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AN ACT

To help families defray adoption costs, and to promote the

adoption of minority children.

1 Be it enacted by the Senate and House of Representa-

2 tiwves of the United States of America in Congress assembled,



o A~ W N BB

SECTION 1. SHORT TITLE.

This Act may be cited as the “Adoption Promotion
and Stability Act of 1996,
SEC. 2. TABLE OF CONTENTS.

The table of contents of this Act is as follows:

See. 1. Short title.
See. 2. Table of contents.

TITLE [—CREDIT FOR ADOPTION EXPENSES
See. 101, Credit for adoption expenses.
TITLE II—INTERETHNIC ADOPTION
See. 201. Removal of barriers to interethnie adoption.

TITLE IHI—CHILD CUSTODY PROCEEDINGS AFFECTED BY THE
INDIAN CHILD WELFARE ACT OF 1978

See. 301. Inapplicability of the Indian Child Welfare Aect of 1978 to child cus-
tody proceedings involving a child whose parents do not main-
tain affiliation with their Indian tribe.

See. 302. Membership and child custody proceedings.

See. 303. Effective date.

TITLE IV—REVENUE OFFSETS

See. 400. Amendment of 1986 Code.
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Sec. 401. Repeal of bad debt reserve method for thrift savings associations.
Sec. 402. Depreciation under income forecast method.
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far IN GENERAL—Subpart A of part IV of sub-
chapter A ol chapter 1 ol the Internal Revenue Code of
1986 {relatine to nonrefanduble personnd eredits) i
chivtdtad; there shall be allowed as a eredit aeatnst the tax
ahle vears with respect to the adoption of a ehild by
vear shall be redueed {(but not below zero} by an
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which & deduetion or eredit is allowable under
penses for the adoption of a ehild with speetal
needs:
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taxable vear reduced by the sum of the eredits allowable
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ot with the adoption by o tdividhrd of & ehid

“A) a State has determined that the ehild
eannot or showld not be returned to the home
extsts with respeet to the ehtld a speetfie faetor
age; of membership th & minority or stbhne
eal eonditions or physteal; mental; or emotional
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16 seetion-
18 subtithe; H & eredit s allowed under this seetton for any
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25 seetion and seetton 137 meludine reendations whieh treat

*HR 3286 RS2



© 00 N O 0o B~ W N PP

N N DN DN DD DN P PP PP PP PP
o A WO N P O ©W 00 N O O b W N B O

8

of sthehapter B of chapter 1 of sueh Code frelatine to
adoption of & child by the taxpayer shall not exeeed
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aty taxable vent shall be redueed {(but not below
gard to this paragraph but with regard to paragraph
4 as—
bears to
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B of subehapter A of chapter 1 of such Code 18

TITLE I—CREDIT FOR ADOPTION
EXPENSES

SEC. 101. CREDIT FOR ADOPTION EXPENSES.

(a) IN GENERAL.—Subpart A of part IV of subchapter

23 A of chapter 1 of the Internal Revenue Code of 1986 (relat-
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g to nonrefundable personal credits) 1s amended by insert-
g after section 22 the following new section:
“SEC. 23. ADOPTION EXPENSES.

“la) ALLOWANCE OF CREDIT.—In the case of an indi-
vidual, there shall be allowed as a credit against the tax
vmposed by this chapter for the taxable year the amount
of the qualified adoption expenses paid or incurred by the
taxpayer during such taxable year.

“(b) LIMITATIONS.—

“(1)  DOLLAR  LIMITATION—The  aggregate
amount of qualified adoption expenses which may be
taken into account under subsection (a) for all taxable
years with respect to the adoption of a child by the
taxpayer shall not exceed $5,000 ($6,000, in the case
of a child with special needs).

“(2) INCOME LIMITATION.—

“(A) IN QENERAL.—The amount allowable
as a credit under subsection (a) for any taxable
year 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—

*HR 3286 RS2
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“(1) the amount (if any) by which the

taxpayer’s adjusted gross income exceeds
$75,000, bears to
“(i1) $40,000.

“(B) DETERMINATION OF ADJUSTED GROSS
INCOME.—For purposes of subparagraph (A), ad-
Justed gross income shall be determined—

“(1) without regard to sections 911,

931, and 933, and

“(11) after the application of sections

86, 135, 137, 219, and 469.

“(3) DENIAL OF DOUBLE BENEFIT.—

“(A) IN GENERAL.—No credit shall be al-
lowed 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 ex-
tent that funds for such expense are received
under any Federal, State, or local program.

“(c) CARRYFORWARDS OF UNUSED CREDIT.—If the
credit allowable under subsection (a) for any taxable year
exceeds the limitation imposed by section 26(a) for such tax-
able year reduced by the sum of the credits allowable under

this subpart (other than this section), such excess shall be

*HR 3286 RS2
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carried to the succeeding taxable year and added to the
credit allowable under subsection (a) for such taxable year.
No credit may be carried forward under this subsection to
any taxable year following the fifth 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

1 first-in first-out basus.
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“(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 s for, the legal adop-
tion of an eligible child by the taxpayer,

“(B) which are not incurred in violation of
State or Federal law or in carrying out any sur-
rogate parenting arrangement,

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

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

“(2) ELIGIBLE cHILD.—The term ‘eligible child’

means any mdividual—

*HR 3286 RS2
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“(A) who—
“(1) has not attained age 18, or
“(11) 1s physically or mentally incapa-
ble of caring for himself, and

“(B) in the case of qualified adoption ex-
penses paid or incurred after December 31, 2000,
who 1s a child with special needs.

“(4) CHILD WITH SPECIAL NEEDS.—The term
‘chald 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, and

“(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 condi-
tions or physical, mental, or emotional handi-
caps) because of which it is reasonable to con-
clude that such child cannot be placed with
adoptive parents without providing adoption as-
sistance.

“le) SPECIAL RULES FOR FOREIGN ADOPTIONS.—In

24 the case of an adoption of a child who is not a citizen or

*HR 3286 RS2
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resident of the United States (as defined in section
R17(h)(3))—
“(1) subsection (a) shall not apply to any quali-

Jfied 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 be-
comes final shall be taken into account under this sec-
tion as if such expense were paid or incurred during
such year.

“(f) Marriep CouvrLes Must FiLe JoINT RE-
TURNS.—Rules similar to the rules of paragraphs (2), (3),
and (4) of section 21(e) shall apply for purposes of this sec-
tion.

“(g) BASIS ADJUSTMENTS.—For purposes of this sub-
title, of a credit 1s allowed under this section for any ex-
penditure 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) REGULATIONS.—The Secretary shall prescribe
such requlations 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

*HR 3286 RS2
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purposes of applying the dollar limitation in subsection
(b)(1) of this section and in section 137(b)(1).”

(b) EXCLUSION OF AMOUNTS RECEIVED UNDER KEM-
PLOYER’S ADOPTION ASSISTANCE PROGRAMS.—Part 111 of
subchapter B of chapter 1 of such Code (relating to items
specifically excluded from gross income) is amended by re-
designating section 137 as section 138 and by inserting
after section 136 the following new section:

“SEC. 137. ADOPTION ASSISTANCE PROGRAMS.

“la) IN GENERAL.—(Gross income of an employee does
not include amounts paid or expenses incurred by the em-
ployer for qualified adoption expenses in connection with
the adoption of a child by an employee if such amounts
are furnished pursuant to an adoption assistance program.

“(b) LIMITATIONS.—

“(1)  DOLLAR  LIMITATION—The  aggregate
amount excludable from gross income under sub-
section (a) for all taxable years with respect to the
adoption of a child by the taxpayer shall not exceed
$5,000 ($6,000, in the case of a child with special
needs).

“(2) INCOME LIMITATION.—The amount exclud-
able from gross income under subsection (a) for any
taxable year shall be reduced (but not below zero) by

an amount whach bears the same ratio to the amount

*HR 3286 RS2
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1 so excludable (determined without regard to this
2 paragraph but with regard to paragraph (1)) as—
3 “(A) the amount (if any) by which the tax-
4 payer’s adjusted gross income exceeds $75,000,
5 bears to

6 “(B) $40,000.

7 “(3) DETERMINATION OF ADJUSTED GROSS IN-
8 COME.—For purposes of paragraph (2), adjusted gross
9 income shall be determined—
10 “(A) without regard to this section and sec-
11 tions 911, 931, and 933, and
12 “(B) after the application of sections 86,
13 135, 219, and 469.
14 “(c) ADOPTION ASSISTANCE PROGRAM.—For purposes
15 of this section, an adoption assistance program 1is a sepa-

16 rate written plan of an employer for the exclusive benefit
17 of such employer’s employees—

18 “(1) under which the employer provides such em-
19 ployees with adoption assistance, and

20 “(2) which meets requirements similar to the re-
21 quirements of paragraphs (2), (3), (5), and (6) of sec-
22 tion 127(b).

23 An adoption reimbursement program operated under sec-
24 tion 1052 of title 10, Unated States Code (relating to armed

25 forces) or section 514 of title 14, United States Code (relat-

*HR 3286 RS2
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g to members of the Coast Guard) shall be treated as an

adoption assistance program for purposes of this section.
“(d) QUALIFIED ADOPTION EXPENSES.—For purposes
of this section, the term ‘qualified adoption expenses’ has
the meaning given such term by section 23(d).
“(e) CERTAIN RULES To ArrLY.—Rules similar to the

rules of subsections (e), (f), and (g) of section 23 shall apply

Jor purposes of this section.

“(f) TERMINATION.—This section shall not apply to
amounts paid or expenses incurred after December 31,
2000.”

(¢c) CONFORMING AMENDMENTS.—

(1) Subparagraph (C) of section 25(e)(1) of such
Code 1is amended by inserting “and section 237 after
“this section”.

(2) Sections 86(b)(2)(A) and 135(c)(4)(A) of
such Code are each amended by inserting “137,” be-
Jore <9117

(3) Clause (1) of section 219(g)(3)(4) of such
Code 1is amended by inserting *, 137,” before “and
9117

(4) Clause (1) of section 469(1)(3)(E) of such
Code 1s amended to read as follows:

“(11) the amounts excludable from gross

mcome under sections 135 and 137,

*HR 3286 RS2
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(5) Subsection (a) of section 1016 of such Code

1s amended by striking “and” at the end of para-
graph (24), by striking the period at the end of para-
graph (25) and inserting “, and”, and by adding at
the end the following new paragraph:

“(26) to the extent provided in sections 23(g)
and 137(e).”

(6) The table of sections for subpart A of part IV
of subchapter A of chapter 1 of such Code s amended
by wnserting after the item relating to section 22 the

Jollowing new item:

“See. 23. Adoption expenses.”
(7) The table of sections for part III of sub-
chapter B of chapter 1 of such Code is amended by
striking the item relating to section 137 and inserting

the following:

“Sec. 137. Adoption assistance programs.
“Sec. 138. Cross reference to other Acts.”

(d) STUDY AND REPORT.—The Secretary of the Treas-
ury shall study the effect on adoptions of the tax credit and
gross income exclusion established by the amendments made
by this section and shall submit a report regarding the
study to the Committee on Finance of the Senate and the
Commattee on Ways and Means of the House of Representa-

tives not later than January 1, 2000.

*HR 3286 RS2
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(¢) EFFECTIVE DATE.—The amendments made by this
section shall apply to taxable years beginning after Decem-
ber 31, 1996.
TITEE H—-INTERETHNIC
ADOPTION

SEC. 201. REMOVAL OF BARRIERS TO INTERETHNIC ADOP-
TION:
ed—
6%
) deny to any person the opportantty to
becomte an adophive or a foster parent; on the

*HR 3286 RS2
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“B) delay or deny the placement of &

s fornd; as a restalt of a review condueted under seetion
H23; to have violated seetion 47 Ha 1) during & quarter
with respeet to anty persety; then; netwithstanding sab-
a resalt of sueh a review; not to have violated seetion
e I8) with respeet to any person; by—

speet to the Stete;

speet o the Stetes o
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2 At other entiee whieh 5 1 State Hiat recetves
FrHaHES) durine & quarter with respeet to any persen
A Any mmdividual whe 18 agerteved by a wola-

to beeome an adoptive or a foster parent; on the
ehvidtal; or of the ehtlds tvelved: or

*HR 3286 RS2



24
B delay or deny the placement of a ehild
eraph 1 is deemed a violation of Hitle ¥ of the
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14 (42 H-5-6- 5H5a) 18 repealeds
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15 TITLE II—-INTERETHNIC

16 ADOPTION

17 SEC. 201. REMOVAL OF BARRIERS TO INTERETHNIC ADOP-
18 TION.

19 (a) STATE PLAN REQUIREMENTS.—Section 471(a) of

20 the Social Security Act (42 U.S.C 671(a)) is amended—

21 (1) by striking “and” at the end of paragraph
22 (16);

23 (2) by striking the period at the end of para-
24 graph (17) and inserting *; and”; and

25 (3) by adding at the end the following:

*HR 3286 RS2
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“(18) not later than January 1, 1997, provides
that neither the State nor any other entity in the
State that recewves funds from the Federal Govern-
ment and 1s mvolved in adoption or foster care place-
ments may—

“(A) deny to any person the opportunity to
become an adoptive or a foster parent, on the
basis of the race, color, or national origin of the
person, or of the child, involved; or

“(B) delay or deny the placement of a child
Jor adoption or into foster care, on the basis of
the race, color, or national origin of the adoptive
or foster parent, or the child, involved.”.

(b) ENFORCEMENT.—Section 474 of such Act (42

U.S.C. 674) 1is amended by adding at the end the following:

“(d) PENALTIES FOR VIOLATIONS OF INTERETHNIC

ADOPTION REQUIREMENTS.—

“(1) STATE VIOLATIONS.—If, during a fiscal

year, a State’s program operated under this part is

Jound, as a result of a completed review under section

11234, including the completion of any administra-
twe appeal or judicial review conducted under sub-
section (¢) of such section, to have wviolated section
471(a)(18) during a quarter of such fiscal year with

respect to a person, then, notwithstanding subsection

*HR 3286 RS2
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(a) of this section and any regulations promulgated
under section 1123A(D)(3), the Secretary shall reduce
the amount otherwise payable to the State under this
part, for that fiscal year quarter and for any subse-
quent quarter of such fiscal year, until the State pro-
gram s found, as a result of a subsequent review
under section 11234, not to have wviolated section
471(a)(18) with respect to such person, or no penalty
remains to be carried forward under paragraph
(2)(B).

“(2) AMOUNT OF REDUCTION.

“(A) IN GENERAL.—For purposes of para-
graph (1), the amount otherwise payable to a
State under this part shall be reduced as follows:

“(1) 2 percent of such otherwise pay-
able amount, in the case of the 1st such
finding for the fiscal year with respect to
the State.

“(1n) 5 percent of such otherwise pay-
able amount, i the case of the 2nd such
finding for the fiscal year with respect to
the State.

“(111) 10 percent of such otherwise pay-

able amount, in the case of the 3rd or subse-

*HR 3286 RS2
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quent such finding for the fiscal year with

respect to the State.
“(B) LIMITATION ON AMOUNT OF PEN-

ALTY.—

“(1) IN GENERAL—In imposing the
penalties described in this subsection, the
Secretary shall not reduce any quarterly
payment to a State by more than 25 per-
cent.

“(i)  CARRYFORWARD  OF  UNRE-
COVERED PENALTIES.—To the extent that
clause (1) prevents the Secretary from recov-
ering during a fiscal year the full amount
of all penalties 1mposed on a State under
this subsection for such fiscal year, the Sec-
retary shall apply any remaining amount
of such penalties to the amount payable to
the State under this part for the imme-
diately succeeding fiscal year quarter.

“(3) PRIVATE VIOLATIONS.—Any other entity
which 1s in a State that receives funds under this
part and which violates section 471(a)(18) during a
fiscal year quarter with respect to any person shall

remat to the Secretary all funds that were paid by the

*HR 3286 RS2
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State to the entity during such quarter from such

Junds.

“(4) PRIVATE CAUSE OF ACTION.—

“(A) IN GENERAL.—Any individual who is
aggrieved by a violation of section 471(a)(18) by
a State or other entity may bring an action seek-
g relief from the State or other entity in any
United States district court.

“(B) STATUTE OF LIMITATIONS.—An action
under this paragraph may not be brought more
than 2 years after the date the alleged violation

occurred.

“(5) RULE OF CONSTRUCTION.—This subsection
shall not be construed to affect the application of the
Indian Child Welfare Act of 1978.”.

(¢c) CIviL RIGHTS.—

(1) PROHIBITED CONDUCT.—A person or govern-
ment that is involved in adoption or foster care place-
ments may not—

(A) deny to any individual the opportunity
to become an adoptive or a foster parent, on the
basis of the race, color, or national origin of the
mdwrdual, or of the child, involved; or

(B) delay or deny the placement of a child

Jor adoption or into foster care, on the basis of

*HR 3286 RS2
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the race, color, or national origin of the adoptive

or foster parent, or the child, involved.

(2) ENFORCEMENT.—Noncompliance with para-
graph (1) is deemed a violation of title VI of the Civil
Rights Act of 1964.

(3) NO EFFECT ON THE INDIAN CHILD WELFARE
AT OF 1978.—This subsection shall not be construed
to affect the application of the Indian Child Welfare
Act of 1978.

(d) CONFORMING AMENDMENTS.—

(1) REPEAL.—Section 553 of the Howard M.
Metzenbawm Multiethnic Placement Act of 1994 (42
U.S.C. 5115a) s repealed.

(2) REDESIGNATION OF SECTION 1123.—The So-
cial Security Act s amended by redesignating section
1123, the second place it appears (42 U.S.C. 1320a—

1a), as section 1123A.

*HR 3286 RS2
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[TITLE III—CHILD CUSTODY
PROCEEDINGS AFFECTED BY
THE INDIAN CHILD WELFARE
ACT OF 1978

[SEC. 301. INAPPLICABILITY OF THE INDIAN CHILD WEL-
FARE ACT OF 1978 TO CHILD CUSTODY PRO-
CEEDINGS INVOLVING A CHILD WHOSE PAR-
ENTS DO NOT MAINTAIN AFFILIATION WITH
THEIR INDIAN TRIBE.

[ Title I of the Indian Child Welfare Act of 1978 (25
U.S.C. 1911 et seq.) is amended by adding at the end
the following:

[“Sec. 114. (a) This title does not apply to any child
custody proceeding involving a child who does not reside
or is not domiciled within a reservation unless—

[<(1) at least one of the child’s biological par-
ents 1s of Indian descent; and

[(2) at least one of the child’s biological par-
ents maintains significant social, cultural, or politi-
cal affiliation with the Indian tribe of which either
parent is a member.

[“(b) The factual determination as to whether a bio-
logical parent maintains significant social, cultural, or po-

litical affiliation with the Indian tribe of which either par-

*HR 3286 RS2
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ent 1s a member shall be based on such affiliation as of
the time of the child custody proceeding.

[““(¢) The determination that this title does not apply
pursuant to subsection (a) is final, and, thereafter, this
title shall not be the basis for determining jurisdiction over
any child custody proceeding involving the child.”.

[SEC. 302. MEMBERSHIP AND CHILD CUSTODY PROCEED-
INGS.

[ Title I of the Indian Child Welfare Act of 1978 (25
U.S.C. 1911 et seq.), as amended by section 301 of this
title, is further amended by adding at the end the follow-
ng:

[“SEc. 115. (a) A person who attains the age of 18
years before becoming a member of an Indian tribe may
become a member of an Indian tribe only upon the per-
son’s written consent.

[““(b) For the purposes of any child custody proceed-
ing involving an Indian child, membership in an Indian
tribe shall be effective from the actual date of admission
to membership in the Indian tribe and shall not be given
retroactive effect.”.

[SEC. 303. EFFECTIVE DATE.
[The amendments made by this title shall take effect

on the date of the enactment of this Act and shall apply

*HR 3286 RS2
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with respect to any child custody proceeding in which a
final decree has not been entered as of such date. ]
TITLE IV—REVENUE OFFSETS
SEC. 400. AMENDMENT OF 1986 CODE.

Except as otherwise expressly provided, whenever in
this title an amendment or repeal is expressed in terms
of an amendment to, or repeal of, a section or other provi-
sion, the reference shall be considered to be made to a
section or other provision of the Internal Revenue Code
of 1986.

Subtitle A—Exelusion for Energy

Dwelling Units
SEGC: 401, EXCLUSION FOR ENERGY CONSERVATION SUB-

SIDIES LIMITED TO SUBSIDIES WITH RE-
SPECT TO DWELLING UNITS.
sette Senetroy dettid setth respeet o v dwetine s

*HR 3286 RS2
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3 b o prbhe v to o etstotter for the prvehase of Hstal-

5 (2 Pavagraph 121 of section 1360t is aend-
6 ed—

8 redesignating subparagraphs (B} and (6 as
9 subparagraphs () and (B); respeetively; and
11 the paragraph headine:

12 & Brreerivt Pare—The amendments made by

14 ber 315 1996; ardess recetved purstatt to a wrttten bind-
15 ine eontraet i effeet on Sepretaber 130 18950 and at all
16 titnes thereafter.

17 Subtitle B—Foreign Trust Tax

18 Complianee

19 SEC. 411. IMPROVED INFORMATION REPORTING ON FOR-

20 EIGN TRUSTS.
21 i By GEERE—Seetion bR frehttite o retrrens

22 as to certatn Yoreton terstst b atnended to vead as Tolows:
24 FOREIGN TRUSTS.

*HR 3286 RS2
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event means—
by a Frited States persots
property {direetly or mndireetly) to a for-
eten trast by a Hidted States persots -
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“Git the death of a ettizen or resident
the owner of any portion of & foreten
part T of subehapter J of chapter 15

ot

S}y portion of & forelen

Sabparagraph (i shalt net apply to
any transfer of property to a trust 1 ex
market valne of the transferred property
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404 H4); or 404 or
S0HeH 3
means—
tiertble vear of o Frtted States persots steh person
truast ander the rales of subpart £ of part T of sub-
chapter & of chapter 15 sueh person shall be respor-
A such teast makes a return for sueh
vear which sets forth a full and eomplete ae-
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st

ACENT—

prragraph apply to any foreign trust; the deter-
aeeottit with respeet to sueh trtst by a United
States person wnder the rales of subpart B of
part T of sabehapter J of chapter 1 shalt be de-
foreten trast to whieh paragraph () apphes an-
to sueh conditions; and at saeh time as the See-
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records by reasen of a United States persen
not be eonstdered to have an offiee or a perma-
nent establishment in the United Statess or 6
be eneaged 1 a trade or busthess m the United
aoent prrestant to this sabseetions
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shmitar to the rales of paraoraphs {23 and (4
of seetion 6038Afe} shalt apply for parposes of

“( e) I%I‘])G)]€'FI?H} B_l: l A)qr,{r];}wia E‘L‘I‘ é rlllwiw Blw%'lwlpiejl é ]‘}Iwi\

able vear of steh person any distrtbution from o for-
eten teast; steh person shal make a retuen with re-

PROVIPED—

the proper treatiment of any distribution from a

*HR 3286 RS2
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e seetton 668 m a ease to which subpara-
terminite whether a Frnited States persont makes
transfer to; or recerves a distribution from; a foreten
part I of part I of subehapter 4 of chapter 1 shall
sehte 5 o Fred States person <shal be treated os
a foreten trust for prrposes of this seetton and see-
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“SEC: 6677 FAILURE TO FILE INFORMATION WITH RESPECT

TO CERTAIN FOREIGN TRUSTS:

*HR 3286 RS2
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& penalty equal to 35 pereent of the eross reportable
reeuired to pay sueh penalty; saeh person shall pay & pen-
coding sentence) of $10:000 for ench 30-day period {or
TN 6048th—T the ease of a return regtired tnder
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3 ther—
5 the event {(determined as of the date of the event)
6 t the ease of a fatre relatine to seetion 6043
9 the Frited States persot e the ense of o frtbre pe-
10 fatitre to seetton 6043 H1; and
15 shown to be due to reasonable eatse and not due to withud
16 neelect: The fact that o foreten jarisdietion wonld tmpose
17 =& eivtl or ertminal penalty on the taxpayer {or any other
19 sotble entises
25 {6} CONFORMENG ANMHRNDMENFS—
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10
11

12
13
14
15

16
17
18
19
20
21
22
23

44

B Paracraph (2) of seetion 6724(d) is amend-
ed by strikine “op at the end of subparacraph (S
by steiking the period at the end of subparagraph
2} The table of seetions for subpatt B of part
HI of subchapter A of chapter 61 is wmended by
strikine the item relatine to section 6048 and insert-

“See: 6048 Information with respeet to cortain foreign trsts
chapter B of ehapter 68 is amended by strikine the
item relating to seetion 6677 and insertine the fok
“See 6677 Faikure to file information with respect to certain foreign trustss
apphy to reportable events {as defined in sueh seetion
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SEC. 412 COMPARABLE PENALTIES FOR FAILURE TO FILE
RETURN RELATING TO TRANSFERS TO FOR-
EIGN ENTITIES:
e Przabry—Tn the ease of any fatlure to file o
a fathare to file a notice under seetion 6048(a">=
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1 SEC. 413. MODIFICATIONS OF RULES RELATING TO FOR-
2 EIGN TRUSTS HAVING ONE OR MORE UNITED
3 STATES BENEFICIARIES.

6 by striking subparagraph (B) and inserting the fol-
7 tove:

9 Ykt ot teatsfer of properts to o Herst
11 tetket wadte of the tratsfereed propertss For
12 prrposes of the precedite settetee; eotstder-
13 attonr other than eash shall be taken mte ae-
14 eottt ot tes fodr ket v

15 £29 Stbseeton fir of seetion 879 frehitite to
16 foreten trasts havite ote or more Hiited States
17 beteftetattest s atended by additte ot the end the
18 foHowing new paragraph:

19 SES EREREARY eSS O FARRNY P Ee
21 PION—

22 A By aENERAE—In determinine wheth-
23 er paragraph (2HB) apphes to any transter by
24  person deserthed e ehatse G or i of sab-
25 paragraph {C); there shall not be taken nto ae-
26 ortrH—
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4 “fi to the extent provided i regnla-
6 by o person desertbed i stbparaeraph £
7 “B) TREATMENT OF PRINCHPAR PAY-
9 bv the trest on ahy obhestion referred to i
10 sttbprtretaph 9 shelt be tken tto aecotnt
11 oft and after the date of the payment 1 deter-
12 te the portion of the st attrtbutable to
13 the properts tearsterreds

14 &) PERSONS PESeRmBED—The persons
15 deseribed in this subparagraph are—

16 1) the trast

17 “(i) any erantor or beneftetary of the
18 Hetests e

19 S iy person who i rehrted fetthe
20 i the meanine of seetion 643GH2HBY to
21 Y errttor of beteftetese of the frast—
22 Fht EEaarrrresy oF Proosdtihs 20 EHakre R
23 {a) of seetion 679 is amended by

24 stetkine seetion e o 0T and sertine Tsee-
25 tion 6043t HB -
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tHott 649 s amended by addine at the end the folowine

PERSON—

© 00 N O 0o B~ W N PP

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

A By efNBERAE—H & nonresident alten
mdividaal has a resideney startineg date within
property to o foreten trust; Hhis seetion and see-
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A aer e weho b s etbsen o pesis
to a treast which was ot o foreten teast and
date sueh trast beeomes a foreten truast an amount
B} shall apply for purpeses of this paragraph—
et of

as a Untted States persen i applyine this seetion

trast H steh benefierary first beeame o Hhtted

*HR 3286 RS2
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“A) i the ease of a foreien corporation;
rary 6; 1995
SEG: 414: FOREIGN PERSONS NOT TO BE TREATED AS OWN-
ERS UNDER GRANTOR TRUST RULES.
provision of this subpart; this sabpart shall apply
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o1
{cireetly or threueh 1 or more entities) under this
chapter 1 eomputing the meome of a ettizen or rest

“E?) EIY{N‘EPTI;NN

s to ahe porton of o Heist H—

Y4y the power to revest absohttely i
the erantor title to the trust property to
approval or econsent of any other person or
or; oF

speuse of the erantor:

apply to any portien of a trust distributions
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defined 1 seetion 957 shall be treated as & do-
1) and
reetly from a partnership or foreien ecorporation
A bt for this stthseetors o foreten per-
tton of a trust; and

*HR 3286 RS2
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“B steh trast has a benefietary who s &
tndireetly) transfers of property {other than i1 a sale

*HR 3286 RS2
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1 settor o atother person worthd be treated ws oveher
2 of any portion of the trast under subpart £ but for
7 the settor or sueh other person th respeet of trast
8 Hmeome =

10 be addie ot the end the followtte nmew setterees
11 “tnder rades or reendations preseribed by the See-
13 settlor or arother person wordd be treated as owner
14 of any portion of the trust under subpart 15 but for
15 seetton 62 the alloenble amount of any theome;
17 foreten eountry or possession of the United States
18 o the settdor or steh other person i respeet of
19 st Heomer s

21 FoRoveH NOMENEES—

22 1 Seetton 643 13 amended by addine at the
23 end the following new subseetion:

*HR 3286 RS2
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1 ameunt paid to & United States persen whieh 18 deritved
2 direetly or indirectly from a foreien trust of whieh the

6

7

8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

seettor ter
Aets
&y Hast—
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seetiot; aty person other than a Hiited States per-
of a domestie trast; and
ferred to a foreten trust
ferred to a foreten trast
SEC. 415. INFORMATION REPORTING REGARDING FOREIGN
GIFTS:
“SEC. 6039F. NOTICE OF EARGE GIEFTS RECEIVED FROM
FOREIGN PERSONS:.
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4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

5T
a petsot othetr et o Frited Stites petson swhich the re-
etptett treeats s o oHt oF beqrest Steh terr shal pot
& retarn whder seetion 6048
THoN—
ated
eregate):
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eraph 1) shall not apply to any fatlare to report a
sueh date:

*HR 3286 RS2
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1 SEC. 416. MODIFICATION OF RULES RELATING TO FOREIGN

© 00 N o o b

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

TRUSTS WHICH ARE NOT GRANTOR TRUSTS:

“2) Prrtob—or purpeses of paragraph (s
the preriod deseribed o this paracraph is the period
which beeths on the dute which s the appheable
prrpeses of paragraph (2—

ber of years swith respeet to a distribation 18 the
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eome:

poses of subparagraph i)y the product de-
of—

*HR 3286 RS2
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thertt o fxeble vent dirire o of sehieh the bene-
fretary recetving the distribution was not a ettizen or

portion of the pertod desertbed m paragraph (5
mined—
and

B A e

atrended by mserting after paragraph (6 the folowine

)
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is amended by addine ot the end the followine new

of stthprts B &5 and P—

reeulations; f a foreten trust makes a loan of eash
or marketable seenrities direetly or mdireetly to—

the amount of suech loan shall be treated as a dis-

*HR 3286 RS2
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Hveen steh persons wordd result o oa dis-

of an individuat inchides the spouses of the
rrermbers of the family

FRESE—HY teast swehied 15 treated wider Hhis
stbseetionr as makine & distribation shall be

*HR 3286 RS2
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the prinetpal of the loan (by way of eomplete or par-
made by subseetion e} shalt apply to loans of eash

FOH=) 1s amended by strikine “and” at the end of
sutsd B dnsertinns the Felline nes bl

*HR 3286 RS2
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LB} any estate {other than a foreien es-
tate; within the meaning of paragraph (31hs
ated

foress

dhret of a trade or business within the United
stbtite A

seribed 1 seabparagraph 5 of paresraph
36
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) to taxable years begmmning after De-
eember 31 19965 or

is amended by addine at the end the followine new

© 00 N O 0o B~ W N PP

e <
W N B O

14 flash sentenee:

15 “H a teast whieh is not o foreten treust beeomes o foreten
16 tm=ts sieh tenst shall be treated for prposes of this see-
18 =& foreien trust; all of #s assets to a foreten teast"=

19 ke pavrks—F e aendtent mde
21 ennetent of this et
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SEC. 401. REPEAL OF BAD DEBT RESERVE METHOD FOR

THRIFT SAVINGS ASSOCIATIONS.

(a) IN GENERAL.—RSection 593 (relating to reserves for
losses on loans) is amended by adding at the end the follow-
g new subsections:

“(f) TERMINATION OF RESERVE METHOD.—Sub-
sections (a), (D), (¢), and (d) shall not apply to any taxable
year beginning after December 31, 1995.

“(g) 6-YEAR SPREAD OF ADJUSTMENTS.—

“(1) IN GENERAL.—In the case of any taxpayer
who 1s required by reason of subsection (f) to change
its method of computing reserves for bad debts—

“(A) such change shall be treated as «a
change i a method of accounting,

“(B) such change shall be treated as initi-
ated by the taxpayer and as having been made
with the consent of the Secretary, and

“(C) the net amount of the adjustments re-
quired to be taken into account by the taxpayer
under section 481(a)—

“(1) shall be determined by taking into
account only applicable excess reserves, and
“(ie) as so determined, shall be taken
mto account ratably over the 6-taxable year
period beginning with the first taxable year
beginning after December 31, 1995.

*HR 3286 RS2
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“(2) APPLICABLE EXCESS RESERVES.—

“(A) IN GENERAL.—For purposes of para-
graph (1), the term ‘applicable excess reserves’
means the excess (if any) of—

“(1) the balance of the reserves de-
seribed in subsection (c)(1) (other than the
supplemental reserve) as of the close of the
taxpayer’s last taxable year beginning be-
Jore January 1, 1996, over

“(11) the lesser of—

“(I) the balance of such reserves
as of the close of the taxpayer’s last
taxable year beginning before January
1, 1988, or

“(II) the balance of the reserves
described in subclause (I), reduced in
the same manner as under section
585(b)(2)(B)(11) on the basis of the tax-
able years described in clause (1) and
this clause.

“(B) SPECIAL RULE FOR THRIFTS WHICH
BECOME SMALL BANKS.—In the case of a bank
(as defined in section 581) which was not a large

bank (as defined in section 585(c)(2)) for its first

*HR 3286 RS2
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taxable year beginning after December 31,

1995—

“(1) the balance taken into account
under subparagraph (A)(1r) shall not be less
than the amount which would be the bal-
ance of such reserves as of the close of its
last taxable year beginning before such date
of the additions to such reserves for all tax-
able years had been determined under sec-
tion 585(b)(2)(A), and

“(11) the opening balance of the reserve
Jor bad debts as of the beginning of such
first taxable year shall be the balance taken
wmto account under subparagraph (A)(i1)
(determined after the application of clause
(1) of this subparagraph).

The preceding sentence shall not apply for pur-

poses of paragraphs (5) and (6) or subsection

(e)(1).

“(3) RECAPTURE OF PRE-1988 RESERVES WIIERE
TAXPAYER CEASES TO BE BANK.—If, during any tax-
able year beginning after December 31, 1995, a tax-
payer to which paragraph (1) applied is not a bank
(as defined in section 581), paragraph (1) shall apply

to the reserves described in paragraph (2)(A)(i1) and
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the supplemental reserve; except that such reserves
shall be taken into account ratably over the 6-taxable
year period beginning with such taxable year.

“(4) SUSPENSION OF RECAPTURE IF RESIDEN-
TIAL LOAN REQUIREMENT MET.—

“(A) IN GENERAL.—In the case of a bank
which meets the residential loan requirement of
subparagraph (B) for the first taxable year be-
ginning after December 31, 1995, or for the fol-
lowing taxable year—

“(1) mo adjustment shall be taken into
account under paragraph (1) for such tax-
able year, and

“(11) such taxable year shall be dis-
regarded in determining—

“(I) whether any other taxable
year 1s a taxable year for which an ad-

Justment 1s required to be taken into

account under paragraph (1), and

“(II) the amount of such adjust-
ment.

“(B) RESIDENTIAL LOAN REQUIREMENT.—
A taxpayer meets the residential loan require-
ment of this subparagraph for any taxable year

if the principal amount of the residential loans

*HR 3286 RS2
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made by the taxpayer during such year is not
less than the base amount for such year.

“(C) RESIDENTIAL LOAN.—For purposes of
this paragraph, the term ‘residential loan’ means
any loan described in clause (v) of section
7701(a)(19)(C) but only of such loan is incurred
moacquiring, constructing, or wvmproving the
property described in such clause.

“(D) BASE AMOUNT.—For purposes of sub-
paragraph (B), the base amount is the average
of the principal amounts of the residential loans
made by the taxpayer during the 6 most recent
taxable years beginning on or before December
31, 1995. At the election of the taxpayer who
made such loans during each of such 6 taxable
years, the preceding sentence shall be applied
without regard to the taxable year in which such
principal amount was the highest and the tax-
able year in such principal amount was the low-

est. Such an election may be made only for the

first taxable year beginning after such date, and,

if made for such taxable year, shall apply to the
succeeding taxable year unless revoked with the

consent of the Secretary.
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“(KE) CONTROLLED GROUPS.—In the case of

a taxpayer which is a member of any controlled

group of corporations described in  section

1563(a)(1), subparagraph (B) shall be applied

with respect to such group.

“(5) CONTINUED APPLICATION OF FRESH START
UNDER SECTION 585 TRANSITIONAL RULES.—In the
case of a taxpayer to which paragraph (1) applied
and which was not a large bank (as defined in section
585(c)(2)) for its first taxable year beginning after
December 31, 1995:

“(A) IN GENERAL.—For purposes of deter-
mining the net amount of adjustments referred to

m section 585(c)(3)(A)(nn), there shall be taken

wmto account only the excess (if any) of the re-

serve for bad debts as of the close of the last tax-
able year before the disqualification year over the
balance taken into account by such taxrpayer
under paragraph (2)(4)(11) of this subsection.
“(B) TREATMENT UNDER ELECTIVE CUT-

OFF METHOD.—For purposes of applying section

585(c)(4)—

“(1) the balance of the reserve taken
mto account under subparagraph (B) there-

of shall be reduced by the balance taken into
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1 account by such taxpayer under paragraph
2 (2)(A)(11) of this subsection, and

3 “(ir) no amount shall be includible in
4 gross income by reason of such reduction.

5 “(6) SUSPENDED RESERVE INCLUDED AS SEC-
6 TION 381(c) ITEMS.—The balance taken into account
7 by a taxpayer under paragraph (2)(A)(i1) of this sub-
8 section and the supplemental reserve shall be treated
9 as items described in section 381(c).
10 “(7) CONVERSIONS TO CREDIT UNIONS.—In the
11 case of a taxpayer to which paragraph (1) applied
12 which becomes a credit union described in section
13 501(c) and exempt from taxation wunder section
14 501(a)—
15 “(A) any amount required to be included in
16 the gross income of the credit union by reason of
17 this subsection shall be treated as derived from
18 an unrelated trade or business (as defined in sec-
19 tion 513), and
20 “(B) for purposes of paragraph (3), the
21 credit union shall not be treated as if it were a
22 bank.
23 “(8) REGULATIONS.—The Secretary shall pre-
24 scribe such regulations as may be necessary to carry
25 out this subsection and subsection (e), including regu-
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to any taxable year beginning after December 31, 1995.
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lations providing for the application of such sub-
sections wn the case of acquisitions, mergers, spin-offs,
and other reorganizations.”
(b) CONFORMING AMENDMENTS.—

(1) Subsection (d) of section 50 is amended by

adding at the end the following new sentence:

“Paragraphs (1)(A), (2)(A), and (4) of the section 46(e) re-

ferred to in paragraph (1) of this subsection shall not apply

2

(2) Subsection (e) of section 52 1s amended by
striking paragraph (1) and by redesignating para-
graphs (2) and (3) as paragraphs (1) and (2), respec-
twely.

(3) Subsection (a) of section 57 is amended by
striking paragraph (4).

(4) Section 246 1is amended by striking sub-
section (f).

(5) Clause (v) of section 291(e)(1)(B) is amended
by striking “or to which section 593 applies”.

(6) Subparagraph (A) of section 585(a)(2) is
amended by striking “other than an organization to
which section 593 applies”.

(7)(A) The material preceding subparagraph (A)
of section 593(e)(1) is amended by striking “by a do-

mestic building and loan association or an institu-
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tion that s treated as a mutual savings bank under
section 591(b)” and inserting “by a taxpayer having
a balance described in subsection (q)(2)(A)(i1)”.

(B) Subparagraph (B) of section 593(e)(1) s
amended to read as follows:

“(B) then out of the balance taken into ac-
count under subsection (g)(2)(4)(11) (properly
adjusted for amounts charged against such re-
serves for taxable years beginning after December
31, 1987),”.

(C) The second sentence of section 593(e)(1) s
amended by striking “the association or an institu-
tion that s treated as a mutual savings bank under
section 591(b)” and inserting “a taxpayer having a
balance described in subsection (g)(2)(A)(11)”.

(D) The third sentence of section 593(e)(1) s
amended by striking “an association” and inserting
“a taxpayer having a balance described in subsection
(@)(2)(A)(10)”.

(E) Paragraph (1) of section 593(e) is amended
by adding at the end the following new sentence:
“This paragraph shall not apply to any distribution
of all of the stock of a bank (as defined in section 581)
to another corporation if, immediately after the dis-

tribution, such bank and such other corporation are
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members of the same affiliated group (as defined in
section 1504) and the provisions of section 5(e) of the
Federal Deposit Insurance Act (as in effect on Decem-
ber 31, 1995) or similar provisions are in effect.”

(8) Section 595 is hereby repealed.

(9) Section 596 is hereby repealed.

(10) Subsection (a) of section S60KE s amend-
ed—

(A) by striking “Except as provided in
paragraph (2), the” in paragraph (1) and in-
serting “The”,

(B) by striking paragraphs (2) and (4) and
redesignating paragraphs (3) and (5) as para-
graphs (2) and (3), respectively, and

(C) by striking in paragraph (2) (as so re-
designated) all that follows “subsection” and in-
serting a period.

(11) Paragraph (3) of section 992(d) is amended
by striking “or 593"

(12) Section 1038 is amended by striking sub-
section (f).

(13) Clause (1) of section 1042(c)(4)(B) s
amended by striking “or 5937

(14) Subsection (¢) of section 1277 1s amended

by striking “or to which section 593 applies”.
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(15) Subparagraph (B) of section 1361(b)(2) 1is
amended by striking “or to which section 593 ap-
plies™.

(16) The table of sections for part Il of sub-
chapter H of chapter 1 is amended by striking the
items relating to sections 595 and 596.

(¢c) EFFECTIVE DATES.—

(1) IN GENERAL.—Except as otherwise provided
m this subsection, the amendments made by this sec-
tion shall apply to taxable years beginning after De-
cember 31, 1995.

(2) SUBSECTION (b)(7)(B).—The amendments
made by subsection (b)(7)(B) shall not apply to any
distribution with respect to preferred stock 1f—

(A) such stock is outstanding at all times
after October 31, 1995, and before the distribu-
tion, and

(B) such distribution 1s made before the
date which 1s 1 year after the date of the enact-
ment of this Act (or, wn the case of stock which
may be redeemed, if later, the date which 1s 30
days after the earliest date that such stock may

be redeemed).
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(3) SUBSECTION (b)(8).—The amendment made
by subsection (b)(8) shall apply to property acquired
m taxable years beginning after December 31, 1995.

(4) SUBSECTION (b)(10).—The amendments
made by subsection (b)(10) shall not apply to any re-
sidual interest held by a taxpayer if such interest has
been held by such taxpayer at all times after October
31, 1995,

SEC. 402. DEPRECIATION UNDER INCOME FORECAST
METHOD.

(a) GENERAL RULE.—Section 167 (velating to depre-
ciation) s amended by redesignating subsection (g) as sub-
section (h) and by inserting after subsection (f) the follow-
g new subsection:

“(9) DEPRECIATION UNDER INCOME FORECAST
METHOD.—

“(1) IN GENERAL.—If the depreciation deduction
allowable under this section to any taxpayer with re-
spect to any property is determined under the income
Jorecast method or any similar method—

“(A) the income from the property to be
taken into account in determining the deprecia-
tion deduction under such method shall be equal
to the amount of income earned in connection

with the property before the close of the 10th tax-
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able year following the taxable year in which the
property was placed in service,

“(B) the adjusted basis of the property shall
only nclude amounts with respect to which the
requirements of section 461(h) are satisfied,

“(C) the depreciation deduction under such
method for the 10th taxable year beginning after
the taxable year wn which the property was
placed in service shall be equal to the adjusted
basis of such property as of the beginning of such
10th taxable year, and

“(D) such taxpayer shall pay (or be entitled
to recerve) interest computed under the look-back
method of paragraph (2) for any recomputation
year.

“(2) LOOEK-BACK METHOD.—The interest com-

puted under the look-back method of this paragraph

Jor any recomputation year shall be determined by—

“(A) first determining the depreciation de-
ductions under this section with respect to such
property which would have been allowable for
prior taxable years if the determination of the
amounts so allowable had been made on the basis
of the sum of the following (instead of the esti-

mated income from such property)—

*HR 3286 RS2



© 00O N O 0o B~ W N PP

N DN NN DN NN DN P PP PP PP PP
a o W N P O © 00 N O O b W N B O

80

“(1) the actual income earned in con-
nection with such property for periods be-
fore the close of the recomputation year, and

“(11) an estimate of the future income
to be earned in commection with such prop-
erty for periods after the recomputation
year and before the close of the 10th taxable
year following the taxable year in which the
property was placed in service,

“(B) second, determining (solely for pur-
poses of computing such interest) the overpay-
ment or underpayment of tax for each such prior
taxable year which would result solely from the
application of subparagraph (A), and

“(C) then using the adjusted overpayment
rate  (as  defined in  section  460(b)(7)),
compounded daily, on the overpayment or under-
payment determined under subparagraph (B).

For purposes of the preceding sentence, any cost in-
curred after the property is placed in service (which
18 not treated as a separate property under para-
graph (5)) shall be taken into account by discounting
(using the Federal mad-term rate determined under
section 1274(d) as of the time such cost is incurred)

such cost to its value as of the date the property is
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placed in service. The taxpayer may elect with respect
to any property to have the preceding sentence not
apply to such property.

“(3) EXCEPTION FROM LOOK-BACK METHOD.—
Paragraph (1)(D) shall not apply with respect to any
property which had a cost basis of $100,000 or less.

“(4) RECOMPUTATION YEAR.—For purposes of
this subsection, except as provided in regulations, the
term ‘recomputation year’ means, with respect to any
property, the 3d and the 10th taxable years beginning
after the taxable year in which the property was
placed i service, unless the actual income earned in
connection with the property for the period before the
close of such 3d or 10th taxable year is within 10 per-
cent of the income earned in connection with the
property for such period which was taken into ac-
count under paragraph (1)(A).

“(5) SPECIAL RULES.—

“(A) CERTAIN COSTS TREATED AS SEPA-

RATE PROPERTY.—For purposes of this sub-

section, the following costs shall be treated as

separate properties:
“(1) Any costs incurred with respect to

any property after the 10th taxable year be-
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ginnang after the taxable year in which the
property was placed in service.

“(11) Any costs incurred after the prop-
erty 1s placed in service and before the close
of such 10th taxable year if such costs are
significant and give rise to a significant in-
crease in the income from the property
which was not included wn the estimated in-
come from the property.

“(B) SYNDICATION INCOME FROM TELE-

VISION SERIES.—In the case of property which is
1 or more episodes in a television series, income
from syndicating such series shall not be re-
quired to be taken into account under this sub-

section before the earlier of—

“(1) the 4th taxable year beginning
after the date the first episode in such series
18 placed in service, or

“(11) the earliest taxable year in which
the taxpayer has an arrangement relating
to the future syndication of such series.

“(C') SPECIAL RULES FOR FINANCIAL EX-

PLOITATION OF CHARACTERS, ETC.—For pur-
poses of this subsection, in the case of television

and motion picture films, the income from the
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propevty shall include 1ncome from the exploi-
tation of characters, designs, scripts, scores, and
other incidental income associated with such
Jilms, but only to the extent that such income
18 earned in connection with the ultimate use of
such items by, or the ultimate sale of merchan-
dise to, persons who are not related persons
(within the meaning of section 267(b)) to the
taxpayer.

“(D) COLLECTION OF INTEREST.—For pur-
poses of subtitle F (other than sections 6654 and
6655), any interest required to be paid by the
taxpayer under paragraph (1) for any recom-
putation year shall be treated as an increase in
the tax imposed by this chapter for such year.

“(E) DETERMINATIONS.—For purposes of
paragraph (2), determinations of the amount of
mcome earned in connection with any property
shall be made wn the same manner as for pur-
poses of applying the income forecast method; ex-
cept that any income from the disposition of
such property shall be taken into account.

“(F) TREATMENT OF PASS-THRU ENTI-

TIES.—Rules similar to the rules of section
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460(b)(4) shall apply for purposes of this sub-

section.”

(b) EFFECTIVE DATE.—

(1) IN GENERAL.—The amendment made by sub-
section (a) shall apply to property placed in service
after September 13, 1995.

(2)  BINDING  CONTRACTS.—The amendment
made by subsection (a) shall not apply to any prop-
erty produced or acquired by the taxpayer pursuant
to a written contract which was binding on Septem-
ber 13, 1995, and at all tvmes thereafter before such
production or acquisition.

(3) UNDERPAYMENTS OF INCOME TAX.—No addi-
tion to tax shall be made under—

(A) section 6654 or 6655 of the Internal

Revenue Code of 1986 (relating to farlure to pay

estimated tax) with respect to any underpay-

ment of an installment required to be paid before
the date of the enactment of this Act, or

(B) section 6662 of such Code as a result of
the application of subsection (d) of that section

(relating to substantial understatements of in-

come tax) with respect to any underpayment of

mcome tax for any taxable year ending before

such date of enactment,
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to the extent such underpayment was created or in-

creased by the amendments made by subsection (a).
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