For purposes of paragraph (1), the term "“income on the
contract™" means, with respect to any taxable year of the
policyholder, the excess of -

(i) the sum of the net surrender value of the contract as
of the close of the taxable year plus all distributions under
the contract received during the taxable year or any prior
taxable year, reduced by

(i1) the sum of the amount of net premiums under the
contract for the taxable year and prior taxable years and
amounts includible In gross income for prior taxable years
with respect to such contract under this subsection.

Where necessary to prevent the avoidance of this subsection,
the Secretary may substitute ""fair market value of the
contract™" for ""net surrender value of the contract™" each
place it appears in the preceding sentence.

(B) Net premiums

For purposes of this paragraph, the term ""net premiums"*
means the amount of premiums paid under the contract reduced by
any policyholder dividends.

(3) Exceptions
This subsection shall not apply to any annuity contract which -

(A) is acquired by the estate of a decedent by reason of the
death of the decedent,

(B) is held under a plan described in section 401(a) or
403(a), under a program described in section 403(b), or under
an individual retirement plan,

(C) is a qualified funding asset (as defined in section
130(d), but without regard to whether there is a qualified
assignment),

(D) is purchased by an employer upon the termination of a
plan described in section 401(a) or 403(a) and is held by the
employer until all amounts under such contract are distributed
to the employee for whom such contract was purchased or the
employee®s beneficiary, or

(E) i1s an immediate annuity.

(4) Immediate annuity
For purposes of this subsection, the term ""immediate annuity""
means an annuity -

(A) which is purchased with a single premium or annuity
consideration,

(B) the annuity starting date (as defined in subsection
(c)(@)) of which commences no later than 1 year from the date
of the purchase of the annuity, and



(C) which provides for a series of substantially equal
periodic payments (to be made not less frequently than
annually) during the annuity period.

(v) 10-percent additional tax for taxable distributions from

modified endowment contracts
(1) Imposition of additional tax

IT any taxpayer receives any amount under a modified endowment
contract (as defined in section 7702A), the taxpayer®s tax under
this chapter for the taxable year in which such amount is
received shall be increased by an amount equal to 10 percent of
the portion of such amount which is includible in gross income.
(2) Subsection not to apply to certain distributions

Paragraph (1) shall not apply to any distribution -

(A) made on or after the date on which the taxpayer attains
age 59 1/2,

(B) which is attributable to the taxpayer®s becoming disabled
(within the meaning of subsection (m)(7)), or

(C) which i1s part of a series of substantially equal periodic
payments (not less frequently than annually) made for the life
(or life expectancy) of the taxpayer or the joint lives (or
joint life expectancies) of such taxpayer and his beneficiary.

(w) Cross reference

For limitation on adjustments to basis of annuity contracts

sold, see section 1021.

Sec. 73. Services of child

(a) Treatment of amounts received
Amounts received in respect of the services of a child shall be
included in his gross income and not in the gross income of the
parent, even though such amounts are not received by the child.
(b) Treatment of expenditures
All expenditures by the parent or the child attributable to
amounts which are includible in the gross income of the child (and
not of the parent) solely by reason of subsection (a) shall be
treated as paid or incurred by the child.
(c) Parent defined
For purposes of this section, the term parent®® includes an
individual who is entitled to the services of a child by reason of
having parental rights and duties in respect of the child.
(d) Cross reference
For assessment of tax against parent in certain cases, see
section 6201(c).-

Sec. 74. Prizes and awards

(a) General rule
Except as otherwise provided in this section or in section 117
(relating to qualified scholarships), gross income includes amounts
received as prizes and awards.
(b) Exception for certain prizes and awards transferred to
charities
Gross income does not include amounts received as prizes and
awards made primarily in recognition of religious, charitable,
scientific, educational, artistic, literary, or civic achievement,
but only if -
(1) the recipient was selected without any action on his part



to enter the contest or proceeding;

(2) the recipient is not required to render substantial future
services as a condition to receiving the prize or award; and

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

(c) Exception for certain employee achievement awards

(1) In general

Gross income shall not include the value of an employee
achievement award (as defined in section 274(jJ)) received by the
taxpayer if the cost to the employer of the employee achievement
award does not exceed the amount allowable as a deduction to the
employer for the cost of the employee achievement award.
(2) Excess deduction award

IT the cost to the employer of the employee achievement award
received by the taxpayer exceeds the amount allowable as a
deduction to the employer, then gross income includes the greater
of -
(A) an amount equal to the portion of the cost to the
employer of the award that is not allowable as a deduction to
the employer (but not in excess of the value of the award), or
(B) the amount by which the value of the award exceeds the
amount allowable as a deduction to the employer.
The remaining portion of the value of such award shall not be
included in the gross income of the recipient.
(3) Treatment of tax-exempt employers

In the case of an employer exempt from taxation under this
subtitle, any reference in this subsection to the amount
allowable as a deduction to the employer shall be treated as a
reference to the amount which would be allowable as a deduction
to the employer if the employer were not exempt from taxation
under this subtitle.
(4) Cross reference

For provisions excluding certain de minimis fringes from
gross income, see section 132(e).

Sec. 75. Dealers in tax-exempt securities

(a) Adjustment for bond premium

In computing the gross income of a taxpayer who holds during the
taxable year a short-term municipal bond (as defined in subsection
(b)) primarily for sale to customers in the ordinary course of
his trade or business -

(1) if the gross income of the taxpayer from such trade or
business is computed by the use of inventories and his
inventories are valued on any basis other than cost, the cost of
securities sold (as defined in subsection (b)(2) during such year
shall be reduced by an amount equal to the amortizable bond
premium which would be disallowed as a deduction for such year by
section 171(a)(2) (relating to deduction for amortizable bond
premium) if the definition in section 171(d) of the term ""bond"*
did not exclude such municipal bond; or

(2) if the gross income of the taxpayer from such trade or
business is computed without the use of inventories, or by use of
inventories valued at cost, and the municipal bond is sold or
otherwise disposed of during such year, the adjusted basis



(computed without regard to this paragraph) of the municipal bond
shall be reduced by the amount of the adjustment which would be
required under section 1016(a)(5) (relating to adjustment to
basis for amortizable bond premium) if the definition In section
171(d) of the term ""bond"" did not exclude such municipal bond.
Notwithstanding the provisions of paragraph (1), no reduction to
the cost of securities sold during the taxable year shall be made
in respect of any obligation described in subsection (b)(1)(A)(i1)
which is held by the taxpayer at the close of the taxable year; but
in the taxable year iIn which any such obligation is sold or
otherwise disposed of, if such obligation is a municipal bond (as
defined in subsection (b)(1)), the cost of securities sold during
such year shall be reduced by an amount equal to the adjustment
described in paragraph (2), without regard to the fact that the
taxpayer values his inventories on any basis other than cost.
(b) Definitions
For purposes of subsection (a) -
(1) The term ""municipal bond®" means any obligation issued by
a government or political subdivision thereof if the interest on
such obligation is excludable from gross income; but such term
does not include such an obligation if -
(A)(i1) it is sold or otherwise disposed of by the taxpayer
within 30 days after the date of its acquisition by him, or
(i1) its earliest maturity or call date is a date more than 5
years from the date on which it was acquired by the taxpayer;
and
(B) when it is sold or otherwise disposed of by the taxpayer

(i) in the case of a sale, the amount realized, or
(ii) in the case of any other disposition, its fair market
value at the time of such disposition,

is higher than its adjusted basis (computed without regard to

this section and section 1016(a)(6))-

Determinations under subparagraph (B) shall be exclusive of
interest.

(2) The term ""cost of securities sold"" means the amount
ascertained by subtracting the inventory value of the closing
inventory of a taxable year from the sum of -

(A) the inventory value of the opening inventory for such
year, and

(B) the cost of securities and other property purchased
during such year which would properly be included in the
inventory of the taxpayer if on hand at the close of the
taxable year.

(Sec. 76. Repealed. Pub. L. 94-455, title XI1X, Sec. 1901(a)(14),
Oct. 4, 1976, 90 Stat. 1765)

Sec. 77. Commodity credit loans

(a) Election to include loans in income

Amounts received as loans from the Commodity Credit Corporation
shall, at the election of the taxpayer, be considered as income and
shall be included in gross income for the taxable year in which
received.
(b) Effect of election on adjustments for subsequent years

IT a taxpayer exercises the election provided for in subsection



(a) for any taxable year, then the method of computing income so
adopted shall be adhered to with respect to all subsequent taxable
years unless with the approval of the Secretary a change to a
different method is authorized.

Sec. 78. Dividends received from certain foreign corporations by
domestic corporations choosing foreign tax credit

IT a domestic corporation chooses to have the benefits of subpart
A of part 111 of subchapter N (relating to foreign tax credit) for
any taxable year, an amount equal to the taxes deemed to be paid by
such corporation under section 902(a) (relating to credit for
corporate stockholder in foreign corporation) or under section
960(a) (1) (relating to taxes paid by foreign corporation) for such
taxable year shall be treated for purposes of this title (other
than section 245) as a dividend received by such domestic
corporation from the foreign corporation.

Sec. 79. Group-term life insurance purchased for employees

(a) General rule

There shall be included in the gross income of an employee for
the taxable year an amount equal to the cost of group-term life
insurance on his life provided for part or all of such year under a
policy (or policies) carried directly or indirectly by his employer
(or employers); but only to the extent that such cost exceeds the
sum of -

(1) the cost of $50,000 of such iInsurance, and

(2) the amount (if any) paid by the employee toward the
purchase of such insurance.

(b) Exceptions
Subsection (a) shall not apply to -

(1) the cost of group-term life insurance on the life of an
individual which is provided under a policy carried directly or
indirectly by an employer after such individual has terminated
his employment with such employer and is disabled (within the
meaning of section 72(m) (7)),

(2) the cost of any portion of the group-term life insurance on
the life of an employee provided during part or all of the
taxable year of the employee under which -

(A) the employer is directly or indirectly the beneficiary,
or
(B) a person described in section 170(c) is the sole
beneficiary,
for the entire period during such taxable year for which the
employee receives such insurance, and
(3) the cost of any group-term life insurance which is provided
under a contract to which section 72(m)(3) applies.
(c) Determination of cost of insurance

For purposes of this section and section 6052, the cost of
group-term insurance on the life of an employee provided during any
period shall be determined on the basis of uniform premiums
(computed on the basis of 5-year age brackets) prescribed by
regulations by the Secretary.
(d) Nondiscrimination requirements

(1) In general

In the case of a discriminatory group-term life insurance plan



(A) subsection (a)(1) shall not apply with respect to any key
employee, and

(B) the cost of group-term life insurance on the life of any
key employee shall be the greater of -

(i) such cost determined without regard to subsection (c),
or

(i1) such cost determined with regard to subsection (c).-

(2) Discriminatory group-term life insurance plan
For purposes of this subsection, the term "“discriminatory
group-term life insurance plan®" means any plan of an employer
for providing group-term life insurance unless -
(A) the plan does not discriminate in favor of key employees
as to eligibility to participate, and
(B) the type and amount of benefits available under the plan
do not discriminate in favor of participants who are key
employees.
(3) Nondiscriminatory eligibility classification
(A) In general
A plan does not meet requirements of subparagraph (A) of
paragraph (2) unless -

(i) such plan benefits 70 percent or more of all employees
of the employer,

(i1) at least 85 percent of all employees who are
participants under the plan are not key employees,

(iii) such plan benefits such employees as qualify under a
classification set up by the employer and found by the
Secretary not to be discriminatory in favor of key employees,
or

(iv) in the case of a plan which is part of a cafeteria
plan, the requirements of section 125 are met.

(B) Exclusion of certain employees
For purposes of subparagraph (A), there may be excluded from
consideration -

(i) employees who have not completed 3 years of service;

(ii) part-time or seasonal employees;

(iii) employees not included in the plan who are included
in a unit of employees covered by an agreement between
employee representatives and one or more employers which the
Secretary finds to be a collective bargaining agreement, if
the benefits provided under the plan were the subject of good
faith bargaining between such employee representatives and
such employer or employers; and

(iv) employees who are nonresident aliens and who receive
no earned income (within the meaning of section 911(d)(2))
from the employer which constitutes income from sources
within the United States (within the meaning of section
861(a)(3))-

(4) Nondiscriminatory benefits

A plan does not meet the requirements of paragraph (2)(B)
unless all benefits available to participants who are key
employees are available to all other participants.
(5) Special rule

A plan shall not fail to meet the requirements of paragraph
(2)(B) merely because the amount of life insurance on behalf of
the employees under the plan bears a uniform relationship to the
total compensation or the basic or regular rate of compensation



of such employees.
(6) Key employee defined
For purposes of this subsection, the term "“key employee®™" has
the meaning given to such term by paragraph (1) of section
416(i). Such term also includes any former employee if such
employee when he retired or separated from service was a key
employee.
(7) Exemption for church plans
(A) In general
This subsection shall not apply to a church plan maintained
for church employees.
(B) Definitions
For purposes of subparagraph (A), the terms church plan-®*
and ""church employee®" have the meaning given such terms by
paragraphs (1) and (3)(B) of section 414(e), respectively,
except that -

(i) section 414(e) shall be applied by substituting
""section 501(c)(3)"" for ""section 501"" each place it
appears, and

(ii) the term "“church employee®" shall not include an
employee of -

(1) an organization described in section 170(b)(1)(A) (i)
above the secondary school level (other than a school for
religious training),

(11) an organization described In section
170(b) (D) A) (i), and

(111) an organization described in section 501(c)(3), the
basis of the exemption for which is substantially similar
to the basis for exemption of an organization described in
subclause (11).

(8) Treatment of former employees
To the extent provided in regulations, this subsection shall be
applied separately with respect to former employees.
(e) Employee includes former employee
For purposes of this section, the term "“"employee™™ includes a
former employee.

Sec. 80. Restoration of value of certain securities

(a) General rule

In the case of a domestic corporation subject to the tax imposed
by section 11 or 801, if the value of any security (as defined in
section 165(g)(2)) -

(1) which became worthless by reason of the expropriation,
intervention, seizure, or similar taking by the government of any
foreign country, any political subdivision thereof, or any agency
or instrumentality of the foregoing of property to which such
security was related, and

(2) which was taken into account as a loss from the sale or
exchange of a capital asset or with respect to which a deduction
for a loss was allowed under section 165,

is restored in whole or in part during any taxable year by reason
of any recovery of money or other property in respect of the
property to which such security was related, the value so restored
(to the extent that, when added to the value so restored during
prior taxable years, it does not exceed the amount of the loss
described in paragraph (2)) shall, except as provided in subsection



(b), be included in gross income for the taxable year in which such
restoration occurs.
(b) Reduction for failure to receive tax benefit

The amount otherwise includible in gross income under subsection
(a) in respect of any security shall be reduced by an amount equal
to the amount (if any) of the loss described in subsection (a)(2)
which did not result in a reduction of the taxpayer®s tax under
this subtitle for any taxable year, determined under regulations
prescribed by the Secretary.
(c) Character of income

For purposes of this subtitle -

(1) Except as provided in paragraph (2), the amount included in
gross income under this section shall be treated as ordinary
income.

(2) If the loss described in subsection (a)(2) was taken into
account as a loss from the sale or exchange of a capital asset,
the amount included in gross income under this section shall be
treated as long-term capital gain.

(d) Treatment under foreign expropriation loss recovery provisions
This section shall not apply to any recovery of a foreign
expropriation loss to which section 1351 applies.

(Sec. 81. Repealed. Pub. L. 100-203, title X, Sec. 10201(b)(1),
Dec. 22, 1987, 101 Stat. 1330-387)

Sec. 82. Reimbursement for expenses of moving

Except as provided in section 132(a)(6), there shall be included
in gross income (as compensation for services) any amount received
or accrued, directly or indirectly, by an individual as a payment
for or reimbursement of expenses of moving from one residence to
another residence which is attributable to employment or
self-employment.

Sec. 83. Property transferred in connection with performance of
services

(a) General rule

IT, in connection with the performance of services, property is
transferred to any person other than the person for whom such
services are performed, the excess of -

(1) the fair market value of such property (determined without
regard to any restriction other than a restriction which by its
terms will never lapse) at the first time the rights of the
person having the beneficial interest in such property are
transferable or are not subject to a substantial risk of
forfeiture, whichever occurs earlier, over

(2) the amount (if any) paid for such property, shall be
included in the gross income of the person who performed such
services in the first taxable year in which the rights of the
person having the beneficial interest in such property are
transferable or are not subject to a substantial risk of
forfeiture, whichever is applicable. The preceding sentence
shall not apply if such person sells or otherwise disposes of
such property in an arm"s length transaction before his rights in
such property become transferable or not subject to a substantial
risk of forfeiture.



(b) Election to include in gross income in year of transfer
(1) In general
Any person who performs services in connection with which
property is transferred to any person may elect to include in his
gross income for the taxable year iIn which such property is
transferred, the excess of -

(A) the fair market value of such property at the time of
transfer (determined without regard to any restriction other
than a restriction which by its terms will never lapse), over

(B) the amount (if any) paid for such property.

IT such election is made, subsection (a) shall not apply with
respect to the transfer of such property, and if such property is
subsequently forfeited, no deduction shall be allowed in respect
of such forfeiture.
(2) Election

An election under paragraph (1) with respect to any transfer of
property shall be made in such manner as the Secretary prescribes
and shall be made not later than 30 days after the date of such
transfer. Such election may not be revoked except with the
consent of the Secretary.

(c) Special rules

For purposes of this section -
(1) Substantial risk of forfeiture

The rights of a person in property are subject to a substantial
risk of forfeiture if such person®s rights to full enjoyment of
such property are conditioned upon the future performance of
substantial services by any individual.
(2) Transferability of property

The rights of a person in property are transferable only if the
rights in such property of any transferee are not subject to a
substantial risk of forfeiture.
(3) Sales which may give rise to suit under section 16(b) of the

Securities Exchange Act of 1934
So long as the sale of property at a profit could subject a

person to suit under section 16(b) of the Securities Exchange Act
of 1934, such person®"s rights in such property are -

(A) subject to a substantial risk of forfeiture, and

(B) not transferable.

(d) Certain restrictions which will never lapse

(1) valuation

In the case of property subject to a restriction which by its
terms will never lapse, and which allows the transferee to sell
such property only at a price determined under a formula, the
price so determined shall be deemed to be the fair market value
of the property unless established to the contrary by the
Secretary, and the burden of proof shall be on the Secretary with
respect to such value.
(2) Cancellation

I, in the case of property subject to a restriction which by
its terms will never lapse, the restriction is canceled, then,
unless the taxpayer establishes -

(A) that such cancellation was not compensatory, and

(B) that the person, if any, who would be allowed a deduction
if the cancellation were treated as compensatory, will treat
the transaction as not compensatory, as evidenced in such
manner as the Secretary shall prescribe by regulations,

the excess of the fair market value of the property (computed



without regard to the restrictions) at the time of cancellation
over the sum of -

(C) the fair market value of such property (computed by
taking the restriction into account) immediately before the
cancellation, and

(D) the amount, if any, paid for the cancellation,

shall be treated as compensation for the taxable year in which
such cancellation occurs.

(e) Applicability of section
This section shall not apply to -

(1) a transaction to which section 421 applies,

(2) a transfer to or from a trust described in section 401(a)
or a transfer under an annuity plan which meets the requirements
of section 404(a)(2),

(3) the transfer of an option without a readily ascertainable
fair market value,

(4) the transfer of property pursuant to the exercise of an
option with a readily ascertainable fair market value at the date
of grant, or

(5) group-term life insurance to which section 79 applies.

() Holding period

In determining the period for which the taxpayer has held
property to which subsection (a) applies, there shall be included
only the period beginning at the first time his rights in such
property are transferable or are not subject to a substantial risk
of forfeiture, whichever occurs earlier.
(g9) Certain exchanges

IT property to which subsection (a) applies is exchanged for
property subject to restrictions and conditions substantially
similar to those to which the property given in such exchange was
subject, and if section 354, 355, 356, or 1036 (or so much of
section 1031 as relates to section 1036) applied to such exchange,
or if such exchange was pursuant to the exercise of a conversion
privilege -
(1) such exchange shall be disregarded for purposes of
subsection (a), and
(2) the property received shall be treated as property to which
subsection (a) applies.
(h) Deduction by employer

In the case of a transfer of property to which this section
applies or a cancellation of a restriction described in subsection
(d), there shall be allowed as a deduction under section 162, to
the person for whom were performed the services in connection with
which such property was transferred, an amount equal to the amount
included under subsection (a), (b), or (d)(2) in the gross income
of the person who performed such services. Such deduction shall be
allowed for the taxable year of such person in which or with which
ends the taxable year iIn which such amount is included in the gross
income of the person who performed such services.

Sec. 84. Transfer of appreciated property to political organization

(a) General rule
|
(1) any person transfers property to a political organization,
and
(2) the fair market value of such property exceeds its adjusted



basis,
then for purposes of this chapter the transferor shall be treated
as having sold such property to the political organization on the
date of the transfer, and the transferor shall be treated as having
realized an amount equal to the fair market value of such property
on such date.
(b) Basis of property

In the case of a transfer of property to a political organization
to which subsection (a) applies, the basis of such property in the
hands of the political organization shall be the same as it would
be in the hands of the transferor, increased by the amount of gain
recognized to the transferor by reason of such transfer.
(c) Political organization defined

For purposes of this section, the term political organization™"
has the meaning given to such term by section 527(e)(1).

Sec. 85. Unemployment compensation

(a) General rule

In the case of an individual, gross income includes unemployment
compensation.
(b) Unemployment compensation defined

For purposes of this section, the term unemployment
compensation®™® means any amount received under a law of the United
States or of a State which is in the nature of unemployment
compensation.

Sec. 86. Social security and tier 1 railroad retirement benefits

(a) In general
(1) In general
Except as provided in paragraph (2), gross income for the
taxable year of any taxpayer described in subsection (b)
(notwithstanding section 207 of the Social Security Act) includes
social security benefits in an amount equal to the lesser of -
(A) one-half of the social security benefits received during
the taxable year, or
(B) one-half of the excess described in subsection (b)(1).
(2) Additional amount
In the case of a taxpayer with respect to whom the amount
determined under subsection (b)(1)(A) exceeds the adjusted base
amount, the amount included in gross income under this section
shall be equal to the lesser of -
(A) the sum of -
(i) 85 percent of such excess, plus
(ii) the lesser of the amount determined under paragraph
(1) or an amount equal to one-half of the difference between
the adjusted base amount and the base amount of the taxpayer,
or
(B) 85 percent of the social security benefits received
during the taxable year.
(b) Taxpayers to whom subsection (a) applies
(1) In general
A taxpayer is described in this subsection if -
(A) the sum of -
(i) the modified adjusted gross income of the taxpayer for
the taxable year, plus



(ii) one-half of the social security benefits received
during the taxable year, exceeds
(B) the base amount.

(2) Modified adjusted gross income
For purposes of this subsection, the term ""modified adjusted
gross income"" means adjusted gross income -
(A) determined without regard to this section and sections
135, 137, 221, 222, 911, 931, and 933, and
(B) increased by the amount of interest received or accrued
by the taxpayer during the taxable year which is exempt from
tax.
(c) Base amount and adjusted base amount
For purposes of this section -
(1) Base amount
The term "“base amount®" means -
(A) except as otherwise provided in this paragraph, $25,000,
(B) $32,000 in the case of a joint return, and
(C) zero in the case of a taxpayer who -

(i) is married as of the close of the taxable year (within
the meaning of section 7703) but does not file a joint return
for such year, and

(i1) does not live apart from his spouse at all times
during the taxable year.

(2) Adjusted base amount
The term ""adjusted base amount®" means -
(A) except as otherwise provided in this paragraph, $34,000,
(B) $44,000 in the case of a joint return, and
(C) zero in the case of a taxpayer described in paragraph
A (©)-
(d) Social security benefit
(1) In general
For purposes of this section, the term ""social security
benefit™" means any amount received by the taxpayer by reason of
entitlement to -
(A) a monthly benefit under title 11 of the Social Security
Act, or
(B) a tier 1 railroad retirement benefit.
(2) Adjustment for repayments during year
(A) In general
For purposes of this section, the amount of social security
benefits received during any taxable year shall be reduced by
any repayment made by the taxpayer during the taxable year of a
social security benefit previously received by the taxpayer
(whether or not such benefit was received during the taxable
year).
(B) Denial of deduction
IT (but for this subparagraph) any portion of the repayments
referred to in subparagraph (A) would have been allowable as a
deduction for the taxable year under section 165, such portion
shall be allowable as a deduction only to the extent it exceeds
the social security benefits received by the taxpayer during
the taxable year (and not repaid during such taxable year).
(3) Workmen®s compensation benefits substituted for social
security benefits
For purposes of this section, if, by reason of section 224 of
the Social Security Act (or by reason of section 3(a)(1) of the
Railroad Retirement Act of 1974), any social security benefit is



reduced by reason of the receipt of a benefit under a workmen®s
compensation act, the term ""social security benefit"" includes
that portion of such benefit received under the workmen-®s
compensation act which equals such reduction.
(4) Tier 1 railroad retirement benefit

For purposes of paragraph (1), the term ""tier 1 railroad
retirement benefit"" means -

(A) the amount of the annuity under the Railroad Retirement
Act of 1974 equal to the amount of the benefit to which the
taxpayer would have been entitled under the Social Security Act
if all of the service after December 31, 1936, of the employee
(on whose employment record the annuity is being paid) had been
included in the term "“employment™" as defined in the Social
Security Act, and

(B) a monthly annuity amount under section 3(f)(3) of the
Railroad Retirement Act of 1974.

(5) Effect of early delivery of benefit checks
For purposes of subsection (a), in any case where section 708
of the Social Security Act causes social security benefit checks
to be delivered before the end of the calendar month for which
they are issued, the benefits involved shall be deemed to have
been received in the succeeding calendar month.
(e) Limitation on amount included where taxpayer receives lump-sum
payment
(1) Limitation
It -

(A) any portion of a lump-sum payment of social security
benefits received during the taxable year is attributable to
prior taxable years, and

(B) the taxpayer makes an election under this subsection for
the taxable year,

then the amount included in gross income under this section for the
taxable year by reason of the receipt of such portion shall not
exceed the sum of the iIncreases iIn gross income under this chapter
for prior taxable years which would result solely from taking into
account such portion in the taxable years to which it is
attributable.

(2) Special rules

(A) Year to which benefit attributable

For purposes of this subsection, a social security benefit is
attributable to a taxable year if the generally applicable
payment date for such benefit occurred during such taxable
year.

(B) Election

An election under this subsection shall be made at such time
and in such manner as the Secretary shall by regulations
prescribe. Such election, once made, may be revoked only with
the consent of the Secretary.

() Treatment as pension or annuity for certain purposes
For purposes of -
(1) section 22(c)(3)(A) (relating to reduction for amounts
received as pension or annuity),
(2) section 32(c)(2) (defining earned income),
(3) section 219(F)(1) (defining compensation), and
(4) section 911(b)(1) (defining foreign earned income),
any social security benefit shall be treated as an amount received
as a pension or annuity.



Sec. 87. Alcohol fuel credit

Gross income includes the amount of the alcohol fuel credit
determined with respect to the taxpayer for the taxable year under
section 40(a).

Sec. 88. Certain amounts with respect to nuclear decommissioning
costs

In the case of any taxpayer who is required to include the amount
of any nuclear decommissioning costs in the taxpayer®s cost of
service for ratemaking purposes, there shall be includible in the
gross income of such taxpayer the amount so included for any
taxable year.

(Sec. 89. Repealed. Pub. L. 101-140, title 11, Sec. 202(a), Nov. 8,
1989, 103 Stat. 830)

Sec. 90. Illegal Federal irrigation subsidies

(a) General rule
Gross income shall include an amount equal to any illegal Federal
irrigation subsidy received by the taxpayer during the taxable
year .
(b) I1llegal Federal irrigation subsidy
For purposes of this section -
(1) In general
The term ""illegal Federal irrigation subsidy™" means the
excess (if any) of -
(A) the amount required to be paid for any Federal irrigation
water delivered to the taxpayer during the taxpayer year, over
(B) the amount paid for such water.
(2) Federal irrigation water
The term ""Federal irrigation water™" means any water made
available for agricultural purposes from the operation of any
reclamation or irrigation project referred to in paragraph (8) of
section 202 of the Reclamation Reform Act of 1982.
(c) Denial of deduction
No deduction shall be allowed under this subtitle by reason of
any inclusion iIn gross income under subsection (Q).

PART 111 - ITEMS SPECIFICALLY EXCLUDED FROM GROSS INCOME

Sec.
101. Certain death payments. (FOOTNOTE 1)
(FOOTNOTE 1) So in original. Does not conform to section
catchline.
102. Gifts and inheritances.
103. Interest on State and local bonds.
(103A. Repealed.)
104. Compensation for injuries or sickness.
105. Amounts received under accident and health plans.
106. Contributions by employer to accident and health plans.
107. Rental value of parsonages.
108. Income from discharge of indebtedness.
109. Improvements by lessee on lessor®s property.



110. Qualified lessee construction allowances for short-term
leases.

111. Recovery of tax benefit items.

112. Certain combat zone compensation of members of the Armed
Forces.

(113. Repealed.)

114. Extraterritorial income.

115. Income of States, municipalities, etc. (FOOTNOTE 1)

(116. Repealed.)

117. Qualified scholarships.

118. Contributions to the capital of a corporation.

119. Meals or lodging furnished for convenience of employer.
(FOOTNOTE 1)

120. Amounts received under qualified group legal services plans.

121. Exclusion of gain from sale of principal residence.

122. Certain reduced uniformed services retirement pay.

123. Amounts received under iInsurance contracts for certain living
expenses.

(124. Repealed.)

125. Cafeteria plans.

126. Certain cost-sharing payments.

127. Educational assistance programs.

(128. Repealed.)

129. Dependent care assistance programs. (FOOTNOTE 2)
(FOOTNOTE 2) Editorially supplied. Section 129 added by Pub. L.

97-34 without corresponding amendment of part analysis.

130. Certain personal injury liability assignments.

131. Certain foster care payments.

132. Certain fringe benefits.

(133. Repealed.)

134. Certain military benefits.

135. Income from United States savings bonds used to pay higher
education tuition and fees.

136. Energy conservation subsidies provided by public utilities.

137. Adoption assistance programs.

138. Medicare+Choice MSA.

139. Disaster relief payments.

140. Cross references to other Acts.

Sec. 101. Certain death benefits

(a) Proceeds of life insurance contracts payable by reason of death
(1) General rule
Except as otherwise provided in paragraph (2), subsection (d),
and subsection (f), gross income does not include amounts
received (whether in a single sum or otherwise) under a life
insurance contract, If such amounts are paid by reason of the
death of the insured.
(2) Transfer for valuable consideration
In the case of a transfer for a valuable consideration, by
assignment or otherwise, of a life insurance contract or any
interest therein, the amount excluded from gross income by
paragraph (1) shall not exceed an amount equal to the sum of the
actual value of such consideration and the premiums and other
amounts subsequently paid by the transferee. The preceding
sentence shall not apply in the case of such a transfer -
(A) if such contract or interest therein has a basis for



determining gain or loss in the hands of a transferee
determined in whole or in part by reference to such basis of
such contract or interest therein in the hands of the
transferor, or
(B) if such transfer is to the insured, to a partner of the
insured, to a partnership in which the insured is a partner, or
to a corporation in which the insured is a shareholder or
officer.
The term ""other amounts™" in the first sentence of this
paragraph includes interest paid or accrued by the transferee on
indebtedness with respect to such contract or any interest
therein 1f such iInterest paid or accrued is not allowable as a
deduction by reason of section 264(a)(4).

((b) Repealed. Pub. L. 104-188, title 1, Sec. 1402(a), Aug. 20,

1996, 110 Stat. 1789)

(c) Interest

IT any amount excluded from gross income by subsection (a) is

held under an agreement to pay interest thereon, the interest
payments shall be included in gross income.

(d) Payment of life insurance proceeds at a date later than death
(1) General rule
The amounts held by an insurer with respect to any beneficiary
shall be prorated (in accordance with such regulations as may be
prescribed by the Secretary) over the period or periods with
respect to which such payments are to be made. There shall be
excluded from the gross income of such beneficiary in the taxable
year received any amount determined by such proration. Gross
income includes, to the extent not excluded by the preceding
sentence, amounts received under agreements to which this
subsection applies.
(2) Amount held by an insurer
An amount held by an insurer with respect to any beneficiary
shall mean an amount to which subsection (a) applies which is -
(A) held by any insurer under an agreement provided for in
the life insurance contract, whether as an option or otherwise,
to pay such amount on a date or dates later than the death of
the insured, and
(B) equal to the value of such agreement to such beneficiary
(i) as of the date of death of the insured (as iIf any
option exercised under the life insurance contract were
exercised at such time), and
(i1) as discounted on the basis of the iInterest rate used
by the insurer in calculating payments under the agreement
and mortality tables prescribed by the Secretary.
(3) Application of subsection
This subsection shall not apply to any amount to which
subsection (c) is applicable.
((e) Repealed. Pub. L. 98-369, div. A, title 1V, Sec. 421(b)(2),
July 18, 1984, 98 Stat. 794)
() Proceeds of flexible premium contracts issued before January 1,
1985 payable by reason of death
(1) In general
Any amount paid by reason of the death of the insured under a
flexible premium life insurance contract issued before January 1,
1985 shall be excluded from gross income only if -
(A) under such contract -
(i) the sum of the premiums paid under such contract does



not at any time exceed the guideline premium limitation as of
such time, and

(i1) any amount payable by reason of the death of the
insured (determined without regard to any qualified
additional benefit) is not at any time less than the
applicable percentage of the cash value of such contract at
such time, or
(B) by the terms of such contract, the cash value of such

contract may not at any time exceed the net single premium with
respect to the amount payable by reason of the death of the
insured (determined without regard to any qualified additional
benefit) at such time.

(2) Guideline premium limitation
For purposes of this subsection -
(A) Guideline premium limitation

The term ""guideline premium limitation®" means, as of any

date, the greater of -

(i) the guideline single premium, or

(i1) the sum of the guideline level premiums to such date.

(B) Guideline single premium

The term ""guideline single premium®® means the premium at
issue with respect to future benefits under the contract
(without regard to any qualified additional benefit), and with
respect to any charges for qualified additional benefits, at
the time of a determination under subparagraph (A) or (E) and
which is based on -
(i) the mortality and other charges guaranteed under the
contract, and
(i1) iInterest at the greater of an annual effective rate of
6 percent or the minimum rate or rates guaranteed upon issue
of the contract.
(C) Guideline level premium

The term "“guideline level premium®® means the level annual
amount, payable over the longest period permitted under the
contract (but ending not less than 20 years from date of issue
or not later than age 95, if earlier), computed on the same
basis as the guideline single premium, except that subparagraph
(B)(i1) shall be applied by substituting ""4 percent™" for "6
percent®".
(D) Computational rules

In computing the guideline single premium or guideline level
premium under subparagraph (B) or (C) -

(i) the excess of the amount payable by reason of the death
of the insured (determined without regard to any qualified
additional benefit) over the cash value of the contract shall
be deemed to be not greater than such excess at the time the
contract was issued,

(i1) the maturity date shall be the latest maturity date
permitted under the contract, but not less than 20 years
after the date of issue or (if earlier) age 95, and

(iii) the amount of any endowment benefit (or sum of
endowment benefits) shall be deemed not to exceed the least
amount payable by reason of the death of the insured
(determined without regard to any qualified additional
benefit) at any time under the contract.

(E) Adjustments
The guideline single premium and guideline level premium



shall be adjusted in the event of a change in the future
benefits or any qualified additional benefit under the contract
which was not reflected in any guideline single premiums or
guideline level premium previously determined.
(3) Other definitions and special rules

For purposes of this subsection -
(A) Flexible premium life insurance contract

The terms ""flexible premium life insurance contract®® and
"“contract™" mean a life iInsurance contract (including any
qualified additional benefits) which provides for the payment
of one or more premiums which are not fixed by the insurer as
to both timing and amount. Such terms do not include that
portion of any contract which is treated under State law as
providing any annuity benefits other than as a settlement
option.
(B) Premiums paid

The term ""premiums paid™® means the premiums paid under the
contract less any amounts (other than amounts includible in
gross income) to which section 72(e) applies. If, iIn order to
comply with the requirements of paragraph (1)(A), any portion
of any premium paid during any contract year is returned by the
insurance company (with interest) within 60 days after the end
of a contract year -

(i) the amount so returned (excluding interest) shall be
deemed to reduce the sum of the premiums paid under the
contract during such year, and

(i1) notwithstanding the provisions of section 72(e), the
amount of any iInterest so returned shall be includible in the
gross income of the recipient.

(C) Applicable percentage
The term ""applicable percentage"" means -
(i) 140 percent in the case of an insured with an attained
age at the beginning of the contract year of 40 or less, and
(i1) iIn the case of an insured with an attained age of more
than 40 as of the beginning of the contract year, 140 percent
reduced (but not below 105 percent) by one percent for each
year In excess of 40.
(D) Cash value

The cash value of any contract shall be determined without
regard to any deduction for any surrender charge or policy
loan.
(BE) Qualified additional benefits

The term "“qualified additional benefits™" means any -

(i) guaranteed insurability,

(ii) accidental death benefit,

(iii) family term coverage, or

(iv) waiver of premium.

(F) Premium payments not disqualifying contract

The payment of a premium which would result in the sum of the
premiums paid exceeding the guideline premium limitation shall
be disregarded for purposes of paragraph (1)(A)(i) if the
amount of such premium does not exceed the amount necessary to
prevent the termination of the contract without cash value on
or before the end of the contract year.
(G) Net single premium

In computing the net single premium under paragraph (1)(B) -

(i) the mortality basis shall be that guaranteed under the



contract (determined by reference to the most recent
mortality table allowed under all State laws on the date of
issuance),

(i1) interest shall be based on the greater of -

(1) an annual effective rate of 4 percent (3 percent for
contracts issued before July 1, 1983), or

(11) the minimum rate or rates guaranteed upon issue of
the contract, and
(iii) the computational rules of paragraph (2)(D) shall

apply, except that the maturity date referred to in clause
(ii) thereof shall not be earlier than age 95.
(H) Correction of errors
IT the taxpayer establishes to the satisfaction of the
Secretary that -
(i) the requirements described in paragraph (1) for any
contract year was not satisfied due to reasonable error, and
(i1) reasonable steps are being taken to remedy the error,
the Secretary may waive the failure to satisfy such
requirements.
(1) Regulations
The Secretary shall prescribe such regulations as may be
necessary or appropriate to carry out the purposes of this
subsection.
(g9) Treatment of certain accelerated death benefits
(1) In general
For purposes of this section, the following amounts shall be
treated as an amount paid by reason of the death of an insured:
(A) Any amount received under a life insurance contract on
the life of an insured who is a terminally ill individual.
(B) Any amount received under a life insurance contract on
the life of an insured who is a chronically ill individual.
(2) Treatment of viatical settlements
(A) In general
IT any portion of the death benefit under a life insurance
contract on the life of an insured described in paragraph (1)
is sold or assigned to a viatical settlement provider, the
amount paid for the sale or assignment of such portion shall be
treated as an amount paid under the life insurance contract by
reason of the death of such insured.
(B) Viatical settlement provider
(i) In general
The term ""viatical settlement provider™® means any person
regularly engaged in the trade or business of purchasing, or
taking assignments of, life insurance contracts on the lives
of insureds described in paragraph (1) if -

(1) such person is licensed for such purposes (with
respect to insureds described in the same subparagraph of
paragraph (1) as the insured) in the State in which the
insured resides, or

(11) in the case of an insured who resides in a State not
requiring the licensing of such persons for such purposes
with respect to such insured, such person meets the
requirements of clause (ii) or (iii), whichever applies to
such insured.

(ii) Terminally ill insureds
A person meets the requirements of this clause with respect
to an insured who is a terminally ill individual if such



person -

(1) meets the requirements of sections 8 and 9 of the
Viatical Settlements Model Act of the National Association
of Insurance Commissioners, and

(11) meets the requirements of the Model Regulations of
the National Association of Insurance Commissioners
(relating to standards for evaluation of reasonable
payments) in determining amounts paid by such person in
connection with such purchases or assignments.

(iii) Chronically ill insureds

A person meets the requirements of this clause with respect
to an insured who is a chronically ill individual if such
person -

(1) meets requirements similar to the requirements
referred to in clause (ii)(l), and

(11) meets the standards (if any) of the National
Association of Insurance Commissioners for evaluating the
reasonableness of amounts paid by such person in connection
with such purchases or assignments with respect to
chronically ill individuals.

(3) Special rules for chronically i1ll insureds
In the case of an insured who is a chronically ill individual -
(A) In general
Paragraphs (1) and (2) shall not apply to any payment
received for any period unless -

(i) such payment is for costs incurred by the payee (not
compensated for by insurance or otherwise) for qualified
long-term care services provided for the insured for such
period, and

(ii) the terms of the contract giving rise to such payment
satisfy -

(1) the requirements of section 7702B(b)(1)(B), and

(11) the requirements (if any) applicable under
subparagraph (B).

For purposes of the preceding sentence, the rule of section
7702B(b) (2)(B) shall apply.
(B) Other requirements

The requirements applicable under this subparagraph are -
(i) those requirements of section 7702B(g) and section
4980C which the Secretary specifies as applying to such a
purchase, assignment, or other arrangement,
(i1) standards adopted by the National Association of
Insurance Commissioners which specifically apply to
chronically ill individuals (and, if such standards are
adopted, the analogous requirements specified under clause
(i) shall cease to apply), and
(iii) standards adopted by the State in which the
policyholder resides (and if such standards are adopted, the
analogous requirements specified under clause (i) and
(subject to section 4980C(f)) standards under clause (ii),
shall cease to apply).
(C) Per diem payments

A payment shall not fail to be described in subparagraph (A)
by reason of being made on a per diem or other periodic basis
without regard to the expenses incurred during the period to
which the payment relates.
(D) Limitation on exclusion for periodic payments



For limitation on amount of periodic payments which are

treated as described in paragraph (1), see section 7702B(d).
(4) Definitions

For purposes of this subsection -

(A) Terminally ill individual

The term ""terminally ill individual®™® means an individual
who has been certified by a physician as having an illness or
physical condition which can reasonably be expected to result
in death in 24 months or less after the date of the
certification.

(B) Chronically ill individual

The term ""chronically ill individual®™® has the meaning given
such term by section 7702B(c)(2); except that such term shall
not include a terminally i1ll individual.

(C) Qualified long-term care services
The term ""qualified long-term care services"" has the
meaning given such term by section 7702B(c).
(D) Physician
The term ""physician®" has the meaning given to such term by
section 1861(r)(1) of the Social Security Act (42 U.S.C.
1395x(r) (D)) .-
(5) Exception for business-related policies

This subsection shall not apply in the case of any amount paid
to any taxpayer other than the insured if such taxpayer has an
insurable interest with respect to the life of the insured by
reason of the insured being a director, officer, or employee of
the taxpayer or by reason of the insured being financially
interested in any trade or business carried on by the taxpayer.

(h) Survivor benefits attributable to service by a public safety

officer who is killed in the line of duty
(1) In general

Gross income shall not include any amount paid as a survivor
annuity on account of the death of a public safety officer (as
such term is defined in section 1204 of the Omnibus Crime Control
and Safe Streets Act of 1968) killed in the line of duty -
(A) if such annuity is provided, under a governmental plan
which meets the requirements of section 401(a), to the spouse
(or a former spouse) of the public safety officer or to a child
of such officer; and
(B) to the extent such annuity is attributable to such
officer®"s service as a public safety officer.
(2) Exceptions

Paragraph (1) shall not apply with respect to the death of any
public safety officer if, as determined in accordance with the
provisions of the Omnibus Crime Control and Safe Streets Act of
1968 -

(A) the death was caused by the intentional misconduct of the
officer or by such officer®s intention to bring about such
officer”s death;

(B) the officer was voluntarily intoxicated (as defined in
section 1204 of such Act) at the time of death;

(C) the officer was performing such officer”s duties in a
grossly negligent manner at the time of death; or

(D) the payment is to an individual whose actions were a
substantial contributing factor to the death of the officer.

(i) Certain employee death benefits payable by reason of death of
certain terrorist victims



(1) In general
Gross income does not include amounts (whether in a single sum
or otherwise) paid by an employer by reason of the death of an
employee who is a specified terrorist victim (as defined in
section 692(d)(4)).-
(2) Limitation
(A) In general
Subject to such rules as the Secretary may prescribe,
paragraph (1) shall not apply to amounts which would have been
payable after death if the individual had died other than as a
specified terrorist victim (as so defined).
(B) Exception
Subparagraph (A) shall not apply to incidental death benefits
paid from a plan described in section 401(a) and exempt from
tax under section 501(a).
(3) Treatment of self-employed individuals
For purposes of paragraph (1), the term "“employee”" includes a
self-employed individual (as defined in section 401(c)(1)).-

Sec. 102. Gifts and inheritances

(a) General rule
Gross income does not include the value of property acquired by
gift, bequest, devise, or inheritance.
(b) Income
Subsection (a) shall not exclude from gross income -
(1) the income from any property referred to in subsection (a);
or
(2) where the gift, bequest, devise, or inheritance is of
income from property, the amount of such income.
Where, under the terms of the gift, bequest, devise, or
inheritance, the payment, crediting, or distribution thereof is to
be made at intervals, then, to the extent that it is paid or
credited or to be distributed out of income from property, it shall
be treated for purposes of paragraph (2) as a gift, bequest,
devise, or inheritance of income from property. Any amount
included in the gross income of a beneficiary under subchapter J
shall be treated for purposes of paragraph (2) as a gift, bequest,
devise, or inheritance of income from property.
(c) Employee gifts
(1) In general
Subsection (a) shall not exclude from gross income any amount
transferred by or for an employer to, or for the benefit of, an
employee.
(2) Cross references
For provisions excluding certain employee achievement awards
from gross income, see section 74(c).
For provisions excluding certain de minimis fringes from
gross income, see section 132(e).

Sec. 103. Interest on State and local bonds

(a) Exclusion

Except as provided in subsection (b), gross income does not
include interest on any State or local bond.
(b) Exceptions

Subsection (a) shall not apply to -



(1) Private activity bond which is not a qualified bond
Any private activity bond which is not a qualified bond (within
the meaning of section 141).
(2) Arbitrage bond
Any arbitrage bond (within the meaning of section 148).
(3) Bond not in registered form, etc.
Any bond unless such bond meets the applicable requirements of
section 149.
(c) Definitions
For purposes of this section and part IV -
(1) State or local bond
The term ""State or local bond®"" means an obligation of a State
or political subdivision thereof.
(2) State
The term ""State”" includes the District of Columbia and any
possession of the United States.

(Sec. 103A. Repealed. Pub. L. 99-514, title XIIl1, Sec. 1301(j)(1),
Oct. 22, 1986, 100 Stat. 2657)

Sec. 104. Compensation for injuries or sickness

(a) In general

Except In the case of amounts attributable to (and not in excess
of) deductions allowed under section 213 (relating to medical,
etc., expenses) for any prior taxable year, gross income does not
include -

(1) amounts received under workmen®s compensation acts as
compensation for personal injuries or sickness;

(2) the amount of any damages (other than punitive damages)
received (whether by suit or agreement and whether as lump sums
or as periodic payments) on account of personal physical injuries
or physical sickness;

(3) amounts received through accident or health insurance (or
through an arrangement having the effect of accident or health
insurance) for personal injuries or sickness (other than amounts
received by an employee, to the extent such amounts (A) are
attributable to contributions by the employer which were not
includible in the gross income of the employee, or (B) are paid
by the employer);

(4) amounts received as a pension, annuity, or similar
allowance for personal injuries or sickness resulting from active
service iIn the armed forces of any country or in the Coast and
Geodetic Survey or the Public Health Service, or as a disability
annuity payable under the provisions of section 808 of the
Foreign Service Act of 1980; and

(5) amounts received by an individual as disability income
attributable to injuries incurred as a direct result of a
terroristic or military action (as defined in section 692(c)(2)).

For purposes of paragraph (3), in the case of an individual who is,
or has been, an employee within the meaning of section 401(c) (1)
(relating to self-employed individuals), contributions made on
behalf of such individual while he was such an employee to a trust
described in section 401(a) which is exempt from tax under section
501(a), or under a plan described in section 403(a), shall, to the
extent allowed as deductions under section 404, be treated as
contributions by the employer which were not includible in the



gross income of the employee. For purposes of paragraph (2),
emotional distress shall not be treated as a physical injury or
physical sickness. The preceding sentence shall not apply to an
amount of damages not in excess of the amount paid for medical care
(described in subparagraph (A) or (B) of section 213(d)(1))
attributable to emotional distress.
(b) Termination of application of subsection (a)(4) iIn certain
cases
(1) In general
Subsection (a)(4) shall not apply in the case of any individual
who is not described in paragraph (2).
(2) Individuals to whom subsection (a)(4) continues to apply
An individual is described in this paragraph if -

(A) on or before September 24, 1975, he was entitled to
receive any amount described in subsection (a)(4),

(B) on September 24, 1975, he was a member of any
organization (or reserve component thereof) referred to iIn
subsection (a)(4) or under a binding written commitment to
become such a member,

(C) he receives an amount described in subsection (a)(4) by
reason of a combat-related injury, or

(D) on application therefor, he would be entitled to receive
disability compensation from the Veterans®™ Administration.

(3) Special rules for combat-related injuries
For purposes of this subsection, the term ""combat-related
injury™™ means personal injury or sickness -

(A) which is iIncurred -

(i) as a direct result of armed conflict,
(i1) while engaged in extrahazardous service, or
(iii) under conditions simulating war; or
(B) which is caused by an instrumentality of war.
In the case of an individual who is not described in subparagraph
(A) or (B) of paragraph (2), except as provided in paragraph (4),
the only amounts taken into account under subsection (a)(4) shall
be the amounts which he receives by reason of a combat-related
injury.
(4) Amount excluded to be not less than veterans® disability
compensation
In the case of any individual described in paragraph (2), the
amounts excludable under subsection (a)(4) for any period with
respect to any individual shall not be less than the maximum
amount which such individual, on application therefor, would be
entitled to receive as disability compensation from the Veterans-
Administration.
(c) Application of prior law in certain cases
The phrase ""(other than punitive damages)®" shall not apply to
punitive damages awarded in a civil action -
(1) which is a wrongful death action, and
(2) with respect to which applicable State law (as in effect on
September 13, 1995 and without regard to any modification after
such date) provides, or has been construed to provide by a court
of competent jurisdiction pursuant to a decision issued on or
before September 13, 1995, that only punitive damages may be
awarded in such an action.
This subsection shall cease to apply to any civil action filed on
or after the first date on which the applicable State law ceases to
provide (or is no longer construed to provide) the treatment



described in paragraph (2).
(d) Cross references
(1) For exclusion from employee"s gross income of employer
contributions to accident and health plans, see section 106.
(2) For exclusion of part of disability retirement pay from
the application of subsection (a)(4) of this section, see
section 1403 of title 10, United States Code (relating to
career compensation laws).

Sec. 105. Amounts received under accident and health plans

(a) Amounts attributable to employer contributions
Except as otherwise provided in this section, amounts received by
an employee through accident or health insurance for personal
injuries or sickness shall be included in gross income to the
extent such amounts (1) are attributable to contributions by the
employer which were not includible in the gross income of the
employee, or (2) are paid by the employer.
(b) Amounts expended for medical care
Except in the case of amounts attributable to (and not in excess
of) deductions allowed under section 213 (relating to medical,
etc., expenses) for any prior taxable year, gross income does not
include amounts referred to in subsection (&) If such amounts are
paid, directly or indirectly, to the taxpayer to reimburse the
taxpayer for expenses incurred by him for the medical care (as
defined in section 213(d)) of the taxpayer, his spouse, and his
dependents (as defined in section 152). Any child to whom section
152(e) applies shall be treated as a dependent of both parents for
purposes of this subsection.
(c) Payments unrelated to absence from work
Gross income does not include amounts referred to in subsection
(a) to the extent such amounts -
(1) constitute payment for the permanent loss or loss of use of
a member or function of the body, or the permanent disfigurement,
of the taxpayer, his spouse, or a dependent (as defined iIn
section 152), and
(2) are computed with reference to the nature of the injury
without regard to the period the employee is absent from work.
((d) Repealed. Pub. L. 98-21, title I, Sec. 122(b), Apr. 20, 1983,
97 Stat. 87)
(e) Accident and health plans
For purposes of this section and section 104 -
(1) amounts received under an accident or health plan for
employees, and
(2) amounts received from a sickness and disability fund for
employees maintained under the law of a State or the District of
Columbia,
shall be treated as amounts received through accident or health
insurance.
() Rules for application of section 213
For purposes of section 213(a) (relating to medical, dental,
etc., expenses) amounts excluded from gross income under subsection
(c) or (d) shall not be considered as compensation (by insurance or
otherwise) for expenses paid for medical care.
(g9) Self-employed individual not considered an employee
For purposes of this section, the term ""employee™" does not
include an individual who is an employee within the meaning of



section 401(c)(1) (relating to self-employed individuals).
(h) Amount paid to highly compensated individuals under a
discriminatory self-insured medical expense reimbursement plan
(1) In general
In the case of amounts paid to a highly compensated individual
under a self-insured medical reimbursement plan which does not
satisfy the requirements of paragraph (2) for a plan year,
subsection (b) shall not apply to such amounts to the extent they
constitute an excess reimbursement of such highly compensated
individual.
(2) Prohibition of discrimination
A self-insured medical reimbursement plan satisfies the
requirements of this paragraph only if -
(A) the plan does not discriminate in favor of highly
compensated individuals as to eligibility to participate; and
(B) the benefits provided under the plan do not discriminate
in favor of participants who are highly compensated
individuals.
(3) Nondiscriminatory eligibility classifications
(A) In general
A self-insured medical reimbursement plan does not satisfy
the requirements of subparagraph (A) of paragraph (2) unless
such plan benefits -

(i) 70 percent or more of all employees, or 80 percent or
more of all the employees who are eligible to benefit under
the plan if 70 percent or more of all employees are eligible
to benefit under the plan; or

(i1) such employees as qualify under a classification set
up by the employer and found by the Secretary not to be
discriminatory in favor of highly compensated individuals.

(B) Exclusion of certain employees
For purposes of subparagraph (A), there may be excluded from
consideration -

(i) employees who have not completed 3 years of service;

(ii) employees who have not attained age 25;

(iii) part-time or seasonal employees;

(iv) employees not included in the plan who are included in
a unit of employees covered by an agreement between employee
representatives and one or more employers which the Secretary
finds to be a collective bargaining agreement, if accident
and health benefits were the subject of good faith bargaining
between such employee representatives and such employer or
employers; and

(v) employees who are nonresident aliens and who receive no
earned income (within the meaning of section 911(d)(2)) from
the employer which constitutes income from sources within the
United States (within the meaning of section 861(a)(3)).

(4) Nondiscriminatory benefits
A self-insured medical reimbursement plan does not meet the
requirements of subparagraph (B) of paragraph (2) unless all
benefits provided for participants who are highly compensated
individuals are provided for all other participants.
(5) Highly compensated individual defined
For purposes of this subsection, the term ""highly compensated
individual " means an individual who is -
(A) one of the 5 highest paid officers,
(B) a shareholder who owns (with the application of section



318) more than 10 percent in value of the stock of the

employer, or

(C) among the highest paid 25 percent of all employees (other
than employees described in paragraph (3)(B) who are not
participants).

(6) Self-insured medical reimbursement plan

The term ""self-insured medical reimbursement plan®® means a
plan of an employer to reimburse employees for expenses referred
to iIn subsection (b) for which reimbursement is not provided
under a policy of accident and health insurance.

(7) Excess reimbursement of highly compensated individual

For purposes of this section, the excess reimbursement of a
highly compensated individual which is attributable to a
self-insured medical reimbursement plan is -

(A) in the case of a benefit available to highly compensated
individuals but not to all other participants (or which
otherwise fails to satisfy the requirements of paragraph
(2)(B)), the amount reimbursed under the plan to the employee
with respect to such benefit, and

(B) in the case of benefits (other than benefits described in
subparagraph (A) (FOO