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TAXPAYER RELIEF ACT OF 1997 

SECTION 1. SHORT TITLE; ETC.

(a) Short Title.-This Act may be cited as the "Taxpayer Relief Act of 1997".

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

(c) Section 15 Not To Apply.-No amendment made by this Act shall be treated as a change in a rate of 
tax for purposes of section 15 of the Internal Revenue Code of 1986.

(d) Waiver of Estimated Tax Penalties.~No addition to tax shall be made under ii^etion 6654 ot 6655 of
the Internal Revenue Code of 1986 for any period before January 1, 1998, for any payment the due date 
of which is before January 16, 1998, with respect to any underpayment attributab^ to such period to the 
extent such underpayment was created or increased by any provision of this Act. \ v

•-:Vv '

(e) Table of Contents.-The table of contents for this Act is as follows:, / ‘ ^ '

f- <
Sec. 1. Short title; etc. ‘

TITLE I-CHILD TAX CREDIT 

Sec. 101. Child tax credit.

TITLE II-EDUCATION INCENTIVES

Subtitle A-Tax Benefits Relating to Education Expenses

Sec. 201. Hope and lifetime learning credits.

Sec. 202. Deduction for interest on education loans.

Sec. 203. Penalty-free withdrawals from individual retirement plans for higher education expenses. 

Subtitle B-Expanded Education Investment Savings Opportunities 

Part I-Qualified Tuition Programs

Sec. 211. Modifications of qualified State tuition programs. : ,. . ^

Part li—Education Individual Retirement Accounts 

Sec. 213. Education individual retirement accounts.

Subtitle C~Other Education Initiatives

Sec. 221. Extension of exclusion for employer-provided educational assistance.

Sec. 222. Repeal of limitation on qualified 501(c)(3) bonds other than hospital bonds.

Sec. 223. Increase in arbitrage rebate exception for governmental bonds used to finance education 
facilities.
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Sec. 224. Contributions of computer technology and equipment for elementary or secondary school 
purposes.

Sec. 225. Treatment of cancellation of certain student loans.

Sec. 226. Incentives for education zones.

TITLE III-SAVINOS AND INVESTMENT INCENTIVES 

Subtitle A~Retirement Savings

Sec. 301. Restoration of IRA deduction for certain taxpayers.

Sec. 302. Establishment of nondeductible tax-free individual retirement accounts.

Sec. 303. Distributions from certain plans may be used without penalty to purchase first homes.

Sec. 304. Certain bullion not treated as collectibles.

Subtitle B—Capital Gains

Sec. 311. 20 percent maximum capital gains rate for individuals.

Sec. 312. Exemption from tax for gain on sale of principal residence.

Sec. 313. Rollover of gain from sale of qualified stock.

Sec. 314. Amount of net capital gain taken into account in computing alternative tax on capital gains for 
corporations not to exceed taxable income of the corporation.

TITLE IV-ALTERNATIVE MINIMUM TAX REFORM

Sec. 401. Exemption from alternative minimum tax for small corporations.

Sec. 402. Repeal of separate depreciation lives for minimum tax purposes.

Sec. 403. Minimum tax not to apply to farmers' installment sales.

TITLE V-ESTATE, GIFT, AND GENERATION-SKIPPING TAX PROVISIONS

Subtitle A-Estate and Gift Tax Provisions

Sec. 501. Cost-of-living adjustments relating to estate and gift tax provisions.

Sec. 502. Family-owned business exclusion.

Sec. 503. Modifications to rate of interest on portion of estate tax extended under section 6166.

Sec. 504. Extension of treatment of certain rents under section 2032A to lineal descendants.

Sec. 505. Clarification of judicial review of eligibility for extension of time for payment of estate tax. 

Sec. 506. Gifts may not be revalued for estate tax purposes after expiration of statute of limitations.

Sec. 507. Repeal of throwback rules applicable to certain domestic trusts.

Sec. 508. Treatment of land subject to a qualified conservation easement.
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Subtitle B-Generation-Skipping Tax Provision

Sec. 511. Expansion of exception from generation-skipping transfer tax for transfers to individuals with 
deceased parents.

TITLE Vl-EXTENSIONS

Sec. 601. Research tax credit.

Sec. 602. Contributions of stock to private foundations.

Sec. 603. Work opportunity tax credit.

Sec. 604. Orphan drug tax credit.

TITLE VII-INCENTIVES FOR REVITALIZATION OF THE DISTRICT OF COLUMBIA 

Sec. 701. Tax incentives for revitalization of the District of Columbia.

TITLE VIII-WELFARE-TO-WORK INCENTIVES

Sec. 801. Incentives for employing long-term family assistance recipients.

TITLE IX-MISCELLANEOUS PROVISIONS 

Subtitle A—Provisions Relating to Excise Taxes

Sec. 901. General revenue portion of highway motor fuels taxes deposited into Highway Trust Fund. 

Sec. 902. Repeal of tax on diesel fuel used in recreational boats.

Sec. 903. Continued application of tax on imported recycled Halon-1211.

Sec. 904. Uniform rate of tax on vaccines.

Sec. 905. Operators of multiple gasoline retail outlets treated as wholesale distributor for refund 
purposes.

Sec. 906. Exemption of electric and other clean-fuel motor vehicles from luxury automobile 
classification.

Sec. 907. Rate of tax on certain special fuels determined on basis of BTU equivalency with gasoline. 

Sec. 908. Modification of tax treatment of hard cider.

Sec. 909. Study of feasibility of moving collection point for distilled spirits excise tax.

Sec. 910. Clarification of authority to use semi-generic designations on wine labels.

Subtitle B—Revisions Relating to Disasters

Sec. 911. Authority to postpone certain tax-related deadlines by reason of presidentially declared 
disaster.

Sec. 912. Use of certain appraisals to establish amoimt of disaster loss.

Sec. 913. Treatment of livestock sold on account of weather-related conditions.
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Sec. 914. Mortgage financing for residences located in disaster areas.

Sec. 915. Abatement of interest on underpayments by taxpayers in presidentially declared disaster areas. 

Subtitle C—Provisions Relating to Employment Taxes

Sec. 921. Clarification of standard to be used in determining employment tax status of securities brokers.

Sec. 922. Clarification of exemption from self-employment tax for certain termination payments 
received by former insurance salesmen.

Subtitle D—Provisions Relating to Small Businesses

Sec. 931. Waiver of penalty through June 30, 1998, on small businesses failing to make electronic fund 
transfers of taxes.

Sec. 932. Clarification of treatment of home office use for administrative and management activities.

Sec. 933. Averaging of farm income over 3 years.

Sec. 934. Increase in deduction for health insurance costs of self-employed individuals.

Sec. 935. Moratorium on certain regulations.

Subtitle E“Brownfields

Sec. 941. Expensing of environmental remediation costs.

Subtitle F—Empowerment Zones, Enterprise Communities, Brownfields, and Community Development 
Financial Institutions

•V

Chapter 1—Additional Empowerment Zones 

Sec. 951. Additional empowerment zones.

Chapter 2--New Empowerment Zones

Sec. 952. Designation of new empowerment zones.

Sec. 953. Volume cap not to apply to enterprise zone facility bonds with respect to new empowerment 
zones.

Sec. 954. Modification to eligibility criteria for designation of future enterprise zones in Alaska or 
Hawaii.

Chapter 3--Treatment Of Empowerment Zones and Enterprise Communities

Sec. 955. Modifications to enterprise zone facility bond rules for all empowerment zones and enterprise 
communities.

Sec. 956. Modifications to enterprise zone business definition for all empowerment zones and enterprise 
communities.

Subtitle G-Other Provisions

Sec. 961. Use of estimates of shrinkage for inventory accounting.
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Sec. 962. Assignment of workmen's compensation liability eligible for exclusion relating to personal 
injury liability assignments.

Sec. 963. Tax-exempt status for certain State worker's compensation act companies.

Sec. 964. Election for 1987 partnerships to continue exception from treatment of publicly traded 
partnerships as corporations.

Sec. 965. Exclusion from unrelated business taxable income for certain sponsorship payments.

Sec. 966. Associations of holders of timeshare interests to be taxed like other homeowners associations.

Sec. 967. Additional advance refunding of certain Virgin Island bonds.

Sec. 968. Nonrecognition of gain on sale of stock to certain farmers' cooperatives.

Sec. 969. Increased deductibility of business meal expenses for individuals subject to Federal hours of 
service.

Sec. 970. Clarification of de minimis fringe benefit rules to no-charge employee meals.

Sec. 971. Exemption of the incremental cost of a clean fuel vehicle from the limits on depreciation for 
vehicles.

Sec. 972. Temporary suspension of taxable income limit on percentage depletion for marginal 
production.

Sec. 973. Increase in standard mileage rate expense deduction for charitable use of passenger 
automobile.

Sec. 974. Clarification of treatment of certain receivables purchased by cooperative hospital service 
organizations.

Sec. 975. Deduction in computing adjusted gross income for expenses in coimection with service 
performed by certain officials.

Sec. 976. Combined employment tax reporting demonstration project.

Sec. 977. Elective carryback of existing carryovers of National Railroad Passenger Corporation.

Subtitle H-Extension of Duty-Free Treatment Under Generalized System of Preferences 

Sec. 981. Generalized System of Preferences.

TITLE X-REVENUES 

Subtitle A-Financial Products

Sec. 1001. Constructive sales treatment for appreciated financial positions.

Sec. 1002. Limitation on exception for investment companies vmder section 351.

Sec. 1003. Gains and losses from certain terminations with respect to property.

Sec. 1004. Determination of original issue discount where pooled debt obligations subject to 
acceleration.

Sec. 1005. Denial of interest deductions on certain debt instruments.
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Subtitle B—Corporate Organizations and Reorganizations 

Sec. 1011. Tax treatment of certain extraordinary dividends.

Sec. 1012. Application of section 355 to distributions in connection with acquisitions and to intragroup 
transactions.

Sec. 1013. Tax treatment of redemptions involving related corporations.

Sec. 1014. Certain preferred stock treated as boot.

Sec. 1015. Modification of holding period applicable to dividends received deduction.

Subtitle C"Administrative Provisions

Sec. 1021. Reporting of certain payments made to attorneys.

Sec. 1022. Decrease of threshold for reporting payments to corporations performing services for Federal 
agencies.

Sec. 1023. Disclosure of return information for administration of certain veterans programs.

Sec. 1024. Continuous levy on certain payments.

Sec. 1025. Modification of levy exemption.

Sec. 1026. Confidentiality and disclosure of returns and return information.

Sec. 1027. Returns of beneficiaries of estates and trusts required to file returns consistent with estate or 
trust return or to notify Secretary of inconsistency.

Sec. 1028. Registration and other provisions relating to confidential corporate tax shelters.

Subtitle D-Excise and Employment Tax Provisions

Sec. 1031. Extension and modification of taxes funding Airport and Airway Trust Fund; increased 
deposits into such Fund.

Sec. 1032. Kerosene taxed as diesel fuel.

Sec. 1033. Restoration of Leaking Underground Storage Tank Trust Fvmd taxes.

Sec. 1034. Application of communications tax to prepaid telephone cards.

Sec. 1035. Extension of temporary unemployment tax.

Subtitle E-Provisions Relating to Tax-Exempt Entities

Sec. 1041. Expansion of look-thru rule for interest, annuities, royalties, and rents derived by subsidiaries 
of tax-exempt organizations.

Sec. 1042. Termination of certain exceptions from rules relating to exempt organizations which provide 
commercial-type insurance.

Subtitle F—Foreign Provisions

Sec. 1051. Definition of foreign personal holding company income.
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Sec. 1052. Personal property used predominantly in the United States treated as not property of a like 
kind with respect to property used predominantly outside the United States.

Sec. 1053. Holding period requirement for certain foreign taxes.

Sec. 1054. Denial of treaty benefits for certain payments through hybrid entities.

Sec. 1055. Interest on underpayments not reduced by foreign tax credit carrybacks.

Sec. 1056. Clarification of period of limitations on claim for credit or refund attributable to foreign tax 
credit carryforward.

Sec. 1057. Repeal of exception to alternative minimum foreign tax credit limit.

Subtitle G-Partnership Provisions

Sec. 1061. Allocation of basis among properties distributed by partnership.

Sec. 1062. Repeal of requirement that inventory be substantially appreciated with respect to sale or 
exchange of partnership interest.

Sec. 1063. Extension of time for taxing precontribution gain.

Subtitle H-Pension Provisions

Sec. 1071. Pension accrued benefit distributable without consent increased to $5,000.

Sec. 1072. Election to receive taxable cash compensation in lieu of nontaxable parking benefits.

Sec. 1073. Repeal of excess distribution and excess retirement accumulation tax.
i-

Sec. 1074. Increase in tax on prohibited transactions.

Sec. 1075. Basis recovery rules for annuities over more than one life.

Subtitle I-Other Revenue Provisions

Sec. 1081. Termination of suspense accoimts for family corporations required to use accrual method of 
accounting.

Sec. 1082. Modification of taxable years to which net operating losses may be carried.

Sec. 1083. Modifications to taxable years to which unused credits may be carried.

Sec. 1084. Expansion of denial of deduction for certain amounts paid in connection with insurance.

Sec. 1085. Improved enforcement of the application of the earned income credit.

Sec. 1086. Limitation on property for which income forecast method may be used.

Sec. 1087. Expansion of requirement that involuntarily converted property be replaced with property 
acquired from an unrelated person.

Sec. 1088. Treatment of exception from installment sales rules for sales of property by a manufacturer to 
a dealer.

Sec. 1089. Limitations on charitable remainder trust eligibility for certain trusts.
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Sec. 1090. Expanded SSA records for tax enforcement.

Sec. 1091. Modification of estimated tax safe harbors.

TITLE XI-SIMPLIFICATION AND OTHER FOREIGN-RELATED PROVISIONS 

Subtitle A-General Provisions

Sec. 1101. Certain individuals exempt from foreign tax credit limitation.

Sec. 1102. Exchange rate used in translating foreign taxes.

Sec. 1103. Election to use simplified section 904 limitation for alternative minimum tax.

Sec. 1104. Treatment of personal transactions by individuals under foreign currency rules.

Sec. 1105. Foreign tax credit treatment of dividends from noncontrolled section 902 corporations. 

Subtitle B“Treatment of Controlled Foreign Corporations

Sec. nil. Gain on certain stock sales by controlled foreign corporations treated as dividends.

Sec. 1112. Miscellaneous modifications to subpart F.

Sec. 1113. Indirect foreign tax credit allowed for certain lower tier companies.

Subtitle C-Treatment of Passive Foreign Investment Companies

Sec. 1121. United States shareholders of controlled foreign corporations not subject to PFIC inclusion. 

Sec. 1122. Election of mark to market for marketable stock in passive foreign investment company.

Sec. 1123. Valuation of assets for passive foreign investment company determination.

Sec. 1124. Effective date.

Subtitle D“Repeal of Excise Tax on Transfers to Foreign Entities

Sec. 1131. Repeal of excise tax on transfers to foreign entities; recognition of gain on certain transfers to 
foreign trusts and estates.

Subtitle E-Information Reporting

Sec. 1141. Clarification of application of return requirement to foreign partnerships.

Sec. 1142. Controlled foreign partnerships subject to information reporting comparable to information 
reporting for controlled foreign corporations.

Sec. 1143. Modifications relating to returns required to be filed by reason of changes in ownership 
interests in foreign partnership.

Sec. 1144. Transfers of property to foreign partnerships subject to information reporting comparable to 
information reporting for such transfers to foreign corporations.

Sec. 1145. Extension of statute of limitations for foreign transfers.

Sec. 1146. Increase in filing thresholds for returns as to organization of foreign corporations and
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acquisitions of stock in such corporations.

Subtitle F—Determination of Foreign or Domestic Status of Partnerships 

Sec. 1151. Determination of foreign or domestic status of partnerships.

Subtitle G-Other Simplification Provisions 

Sec. 1161. Transition rule for certain trusts.

Sec. 1162. Repeal of stock and securities safe harbor requirement that principal office be outside the 
United States.

Sec. 1163. Miscellaneous clarifications.

Subtitle H—Other Provisions

Sec. 1171. Treatment of computer software as FSC export property.

Sec. 1172. Adjustment of dollar limitation on section 911 exclusion.

Sec. 1173. United States property not to include certain assets acquired by dealers in ordinary course of 
trade or business.

Sec. 1174. Treatment of nonresident aliens engaged in international transportation services.

Sec. 1175. Exemption for active financing income.

TITLE XII-SIMPLIFICATION PROVISIONS RELATING TO INDIVIDUALS AND BUSINESSES 

Subtitle A-Provisions Relating to Individuals
+

Sec. 1201. Basic standard deduction and minimum tax exemption amount for certain dependents.

Sec. 1202. Increase in amount of tax exempt from estimated tax requirements.

Sec. 1203. Treatment of certain reimbursed expenses of rural mail carriers.

Sec. 1204. Treatment of traveling expenses of certain Federal employees engaged in criminal 
investigations.

Sec. 1205. Payment of tax by commercially acceptable means.

Subtitle B“Provisions Relating to Businesses Generally

Sec. 1211. Modifications to look-back method for long-term contracts.

Sec. 1212. Minimum tax treatment of certain property and casualty insurance companies.

Sec. 1213. Qualified lessee construction allowances for short-term leases.

Subtitle C—Simplification Relating to Electing Large Partnerships 

Part I—General Provisions

Sec. 1221. Simplified flow-through for electing large partnerships.

Sec. 1222. Simplified audit procedures for electing large partnerships.
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Sec. 1223. Due date for furnishing information to partners of electing large partnerships.

Sec. 1224. Returns required on magnetic media.

Sec. 1225. Treatment of partnership items of individual retirement accounts.

Sec. 1226. Effective date.

Part II—Provisions Related to TEFRA Partnership Proceedings 

Sec. 1231. Treatment of partnership items in deficiency proceedings.

Sec. 1232. Partnership return to be determinative of audit procedures to be followed.

Sec. 1233. Provisions relating to statute of limitations.

Sec. 1234. Expansion of small partnership exception.

Sec. 1235. Exclusion of partial settlements from 1-year limitation on assessment.

Sec. 1236. Extension of time for filing a request for administrative adjustment.

Sec. 1237. Availability of iimocent spouse relief in context of partnership proceedings.

Sec. 1238. Determination of penalties at partnership level.

Sec. 1239. Provisions relating to court jurisdiction, etc.

Sec. 1240. Treatment of premature petitions filed by notice partners or 5-percent groups.

Sec. 1241. Bonds in case of appeals from certain,proceeding.

Sec. 1242. Suspension of interest where delay in computational adjustment resulting from certain 
settlements.

Sec. 1243. Special rules for administrative adjustment requests with respect to bad debts or worthless 
securities.

Part Ill-Provision Relating to Closing of Partnership Taxable Year With Respect to Deceased Partner, 
Etc.

Sec. 1246. Closing of partnership taxable year with respect to deceased partner, etc.

Subtitle D—Provisions Relating to Real Estate Investment Trusts

Sec. 1251. Clarification of limitation on maximum number of shareholders.

Sec. 1252. De minimis rule for tenant services income.

Sec. 1253. Attribution rules applicable to stock ownership.

Sec. 1254. Credit for tax paid by REIT on retained capital gains.

Sec. 1255. Repeal of 30-percent gross income requirement.

Sec. 1256. Modification of earnings and profits rules for determining whether REIT has earnings and 
profits from non-REIT year.
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Sec. 1257. Treatment of foreclosure property.

Sec. 1258. Payments under hedging instruments.

Sec. 1259. Excess noncash income.

Sec. 1260. Prohibited transaction safe harbor.

Sec. 1261. Shared appreciation mortgages.

Sec. 1262. Wholly owned subsidiaries.

Sec. 1263. Effective date.

Subtitle E~Provisions Relating to Regulated Investment Companies 

Sec. 1271. Repeal of 30-percent gross income limitation.

Subtitle F-Taxpayer Protections

Sec. 1281. Reasonable cause exception for certain penalties.

Sec. 1282. Clarification of period for filing claims for reftmds.

Sec. 1283. Repeal of authority to disclose whether prospective juror has been audited.

Sec. 1284. Clarification of statute of limitations.

Sec. 1285. Awarding of administrative costs.

TITLE XIII-SIMPLIFICATION PROVISIONS,: RELATING TO ESTATE AND GIFT TAXES 

Sec. 1301. Gifts to charities exempt from gift tax filing requirements.

Sec. 1302. Clarification of waiver of certain rights of recovery.

Sec. 1303. Transitional rule under section 2056A.

Sec. 1304. Treatment for estate tax purposes of short-term obligations held by nonresident aliens.

Sec. 1305. Certain revocable trusts treated as part of estate.

Sec. 1306. Distributions during first 65 days of taxable year of estate.

Sec. 1307. Separate share rules available to estates.

Sec. 1308. Executor of estate and beneficiaries treated as related persons for disallowance of losses, etc. 

Sec. 1309. Treatment of fimeral trusts.

Sec. 1310. Adjustments for gifts within 3 years of decedent's death.

Sec. 1311. Clarification of treatment of survivor annuities under qualified terminable interest rules.

Sec. 1312. Treatment under qualified domestic trust rules of forms of ownership which are not trusts. 

Sec. 1313. Opportunity to correct certain failures under section 2032A.
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Sec. 1314. Authority to waive requirement of United States trustee for qualified domestic trusts.

TITLE XIV-SIMPLIFICATION PROVISIONS RELATING TO EXCISE TAXES, TAX-EXEMPT 
BONDS, AND OTHER MATTERS

Subtitle A-Excise Tax Simplification

Part I—Excise Taxes on Heavy Trucks and Luxury Cars

Sec. 1401. Increase in de minimis limit for after-market alterations for heavy trucks and luxury cars. 

Sec. 1402. Credit for tire tax in lieu of exclusion of value of tires in computing price.

Part II—Provisions Related to Distilled Spirits, Wines, and Beer

Sec. 1411. Credit or reftmd for imported bottled distilled spirits returned to distilled spirits plant.

Sec. 1412. Authority to cancel or credit export bonds without submission of records.

Sec. 1413. Repeal of required maintenance of records on premises of distilled spirits plant.

Sec. 1414. Fermented material from any brewery may be received at a distilled spirits plant.

Sec. 1415. Repeal of requirement for wholesale dealers in liquors to post sign.

Sec. 1416. Refund of tax to wine returned to bond not limited to unmerchantable wine.

Sec. 1417. Use of additional ameliorating material in certain wines.

Sec. 1418. Domestically produced beer may be withdrawn free of tax for use of foreign embassies, 
legations, etc.

Sec. 1419. Beer may be withdrawn free of tax for destruction.

Sec. 1420. Authority to allow drawback on exported beer without submission of records.

Sec. 1421. Transfer to brewery of beer imported in bulk without payment of tax.

Sec. 1422. Transfer to bonded wine cellars of wine imported in bulk without payment of tax.

Part Ill-Other Excise Tax Provisions

Sec. 1431. Authority to grant exemptions from registration requirements.

Sec. 1432. Repeal of expired provisions.

Sec. 1433. Simplification of imposition of excise tax on arrows.

Sec. 1434. Modifications to retail tax on heavy trucks.

Sec. 1435. Skydiving flights exempt from tax on transportation of persons by air.

Sec. 1436. Allowance or credit of refund for tax-paid aviation fuel purchased by registered producer of 
aviation fuel.

Subtitle B—Tax-Exempt Bond Provisions
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Sec. 1441. Repeal of $100,000 limitation on unspent proceeds under 1-year exception from rebate.

Sec. 1442. Exception from rebate for earnings on bona fide debt service fund under construction bond 
rules.

Sec. 1443. Repeal of debt service-based limitation on investment in certain nonpurpose investments. 

Sec. 1444. Repeal of expired provisions.

Sec. 1445. Effective date.

Subtitle C-Tax Court Procedures

Sec. 1451. Overpayment determinations of Tax Court.

Sec. 1452. Redetermination of interest pursuant to motion.

Sec. 1453. Application of net worth requirement for awards of litigation costs.

Sec. 1454. Proceedings for determination of employment status.

Subtitle D—Other Provisions

Sec. 1461. Extension of due date of first quarter estimated tax payment by private foundations.

Sec. 1462. Clarification of authority to withhold Puerto Rico income taxes from salaries of Federal 
employees.

Sec. 1463. Certain notices disregarded under provision increasing interest rate on large corporate 
underpayments.

TITLE XV-PENSIONS AND EMPLOYEE BE|MEFITS 

Subtitle A-Simplification

Sec. 1501. Matching contributions of self-employed individuals not treated as elective employer 
contributions.

Sec. 1502. Modification of prohibition of assignment or alienation.

Sec. 1503. Elimination of paperwork burdens on plans.

Sec. 1504. Modification of 403(b) exclusion allowance to conform to 415 modifications.

Sec. 1505. Extension of moratorium on application of certain nondiscrimination rules to State and local 
governments.

Sec. 1506. Clarification of certain rules relating to employee stock ownership plans of S corporations. 

Sec. 1507. Modification of 10-percent tax for nondeductible contributions.

Sec. 1508. Modification of fimding requirements for certain plans.

Sec. 1509. Clarification of disqualification rules relating to acceptance of rollover contributions.

Sec. 1510. New technologies in retirement plans.

Subtitle B—Other Provisions Relating to Pensions and Employee Benefits
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Sec. 1521. Increase in current liability funding limit.

Sec. 1522. Special rules for church plans.

Sec. 1523. Repeal of application of unrelated business income tax to ESOPs.

Sec. 1524. Diversification of section 401(k) plan investments.

Sec. 1525. Section 401(k) plans for certain irrigation and drainage entities.

Sec. 1526. Portability of permissive service credit under governmental pension plans.

Sec. 1527. Removal of dollar limitation on benefit payments from a defined benefit plan maintained for 
certain police and fire employees.

Sec. 1528. Survivor benefits for public safety officers killed in the line of duty.

Sec. 1529. Treatment of certain disability benefits received by former police officers or firefighters.

Sec. 1530. Gratuitous transfers for the benefit of employees.

Subtitle C—Provisions Relating to Certain Health Acts

Sec. 1531. Amendments to the Internal Revenue Code of 1986 to implement the Newborns' and 
Mothers' Health Protection Act of 1996 and the Mental Health Parity Act of 1996.

Sec. 1532. Special rules relating to church plans.

Subtitle D--Provisions Relating to Plan Amendments

Sec. 1541. Provisions relating to plan amendments.

TITLE XVI-TECHNICAL AMENDMENTS RELATED TO SMALL BUSINESS JOB PROTECTION 
ACT OF 1996 AND OTHER LEGISLATION

Sec. 1600. Coordination with other titles.

Sec. 1601. Amendments related to Small Business Job Protection Act of 1996.

Sec. 1602. Amendments related to Health Insurance Portability and Accountability Act of 1996.

Sec. 1603. Amendments related to Taxpayer Bill of Rights 2.

Sec. 1604. Miscellaneous provisions.

TITLE XVII-IDENTIFICATION OF LIMITED TAX BENEFITS SUBJECT TO LINE ITEM VETO 

Sec. 1701. Identification of limited tax benefits subject to line item veto.

TITLE I-CHILD TAX CREDIT 

SEC. 101. CHILD TAX CREDIT.

(a) In General.-Subpart A of part IV of subchapter A of chapter 1 (relating to nonrefiindable personal 
credits) is amended by inserting after section 23 the following new section:

"SEC. 24. CHILD TAX CREDIT.
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"(a) Allowance of Credit.—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 $500 ($400 in 
the case of taxable years beginning in 1998).

"(b) Limitation Based on Adjusted Gross Income.--

"(1) In general.—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.

"(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) Additional Credit for Families With 3 or More Children.-

"(1) In general.—In the case of a taxpayer with 3 or more qualifying children for any taxable year, the 
amount of the credit allowed under this section shall be equal to the greater of—

"(A) the amount of the credit allowed under this section (without regard to this subsection and after 
application of the limitation under section 26), or

"(B) the alternative credit amount determined under paragraph (2).

"(2) Alternative credit amount.-For purposes of this subsection, the alternative credit amount is the 
amoimt of the credit which would be allowed under this section if the limitation under paragraph (3) 
were applied in lieu of the limitation under section 26.

"(3) Limitation.—The limitation under this paragraph for any taxable year is the limitation under section 
26 (without regard to this subsection)—

"(A) increased by the taxpayer's social security taxes for such taxable year, and
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"(B) reduced by the sum of-

"(i) the credits allowed under this part other than under subpart C or this section, and

"(ii) the credit allowed imder section 32 without regard to subsection (m) thereof.

"(4) Unused credit to be refundable.—If the amount of the credit under paragraph (1)(B) exceeds the 
amount of the credit under paragraph (1)(A), such excess shall be treated as a credit to which subpart C 
applies. The rule of section 32(h) shall apply to such excess.

"(5) Social security taxes.-For purposes of paragraph (3)-

"(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)(1) 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 vmder 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)(i) shall be treated as taxes referred to in such subparagraph.

"(e) Identification 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.

"(f) 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 in the case of a taxable year 
covering a period of less than 12 months.".

(b) Supplemental Credit.-Section 32 is amended by adding at the end the follovmig new subsection: 

"(m) Supplemental Child Credit.-

"(1) In general.—In the case of a taxpayer with respect to whom a credit is allowed under section 24 for 
the taxable year, there shall be allowed as a credit imder this section an amount equal to the 
supplemental child credit (if any) determined for such taxpayer for such taxable year under paragraph 
(2). Such credit shall be in addition to the credit allowed under subsection (a).

"(2) Supplemental child credit.—For purposes of this subsection, the supplemental child credit is an 
amount equal to the excess (if any) of—

"(A) the amount determined under section 24(d)(1)(A), over

"(B) the amount determined under section 24(d)(1)(B).

The amounts referred to in subparagraphs (A) and (B) shall be determined as if section 24(d) applied to 
all taxpayers.
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"(3) Coordination with section 24,-The amount of the credit under seetion 24 shall be reduced by the 
amount of the credit allowed under this subsection."

(c) High Risk Pools Permitted To Cover Spouses and Dependents of High Risk Individuals.-Paragraph 
(26) of section 501(c) is amended by adding at the end the following flush sentence:

"A spouse and any qualifying child (as defined in section 24(c)) of an individual described in 
subparagraph (B) (without regard to this sentence) shall be treated as deseribed in subparagraph (B).".

(d) Conforming Amendments.—

(1) Section 1324(b)(2) of title 31, United States Code, is amended by inserting before the period at the 
end ", or enacted by the Taxpayer Relief Act of 1997".

(2) Paragraph (2) of section 6213(g) (relating to the definition of mathematical or clerical errors) is 
amended by striking "and" at the end of subparagraph (G), by striking the period at the end of 
subparagraph (H) and inserting ", and", and by inserting after subparagraph (H) the following new 
subparagraph:

"(I) an omission of a correct TIN required under section 24(e) (relating to child tax credit) to be included 
on a return.".

(3) The table of sections for subpart A of part IV of subchapter A of chapter 1 is amended by inserting 
after the item relating to section 23 the following new item:

"Sec. 24. Child tax credit.".

(e) Effective Date.-The amendments made by this section shall apply to taxable years beginning after 
December 31, 1997.

TITLE II-EDUCATION INCENTIVES

Subtitle A-Tax Benefits Relating to Education Expenses

SEC. 201. HOPE AND LIFETIME LEARNING CREDITS.

(a) In General.-Subpart A of part IV of subchapter A of chapter 1 (relating to nonrefundable personal 
credits) is amended by inserting after section 25 the following new section:

"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
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"(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 vvdth 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 
amoimt equal to 2 times the dollar amount in effect imder 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 equ^ to 20 percent of so much of the qualified tuition and related expenses paid by the taxpayer 
during the taxable year for education furnished to an individual 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 vmder subsection (a)(1) is 
allowed for the taxable year shall not be taken into account under this subsection.

"(B) Certain additional expenses eligible for lifetime learning credit.-For purposes of paragraph (1), 
qualified tuition and related expenses shall include expenses vvdth 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
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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 To Have Section Apply.-

"(1) In general.—No credit shall be allowed under subsection (a) for a taxable year with respect to the 
qualified tuition and related expenses of an individual unless the taxpayer elects to have this section 
apply with respect to such individual for such year.

"(2) Coordination with exclusions.-An election under this subsection shall not take effect with respect 
to an individual for any taxable year if there is in effect for such taxable year an election under section 
530(d)(2)(C) (by the taxpayer or any other individual) to exclude from gross income distributions from 
an education individual retirement account used to pay qualified higher education expenses of the 
individual.

"(f) 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,

"(ii) 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
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"(B) which is eligible to participate in a program under title IV of such Act.

"(g) Special Rules.—

"(1) Identification 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 vmder 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.—If a deduction imder 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 imder subsection (a) to such individual for such individual's taxable year, 
and

"(B) 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.-If 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 shdl 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 retums.-If 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.—If 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

"(ii) the cost-of-living adjustment determined under section 1(f)(3) for the calendar year in which the
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taxable year begins, determined by substituting 'calendar year 2000' for 'calendar year 1992' in 
subparagraph (B) thereof.

"(B) Rounding.-If 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

"(ii) 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) Roimding.-If any amovmt 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 reftmd in a subsequent taxable year of any amount which was taken into 
account in determining the amount of such credit.".

(b) Extension of Procedures Applicable to Mathematical or Clerical Errors.-Paragraph (2) of section 
6213(g) (relating to the definition of mathematical or clerical errors), as amended by section 101, is 
amended by striking "and" at the end of subparagraph (H), by striking the period at the end of 
subparagraph (I) and inserting ", and", and by inserting after subparagraph (I) the following new 
subparagraph:

"(J) an omission of a correct TIN required under section 25A(g)(l) (relating to higher education tuition 
and related expenses) to be included on a return.'*.

(c) Returns Relating to Tuition and Related Expenses.—

(1) In general.-Subpart B of part III of subchapter A of chapter 61 (relating to information concerning 
transactions with other persons) is amended by inserting after section 6050R the following new section:

"SEC. 6050S. RETURNS RELATING TO fflGHER EDUCATION TUITION AND RELATED 
EXPENSES.

"(a) In General.—Any person—

"(1) which is an eligible educational institution which receives payments for qualified tuition and related 
expenses with respect to any individual for any calendar year, or

"(2) which is engaged in a trade or business and which, in the course of such trade or business, makes 
payments during any calendar year to any individual which constitute reimbursements or refunds (or 
similar amounts) of qualified tuition and related expenses of such individual,

shall make the return described in subsection (b) with respect to the individual at such time as the 
Secretary may by regulations prescribe.

"(b) Form and Manner of Returns.—A return is described in this subsection if such return—

"(1) is in such form as the Secretary may prescribe.
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"(2) contains—

"(A) the name, address, and TIN of the individual with respect to whom payments described in 
subsection (a) were received from (or were paid to),

"(B) the name, address, and TIN of any individual certified by the individual described in subparagraph 
(A) as the taxpayer who will claim the individual as a dependent for purposes of the deduction allowable 
under section 151 for any taxable year ending with or within the calendar year, and

"(C) the-

"(i) aggregate amount of payments for qualified tuition and related expenses received with respect to the 
individual described in subparagraph (A) during the calendar year, and

"(ii) aggregate amount of reimbursements or refunds (or similar amounts) paid to such individual during 
the calendar year, and

"(D) such other information as the Secretary may prescribe.

"(c) Application to Governmental Units.-For purposes of this section­

'll) a governmental unit or any agency or instrumentality thereof shall be treated as a person, and

"(2) any return required under subsection (a) by such governmental entity shall be made by the officer or 
employee appropriately designated for the purpose of making such return.

"(d) Statements To Be Furnished to Individuals With Respect to Whom Information Is Required.—Every 
person required to make a return under subsection (a) shall furnish to each individual whose name is 
required to be set forth in such return under subparagraph (A) or (B) of subsection (b)(2) a written 
statement showing—

"(1) the name, address, and phone number of the information contact of the person required to make 
such return, and

"(2) the aggregate amounts described in subparagraph (C) of subsection (b)(2).

The written statement required under the preceding sentence shall be furnished on or before January 31 
of the year following the calendar year for which Ae return under subsection (a) was required to be 
made.

"(e) Definitions.—For purposes of this section, the terms 'eligible educational institution' and 'qualified 
tuition and related expenses' have the meanings given such terms by section 25 A.

"(f) Returns Which Would Be Required To Be Made by 2 or More Persons.-Except to the extent 
provided in regulations prescribed by the Secretary, in the case of any amount received by any person on 
behalf of another person, only the person first receiving such amount shall be required to make the return 
under subsection (a).

"(g) Regulations.—The Secretary shall prescribe such regulations as may be necessary to carry out the 
provisions of this section. No penalties shall be imposed under part II of subchapter B of chapter 68 with 
respect to any return or statement required under this section until such time as such regulations are 
issued.".

(2) Assessable penalties.-

(A) Subparagraph (B) of section 6724(d)(1) (relating to definitions) is amended by redesignating clauses 
(ix) through (xiv) as clauses (x) through (xv), respectively, and by inserting after clause (viii) the 
following new clause:
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"(ix) section 6050S (relating to returns relating to payments for qualified tuition and related expenses),".

(B) Paragraph (2) of section 6724(d) is amended by striking "or" at the end of the next to last 
subparagraph, by striking the period at the end of the last subparagraph and inserting ", or", and by 
adding at the end the following new subparagraph:

"(Z) section 60508(d) (relating to returns relating to qualified tuition and related expenses).".

(3) Clerical amendment.—The table of sections for subpart B of part III of subchapter A of chapter 61 is 
amended by inserting after the item relating to section 6050R the following new item:

"Sec. 6050S. Returns relating to higher education tuition and related expenses.".

(d) Coordination With Section 135.-Subsection (d) of section 135 is amended by redesignating 
paragraphs (2) and (3) as paragraphs (3) and (4), respectively, and by inserting after paragraph (1) the 
following new paragraph:

"(2) Coordination with higher education credit.—The amount of the qualified higher education expenses 
otherwise taken into account under subsection (a) with respect to the education of an individual shall be 
reduced (before the application of subsection (b)) by the amount of such expenses which are taken into 
accoimt in determining the credit allowable to the taxpayer or any other person under section 25A with 
respect to such expenses.".

(e) Clerical Amendment.—The table of sections for subpart A of part IV of subchapter A of chapter 1 is 
amended by inserting after the item relating to section 25 the following new item:

"Sec. 25A. Higher education tuition and related expenses.".

(f) Effective Dates.-

(1) In general.—The amendments made by this section shall apply to expenses paid after December 31, 
1997 (in taxable years ending after such date), for education furnished in academic periods beginning 
after such date.

(2) Lifetime learning credit.—Section 25A(a)(2) of the Internal Revenue Code of 1986 shall apply to 
expenses paid after Jime 30,1998 (in taxable years ending after such date), for education ftimished in 
academic periods beginning after such dates.

SEC. 202. DEDUCTION FOR INTEREST ON EDUCATION LOANS.

(a) In General.-Part VII of subchapter B of chapter 1 (relating to additional itemized deductions for 
individuals) is amended by redesignating section 221 as section 222 and by inserting after section 220 
the following new section:

"SEC. 221. INTEREST ON EDUCATION LOANS.

"(a) Allowance of Deduction.-In the case of an individual, there shall be allowed as a deduction for the 
taxable year an amount equal to the interest paid by the taxpayer during the taxable year on any qualified 
education loan.

"(b) Maximum Deduction.-

"(1) In general.—Except as provided in paragraph (2), the deduction allowed by subsection (a) for the 
taxable year shall not exceed the amount determined in accordance with the following table:

"In the case of taxable years The dollar
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beginning in: amount is:

1998 $1,000_05 

1999$1,500_05

2000 $2,000_05

2001 or thereafter $2,500.

"(2) Limitation based on modified adjusted gross income.-

"(A) In general.—The amoimt which would (but for this paragraph) be allowable as a deduction under 
this section shall be reduced (but not below zero) by the amount determined under subparagraph (B).

"(B) Amount of reduction.—The amount determined under this subparagraph is the amoimt which bears 
the same ratio to the amount which would be so taken into account as—

"(i) the excess of—

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

"(II) $40,000 ($60,000 in the case of a joint return), bears to 

"(ii) $15,000.

"(C) Modified adjusted gross income.—The term 'modified adjusted gross income' means adjusted gross 
income determined—

"(i) without regard to this section and sections 135, 137, 911, 931, and 933, and 

"(ii) after application of sections 86, 219, and 46?.

For purposes of sections 86, 135, 137, 219, and 469, adjusted gross income shall be determined without 
regard to the deduction allowed under this section.

"(c) Dependents Not Eligible for Deduction.-No deduction shall be allowed by this section to an 
individual for the taxable year if a deduction under section 151 with respect to such individual is allowed 
to another taxpayer for the taxable year beginning in the calendar year in which such individual's taxable 
year begins.

"(d) Limit on Period Deduction Allowed.-A deduction shall be allowed under this section only with 
respect to interest paid on any qualified education loan during the first 60 months (whether or not 
consecutive) in which interest payments are required. For purposes of this paragraph, any loan and all 
refinancings of such loan shall be treated as 1 loan.

"(e) Definitions.—For purposes of this section—

"(1) Qualified education loan.-The term 'qualified education loan' means any indebtedness incurred to 
pay qualified higher education expenses—

"(A) which are incurred on behalf of the taxpayer, the taxpayer's spouse, or any dependent of the 
taxpayer as of the time the indebtedness was incurred,

"(B) which are paid or incurred within a reasonable period of time before or after the indebtedness is 
incurred, and

"(C) which are attributable to education furnished during a period during which the recipient was an
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eligible student.

Such term includes indebtedness used to refinance indebtedness which qualifies as a qualified education 
loan. The term 'qualified education loan' shall not include any indebtedness owed to a person who is 
related (within the meaning of section 267(b) or 707(b)(1)) to the taxpayer.

"(2) Qualified higher education expenses.-The term 'qualified higher education expenses' means the 
cost of attendance (as defined in section 472 of the Higher Education Act of 1965, 20 U.S.C. 108711, as 
in effect on the day before the date of the enactment of this Act) at an eligible educational institution, 
reduced by the sum of-

"(A) the amount excluded from gross income under section 127, 135, or 530 by reason of such expenses, 
and

"(B) the amount of any scholarship, allowance, or payment described in section 25A(g)(2).

For purposes of the preceding sentence, the term 'eligible educational institution' has the same meaning 
given such term by section 25A(f)(2), except that such term shall also include an institution conducting 
an internship or residency program leading to a degree or certificate awarded by an institution of higher 
education, a hospital, or a health care facility which offers postgraduate training.

"(3) Eligible student.--The term 'eligible student' has the meaning given such term by section 25A(b)(3).

"(4) Dependent.—The term 'dependent' has the meaning given such term by section 152.

"(f) Special Rules.-

"(1) Denial of double benefit.—No deduction shall be allowed under this section for any amount for 
which a deduction is allowable under any other provision of this chapter.

"(2) Married couples must file joint retum.-If the taxpayer is married at the close of the taxable year, the 
deduction shall be allowed under subsection (a) qnly if &e taxpayer and the taxpayer's spouse file a joint 
return for the taxable year.

"(3) Marital status.-Marital status shall be determined in accordance with section 7703.

"(g) Inflation Adjustments.-

"(1) In general.—In the case of a taxable year beginning after 2002, the $40,000 and $60,000 amounts in 
subsection (b)(2) shall each 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 2001' for 'calendar year 1992' in 
subparagraph (B) thereof

"(2) Rounding.—If any amount as adjusted imder paragraph (1) is not a multiple of $5,000, such amount 
shall be rounded to the next lowest multiple of $5,000.".

(b) Deduction Allowed Whether or Not Taxpayer Itemizes Other Deductions.-Subsection (a) of section 
62 is amended by inserting after paragraph (16) the following new paragraph:

"(17) Interest on education loans.-The deduction allowed by section 221.".

(c) Reporting Requirement.-

(1) In general.-Section 60508(a)(2) (relating to returns relating to higher education tuition and related
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expenses) is amended to read as follows:

"(2) which is engaged in a trade or business and which, in the course of such trade or business-

"(A) makes payments during any calendar year to any individual which constitutes reimbursements or 
refunds (or similar amounts) of qualified tuition and related expenses of such individual, or

"(B) except as provided in regulations, receives from any individual interest aggregating $600 or more 
for any calendar year on 1 or more qualified education loans,".

(2) Information.—Section 60508(b)(2) is amended—

(A) by inserting "or interest" after "payments" in subparagraph (A), and

(B) in subparagraph (C), by striking "and" at the end of clause (i), by inserting "and" at the end of clause 
(ii), and by inserting after clause (ii) the following:

"(iii) aggregate amount of interest received for the calendar year from such individual,".

(3) Definition.-Section 6050S(e) is amended by inserting ", and except as provided in regulations, the 
term 'qualified education loan' has the meaning given such term by section 221(e)(1)" after "section 
25A".

(d) Clerical Amendment.—The table of sections for part VII of subchapter B of chapter 1 is amended by 
striking the last item and inserting the following new items:

"Sec. 221. Interest on education loans.

"Sec. 222. Cross reference.".

(e) Effective Date.-The amendments made by this section shall apply to any qualified education loan (as 
defined in section 221(e)(1) of the Internal Revepue Code of 1986, as added by this section) incurred on, 
before, or after the date of the enactment of this Act, but only with respect to-

(1) any loan interest payment due and paid after December 31, 1997, and

(2) the portion of the 60-month period referred to in section 221(d) of the Internal Revenue Code of 
1986 (as added by this section) after December 31, 1997.

SEC. 203. PENALTY-FREE WITHDRAWALS FROM INDIVIDUAL RETIREMENT PLANS FOR 
HIGHER EDUCATION EXPENSES.

(a) In General-Paragraph (2) of section 72(t) (relating to exceptions to 10-percerit additional tax on 
early distributions from qualifred retirement plans) is amended by adding at the end the following new 
subparagraph:

"(E) 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 t^en 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).".

(b) Definition.-Section 72(t) is amended by adding at the end the following new paragraph:

"(7) Qualified higher education expenses.-For purposes of paragraph (2)(E)-

"(A) In general.-The term 'qualified higher education expenses' means qualified higher education
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expenses (as defined in section 529(e)(3)) for education furnished to—

"(i) the taxpayer,

"(ii) 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)(5)).

"(B) Coordination with other benefits.-The amount of qualified higher education expenses for any 
taxable yeiar shall be reduced as provided in section 25A(g)(2).".

(c) Effective Date.—The amendments made by this section shall apply to distributions after December 
31, 1997, with respect to expenses paid after such date (in taxable years ending after such date), for 
education furnished in academic periods beginning after such date.

Subtitle B—Expanded Education Investment Savings Opportunities

PART I-QUALIFIED TUITION PROGRAMS

SEC. 211. MODIFICATIONS OF QUALIFIED STATE TUITION PROGRAMS.

(a) Qualified Higher Education Expenses To Include Room and Board.—Paragraph (3) of section 529(e) 
(defining qualified higher education expenses) is amended to read as follows:

"(3) Qualified higher education expenses.-

"(A) In general.-The term 'qualified higher education expenses' means tuition, fees, books, supplies, 
and equipment required for the enrollment or attendance of a designated beneficiary at an eligible 
educational institution.

"(B) Room and board included for students under guaranteed plans who are at least half-time.-

"(i) In general.-In the case of an individual who is an eligible student (as defined in section 25A(b)(3)) 
for any academic period, such term shall also include reasonable costs for such period (as determined 
under the qualified State tuition program) incurred by the designated beneficiary for room and board 
while attending such institution. For purposes of subsection (b)(7), a designated beneficiary shall be 
treated as meeting the requirements of this clause.

"(ii) Limitation.-The amount treated as qualified higher education expenses by reason of the preceding 
sentence shall not exceed the minimum amoimt (applicable to the student) included for room and board 
for such period in the cost of attendance (as defined in section 472 of the Higher Education Act of 1965, 
20 U.S.C. 108711, as in effect on the date of the enactment of this paragraph) for the eligible educational 
institution for such period."

(b) Additional Modifications.—

(1) Member of family.-Paragraph (2) of section 529(e) (relating to other definitions and special rules) is 
amended to read as follows:

"(2) Member of family.-The term 'member of the family' means-

"(A) an individual who bears a relationship to another individual which is a relationship described in 
paragraphs (1) through (8) of section 152(a), and

"(B) the spouse of any individual described in subparagraph (A).".
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(2) Eligible educational institution.-Section 529(e) is amended by adding at the end the following:

"(5) 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 paragraph, and

"(B) which is eligible to participate in a program under title IV of such Act.".

(3) Estate and gift tax treatment.—

(A) Gift tax treatment.—

(i) Paragraph (2) of section 529(c) is amended to read as follows:

"(2) Gift tax treatment of contributions.-For purposes of chapters 12 and 13-

"(A) In general.—Any contribution to a qualified tuition program on behalf of any designated 
beneficiary-

"(i) shall be treated as a completed gift to such beneficiary which is not a future interest in property, and 

"(ii) shall not be treated as a qualified transfer under section 2503(e).

"(B) Treatment of excess contributions.-If the aggregate amount of contributions described in 
subparagraph (A) during the calendar year by a donor exceeds the limitation for such year under section 
2503(b), such aggregate amount shall, at the election of the donor, be taken into account for purposes of 
such section ratably over the 5-year period beginning with such calendar year."

(ii) Paragraph (5) of section 529(c) is amended to read as follows:

"(5) Other gift tax rules.-For purposes of chapters 12 and 13-

"(A) Treatment of distributions.-Except as provided in subparagraph (B), in no event shall a distribution 
from a qualified tuition program be treated as a taxable gift.

"(B) Treatment of designation of new beneficiary.-The taxes imposed by chapters 12 and 13 shall apply 
to a transfer by reason of a change in the designated beneficiary under the program (or a rollover to the 
account of a new beneficiary) o^y if the new beneficiary is a generation below the generation of the old 
beneficiary (determined in accordance vvdth section 2651).".

(B) Estate tax treatment.-Paragraph (4) of section 529(c) is amended to read as follows:

"(4) Estate tax treatment.-

"(A) In general.-No amount shall be includible in the gross estate of any individual for purposes of 
chapter 11 by reason of an interest in a qualified tuition program.

"(B) Amoimts includible in estate of designated beneficiary in certain cases.-Subparagraph (A) shall not 
apply to amounts distributed on accoimt of the death of a beneficiary.

"(C) Amounts includible in estate of donor making excess contributions.-In the case of a donor who 
makes the election described in paragraph (2)(B) and who dies before the close of the 5-year period 
referred to in such paragraph, notwithstanding subparagraph (A), the gross estate of the donor shall 
include the portion of such contributions properly allocable to periods after the date of death of the 
donor."

(4) Prohibition against investment direction.—Section 529(b)(5) is amended by inserting "directly or
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indirectly" after "may not".

(c) Coordination With Education Savings Bond.-Section 135(c)(2) (defining qualified higher education 
expenses) is amended by adding at the end the following:

"(C) Contributions to qualified state tuition program.—Such term shall include any contribution to a 
qualified State tuition program (as defined in section 529) on behalf of a designated beneficiary (as 
defined in such section) who is an individual described in subparagraph (A); but there shall be no 
increase in the investment in the contract for pu^oses of applying section 529(c)(3)(A) by reason of any 
portion of such contribution which is not includible in gross income by reason of this subparagraph.".

(d) Clarification of Taxation of Distributions.—Subparagraph (A) of section 529(c)(3) is amended by 
striking "section 72" and inserting "section 72(b)".

(e) Technical Amendments.—

(1) (A) The heading for part VIII of subchapter F of chapter 1 is amended to read as follows:

"PART VIII-HIGHER EDUCATION SAVINGS ENTITIES".

(B) The table of parts for subchapter F of chapter 1 is amended by striking the item relating to part VIII 
and inserting:

"Part VIII. Higher education savings entities.".

(2) (A) Section 529(d) is amended to read as follows:

"(d) Reports.-Each officer or employee having control of the qualified State tuition program or their 
designee shall make such reports regarding such program to the Secretary and to designated 
beneficiaries with respect to contributions, distributions, and such other matters as the Secretary may 
require. The reports required by this subsection shall be filed at such time and in such manner and 
fumshed to such individuals at such time and in ^uch manner as may be required by the Secretary.".

(B) Paragraph (2) of section 6693(a) (relating to failure to provide reports on individual retirement 
accounts or annuities) is amended by striking "and" at the end of subparagraph (A), by striking the 
period at the end of subparagraph (B) and inserting ", and", and by adding at the end the following new 
subparagraph:

"(C) Section 529(d) (relating to qualified State tuition programs).".

(C) The section heading for section 6693 is amended by striking "individual retirement" and inserting 
"certain tax-favored".

(D) The item relating to section 6693 in the table of sections for part I of subchapter B of chapter 68 is 
amended by striking "individual retirement" and inserting "certain tax-favored".

(f) Effective Dates.-

(1) In general.-Except as otherwise provided in this subsection, the amendments made by this section 
shall tSce effect on January 1, 1998.

(2) Expenses to include room and board.-The amendment made by subsection (a) shall take effect as if 
included in the amendments made by section 1806 of the Small Business Job Protection Act of 1996.

(3) Eligible educational institution.-The amendment made by subsection (b)(2) shall apply to 
distributions after December 31, 1997, with respect to expenses paid after such date (in taxable years 
ending after such date), for education furnished in academic periods beginning after such date.
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(4) Coordination with education savings bonds.-The amendment made by subsection (c) shall apply to 
taxable years beginning after December 31, 1997.

(5) Estate and gift tax changes.-

(A) Gift tax changes.-Paragraphs (2) and (5) of section 529(c) of the Internal Revenue Code of 1986, as 
amended by this section, shall apply to transfers (including designations of new beneficiaries) made after 
the date of the enactment of this Act.

(B) Estate tax changes.-Paragraph (4) of such section 529(c) shall apply to estates of decedents dying 
after June 8, 1997.

(6) Transition rule for pre-august 20, 1996 contracts.-In the case of any contract issued prior to August 
20, 1996, section 529(c)(3)(C) of the Internal Revenue Code of 1986 shall be applied for taxable years 
ending after August 20, 1996, without regard to the requirement that a distribution be transferred to a 
member of the family or the requirement that a change in beneficiaries may be made only to a member 
of the family.

PART II-EDUCATION INDIVIDUAL RETIREMENT ACCOUNTS 

SEC. 213. EDUCATION INDIVIDUAL RETIREMENT ACCOUNTS.

(a) In General.-Part VIII of subchapter F of chapter I (relating to qualified State tuition programs) is 
amended by adding at the end the following new section:

"SEC. 530. EDUCATION INDIVIDUAL RETIREMENT ACCOUNTS.

"(a) General Rule.-An education individual retirement account shall be exempt from taxation under this 
subtitle. Notwithstanding the preceding sentence, the education individual retirement account shall be 
subject to the taxes imposed by section 511 (relating to imposition of tax on unrelated business income 
of charitable organizations).

"(b) Definitions and Special Rules.-For purposes of this section­

'll) Education individual retirement account.-The term 'education individual retirement account' means 
a trust created or organized in the United States exclusively for the purpose of paying the qualified 
higher education expenses of the designated beneficiary of the trust (and designated as an education 
individual retirement account at the time created or organized), but only if the written governing 
instrument creating the trust meets the following requirements:

"(A) No contribution will be accepted—

"(i) unless it is in cash,

"(ii) after the date on which such beneficiary attains age 18, or

"(iii) except in the case of rollover contributions, if such contribution would result in aggregate 
contributions for the taxable year exceeding $500.

"(B) The trustee is a bank (as defined in section 408(n)) or another person who demonstrates to the 
satisfaction of the Secretary that the manner in which that person will administer the trust will be 
consistent with the requirements of this section or who has so demonstrated with respect to any 
individual retirement plan.

"(C) No part of the trust assets will be invested in life insurance contracts.

"(D) The assets of the trust shall not be commingled with other property except in a common trust fund 
or common investment fimd.
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"(E) Upon the death of the designated beneficiary, any balance to the credit of the beneficiary shall be 
distributed within 30 days after the date of death to the estate of such beneficiary.

"(2) Qualified higher education expenses.—

"(A) In general.-The term 'qualified higher education expenses' has the meaning given such term by 
section 529(e)(3), reduced as provided in section 25A(g)(2).

"(B) Qualified state tuition programs.—Such term shall include amounts paid or incurred to purchase 
tuition credits or certificates, or to make contributions to an account, under a qualified State tuition 
program (as defined in section 529(b)) for the benefit of the beneficiary of the account.

"(3) Eligible educational institution.-The term 'eligible educational institution' has the meaning given 
such term by section 529(f)(5).

"(c) Reduction in Permitted Contributions Based on Adjusted Gross Income.—

"(I) In general.-The maximum amount which a contributor could otherwise make to an account under 
tWs section shall be reduced by an amount which bears the same ratio to such maximum amount as-

"(A) the excess of—

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

"(ii) $95,000 ($150,000 in the case of a joint return), bears to 

"(B) $15,000 ($10,000 in the case of a joint return).

"(2) Modified adjusted gross income.-For purposes of paragraph (1), 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.

"(d) Tax Treatment of Distributions.—

"(1) In general.-Any distribution shall be includible in the gross income of the distributee in the marmer 
as provided in section 72(b).

"(2) Distributions for qualified higher education expenses.-

"(A) In general.—No amount shall be includible under paragraph (1) if the qualified higher education 
expenses of the designated beneficiary during the taxable year are not less Aan the aggregate 
distributions during the taxable year.

"(B) Distributions in excess of expenses.—If such aggregate distributions exceed such expenses during 
the taxable year, the amount includible in gross income under paragraph (1) shall be equal to the amount 
which bears the same ratio to the amount which would be includible in gross income under paragraph 
(1) (without regard to this subparagraph) as the qualified higher education expenses bear to such 
aggregate distributions.

"(C) Election to waive exclusion.-A taxpayer may elect to waive the application of this paragraph for 
any taxable year.

"(3) Special rules for applying estate and gift taxes with respect to account.—Rules similar to the rules of 
paragraphs (2), (4), and (5) of section 529(c) shall apply for purposes of this section.

"(4) Additional tax for distributions not used for educational expenses.-
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"(A) In general.-The tax imposed by this chapter for any taxable year on any taxpayer who receives a 
payment or distribution from an education individual retirement account which is includible in gross 
income shall be increased by 10 percent of the amount which is so includible.

"(B) Exceptions.-Subparagraph (A) shall not apply if the payment or distribution is-

"(i) made to a beneficiary (or to the estate of the designated beneficiary) on or after the death of the 
designated beneficiary,

"(ii) attributable to the designated beneficiary's being disabled (within the meaning of section 72(m)(7)), 
or
"(iii) made on account of a scholarship, allowance, or payment described in section 25 A(g)(2) received 
by the account holder to the extent the amount of the payment or distribution does not exceed the 
amount of the scholarship, allowance, or payment.

"(C) Excess contributions returned before due date of retum.-Subparagraph (A) shall not apply to the 
distribution of any contribution made during a taxable year on behalf of a designated beneficiary to the 
extent that such contribution exceeds $500 if—

"(i) such distribution is received on or before the day prescribed by law (including extensions of time) 
for filing such contributor's return for such taxable year, and

"(ii) such distribution is accompanied by the amount of net income attributable to such excess 
contribution.

Any net income described in clause (ii) shall be included in gross income for the taxable year in which 
such excess contribution was made.

"(5) Rollover contributions.-Paragraph (1) shall not apply to any amount paid or distributed fi-om an 
education individual retirement account to the extent that the amount received is paid into another 
education individual retirement account for the benefit of the same beneficiary or a member of the 
family (wi^n the meaning of section 529(e)(2)) of such beneficiary not later than the 60th day after the 
date of such payment or distribution. The preceding sentence shall not apply to any payment or 
distribution if it applied to any prior payment or distribution during the 12-month period ending on the 
date of the payment or distribution.

"(6) Change in beneficiary.-Any change in the beneficiary of an education individual retirement account 
shall not be treated as a distribution for purposes of paragraph (1) if the new beneficiary is a member of 
the family (as so defined) of the old beneficiary.

"(7) Special rules for death and divorce.-Rules similar to the rules of paragraphs (7) and (8) of section 
220(f) shall apply.

"(e) Tax Treatment of Accounts.-Rules similar to the rules of paragraphs (2) and (4) of section 408(e) 
shall apply to any education individual retirement account.

"(f) Community Property Laws.-This section shall be applied without regard to any community 
property laws.

"(g) Custodial Accounts.-For purposes of this section, a custodial account shall be treated as a trust if 
the assets of such account are held by a bank (as defined in section 408(n)) or another person who 
demonstrates, to the satisfaction of the Secret^, that the manner in which he will administer the 
account will be consistent with the requirements of this section, and if the custodial account would, 
except for the fact that it is not a trust, constitute an accoimt described in subsection (b)(1). For purposes 
of this title, in the case of a custodial account treated as a trust by reason of the preceding sentence, the 
custodian of such account shall be treated as the trustee thereof.
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"(h) Reports.—The trustee of an education individual retirement account shall make such reports 
regarding such account to the Secretary and to the beneficiary of the account with respect to 
contributions, distributions, and such other matters as the Secretary may require. The reports required by 
this subsection shall be filed at such time and in such manner and furnished to such individuals at such 
time and in such manner as may be required.".

(b) Tax on Prohibited Transactions.—

(1) In general.—Paragraph (1) of section 4975(e) (relating to prohibited transactions) is amended by 
striking "or" at the end of subparagraph (D), by redesignating subparagraph (E) as subparagraph (F), and 
by inserting after subparagraph (D) the following new subparagraph:

"(E) an education individual retirement account described in section 530, or".

(2) Special rule.-Subsection (c) of section 4975 is amended by adding at the end of subsection (c) the 
following new paragraph:

"(5) Special rule for education individual retirement accounts.-An individual for whose benefit an 
education individual retirement account is established and any contributor to such account shall be 
exempt from the tax imposed by this section with respect to any transaction concerning such account 
(which would otherwise be taxable under this section) if section 530(d) applies with respect to such 
transaction.".

(c) Failure To Provide Reports on Education Individual Retirement Accounts.—Paragraph (2) of section 
6693(a) (relating to failure to provide reports on individual retirement accounts or annuities) is amended 
by stril^g "and" at the end of subparagraph (B), by striking the period at the end of subparagraph (C) 
and inserting ", and", and by adding at the end Ae following new subparagraph:

"(D) Section 530(h) (relating to education individual retirement accounts).".

(d) Tax on Excess Contributions.-

(1) In general.-Subsection (a) of section 4973 is amended by striking "or" at the end of paragraph (2), 
by adding "or" at the end of paragraph (3), and by inserting after paragraph (3) the following new 
paragraph:

"(4) an education individual retirement account (as defined in section 530),".

(2) Excess contributions defined.-Section 4973 is amended by adding at the end the following new 
subsection:

"(e) Excess Contributions to Education Individual Retirement Accounts.-For purposes of this section-

"(1) In general.-In the case of education individual retirement accounts maintained for the benefit of any 
1 beneficiary, the term 'excess contributions' means—

"(A) the amount by which the amount contributed for the taxable year to such accounts exceeds $500, 
and

"(B) any amount contributed to such accoimt for any taxable year if any amoimt is contributed during 
such year to a qualified State tuition program for the benefit of such beneficiary.

"(2) Special rules.-For purposes of paragraph (1), the following contributions shall not be taken into 
account:

"(A) Any contribution which is distributed out of the education individual retirement account in a 
distribution to which section 530(d)(4)(C) applies.
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"(B) Any contribution described in section 530(b)(2)(B) to a qualified State tuition program.

"(C) Any rollover contribution.".

(e) Technical Amendments.—

(1) Section 26(b)(2) is amended by redesignating subparagraphs (E) through (P) as subparagraphs (F) 
through (Q), respectively, and by inserting after subparagraph (D) the following new subparagraph:

"(E) section 530(d)(3) (relating to additional tax on certain distributions from education individual 
retirement accounts),".

(2) Subparagraph (C) of section 135(c)(2), as added by the preceding section, is amended by inserting ", 
or to an edueation individual retirement account (as defined in section 530) on behalf of an account 
beneficiary," after "(as defined in such section)".

(3) The table of sections for part VIII of subchapter F of chapter 1 is amended by adding at the end the 
following new item:

"Sec. 530. Education individual retirement aceounts.".

(f) Effective Date.-The amendments made by this section shall apply to taxable years beginning after 
December 31, 1997.

Subtitle C-Other Education Initiatives

SEC. 221. EXTENSION OF EXCLUSION FOR EMPLOYER-PROVIDED EDUCATIONAL 
ASSISTANCE.

(a) In General.-Subsection (d) of section 127 (relating to educational assistance programs) is amended 
to read as follows:

"(d) Termination.-This section shall not apply to expenses paid \vith respeet to courses beginning after 
May 31, 2000.".

(b) Effective Date.-The amendment made by subsection (a) shall apply to taxable years beginning after 
December 31, 1996.

SEC. 222. REPEAL OF LIMITATION ON QUALIFIED 501(c)(3) BONDS OTHER THAN 
HOSPITAL BONDS.

Section 145(b) (relating to qualified 501(c)(3) bond) is amended by adding at the end the following new 
paragraph:

"(5) Termination of limitation.-This subsection shall not apply v^th respect to bonds issued after the 
date of the enactment of this paragraph as part of an issue 95 percent or more of the net proceeds of 
which are to be used to finance capital expenditures incurred after such date.".

SEC 223 INCREASE IN ARBITRAGE REBATE EXCEPTION FOR GOVERNMENTAL BONDS 
USED TO FINANCE EDUCATION FACILITIES.

(a) In General-Section 148(f)(4)(D) (relating to exception for governmental units issuing $5,000,000 or 
less of bonds) is amended by adding at the end the fol owing new clause:

"(vii) Increase in exception for bonds financing public school capital expenditures.-Each of the 
$5,000,000 amounts in the preceding provisions of this subparagraph shall be increased by the lesser of 
$5,000,000 or so much of the aggregate face amount of the bonds as are attributable to financing the 
construction (within the meaning of subparagraph (C)(iv)) of public school facilities.".
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(b) Effective Date.—The amendments made by this section shall apply to bonds issued after December 
31, 1997.

SEC. 224. CONTRIBUTIONS OF COMPUTER TECHNOLOGY AND EQUIPMENT FOR 
ELEMENTARY OR SECONDARY SCHOOL PURPOSES.

(a) Contributions of Computer Technology and Equipment for Elementary or Secondary School 
Purposes.-Subsection (e) of section 170 is amended by adding at the end the following new paragraph:

"(6) Special rule for contributions of computer technology and equipment for elementary or secondary 
school purposes.-

"(A) Limit on reduction.-In the case of a qualified elementary or secondary educational contribution, 
the reduction under paragraph (1)(A) shall be no greater than the amount determined under paragraph 
(3)(B).

"(B) Qualified elementary or secondary educational contribution.-For purposes of this paragraph, the 
term 'qualified elemental or secondary educational contribution' means a charitable contribution by a 
corporation of any computer technology or equipment, but only if-

"(i) the contribution is to—

"(I) an educational organization described in subsection (b)(l)(A)(ii), or

"(II) an entity described in section 501(c)(3) and exempt from tax under section 501(a) (other than an 
entity described in subclause (I)) that is organized primarily for purposes of supporting elementary and 
secondary education,

"(ii) the contribution is made not later than 2 years after the date the taxpayer acquired the property (or 
in the case of property constructed by the taxpayer, the date the construction of the property is 
substantially completed),

"(iii) the original use of the property is by the donor or the donee,

"(iv) substantially all of the use of the property by the donee is for use within the United States for 
educational purposes in any of the grades Ky0912 that are related to the purpose or function of the 
organization or entity,

"(v) the property is not transferred by the donee in exchange for money, other property, or services, 
except for shipping, installation and transfer costs,

"(vi) the property will fit productively into the entity's education plan, and

"(vii) the entity's use and disposition of the property will be in accordance with the provisions of clauses 
(iv) and (v).

"(C) Contribution to private foundation.—A contribution by a corporation of any computer technology or 
equipment to a private foundation (as defined in section 509) shall be treated as a qualified elementary or 
secondary educational contribution for purposes of this paragraph if-

"(i) the contribution to the private foundation satisfies the requirements of clauses (ii) and (v) of 
subparagraph (B), and

"(ii) within 30 days after such contribution, the private foundation-

"(I) contributes the property to an entity described in clause (i) of subparagraph (B) that satisfies the 
requirements of clauses (iv) through (vii) of subparagraph (B), and
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"(II) notifies the donor of such contribution.

"(D) Special rule relating to construction of property.--For the purposes of this paragraph, the rules of 
paragraph (4)(C) shall apply.

"(E) Definitions.-For the purposes of this paragraph-

"(i) Computer technology or equipment.-The term 'computer technology or equipment' means computer 
software (as defined by section 197(e)(3)(B)), computer or peripheral equipment (as defined by section 
168(i)(2)(B)), and fiber optic cable related to computer use.

"(ii) Corporation.-The term 'corporation' has the meaning given to such term by paragraph (4)(D).

"(F) Termination.-This paragraph shall not apply to any contribution made during any taxable year 
beginning after December 31, 1999.".

(b) Effective Date.—The amendment made by this section shall apply to taxable years begiiming after 
December 31, 1997.

SEC. 225. TREATMENT OF CANCELLATION OF CERTAIN STUDENT LOANS.

(a) Certain Loans by Exempt Orgaiiizations.-

(1) In general.-Paragraph (2) of section 108(f) (defining student loan) is amended by striking "or" at the 
end of subparagraph (B) and by striking subparagraph (D) and inserting the following;

"(D) any educational organization described in section 170(b)(l)(A)(ii) if such loan is made—

"(i) pursuant to an agreement with any entity described in subparagraph (A), (B), or (C) under which the 
fiimds from which the loan was made were provided to such educational organization, or

"(ii) pursuant to a program of such educational organization which is designed to encourage its students 
to serve in occupations with unmet needs or in areas with unmet needs and under which the services 
provided by the students (or former students) are for or under the direction of a governmental unit or an 
organization described in section 501(c)(3) and exempt from tax under section 501(a).

The term 'student loan' includes any loan made by an educational organization so described or by an 
organization exempt from tax imder section 501(a) to refinance a loan meeting the requirements of the 
preceding sentence.".

(2) Exception for discharges on accoimt of services performed for certain lenders.—Subsection (f) of 
section 108 is amended by adding at the end the following new paragraph:

"(3) Exception for discharges on account of services performed for certain lenders.-Paragraph (1) shall 
not apply to the discharge of a loan made by an organization described in paragraph (2)(D) (or by an 
organization described in paragraph (2)(E) from funds provided by an organization described in 
paragraph (2)(D)) if the discharge is on account of services performed for either such organization.".

(b) Effective Date.—The amendments made by this section shall apply to discharges of indebtedness 
after the date of the enactment of this Act.

SEC. 226. INCENTIVES FOR EDUCATION ZONES.

(a) In General.-Subchapter U of chapter 1 (relating to additional incentives for empowerment zones) is 
amended by redesignating part IV as part V, by redesignating section 1397E as section 1397F, and by 
inserting after part III the following new part:
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"PART IV-INCENTIVES FOR EDUCATION ZONES

"Sec. 1397E. Credit to holders of qualified zone academy bonds."

"SEC. 1397E. CREDIT TO HOLDERS OF QUALIFIED ZONE ACADEMY BONDS.

"(a) Allowance of Credit.—In the case of an eligible taxpayer who holds a qualified zone academy bond 
on the credit allowance date of such bond which occurs during the taxable year, there shall be allowed as . 
a credit against the tax imposed by this chapter for such taxable year the amount determined under 
subsection (b).

"(b) Amount of Credit.—

"(1) In general.-The amount of the credit determined under this subsection with respect to any qualified 
zone academy bond is the amount equal to the product of-

"(A) the credit rate determined by the Secretary under paragraph (2) for the month in which such bond 
was issued, multiplied by

"(B) the face amount of the bond held by the taxpayer on the credit allowance date.

"(2) Determination.-During each calendar month, the Secretary shall determine a credit rate which shall 
apply to bonds issued during the following calendar month. The credit rate for any month is the 
percentage which the Secretary estimates will permit the issuance of qualified zone academy bonds 
without discount and without interest cost to the issuer.

"(c) Limitation Based on Amount of Tax.-The credit allowed under subsection (a) for any 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

V

"(2) the sum of the credits allowable under part IV of subchapter A (other than subpart C thereof, 
relating to refundable credits).

"(d) Qualified Zone Academy Bond.-For purposes of this section­

'll) In general.-The term 'qualified zone academy bond' means any bond issued as part of an issue if-

"(A) 95 percent or more of the proceeds of such issue are to be used for a qualified purpose with respect 
to a qualified zone academy established by an eligible local education agency,

"(B) the bond is issued by a State or local government within the jurisdiction of which such academy is 
located,

"(C) the issuer-

"(i) designates such bond for purposes of this section,

"(ii) certifies that it has written assurances that the private business contribution requirement of 
paragraph (2) will be met with respect to such academy, and

"(iii) certifies that it has the v^itten approval of the eligible local education agency for such bond 
issuance, and

"(D) the term of each bond which is part of such issue does not exceed the maximum term permitted 
under paragraph (3).
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"(2) Private business contribution requirement.—

"(A) In general.-For purposes of paragraph (1), the private business contribution requirement of this 
paragraph is met with respect to any issue if the eligible local education agency that established the 
qualified zone academy has written commitments from private entities to make qualified contributions 
having a present value (as of the date of issuance of the issue) of not less than 10 percent of the proceeds 
of the issue.

"(B) Qualified contributions.-For purposes of subparagraph (A), the term 'qualified contribution' means 
any contribution (of a type and quality acceptable to the eligible local education agency) of-

"(i) equipment for use in the qualified zone academy (including state-of-the-art technology and 
vocational equipment),

"(ii) technical assistance in developing curriculum or in training teachers in order to promote appropriate 
market driven technology in the classroom,

"(iii) services of employees as volunteer mentors,

"(iv) internships, field trips, or other educational opportunities outside the academy for students, or

"(v) any other property or service specified by the eligible local education agency.

"(3) Term requirement.-During each calendar month, the Secretaty shall determine the maximum term 
permitted under this paragraph for bonds issued during the following calendar month. Such maximum 
term shall be the term which the Secretary estimates will result in the present value of the obligation to 
repay the principal on the bond being equal to 50 percent of the face amount of the bond. Such present 
value shall be determined using as a discount rate the average annual interest rate of tax-exempt 
obligations having a term of 10 years or more which are issued during the month. If the term as so 
determined is not a multiple of a whole year, such term shall be rounded to the next highest whole year.

"(4) Qualified zone academy.-

"(A) In general.-The term 'qualified zone academy' means any public school (or academic program 
within a public school) which is established by and operated under the supervision of an eligible local 
education agency to provide education or training below the postsecondary level if-

"(i) such public school or program (as the case may be) is designed in cooperation with business to 
enhance the academic curriculum, increase graduation and employment rates, and better prepare students 
for the rigors of college and the increasingly complex workforce,

"(ii) students in such public school or program (as the case may be) will be subject to the same academic 
standards and assessments as other students educated by the eligible local education agency,

"(iii) the comprehensive education plan of such public school or program is approved by the eligible 
local education agency, and

"(iv)(I) such public school is located in an empowerment zone or enterprise community (including any 
such zone or community designated after the date of the enactment of this section), or

"(II) there is a reasonable expectation (as of the date of issuance of the bonds) that at least 35 percent of 
the students attending such school or participating in such program (as the case may be) will be eligible 
for free or reduced-cost lunches under the school lunch program established under the National School 
Lunch Act.

"(B) Eligible local education agency.-The term 'eligible local education agency' means any local 
education agency as defined in section 14101 of the Elementary and Secondary Education Act of 1965.
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"(5) Qualified purpose.—The term 'qualified purpose' means, with respect to any qualified zone 
academy—

"(A) rehabilitating or repairing the public school facility in which the academy is established,

"(B) providing equipment for use at such academy,

"(C) developing course materials for education to be provided at such academy, and 

"(D) training teachers and other school personnel in such academy.

"(6) Eligible taxpayer.-The term 'eligible taxpayer' means- 

"(A) a bank (within the meaning of section 581),

"(B) an insurance company to which subchapter L applies, and 

"(C) a corporation actively engaged in the business of lending money.

"(e) Limitation on Amount of Bonds Designated.—

"(1) National limitation.-There is a national zone academy bond limitation for each calendar year. Such 
limitation is $400,000,000 for 1998 and 1999, and, except as provided in paragraph (4), zero thereafter.

"(2) Allocation of limitation.—The national zone academy bond limitation for a calendar year shall be 
allocated by the Secretary among the States on the basis of their respective populations of individuals 
below the poverty line (as defined by the Office of Management and Budget). The limitation amount 
allocated to a State imder the preceding sentence shall be allocated by the State education agency to 
qualified zone academies vyitWn such State.

"(3) Designation subject to limitation amount.—The maximum aggregate face amount of bonds issued 
during any calendar year which may be designated under subsection (d)(1) with respect to any qualified 
zone academy shall not exceed the limitation amount allocated to such academy under paragraph (2) for 
such calendar year.

"(4) Carryover of unused limitation.-If for any calendar year- 

"(A) the limitation amount for any State, exceeds

"(B) the amount of bonds issued during such year which are designated under subsection (d)(1) with 
respect to qualified zone academies \vithin such State,

the limitation amount for such State for the following calendar year shall be increased by the amount of 
such excess.

"(f) Other Definitions.-For purposes of this section-

"(1) Credit allowance date.-The term 'credit allowance date' means, with respect to any issue, the last 
day of the 1-year period beginning on the date of issuance of such issue and the last day of each 
successive 1-year period thereafter.

"(2) Bond.—The term 'bond' includes any obligation.

"(3) State.-The term 'State' includes the District of Columbia and any possession of the United States.

"(g) Credit Included in Gross Income.—Gross income includes the amount of the credit allowed to the 
taxpayer under this section."
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(b) Conforming Amendments.—

(1) The table of parts for subchapter U of chapter 1 is amended by striking the last item and inserting the 
following;

"Part IV. Incentives for education zones.

"Part V. Regulations."

(2) The table of sections for part V, as so redesignated, is amended to read as follows:

"Sec. 1397F. Regulations."

(c) Effective Date.-The amendments made by this section shall apply to obligations issued after 
December 31, 1997.

TITLE III-SAVINGS AND INVESTMENT INCENTIVES 

Subtitle A-Retirement Savings

SEC. 301. RESTORATION OF IRA DEDUCTION FOR CERTAIN TAXPAYERS.

(a) Increase in Income Limits Applicable to Active Participants.-

(1) In general.-Subparagraph (B) of section 219(g)(3) (relating to applicable dollar amount) is amended 
to read as follows:

"(B) Applicable dollar amount.-The term 'applicable dollar amount' means the following:

"(i) In the case of a taxpayer filing a joint return:

The applicable

"For taxable years beginning in: 

dollar amount is:

1998 $50,000_05

1999 $51,000_05

2000 $52,000_05

2001 $53,000_05

2002 $54,000_05

2003 $60,000_05

2004 $65,000_05

2005 $70,000_05

2006 $75,000_05

2007 and thereafter $80,000.

"(ii) In the case of any other taxpayer (other than a married individual filing a separate return):
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The applicable

"For taxable years beginning in: 

dollar amount is:

1998 $30,000_05

1999 $31,000_05

2000 $32,000_05

2001 $33,000_05

2002 $34,000_05

2003 $40,000_05

2004 $45,000_05

2005 and thereafter $50,000.

"(iii) In the case of a married individual filing a separate return, zero.".

(2) Increase in phase-out range for joint retums.—Clause (ii) of section 219(g)(2)(A) is amended by 
inserting "($20,000 in tihe case of a joint return for a taxable year beginning after December 31, 2006)".

(b) Limitations for Active Participation Not Based on Spouse's Participation.-Section 219(g) (relating to 
limitation on deduction for active participants in certain pension pl^s) is amended-

(1) by striking "or the individual's spouse" in paragraph (1), and

(2) by adding at the end the follovving new paragraph:

"(7) Special rule for certain spouses.~In the case of an individual who is an active participant at no time 
during any plan year ending with or v^thin the taxable year but whose spouse is an active participant for 
any part of any such plan year—

"(A) the applicable dollar amount under paragraph (3)(B)(i) with respect to the taxpayer shall be 
$150,000, and

"(B) the amount applicable under paragraph (2)(A)(ii) shall be $10,000."

(c) Effective Date.-The amendments made by this section shall apply to taxable years beginning after 
December 31, 1997.

SEC. 302. ESTABLISHMENT OF NONDEDUCTIBLE TAX-FREE INDIVIDUAL RETIREMENT 
ACCOUNTS.

(a) In General.-Subpart A of part I of subchapter D of chapter 1 (relating to pension, profit-sharing, 
stock bonus plans, etc.) is amended by inserting after section 408 the following new section:

"SEC. 408A. ROTH IRAS.

"(a) General Rule.—Except as provided in this section, a Roth IRA shall be treated for purposes of this 
title in the same manner as an individual retirement plan.
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"(b) Roth IRA.-For purposes of this title, the term 'Roth IRA' means an individual retirement plan (as 
defined in section 7701(a)(37)) which is designated (in such manner as the Secretary may prescribe) at 
the time of establishment of the plan as a Roth IRA. Such designation shall be made in such manner as 
the Secretary may prescribe.

"(c) Treatment of Contributions.--

"(1) No deduction allowed.—No deduction shall be allowed under section 219 for a contribution to a 
Roth IRA.

"(2) Contribution limit.-The aggregate amount of contributions for any taxable year to all Roth IRAs 
maintained for the benefit of an individual shall not exceed the excess (if any) of-

"(A) the maximum amoimt allowable as a deduction under section 219 with respect to such individual 
for such taxable year (computed without regard to subsection (d)(1) or (g) of such section), over

"(B) the aggregate amount of contributions for such taxable year to all other individual retirement plans 
(other than Roth IRAs) maintained for the benefit of the individual.

"(3) Limits based on modified adjusted gross income.-

"(A) Dollar limit.-The amount determined under paragraph (2) for any taxable year shall be reduced 
(but not below zero) by the amount which bears the same ratio to such amount as-

"(i) the excess of-

"(I) the taxpayer's adjusted gross income for such taxable year, over

"(II) the applicable dollar amovmt, bears to

"(ii) $15,000 ($10,000 in the case of a joint return).

The rules of subparagraphs (B) and (C) of section 219(g)(2) shall apply to any reduction under this 
subparagraph.

"(B) Rollover from ira.—A taxpayer shall not be allowed to make a qualified rollover contribution to a 
Roth IRA from an individual retirement plan other than a Roth IRA during any taxable year if-

"(i) the taxpayer's adjusted gross income for such taxable year exceeds $100,000, or

"(ii) the taxpayer is a married individual filing a separate return.

"(C) Definitions.-For purposes of this paragraph-

"(i) adjusted gross income shall be determined in the same manner as under section 219(g)(3), except 
that any amount included in gross income under subsection (d)(3) shall not be taken into account and the 
deduction under section 219 shall be taken into account, and

"(ii) the applicable dollar amoimt is—

"(I) in the case of a taxpayer filing a joint return, $150,000,

"(II) in the case of any other taxpayer (other than a married individual filing a separate return), $95,000, 
and

"(III) in the case of a married individual filing a separate return, zero.

"(D) Marital status.-Section 219(g)(4) shall apply for purposes of this paragraph.
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"(4) Contributions permitted after age 701/2.-Contributions to a Roth IRA may be made even after the 
individual for whom the account is maintained has attained age 701/2.

"(5) Mandatory distribution rules not to apply before death.-Notwithstanding subsections (a)(6) and 
(b)(3) of section 408 (relating to required distributions), the following provisions shall not apply to any 
Roth IRA:

"(A) Section 401 (a)(9)(A).

"(B) The incidental death benefit requirements of section 401(a).

"(6) Rollover contributions.-

"(A) In general.-No rollover contribution may be made to a Roth IRA unless it is a qualified rollover 
contribution.

"(B) Coordination with limit.-A qualified rollover contribution shall not be taken into account for 
purposes of paragraph (2).

"(7) Time when contributions made.-For purposes of this section, the rule of section 219(f)(3) shall 
apply.

"(d) Distribution Rules.-For purposes of this title­

'll) General rules.—

"(A) Exclusions from gross income.-Any qualified distribution from a Roth IRA shall not be includible 
in gross income.

"(B) Nonqualified distributions.-In applying section 72 to any distribution from a Roth IRA which is 
not a qualified distribution, such distribution shall be treated as made from contributions to the Roth 
IRA to the extent that such distribution, when added to all previous distributions from the Roth IRA, 
does not exceed the aggregate amount of contributions to the Roth IRA.

"(2) Qualified distribution.-For purposes of this subsection-

"(A) In general.-The. term 'qualified distribution' means any payment or distribution- 

"(i) made on or after the date on which the individual attains age 591/2,

"(ii) made to a beneficiary (or to the estate of the individual) on or after the death of the individual,

"(iii) attributable to the individual's being disabled (within the meaning of section 72(m)(7)), or 

"(iv) which is a qualified special purpose distribution.

"(B) Certain distributions within 5 years.-A payment or distribution shall not be treated as a qualified 
distribution under subparagraph (A) if—

"(i) it is made within the 5-taxable year period beginning with the 1st taxable year for which the 
individual made a contribution to a Roth IRA (or such individual's spouse made a contribution to a Roth 
IRA) established for such individual, or

"(ii) in the case of a payment or distribution properly allocable (as determined in the manner prescribed 
by the Secretary) to a qualified rollover contribution from an individual retirement plan other than a 
Roth IRA (or income allocable thereto), it is made within the 5-taxable year period beginning with the 
taxable year in which the rollover contribution was made.
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"(3) Rollovers from an ira other than a Roth IRA.-

"(A) In general.-Notwithstanding section 408(d)(3), in the case of any distribution to which this 
paragraph applies—

"(i) there shall be included in gross income any amount which would be includible were it not part of a 
qualified rollover contribution,

"(ii) section 72(t) shall not apply, and

"(iii) in the case of a distribution before January 1, 1999, any amount required to be included in gross 
income by reason of this paragraph shall be so included ratably over the 4-taxable year period beginning 
with the taxable year in which the payment or distribution is made.

"(B) Distributions to which paragraph applies.-This paragraph shall apply to a distribution from an 
individual retirement plan (other than a Roth IRA) maintained for the benefit of an individual which is 
contributed to a Roth IRA maintained for the benefit of such individual in a qualified rollover 
contribution.

"(C) Conversions.—The conversion of an individual retirement plan (other than a Roth IRA) to a Roth 
IRA shall be treated for purposes of this paragraph as a distribution to which this paragraph applies.

"(D) Conversion of excess contributions.-If, no later than the due date for filing the return of tax for any 
taxable year (without regard to extensions), an individual transfers, from an individual retirement plan 
(other than a Roth IRA), contributions for such taxable year (and any earnings allocable thereto) to a 
Roth IRA, no such amount shall be includible in gross income to the extent no deduction was allowed 
with respect to such amount.

"(E) Additional reporting requirements.-Trustees of Roth IRAs, trustees of individual retirement plans, 
or both, whichever is appropriate, shall include such additional information in reports required under 
section 408(i) as the Secret^ may require to ensure that amounts required to be included in gross 
income under subparagraph (A) are so included.

"(4) Coordination with individual retirement accounts.—Section 408(d)(2) shall be applied separately 
with respect to Roth IRAs and other individual retirement plans.

"(5) Qualified special purpose distribution.-For piloses of this section, the term 'qualified special 
purpose distribution' means any distribution to which subparagraph (F) of section 72(t)(2) applies.

"(e) Qualified Rollover Contribution.-For purposes of this section, the term 'qualified rollover 
contribution' means a rollover contribution to a Roth IRA from another such account, or from an 
individual retirement plan, but only if such rollover contribution meets the requirements of section 
408(d)(3). For purposes of section 408(d)(3)(B), there shall be disregarded any qualified rollover 
contribution from an individual retirement plan (other than a Roth IRA) to a Roth IRA.".

(b) Excess Contributions.-Section 4973(b), as amended by title II, is amended by adding at the end the 
following new subsection:

"(f) Excess Contributions to Roth IRAs.-For purposes of this section, in the case of contributions to a 
Roth IRA (within the meaning of section 408A(b)), the term 'excess contributions' means the sum of-

"(1) the excess (if any) of-

"(A) the amount contributed for the taxable year to such accounts (other than a qualified rollover 
contribution described in section 408A(e)), over

"(B) the amount allowable as a contribution under sections 408A (c)(2) and (c)(3), and
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"(2) the amount determined under this subsection for the preceding taxable year, reduced by the sum of— 

"(A) the distributions out of the accounts for the taxable year, and

"(B) the excess (if any) of the maximum amount allowable as a contribution under sections 408A (c)(2) 
and (c)(3) for the taxable year over the amount contributed to the accounts for the taxable year.

For purposes of this subsection, any contribution which is distributed from a Roth IRA in a distribution 
described in section 408(d)(4) shall be treated as an amount not contributed."

(c) Spousal IRA.—Clause (ii) of section 219(c)(1)(B) is amended to read as follows:

"(ii) the compensation includible in the gross income of such individual's spouse for the taxable year 
reduced by-

"(I) the amount allowed as a deduction under subsection (a) to such spouse for such taxable year, and

"(II) the amount of any contribution on behalf of such spouse to a Roth IRA under section 408A for such 
taxable year.".

(d) Authority To Prescribe Necessary Reporting.-Section 408(i) is amended-

(1) by striking "under regulations", and

(2) by striking "in such regulations" each place it appears.

(e) Conforming Amendment.-The table of sections for subpart A of part I of subchapter D of chapter 1 
is amended by inserting after the item relating to section 408 the following new item:

"Sec. 408A. Roth IRAs.".

(f) Effective Date.—The amendments made by this section shall apply to taxable years beginning after 
December 31,1997.

SEC. 303. DISTRIBUTIONS FROM CERTAIN PLANS MAY BE USED WITHOUT PENALTY TO 
PURCHASE FIRST HOMES.

(a) In General.-Paragraph (2) of section 72(t) (relating to exceptions to 10-percent additional tax on 
early distributions from qu^ified retirement plans), as amended by section 203, is amended by adding at 
the end the following new subparagraph:

"(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).".

(b) Defmitions.-Section 72(t), as amended by section 203, is amended by adding at the end the 
following new paragraphs:

"(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
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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

"(ii) 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-

"(I) 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

"(II) subsection (h) or (k) of section 1034 (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 (as so in effect) 
with respect to such individual on the day before the date the distribution is applied pursuant to 
subparagraph (A).

"(ii) Principal residence.-The term 'principal residence' has the same meaning as when used in section 
121.

"(iii) Date of acquisition.—The term 'date of acquisition' means the date—

"(I) on which a binding contract to acquire the principal residence to which subparagraph (A) applies is 
entered into, or

"(II) on which construction or reconstruction of such a principal residence is commenced.

"(E) Special rule where delay in acquisition.-If 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)(i) (determined by substituting '120 days' 
for '60 days' in such section), except that-

"(i) section 408(d)(3)(B) shall not be applied to such contribution, and

"(ii) such amount shall not be taken into account in determining whether section 408(d)(3)(B) applies to 
any other amount.".

(c) Effective Date.-The amendments made by this section shall apply to payments and distributions in 
taxable years beginning after December 31, 1997.

SEC. 304. CERTAIN BULLION NOT TREATED AS COLLECTIBLES.

(a) In General.-Paragraph (3) of section 408(m) (relating to exception for certain coins) is amended to 
read as follows:

"(3) Exception for certain coins and bullion.-For purposes of this subsection, the term 'collectible' shall
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not include-

"(A) any coin which is-

"(i) a gold coin described in paragraph (7), (8), (9), or (10) of section 5112(a) of title 31, United States 
Code,

"(ii) a silver coin described in section 5112(e) of title 3 .1, United States Code,

"(iii) a platinum coin described in section 5112(k) of title 31, United States Code, or 

"(iv) a coin issued under the laws of any State, or

"(B) any gold, silver, platinum, or palladium bullion of a fineness equal to or exceeding the minimum 
fineness that a contract market (as described in section 7 of the Commodity Exchange Act, 7 U.S.C. 7) 
requires for metals which may be delivered in satisfaction of a regulated futures contract,

if such bullion is in the physical possession of a trustee described under subsection (a) of this section.".

(b) Effective Date.-The amendment made by this section shall apply to taxable years beginning after 
December 31, 1997.

Subtitle B-Capital Gains

SEC. 311. MAXIMUM CAPITAL GAINS RATES FOR INDIVIDUALS.

(a) In General.-Subsection (h) of section 1 (relating to maximum capital gains rate) is amended to read 
as follows:

"(h) Maximum Capital Gains Rate.—

"(1) In general.-If a taxpayer has a net capital ga^n for any taxable year, the tax imposed by this section 
for such taxable year sh^l 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—

"(I) the amount of taxable income taxed at a rate below 28 percent, or 

"(II) taxable income reduced by the adjusted net capital gain, plus 

"(B) 25 percent of the excess (if any) of—

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

"(ii) the excess (if any) of-

"(I) the sum of the amount on which tax is determined under subparagraph (A) plus the net capital gain, 
over

"(II) taxable income, plus

"(C) 28 percent of the amount of taxable income in excess of the sum of—
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"(i) the adjusted net capital gain, plus

"(ii) the sum of the amounts on which tax is determined under subparagraphs (A) and (B), plus

"(D) 10 percent of so much of the taxpayer's 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 28 percent, over

"(ii) the taxable income reduced by the adjusted net capital gain, plus

"(E) 20 percent of the taxpayer's adjusted net capital gain (or, if less, taxable income) in excess of the 
amount on which a tax is determined under subparagraph (D).

"(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 imder paragraph (1)(D) 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)(E) 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

"(ii) 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 Ae 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)(4)(B)(iii).

"(4) Adjusted net capital gain.-For purposes of this subsection, the term 'adjusted net capital gain' 
means net capital gain determined without regard to-

"(A) collectibles gain,

"(B) unrecaptured section 1250 gain,

"(C) section 1202 gain, and

"(D) mid-term gain.

"(5) Collectibles gain.-For purposes of this subsection-

"(A) In general.-The term 'collectibles gain' means gain 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.
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"(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.

"(6) Unrecaptured section 1250 gain.--For purposes of this subsection—

"(A) In general.—The term 'unrecaptured section 1250 gain' means the amount of long-term capital gain 
which would be treated as ordinary income if—

"(i) section 1250(b)(1) included all depreciation and the applicable percentage under section 1250(a) 
were 100 percent, and

"(ii) in the case of gain properly taken into account after July 28, 1997, only gain from section 1250 
property held for more than 18 months were taken into account.

"(B) Limitation with respect to section 1231 property.—The amount of unrecaptured section 1250 gain 
from sales, exchanges, and conversions described in section 1231(a)(3)(A) for any taxable year shall not 
exceed the excess of the net section 1231 gain (as defined in section 12^ (c)(3)) for such year over the 
amount treated as ordinary income imder section 1231(c)(1) for such year.

"(C) Pre-may 7, 1997, gain.—In the case of a taxable year which includes May 7, 1997, subparagraph (A) 
shall be applied by ta^g into account only the gain properly taken into account for the portion of the 
taxable year after May 6, 1997.

"(7) Section 1202 gain.-For purposes of this subsection, the term 'section 1202 gain' means an amovmt 
equal to the gain excluded from gross income under section 1202(a).

\ "(8) Mid-term gain.-For purposes of this subsection, the term 'mid-term gain' means the amount which 
would be adjusted net capital gain for the taxable year if-

"(A) adjusted net capital gain were determined by taking into account only the gain or loss properly 
t^en into account after July 28, 1997, from property held for more than 1 year but not more than 18 
months, and

"(B) paragraph (3) and section 1212 did not apply.

"(9) Qualified 5-year gain.—For purposes of this subsection, the term 'qualified 5-year gain' means the 
amovmt of long-term capital gain wtiich would be computed for the taxable year if only gains from the 
sale or exchange of property held by the taxpayer for more than 5 years were taken into accoimt. The 
determination imder the preceding sentence shall be made without regard to collectibles gain, 
unrecaptured section 1250 gain (determined without regard to subparagraph (B) of paragraph (6)), 
section 1202 gain, or mid-term gain.

"(10) Pre-effective date gain.—

"(A) In general.-In the case of a taxable year which includes May 7, 1997, gains and losses properly 
t^en into accoimt for the portion of the taxable year before May 7, 1997, shall be taken into account in 
determining mid-term gain as if such gains and losses were described in paragraph (8)(A).

"(B) Special rules for pass-thru entities.-In applying subparagraph (A) with respect to any pass-thru 
entity, the determination of when gains and loss are properly taken into account shall be made at the 
entity level.

"(C) Pass-thru entity defined.-For purposes of subparagraph (B), the term 'pass-thru entity' means- 

"(i) a regulated investment company.
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"(ii) a real estate investment trust,

"(iii) an S corporation,

"(iv) a partnership,

"(v) an estate or trust, and 

"(vi) a common trust fund.

"(11) Treatment of pass-thru entities.--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 (as defined in paragraph (10)(C)) and of interests in such entities.".

(b) Minimum Tax.—

(1) In general.-Subsection (b) of section 55 is amended by adding at the end the following new 
paragraph;

"(3) Maximum rate of tax on net capital gain of noncorporate taxpayers.-The amount determined under 
the first sentence of paragraph (l)(A)(i) 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

"(ii) the sum of-

"(I) the adjusted net capital gain, plus 

"(II) the unrecaptured section 1250 gain, plus 

"(B) 25 percent of the lesser of—

"(i) the unrecaptured section 1250 gain, or

"(ii) the amount of taxable excess in excess of the sum of-

"(I) the adjusted net capital gain, plus

"(II) the amount on which a tax is determined under subparagraph (A), plus

"(C) 10 percent of so much of the taxpayer's adjusted net capital gain (or, if less, taxable excess) as does 
not exceed the amount on which a tax is determined under section 1(h)(1)(D), plus

"(D) 20 percent of the taxpayer's adjusted net capital gain (or, if less, taxable excess) in excess of the 
amount on which tax is determined under subparagraph (C).

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 (C) and (D). 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).".

(2) Conforming amendments.-

(A) Clause (ii) of section 55(b)(1)(A) is amended by striking "clause (i)" and inserting "this subsection".

(B) Paragraph (7) of section 57(a) is amended by striking "one-half and inserting "42 percent".
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(c) Other Conforming Amendments.—

(1) Paragraph (1) of section 1445(e) is amended by striking "28 percent" and inserting "20 percent".

(2) The second sentence of section 7518(g)(6)(A), and the second sentence of section 607(h)(6)(A) of 
the Merchant Marine Act, 1936, are each amended by striking "28 percent" and inserting "20 percent".

(3) Paragraph (2) of section 904(b) is amended by adding at the end the following new subparagraph:

"(C) Coordination with capital gains rates.—The Secretary may by regulations modify the application of 
this paragraph and paragraph (3) to the extent necessary to properly reflect any capital gain rate 
differential under section 1(h) or 1201(a) and the computation of net capital gain.".

(d) Effective Dates.—

(1) In general.—Except as provided in paragraph (2), the amendments made by this section shall apply to 
taxable years ending after May 6, 1997.

(2) Withholding.—The amendment made by subsection (c)(1) shall apply only to amounts paid after the 
date of the enactment of this Act.

(e) Election To Recognize Gain on Assets Held on January 1,2001 .-For purposes of the Internal 
Revenue Code of 1986—

(1) In general.-A taxpayer other than a corporation may elect to treat-

(A) any readily tradable stock (which is a capital asset) held by such taxpayer on January 1, 2001, and
, not sold before the next business day after such date, as having been sold on such next business day for 

an amount equal to its closing market price on such next business day (and as having been reacquired on 
such next business day for an amount equal to such closing market price), and

(
(B) any other capital asset or property used in the trade or business (as defined in section 1231(b) of the 
Intemd Revenue Code of 1986) held by the taxpayer on January 1,2001, as having been sold on such 
date for an amoimt equal to its fair market value on such date (and as having been reacquired on such 
date for an amoimt equal to such fair market value).

(2) Treatment of gain or loss.-

(A) Any gain resulting from an election under paragraph (1) shall be treated as received or accrued on 
the date the asset is treated as sold under paragraph (1) and shall be recognized notwithstanding any 
provision of the Internal Revenue Code of 1986.

(B) Any loss resulting from an election under paragraph (1) shall not be allowed for any taxable year.

(3) Election.-An election under paragraph (1) shall be made in such manner as the Secreta^ of the 
Treasury or his delegate may prescribe and shall specify the assets for which such election is made. Such 
an election, once made with respect to any asset, shall be irrevocable.

(4) Readily tradable stock.-For purposes of this subsection, the term "readily tradable stock" means any 
stock which, as of January 1, 2001, is readily tradable on an established securities market or otherwise.

SEC. 312. EXEMPTION FROM TAX FOR GAIN ON SALE OF PRINCIPAL RESIDENCE.

(a) In General.-Section 121 (relating to one-time exclusion of gain from sale of principal residence by 
individual who has attained age 55) is amended to read as follows:

"SEC. 121. EXCLUSION OF GAIN FROM SALE OF PRINCIPAL RESIDENCE.
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"(a) Exclusion.—Gross income shall not include gain from the sale or exchange of property if, during the 
5-year period ending on the date of the sale or exchange, such property has been owned and used by the 
taxpayer as the taxpayer's principal residence for periods aggregating 2 years or more.

"(b) Limitations.-

"(1) In general.-The amount of gain excluded from gross income under subsection (a) with respect to 
any sale or exchange shall not exceed $250,000.

"(2) $500,000 limitation for certain joint returns.-Paragraph (1) shall be applied by substituting 
'$500,000' for '$250,000' if-

"(A) a husband and wife make a joint return for the taxable year of the sale or exchange of the property,

"(B) either spouse meets the ownership requirements of subsection (a) with respect to such property,

"(C) both spouses meet the use requirements of subsection (a) with respect to such property, and

"(D) neither spouse is ineligible for the benefits of subsection (a) with respect to such property by reason 
of paragraph (3).

"(3) Application to only 1 sale or exchange every 2 years.-

"(A) In general.-Subsection (a) shall not apply to any sale or exchange by the taxpayer if, during the 
2-year period ending on the date of such sale or exchange, there was any other sale or exchange by the 
taxpayer to which subsection (a) applied.

"(B) Pre-may 7,1997, sales not taken into account.-Subparagraph (A) shall be applied without regard to 
any sale or exchange before May 7, 1997.

"(c) Exclusion for Taxpayers Failing To Meet Certain Requirements.—

"(1) In general.-In the case of a sale or exchange to which this subsection applies, the ownership and 
use requirements of subsection (a) shall not apply and subsection (b)(3) shall not apply; but the amount 
of gEiin excluded from gross income imder subsection (a) with respect to such sale or exchange shall not 
exceed—

"(A) the amount which bears the same ratio to the amount which would be so excluded under this 
section if such requirements had been met, as

"(B) the shorter of-

"(i) the aggregate periods, during the 5-year period ending on the date of such sale or exchange, such 
property has been owned and used by the taxpayer as the taxpayer's principal residence, or

"(ii) the period after the date of the most recent prior sale or exchange by the taxpayer to which 
subsection (a) applied and before the date of such sale or exchange,

bears to 2 years.

"(2) Sales and exchanges to which subsection applies.-This subsection shall apply to any sale or 
exchange if—

"(A) subsection (a) would not (but for this subsection) apply to such sale or exchange by reason of—

"(i) a failure to meet the ownership and use requirements of subsection (a), or
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"(ii) subsection (b)(3), and

"(B) such sale or exchange is by reason of a change in place of employment, health, or, to the extent 
provided in regulations, unforeseen circumstances.

"(d) Special Rules.—

"(1) Joint returns.—If a husband and wife make a joint return for the taxable year of the sale or exchange 
of the property, subsections (a) and (c) shall apply if either spouse meets the ownership and use 
requirements of subsection (a) with respect to such property.

"(2) Property of deceased spouse.—For purposes of this section, in the case of an unmarried individual 
whose spouse is deceased on the date of the sale or exchange of property, the period such unmarried 
individual owned and used such property shall include the period such deceased spouse owned and used 
such property before death.

"(3) Property owned by spouse or former spouse.-For purposes of this section-

"(A) Property transferred to individual from spouse or former spouse.-In the case of an individual 
holding property transferred to such individu^ in a transaction described in section 1041(a), the period 
such individual owns such property shall include the period the transferor owned the property.

"(B) Property used by former spouse pursuant to divorce decree, etc.-Solely for purposes of this section, 
an individual shall be treated as using property as such individual's principal residence during any period 
of ownership while such individual's spouse or former spouse is granted use of the property under a 
divorce or separation instrument (as defined in section 71(b)(2)).

"(4) Tenant-stockholder in cooperative housing corporation.—For purposes of this section, if the taxpayer 
holds stock as a tenant-stockholder (as defined in section 216) in a cooperative housing corporation (as 
defined in such section), then—

"(A) the holding requirements of subsection (a) s^hall be applied to the holding of such stock, and

"(B) the use requirements of subsection (a) shall be applied to the house or apartment which the taxpayer 
was entitled to occupy as such stockholder.

"(5) Involuntary conversions.—

"(A) In general.-For purposes of this section, the destruction, theft, seizure, requisition, or 
condemnation of property shall be treated as the sale of such property.

"(B) Application of section 1033.-In applying section 1033 (relating to involuntary conversions), the 
amount realized from the sale or exchange of property shall be treated as being the amount determined 
without regard to this section, reduced by the amount of gain not included in gross income pursuant to 
this section.

"(C) Property acquired after involuntary conversion.-If the basis of the property sold or exchanged is 
determined (in whole or in part) under section 1033(b) (relating to basis of property acquired through 
involimtary conversion), then the holding and use by Ae taxpayer of the converted property shall be 
treated as holding and use by the taxpayer of the property sold or exchanged.

"(6) Recognition of gain attributable to depreciation.—Subsection (a) shall not apply to so much of the 
gain from the sale of any property as does not exceed the portion of the depreciation adjustments (as 
defined in section 1250(b)(3)) attributable to periods after May 6, 1997, in respect of such property.

"(7) Determination of use during periods of out-of-residence care.—In the case of a taxpayer who—

"(A) becomes physically or mentally incapable of self-care, and
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"(B) owns property and uses such property as the taxpayer's principal residence during the 5-year period 
described in subsection (a) for periods aggregating at least 1 year,

then the taxpayer shall be treated as using such property as the taxpayer's principal residence during any 
time during such 5-year period in which the taxpayer owns the property and resides in any facility 
(including a nursing home) licensed by a State or political subdivision to care for an individual in the 
taxpayer's condition.

"(8) Sales of remainder interests.—For purposes of this section—

"(A) In general.—At the election of the taxpayer, this section shall not fail to apply to the sale or 
exchange of an interest in a principal residence by reason of such interest being a remainder interest in 
such residence, but this section shall not apply to any other interest in such residence which is sold or 
exchanged separately.

"(B) Exception for sales to related parties.-Subparagraph (A) shall not apply to any sale to, or exchange 
with, any person who bears a relationship to the taxpayer which is described in section 267(b) or 707(b).

"(e) Denial of Exclusion for Expatriates.-This section shall not apply to any sale or exchange by an 
individual if the treatment provided by section 877(a)(1) applies to such individual.

"(f) Election To Have Section Not Apply.—This section shall not apply to any sale or exchange with 
respect to which the taxpayer elects not to have this section apply.

"(g) Residences Acquired in Rollovers Under Section 1034.—For puiposes of this section, in the case of 
jroperty the acquisition of which by the taxpayer resulted under section 1034 (as in effect on the day 
jefore the date of the enactment of this section) in the nonrecognition of any part of the gain realized on 
the sale or exchange of another residence, in determining the period for which the taxpayer has owned 
and used such property as the taxpayer's principal residence, Aere shall be included the aggregate 
periods for which such other residence (and each prior residence taken into account under section 
1223(7) in determining the holding period of such property) had been so owned and used.".

(b) Repeal of Nonrecognition of Gain on Rollover of Principal Residence.—Section 1034 (relating to 
rollover of gain on sale of principal residence) is hereby repealed.

(c) Exception From Reporting.-Subsection (e) of section 6045 (relating to return required in the case of 
real estate transactions) is amended by adding at the end the following new paragraph:

"(5) Exception for sales or exchanges of certain principal residences.-

"(A) In general.—Paragraph (1) shall not apply to any sale or exchange of a residence for $250,000 or 
less if the person referred to in paragraph (2) receives written assurance in a form acceptable to the 
Secretary from the seller that—

"(i) such residence is the principal residence (within the meaning of section 121) of the seller,

"(ii) if the Secretary requires the inclusion on the return under subsection (a) of information as to 
whether there is federally subsidized mortgage financing assistance with respect to the mortgage on 
residences, that there is no such assistance with respect to the mortgage on such residence, and

"(iii) the full amount of the gain on such sale or exchange is excludable from gross income under section 
121.

If such assurance includes an assurance that the seller is married, the preceding sentence shall be applied 
by substituting '$500,000' for '$250,000'.

The Secretary may by regulation increase the dollar amounts under this subparagraph if the Secretary
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determines that such an increase will not materially reduce revenues to the Treasury.

"(B) Seller.—For purposes of this paragraph, the term 'seller' includes the person relinquishing the 
residence in an exchange.".

(d) Conforming Amendments.-

(1) The following provisions of the Internal Revenue Code of 1986 are each amended by striking 
"section 1034" and inserting "section 121": sections 25(e)(7), 56(e)(1)(A), 56(e)(3)(B)(i), 
143(i)(l)(C)(i)(I), 163(h)(4)(A)(i)(I), 280A(d)(4)(A), 464(f)(3)(B)(i), 1033(h)(4), 1274(c)(3)(B), 
6334(a)(13), and 7872(f)(l 1)(A).

(2) Paragraph (4) of section 32(c) is amended by striking "(as defined in section 1034(h)(3))" and by 
adding at the end the following new sentence: "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.".

(3) Subparagraph (A) of 143(m)(6) is amended by inserting "(as in effect on the day before the date of 
the enactment of the Taxpayer Relief Act of 1997)" after "1034(e)".

(4) Subsection (e) of section 216 is amended by striking "such exchange qualifies for nonrecognition of 
gain under section 1034(f)" and inserting "such dwelling unit is used as his principal residence (within 
file meaning of section 121)".

(5) Section 512(a)(3)(D) is amended by inserting "(as in effect on the day before the date of the 
enactment of the Taxpayer Relief Act of 1997)" after "1034".

(6) Paragraph (7) of section 1016(a) is amended by inserting "(as in effect on the day before the date of 
the enactment of the Taxpayer Relief Act of 1997)" after "1034" and by inserting "(as so in effect)" after 
"1034(e)".

(7) Paragraph (3) of section 1033(k) is amended fo read as follows:

"(3) For exclusion from gross income of gain from involuntary conversion of principal residence, see 
section 121.".

(8) Subsection (e) of section 1038 is amended to read as follows:

"(e) Principal Residences.—If—

"(1) subsection (a) applies to a reacquisition of real property with respect to the sale of which gain was 
not recognized under section 121 (relating to gain on sale of principal residence); and

"(2) within 1 year after the date of the reacquisition of such property by the seller, such property is resold 
by him,

then, under regulations prescribed by the Secretary, subsections (b), (c), and (d) of this section shall not 
apply to the reacquisition of such property and, for purposes of applying section 121, the resale of such 
property shall be treated as a part of the transaction constituting the original sale of such property.".

(9) Paragraph (7) of section 1223 is amended by inserting "(as in effect on the day before the date of the 
enactment of the Taxpayer Relief Act of 1997)" after "1034".

(10) (A) Subsection (d) of section 1250 is amended by striking paragraph (7) and by redesignating 
paragraphs (9) and (10) as paragraphs (7) and (8), respectively.

(B) Subsection (e) of section 1250 is amended by striking paragraph (3).
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(11) Subsection (c) of section 6012 is amended by striking "(relating to one-time exclusion of gain from 
sale of principal residence by individual who has attained age 55)" and inserting "(relating to gain from 
sale of principal residence)".

(12) Paragraph (2) of section 6212(c) is amended by striking subparagraph (C) and by redesignating the 
succeeding subparagraphs accordingly.

(13) Section 6504 is amended by striking paragraph (4) and by redesignating the succeeding paragraphs 
accordingly.

(14) The item relating to section 121 in the table of sections for part III of subchapter B of chapter 1 is 
amended to read as follows:

"Sec. 121. Exclusion of gain from sale of principal residence.".

(15) The table of sections for part III of subchapter O of chapter 1 is amended by striking the item 
relating to section 1034.

(d) Effective Date.-

(1) In general.“The amendments made by this section shall apply to sales and exchanges after May 6, 
1997.

(2) Sales before date of enactment.-At the election of the taxpayer, the amendments made by this 
section shall not apply to any sale or exchange before the date of the enactment of this Act.

(3) Certain sales within 2 years after date of enactment.—Section 121 of the Internal Revenue Code of 
1986 (as amended by this section) shall be applied vvithout regard to subsection (c)(2)(B) thereof in the 
case of any sale or exchange of property during the 2-year period beginning on the date of the enactment 
of this Act if the taxpayer held such property on the date of the enactment of this Act and fails to meet
the ownership and use requirements of subsection (a) thereof with respect to such property.

1
t

(4) Binding contracts.-At the election of the taxpayer, the amendments made by this section shall not 
apply to a sale or exchange after the date of the enactment of this Act, if-

(A) such sale or exchange is pursuant to a contract which was binding on such date, or

(B) wdthout regard to such amendments, gain would not be recognized under section 1034 of the Internal 
Revenue Code of 1986 (as in effect on the day before the date of the enactment of this Act) on such sale 
or exchange by reason of a new residence acquired on or before such date or with respect to the 
acquisition of which by the taxpayer a binding contract was in effect on such date.

This paragraph shall not apply to any sale or exchange by an individual if the treatment provided by 
section 877(a)(1) of the Internal Revenue Code of 1986 applies to such individual.

SEC. 313. ROLLOVER OF GAIN FROM SALE OF QUALIFIED STOCK.

(a) In General.-Part III of subchapter O of chapter 1 is amended by adding at the end the following new 
section:

"SEC. 1045. ROLLOVER OF GAIN FROM QUALIFIED SMALL BUSINESS STOCK TO 
ANOTHER QUALIFIED SMALL BUSINESS STOCK.

"(a) Nonrecognition of Gain.-In the case of any sale of qualified small business stock held by an 
individual for more than 6 months and with respect to which such individual elects the application of 
this section, gain from such sale shall be recognized only to the extent that the amount realized on such 
sale exceeds—
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"(1) the cost of any qualified small business stock purchased by the taxpayer during the 60-day period 
beginning on the date of such sale, reduced by

"(2) any portion of such cost previously taken into account under this section.

This section shall not apply to any gain which is treated as ordinary income for purposes of this title.

"(b) Definitions and Special Rules.-For purposes of this section­

'll) Qualified small business stock.-The term 'qualified small business stock' has the meaning given 
such term by section 1202(c).

"(2) Purchase.-A taxpayer shall be treated as having purchased any property if, but for paragraph (3), 
the unadjusted basis of such property in the hands of the taxpayer would be its cost (within the meaning 
of section 1012).

"(3) Basis adjustments.-If gain from any sale is not recognized by reason of subsection (a), such gain 
shall be applied to reduce (in the order acquired) the basis for determining gain or loss of any qualified 
small business stock which is purchased by the taxpayer during the 60-day period described in 
subsection (a).

"(4) Holding period.-For purposes of determining whether the nonrecognition of gain under subsection
(a) applies to stock which is sold-

"(A) the taxpayer's holding period for such stock and the stock referred to in subsection (a)(1) shall be 
determined without regard to section 1223, and

"(B) only the first 6 months of the taxpayer's holding period for the stock referred to in subsection (a)(1) 
shall be taken into account for purposes of applying section 1202(c)(2).".

(b) Conforming Amendments.-

(1) Section 1016(a)(23) is amended-

(A) by striking "or 1044" and inserting ", 1044, or 1045", and

(B) by striking "or 1044(d)" and inserting ", 1044(d), or 1045(b)(4)".

(2) Section 1223 is amended by redesignating paragraph (15) as paragraph (16) and by inserting after 
paragraph (14) the following new paragraph:

"(15) In determining the period for which the taxpayer has held property the acquisition of which 
resulted under section 1045 in the nonrecognition of any part of the gain realized on the sale of other 
property, there shall be included the period for which such other property has been held as of the date of 
such sale.".

(3) The table of sections for part III of subchapter O of chapter 1 is amended by adding at the end the 
following new item:

"See. 1045. Rollover of gain from qualified small business stock to another qualified small business 
stock.".

(c) Effective Date.—The amendments made by this section shall apply to sales after the date of 
enaetment of this Act.

SEC. 314. AMOUNT OF NET CAPITAL GAIN TAKEN INTO ACCOUNT IN COMPUTING 
ALTERNATIVE TAX ON CAPITAL GAINS FOR CORPORATIONS NOT TO EXCEED TAXABLE 
INCOME OF THE CORPORATION.
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(a) In General.-Paragraph (2) of section 1201(a) is amended by inserting before the period "(or, if less, 
taxable income)".

(b) Effective Date.—The amendment made by this section shall apply to taxable years ending after 
December 31, 1997.

TITLE IV-ALTERNATIVE MINIMUM TAX REFORM

SEC. 401. EXEMPTION FROM ALTERNATIVE MINIMUM TAX FOR SMALL CORPORATIONS.

(a) In General.-Section 55 (relating to alternative minimum tax imposed) is amended by adding at the 
end the follo-wing new subsection:

"(e) Exemption for Small Corporations.—

"(1) In general.-The tentative minimum tax of a corporation shall be zero for any taxable year if-

"(A) such corporation met the $5,000,000 gross receipts test of section 448(c) for its first taxable year 
beginning after December 31, 1996, and

"(B) such corporation would meet such test for the taxable year and all prior taxable years beginning 
after such first taxable year if such test were applied by substituting '$7,500,000' for '$5,000,000'.

"(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 v^dth the follovvdng modifications:

"(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 ^er the change date.

i

"(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 Ae change date.

"(D) Section 56(a)(4) (relating to alternative net operating loss deduction) shall apply in the same 
manner as if, in section 56(d)(2), the change date were substituted for 'Januaty 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.
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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.".

(b) Effective Date.-The amendment made by this section shall apply to taxable years beginning after 
December 31, 1997.

SEC. 402. REPEAL OF SEPARATE DEPRECIATION LIVES FOR MINIMUM TAX PURPOSES.

(a) In General.-Clause (i) of section 56(a)(1)(A) is amended by adding at the end the following new 
sentence: "In the case of property placed in service after December 31, 1998, the preceding sentence 
shall not apply but clause (ii) shall continue to apply."

(b) Pollution Control Facilities.-Paragraph (5) of section 56(a) is amended by adding at the end the 
following new sentence: "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.".

SEC. 403. MINIMUM TAX NOT TO APPLY TO FARMERS' INSTALLMENT SALES.

(a) In General.-Subsection (a) of section 56 is amended by striking paragraph (6) (relating to treatment 
of installment sales) and by redesignating paragraphs (7) and (8) as paragraphs (6) and (7), respectively.

(b) Effective Dates.—

(1) In general.—The amendment made by this section shall apply to dispositions in taxable years 
beginning after December 31, 1987.

(2) Special rule for 1987.-In the case of taxable years beginning in 1987, the last sentence of section 
56(a)(6) of the Internal Revenue Code of 1986 (as in effect for such taxable years) shall be applied by 
inserting "or in the case of a taxpayer using the cash receipts and disbursements method of accounting, 
any disposition described in section 453C(e)(l)(B)(ii)" after "section 453C(e)(4)".

TITLE V-ESTATE, GIFT, AND GENERATION-SKIPPING TAX PROVISIONS

Subtitle A—Estate and Gift Tax Provisions

SEC. 501. COST-OF-LIVING ADJUSTMENTS RELATING TO ESTATE AND GIFT TAX 
PROVISIONS.

(a) Increase in Unified Estate and Gift Tax Credit.—

(1) Estate tax credit.—

(A) In general.-Subsection (a) of section 2010 (relating to unified credit against estate tax) is amended 
by striking "$192,800" and inserting "the applicable credit amount".

(B) Applicable credit amount.—Section 2010 is amended by redesignating subsection (c) as subsection 
(d) and by inserting after subsection (b) the follovving new subsection:
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"(c) Applicable Credit Amount.—For purposes of this section, the applicable credit amount is the amount 
of the tentative tax which would be determined under the rate schedule set forth in section 2001(c) if the 
amount with respect to which such tentative tax is to be computed were the applicable exclusion amount 
determined in accordance with the following table:

"In the case of estates of decedents The applicable

dying, and gifts made, during: exclusion amount is:

1998 $ 625,000_05

1999 $ 650,000_05

2000 and 2001$ 675,000_05 

2002 and 2003 $ 700,000_05

2004 $ 850,000_05

2005 $ 950,000_05

2006 or thereafter $1,000,000."

(C) Estate tax retums.-Paragraph (1) of section 6018(a) is amended by striking "$600,000" and inserting 
"the applicable exclusion amount in effect under section 2010(c) for the calendar year which includes the 
date of death".

(D) Phaseout of graduated rates and unified credit.-Paragraph (2) of section 2001(c) is amended by 
striking "$21,040^,000" and inserting "the amount at which the average tax rate under this section is 55 
percent".

(E) Estates of nonresidents not citizens.-Subpar^igraph (A) of section 2102(c)(3) is amended by striking 
"$192,800" and inserting "the applicable credit amount in effect under section 2010(c) for the calendar 
year which includes the date of death".

(2) Unified gift tax credit.-Paragraph (1) of section 2505(a) is amended by striking "$192,800" and 
inserting "the applicable credit amount in effect under section 2010(c) for such calendar year".

(b) Alternate Valuation of Certain Farm, Etc., Real Property.—Subsection (a) of section 2032A is 
amended by adding at the end the following new paragraph:

"(3) Inflation adjustment.~In the case of estates of decedents dying in a calendar year after 1998, the 
$750,000 amount contained in paragraph (2) shall be increased by an amount equal to-

"(A) $750,000, multiplied by

"(B) the cost-of-living adjustment determined under section 1(f)(3) for such calendar year by 
substituting 'calendar year 1997' for 'calendar year 1992' in subparagraph (B) thereof

If any amount as adjusted under the preceding sentence is not a multiple of $10,000, such amount shall 
be rounded to the next lowest multiple of $10,000.".

(c) Annual Gift Tax Exclusion.—Subsection (b) of section 2503 is amended—

(1) by striking the subsection heading and inserting the following:

"(b) Exclusions From Gifts.-
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"(l)In general.-",

(2) by moving the text 2 ems to the right, and

(3) by adding at the end the following new paragraph:

"(2) Inflation adjustment.-In the case of gifts made in a calendar year after 1998, the $10,000 amount 
contained in paragraph (1) shall be increased by an amount equal to-

"(A) $10,000, multiplied by

"(B) the cost-of-living adjustment determined under section 1(f)(3) for such calendar year by 
substituting 'calendar year 1997' for 'calendar year 1992' in subparagraph (B) thereof

If any amount as adjusted under the preceding sentence is not a multiple of $1,000, such amount shall be 
rounded to the next lowest multiple of $1,000.".

(d) Exemption From Generation-Skipping Tax.—Section 2631 (relating to GST exemption) is amended 
by adding at the end the following new subsection:

"(c) Inflation Adjustment.—In the case of an individual who dies in any calendar year after 1998, the 
$1,000,000 amount contained in subsection (a) shall be increased by an amount equal to-

"(1) $1,000,000, multiplied by

"(2) the cost-of-living adjustment determined under section 1(f)(3) for such calendar year by substituting 
'calendar year 1997' for 'calendar year 1992' in subparagraph (B) thereof

If any amount as adjusted under the preceding sentence is not a multiple of $10,000, such amount shall 
be rounded to the next lowest multiple of $10,000.".

(e) Amount Subject to Reduced Rate Where Extension of Time for Payment of Estate Tax on Closely 
Held Business.—

Subsection (j) of section 6601 is amended by redesignating paragraph (3) as paragraph (4) and by 
inserting after paragraph (2) the following new paragraph:

"(3) Inflation adjustment.-In the case of estates of decedents dying in a calendar year after 1998, the 
$1,000,000 amoxont contained in paragraph (2)(A) shall be increased by an amount equal to-

"(A) $1,000,000, multiplied by

"(B) the cost-of-living adjustment determined under section 1(f)(3) for such calendar year by 
substituting 'calendar year 1997' for 'calendar year 1992' in subparagraph (B) thereof

If any amount as adjusted under the preceding sentence is not a multiple of $10,000, such amount shall 
be rounded to the next lowest multiple of $10,000.".

(f) Effective date.-The amendments made by this section shall apply to the estates of decedents dying, 
and gifts made, after December 31, 1997.

SEC. 502. FAMILY-O'WNED BUSINESS EXCLUSION.

(a) In General.-Part III of subchapter A of chapter 11 (relating to gross estate) is amended by inserting 
after section 2033 the following new section:

"SEC. 2033A. FAMILY-O'WNED BUSINESS EXCLUSION.
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"(a) In General.—In the case of an estate of a decedent to which this section applies, the value of the 
gross estate shall not include the lesser of-

"(1) the adjusted value of the qualified family-owned business interests of the decedent otherwise 
includible in the estate, or

"(2) the excess of $1,300,000 over the applicable exclusion amount under section 2010(c) with respect to 
such estate.

"(b) Estates to Which Section Applies.-

"(1) In general.—This section shall apply to an estate if—

"(A) the decedent was (at the date of the decedent's death) a citizen or resident of the United States,

"(B) the executor elects the application of this section and files the agreement referred to in subsection
(h),

"(C) the sum of-

"(i) the adjusted value of the qualified family-owned business interests described in paragraph (2), plus 

"(ii) the amount of the gifts of such interests determined under paragraph (3), 

exceeds 50 percent of the adjusted gross estate, and

"(D) during the 8-year period ending on the date of the decedent's death there have been periods 
aggregating 5 years or more during which—

"(i) such interests were owned by the decedent or a member of the decedent's family, and

"(ii) there was material participation (within the tneaning of section 2032A(e)(6)) by the decedent or a 
member of the decedent's family in the operation of the business to which such interests relate.

"(2) Includible qualified family-owned business interests.-The qualified family-owned business 
interests described in this paragraph are the interests which—

"(A) are included in determining the value of the gross estate (without regard to this section), and

"(B) are acquired by any qualified heir from, or passed to any qualified heir from, the decedent (within 
the meaning of section 2032A(e)(9)).

"(3) Includible gifts of interests.-The amount of the gifts of qualified family-owned business interests 
determined under this paragraph is the excess of-

"(A) the sum of—

"(i) the amount of such gifts from the decedent to members of the decedent's family taken into account 
under subsection 2001(b)(1)(B), plus

"(ii) the amount of such gifts otherwise excluded under section 2503(b),

to the extent such interests are continuously held by members of such family (other than the decedent's 
spouse) between the date of the gift and the date of the decedent's death, over

"(B) the amount of such gifts from the decedent to members of the decedent's family otherwise included 
in the gross estate.
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"(c) Adjusted Gross Estate.-For purposes of this section, the term 'adjusted gross estate' means the 
value of the gross estate (determined without regard to this section)—

"(1) reduced by any amount deductible under paragraph (3) or (4) of section 2053(a), and

"(2) increased by the excess of—

"(A) the sum of-

"(i) the amount of gifts determined under subsection (b)(3), plus

"(ii) the amount (if more than de minimis) of other transfers from the decedent to the decedent's spouse 
(at the time of the transfer) within 10 years of the date of the decedent's death, plus

"(iii) the amount of other gifts (not included under clause (i) or (ii)) from the decedent within 3 years of 
such date, other than gifts to members of the decedent's family otherwise excluded under section 
2503(b), over

"(B) the sum of the amounts described in clauses (i), (ii), and (iii) of subparagraph (A) which are 
otherwise includible in the gross estate.

For purposes of the preceding sentence, the Secretary may provide that de minimis gifts to persons other 
than members of the decedent's family shall not be t^en into account.

"(d) Adjusted Value of the Qualified Family-Owned Business Interests.—For purposes of this section, 
the adjusted value of any qualified family-owned business interest is the value of such interest for 
purposes of this chapter (determined without regard to this section), reduced by the excess of-

"(1) any amount deductible under paragraph (3) or (4) of section 2053(a), over

"(2) the sum of—
i-

"(A) any indebtedness on any qualified residence of the decedent the interest on which is deductible 
under section 163(h)(3), plus

"(B) any indebtedness to the extent the taxpayer establishes that the proceeds of such indebtedness were 
used for the payment of educational and medical expenses of the decedent, the decedent's spouse, or the 
decedent's dependents (within the meaning of section 152), plus

"(C) any indebtedness not described in subparagraph (A) or (B), to the extent such indebtedness does not 
exceed $10,000.

"(e) Qualified Family-Owned Business Interest.—

"(1) In general.-For purposes of this section, the term 'qualified family-owned business interest' 
means—

"(A) an interest as a proprietor in a trade or business carried on as a proprietorship, or 

"(B) an interest in an entity carrying on a trade or business, if- 

"(i) at least—

"(I) 50 percent of such entity is owned (directly or indirectly) by the decedent and members of the 
decedent's family,

"(II) 70 percent of such entity is so owned by members of 2 families, or
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"(III) 90 percent of such entity is so owned by members of 3 families, and

"(ii) for purposes of subclause (II) or (III) of clause (i), at least 30 percent of such entity is so owned by 
the decedent and members of the decedent's family.

"(2) Limitation.-Such term shall not include-

"(A) any interest in a trade or business the principal place of business of which is not located in the 
United States,

"(B) any interest in an entity, if the stock or debt of such entity or a controlled group (as defined in 
section 267(f)(1)) of which such entity was a member was readily tradable on an established securities 
market or secondary market (as defined by the Secretary) at any time within 3 years of the date of the 
decedent's death,

"(C) any interest in a trade or business not described in section 542(c)(2), if more than 35 percent of the 
adjusted ordinary gross income of such trade or business for the taxable year which includes the date of 
the decedent's death would qualify as personal holding company income (as defined in section 543(a)),

"(D) that portion of an interest in a trade or business that is attributable to—

"(i) cash or marketable securities, or both, in excess of the reasonably expected day-to-day working 
capital needs of such trade or business, and

"(ii) any other assets of the trade or business (other than assets used in the active conduct of a trade or 
business described in section 542(c)(2)), which produce, or are held for the production of, income of 
which is described in section 543(a) or in section 954(c)(1) (determined vvdthout regard to subparagraph 
(A) thereof and by substituting 'trade or business' for 'controlled foreign corporation').

"(3) Rules regarding ownership.—

"(A) Ownership of entities.-For purposes of paragraph (1)(B)-

"(i) Corporations.—Ownership of a corporation shall be determined by the holding of stock possessing 
the appropriate percentage of the total combined voting power of all classes of stock entitled to vote and 
the appropriate percentage of the total value of shares of all classes of stock.

"(ii) Partnerships.-Ownership of a partnership shall be determined by the owning of the appropriate 
percentage of the capital interest in such partnership.

"(B) Ownership of tiered entities.-For purposes of this section, if by reason of holding an interest in a 
trade or business, a decedent, any member of the decedent's family, any qualified heir, or any member of 
any qualified heir's family is treated as holding an interest in any other trade or business-

"(i) such ownership interest in the other trade or business shall be disregarded in determining if the 
ownership interest in the first trade or business is a qualified family-owned business interest, and

"(ii) this section shall be applied separately in determining if such interest in any other trade or business 
is a qualified family-owned business interest.

"(C) Individual ownership rules.-For purposes of this section, an interest owned, directly or indirectly, 
by or for an entity described in paragraph (1)(B) shall be considered

as being owned proportionately by or for the entity's shareholders, partners, or beneficiaries. A person 
shall be treated as a beneficiary of any trust only if such person has a present interest in such trust.

"(f) Tax Treatment of Failure To Materially Participate in Business or Dispositions of Interests.-
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"(1) In general.--There is imposed an additional estate tax if, within 10 years after the date of the 
decedent's death and before the date of the qualified heir's death—

"(A) the material participation requirements described in section 2032A(c)(6)(B) are not met with 
respect to the qua ified family-owned business interest which was acquired (or passed) from the 
decedent,

"(B) the qualified heir disposes of any portion of a qualified family-owned business interest (other than 
by a disposition to a member of the qualified heir's family or through a qualified conservation 
contribution under section 170(h)),

"(C) the qualified heir loses United States citizenship (within the meaning of section 877) or with respect 
to whom an event described in subparagraph (A) or (B) of section 877(e)(1) occurs, and such heir does 
not comply with the requirements of subsection (g), or

"(D) the principal place of business of a trade or business of the qualified family-owned business interest 
ceases to be located in the United States.

"(2) Additional estate tax.—

"(A) In general.-The amount of the additional estate tax imposed by paragraph (1) shall be equal to-

"(i) the applicable percentage of the adjusted tax difference attributable to the qualified family-owned 
business interest (as determined under rules similar to the rules of section 2032A(c)(2)(B)), plus

"(ii) interest on the amount determined under clause (i) at the undeipayment rate established vmder 
section 6621 for the period beginning on the date the estate tax liability was due under this chapter and 
ending on the date such additional estate tax is due.

"(B) Applicable percentage.-For purposes of this paragraph, the applicable percentage shall be 
determined under the following table:

t-

"If the event described in 

paragraph (1) occurs in 

the following year of 

The applicable 

material participation: 

percentage is:

1 through 6 100 05

7 80_05

8 60_05

9 40_05

10 20.

"(g) Security Requirements for Noncitizen Qualified Heirs.-

"(1) In general.-Except upon the application of subparagraph (F) or (M) of subsection (i)(3), if a 
qualified heir is not a citizen of the United States, any interest under this section passing to or acquired
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by such heir (including any interest held by such heir at a time described in subsection (f)( 1 )(C)) shall he 
treated as a qualified family-owned business interest only if the interest passes or is acquired (or is held) 
in a qualified trust.

"(2) Qualified trust.—The term 'qualified trust' means a trust—

"(A) which is organized under, and governed by, the laws of the United States or a State, and

"(B) except as otherwise provided in regulations, with respect to which the trust instrument requires that 
at least 1 trustee of the trust be an individual citizen of the United States or a domestic corporation.

"(h) Agreement.—The agreement referred to in this subsection is a written agreement signed by each 
person in being who has an interest (whether or not in possession) in any property designated in such 
agreement consenting to the application of subsection (f) with respect to such property.

"(i) Other Definitions and Applicable Rules.—For purposes of this section—

"(1) Qualified heir.-The term 'qualified heir'-

"(A) has the meaning given to such term by section 2032A(e)(l), and

"(B) includes any active employee of the trade or business to which the qualified family-owned business 
interest relates if such employee has been employed by such trade or business for a period of at least 10 
years before the date of the decedent's death.

"(2) Member of the family.-The term 'member of the family' has the meaning given to such term by 
section 2032A(e)(2).

"(3) Applicable rules.-Rules similar to the following rules shall apply:

"(A) Section 2032A(b)(4) (relating to decedents who are retired or disabled).

"(B) Section 2032A(b)(5) (relating to special rules for surviving spouses).

"(C) Section 2032A(c)(2)(D) (relating to partial dispositions).

"(D) Section 2032A(c)(3) (relating to only 1 additional tax imposed v^th respect to any 1 portion).

"(E) Section 2032A(c)(4) (relating to due date).

"(F) Section 2032A(c)(5) (relating to liability for tax; furnishing of bond).

"(G) Section 2032A(c)(7) (relating to no tax if use begins within 2 years; active management by eligible 
qualified heir treated as material participation).

"(H) Paragraphs (1) and (3) of section 2032A(d) (relating to election; agreement).

"(I) Section 2032A(e)(10) (relating to community property).

"(J) Section 2032A(e)(14) (relating to treatment of replacement property acquired in section 1031 or 
1033 transactions).

"(K) Section 2032A(f) (relating to statute of limitations).

"(L) Section 6166(b)(3) (relating to farmhouses and certain other structures taken into account).

"(M) Subparagraphs (B), (C), and (D) of section 6166(g)(1) (relating to acceleration of payment).
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"(N) Section 6324B (relating to special lien for additional estate tax).".

(b) Clerical Amendment.—The table of sections for part 111 of subchapter A of chapter 11 is amended by 
inserting after the item relating to section 2033 the following new item;

"Sec. 2033A. Family-owned business exclusion.".

(c) Effective Date.-The amendments made by this section shall apply to estates of decedents dying after 
December 31, 1997.

SEC. 503. MODIFICATIONS TO RATE OF INTEREST ON PORTION OF ESTATE TAX 
EXTENDED UNDER SECTION 6166.

(a) In General.-Paragraphs (1) and (2) of section 6601(j) (relating to 4-percent rate on certain portion of 
estate tax extended imder section 6166) are amended to read as follows:

"(1) In general.—If the time for payment of an amount of tax imposed by chapter 11 is extended as 
provided in section 6166, then in lieu of the aimual rate provided by subsection (a)-

"(A) interest on the 2-percent portion of such amount shall be paid at the rate of 2 percent, and

"(B) interest on so much of such amount as exceeds the 2-percent portion shall be paid at a rate equal to 
45 percent of the annual rate provided by subsection (a).

For purposes of this subsection, the amount of any deficiency which is prorated to installments payable 
under section 6166 shall be treated as an amount of tax payable in installments under such section.

"(2) 2-percent portion.—For purposes of this subsection, the term '2-percent portion' means the lesser 
of-

"(A)(i) the amount of the tentative tax which would be determined under the rate schedule set forth in 
section 2001(c) if the amount with respect to whi,ch such tentative tax is to be computed were the sum of 
$1,000,000 and the applicable exclusion amount in effect under section 2010(c), reduced by

"(ii) the applicable credit amount in effect under section 2010(c), or

"(B) the amount of the tax imposed by chapter 11 which is extended as provided in section 6166.".

(b) Disallowance of Interest Deduction.-

(1) Estate tax.-Paragraph (1) of section 2053(c) is amended by adding at the end the following new 
subparagraph:

"(D) Section 6166 interest.-No deduction shall be allowed imder this section for any interest payable 
under section 6601 on any unpaid portion of the tax imposed by section 2001 for the period during 
which an extension of time for payment of such tax is in effect under section 6166.".

(2) Income tax.-

(A) Section 163 is amended by redesignating subsection (k) as subsection (1) and by inserting after 
subsection (j) the following new subsection:

"(k) Section 6166 Interest.-No deduction shall be allowed under this section for any interest payable 
under section 6601 on any unpaid portion of the tax imposed by section 2001 for the period during 
which an extension of time for payment of such tax is in effect under section 6166.".

(B) Subparagraph (E) of section 163(h)(2) is amended by striking "or 6166" and all that follows and 
inserting a period.
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(c) Conforming Amendments.-

(1) Paragraphs (7)(A)(iii) and (8)(A)(iii) of section 6166(b) are amended by striking "4-percent" each 
place it appears (including the heading) and inserting "2-percent".

(2) Paragraph (4) of section 66010), as redesignated by section 501(e), is amended by striking 
"4-percent" each place it appears and inserting "2-percent".

(3) The subsection heading for section 66010) is amended by striking "4-Percent" and inserting 
"2-Percent".

(d) Effective Date.—

(1) In general.-The amendments made by this section shall apply to estates of decedents dying after 
December 31, 1997.

(2) Election.—In the case of the estate of any decedent dying before January 1, 1998, with respect to 
which there is an election under section 6166 of the Internal Revenue Code of 1986, the executor of the 
estate may elect to have the amendments made by this section apply with respect to installments due 
after the effective date of the election; except that the 2-percent portion of such installments shall be 
equal to the amount which would be Ae 4-percent portion of such installments without regard to such 
election. Such an election shall be made before January 1, 1999 in the manner prescribed by the 
Secretary of the Treasury and, once made, is irrevocable.

SEC. 504. EXTENSION OF TREATMENT OF CERTAIN RENTS UNDER SECTION 2032A TO 
LINEAL DESCENDANTS.

(a) General Rule.-Paragraph (7) of section 2032A(c) (relating to special rules for tax treatment of 
dispositions and failures to use for qualified use) is amended by adding at the end the following new 
subparagraph:

"(E) Certain rents treated as qualified use.-For purposes of this subsection, a surviving spouse or lineal 
descendant of the decedent shall not be treated as failing to use qualified real property in a qualified use 
solely because such spouse or descendant rents such property to a member of the family of such spouse 
or descendant on a net cash basis. For purposes of the preceding sentence, a legally adopted child of an 
individui shall be treated as the child of such individual by blood.".

(b) Conforming Amendment.-Section 2032A(b)(5)(A) is amended by striking the last sentence.

(c) Effective Date.-The amendments made by this section shall apply with respect to leases entered into 
after December 31,1976.

SEC. 505. CLARIFICATION OF JUDICIAL REVIEW OF ELIGIBILITY FOR EXTENSION OF 
TIME FOR PAYMENT OF ESTATE TAX.

(a) In General.—Part IV of subchapter C of chapter 76 of the Internal Revenue Code of 1986 (relating to 
declaratory judgments) is amended by adding at the end the following new section:

"SEC. 7479. DECLARATORY JUDGMENTS RELATING TO ELIGIBILITY OF ESTATE WITH 
RESPECT TO INSTALLMENT PAYMENTS UNDER SECTION 6166.

"(a) Creation of remedy.-In a case of actual controversy involving a determination by the Secretary of 
(or a failure by the Secretary to make a determination with respect to)-

"(1) whether an election may be made under section 6166 (relating to extension of time for payment of 
estate tax where estate consists largely of interest in closely held business) with respect to an estate, or
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"(2) whether the extension of time for payment of tax provided in section 6166(a) has ceased to apply 
with respect to an estate,

upon the filing of an appropriate pleading, the Tax Court may make a declaration with respect to 
whether such election may be made or whether such extension has ceased to apply. Any such declaration 
shall have the force and effect of a decision of the Tax Court and shall be reviewable as such.

"(b) Limitations.-

"(1) Petitioner.-A pleading may be filed under this section, with respect to any estate, only- 

"(A) by the executor of such estate, or

"(B) by any person who has assumed an obligation to make payments under section 6166 with respect to 
such estate (Wt only if each other such person is joined as a pa^).

"(2) Exhaustion of administrative remedies.—The court shall not issue a declaratory judgment or decree 
under this section in any proceeding unless it determines that the petitioner has exhausted all available 
administrative remedies within the Internal Revenue Service. A petitioner shall be deemed to have 
exhausted its administrative remedies with respect to a failure of the Secretary to make a determination 
at the expiration of 180 days after the date on which the request for such determination was made if the 
petitioner has taken, in a timely manner, all reasonable steps to secure such determination.

"(3) Time for bringing action.-If the Secretary sends by certified or registered mail notice of his 
determination as described in subsection (a) to the petitioner, no proceeding may be initiated imder this 
section unless the pleading is filed before the 91st day after the date of such mailing.".

(b) Clerical Amendment.—The table of sections for part IV of subchapter C of chapter 76 of such Code is 
amended by adding at the end the follovvdng new item:

"Sec. 7479. Declaratory judgments relating to eligibility of estate with respect to installment payments 
under section 6166.".

(c) Effective Date.-The amendments made by this section shall apply to the estates of decedents dying 
after the date of the enactment of this Act.

SEC. 506. GIFTS MAY NOT BE REVALUED FOR ESTATE TAX PURPOSES AFTER 
EXPIRATION OF STATUTE OF LIMITATIONS.

(a) In General.-Section 2001 (relating to imposition and rate of estate tax) is amended by adding at the 
end the following new subsection:

"(f) Valuation of Gifts.-If-

"(1) the time has expired v^thin which a tax may be assessed under chapter 12 (or under corresponding 
provisions of prior laws) on the transfer of property by gift made during a preceding calendar period (as 
defined in section 2502(b)), and

"(2) the value of such gift is shown on the return for such preceding calendar period or is disclosed in 
such return, or in a statement attached to the return, in a manner adequate to apprise the Secretary of the 
nature of such gift,

the value of such gift shall, for purposes of computing the tax under this chapter, be the value of such 
gift as finally determined for purposes of chapter 12.".

(b) Modification of Application of Statute of Limitations.—Paragraph (9) of section 6501(c) is amended 
to read as follows:
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"(9) Gift tax on certain gifts not shown on return.—If any gift of property the value of which (or any 
increase in taxable gifts required under section 2701(d) which) is required to be shown on a return of tax 
imposed by chapter 12 (without regard to section 2503(b)), and is not shown on such return, any tax 
imposed by chapter 12 on such gift may be assessed, or a proceeding in court for the collection of such 
tax may be begim without assessment, at any time. The preceding sentence shall not apply to any item 
which is disclosed in such return, or in a statement attached to the return, in a manner adequate to 
apprise the Secretary of the nature of such item. The value of any item which is so disclosed may not be 
redetermined by the Secretary after the expiration of the period under subsection (a).".

(c) Declaratory Judgment Procedure for Determining Value of Gift.-

(1) In general.—Part IV of subchapter C of chapter 76 is amended by inserting after section 7476 the 
following new section:

"SEC. 7477. DECLARATORY JUDGMENTS RELATfNG TO VALUE OF CERTAIN GIFTS.

"(a) Creation of Remedy.-In a case of an actual controversy involving a determination by the Secretary 
of Ae value of any gift shown on the return of tax imposed by chapter 12 or disclosed on such return or 
in any statement attached to such return, upon the filing of an appropriate pleading, the Tax Court may 
make a declaration of the value of such gift. Any such declaration shall have the force and effect of a 
decision of the Tax Court and shall be reviewable as such.

"(b) Limitations.-

"(1) Petitioner.—A pleading may be filed under this section only by the donor.

"(2) Exhaustion of administrative remedies.-The court shall not issue a declaratory judgment or decree 
under this section in any proceeding unless it determines that the petitioner has exhausted all available 
administrative remedies within the Internal Revenue Service.

"(3) Time for bringing action.-If the Secretary sends by certified or registered mail notice of his 
determination as described in subsection (a) to the petitioner, no proceeding may be initiated under this 
section unless the pleading is filed before the 91st day after the date of such mailing.".

(2) Clerical amendment.-The table of sections for such part IV is amended by inserting after the item 
relating to section 7476 the following new item:

"Sec. 7477. Declaratory judgments relating to value of certain gifts.".

(d) Conforming Amendment.-Subsection (c) of section 2504 is amended by striking ", and if a tax 
under this chapter or under corresponding provisions of prior laws has been assessed or paid for such 
preceding calendar period".

(e) Effective Dates.-

(1) In general.-The amendments made by subsections (a) and (c) shall apply to gifts made after the date 
of the enactment of this Act.

(2) Subsection (b)-The amendment made by subsection (b) shall apply to gifts made in calendar years 
ending after the date of the enactment of this Act.

SEC. 507. REPEAL OF THROWBACK RULES APPLICABLE TO CERTAIN DOMESTIC TRUSTS, 

(a) Accumulation Distributions.-

(1) In general.-Section 665 is amended by inserting after subsection (b) the following new subsection: 

"(c) Exception for Accumulation Distributions From Certain Domestic Trusts.-For purposes of this
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subpart—

"(1) In general.-In the case of a qualified trust, any distribution in any taxable year beginning after the 
date of the enactment of this subsection shall be computed without regard to any undistributed net 
income.

"(2) Qualified trust.—For purposes of this subsection, the term 'qualified trust' means any trust other 
than-

"(A) a foreign trust (or, except as provided in regulations, a domestic trust which at any time was a 
foreign trust), or

"(B) a trust created before March 1, 1984, unless it is established that the trust would not be aggregated 
with other trusts under section 643(f) if such section applied to such trust.".

(2) Conforming amendments.—Subsection (b) of section 665 is amended by inserting "except as 
provided in subsection (c)," after "subpart,".

(b) Repeal of Tax on Transfers to Trusts at Less Than Fair Market Value.-

(1) Subpart A of part I of subchapter J of chapter 1 is amended by striking section 644 and by 
redesignating section 645 as section 644.

(2) Paragraph (5) of section 706(b) is amended by striking "section 645" and inserting "section 644".

(3) The table of sections for such subpart is amended by striking the last 2 items and inserting the 
following new item:

"Sec. 644. Taxable year of trusts."

(c) Effective Dates.-
»•(1) Accumulation distributions.-The amendments made by subsection (a) shall apply to distributions in 

taxable years beginning after the date of the enactment of this Act.

(2) Transferred property.-The amendments made by subsection (b) shall apply to sales or exchanges 
after the date of the enactment of this Act.

SEC. 508. TREATMENT OF LAND SUBJECT TO A QUALIFIED CONSERVATION EASEMENT.

(a) Estate Tax With Respect to Land Subject to a Qualified Conservation Easement.-Section 2031 
(relating to the definition of gross estate) is amended by redesi^ating subsection (c) as subsection (d) 
and by inserting after subsection (b) the following new subsection:

"(c) Estate Tax With Respect to Land Subject to a Qualified Conservation Easement.-

"(1) In general.-If the executor makes the election described in paragraph (6), then, except as otheiwise 
provided in this subsection, there shall be excluded from the gross estate the lesser of—

"(A) the applicable percentage of the value of land subject to a qualified conservation easement, reduced 
by the amount of any deduction under section 2055(f) with respect to such land, or

"(B) the exclusion limitation.

"(2) Applicable percentage.—For purposes of paragraph (1), the term 'applicable percentage' means 40 
percent reduced (but not below zero) by 2 percentage points for each percentage point (or fraction 
thereof) by which the value of the qualified conservation easement is less than 30 percent of the value of 
the land (determined without regard to the value of such easement and reduced by the value of any
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retained development right (as defined in paragraph (5)).

"(3) Exclusion limitation.—For purposes of paragraph (1), the exclusion limitation is the limitation 
determined in accordance with the following table:

"In the case of estates of The exclusion

decedents dying during: limitation is:

1998 $100,000_05

1999 $200,000_05

2000 $300,000_05

2001 $400,000_05

2002 or thereafter $500,000.

"(4) Treatment of certain indebtedness.-

"(A) In general.-The exclusion provided in paragraph (1) shall not apply to the extent that the land is 
debt-financed property.

"(B) Definitions.—For purposes of this paragraph—

"(i) Debt-financed property.-The term 'debt-financed property' means any property with respect to 
which there is an acquisition indebtedness (as defined in clause (ii)) on the date of the decedent's death.

"(ii) Acquisition indebtedness.-The term 'acquisition indebtedness' means, with respect to debt-financed 
property, the unpaid amount of-

"(I) the indebtedness incurred by the donor in acquiring such property,

"(II) the indebtedness incurred before the acquisition of such property if such indebtedness would not 
have been incurred but for such acquisition,

"(III) the indebtedness incurred after the acquisition of such property if such indebtedness would not 
have been incurred but for such acquisition and the incurrence of such indebtedness was reasonably 
foreseeable at the time of such acquisition, and

"(IV) the extension, renewal, or refinancing of an acquisition indebtedness.

"(5) Treatment of retained development right.-

"(A) In general.-Paragraph (1) shall not apply to the value of any development right retained by the 
donor in the conveyance of a qualified conservation easement.

"(B) Termination of retained development right.-If every person in being who has an interest (whether 
or not in possession) in the land executes an agreement to extinguish permanently some or all of any 
development rights (as defined in subparagraph (D)) retained by the donor on or before the date for 
filing the return of the tax imposed by section 2001, then any tax imposed by section 2001 shall be 
reduced accordingly. Such agreement shall be filed with the return of the tax imposed by section 2001. 
The agreement shall be in such form as the Secretary shall prescribe.

"(C) Additional tax.—Any failure to implement the agreement described in subparagraph (B) not later 
than the earlier of-
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"(i) the date which is 2 years after the date of the decedent's death, or

"(ii) the date of the sale of such land subject to the qualified conservation easement,

shall result in the imposition of an additional tax in the amount of the tax which would have been due on 
the retained development rights subject to such agreement. Such additional tax shall be due and payable 
on the last day of the 6th month following such date.

"(D) Development right defined.—For purposes of this paragraph, the term 'development right' means 
any right to use the land subject to the qualified conservation easement in which such right is retained 
for any commercial purpose which is not subordinate to and directly supportive of the use of such land 
as a farm for farming purposes (within the meaning of section 2032A(e)(5)).

"(6) Election.-The election under this subsection shall be made on the return of the tax imposed by 
section 2001. Such an election, once made, shall be irrevocable.

"(7) Calculation of estate tax due.—An executor making the election described in paragraph (6) shall, for 
purposes of calculating the amount of tax imposed by section 2001, include the value of any 
development right (as defined in paragraph (5)) retained by the donor in the conveyance of such 
qualified conservation easement. The computation of tax on any retained development right prescribed 
in this paragraph shall be done in such manner and on such forms as the Secretary shall prescribe.

"(8) Definitions.—For purposes of this subsection—

"(A) Land subject to a qualified conservation easement.-The term 'land subject to a qualified 
conservation easement' means land—

"(i) which is located—

"(I) in or within 25 miles of an area which, on the date of the decedent's death, is a metropolitan area (as 
defined by the Office of Management and Budget),

"(II) in or within 25 miles of an area which, on the date of the decedent's death, is a national park or 
wilderness area designated as part of the National Wilderness Preservation System (unless it is 
determined by the Secretary that land in or within 25 miles of such a park or wilderness area is not under 
significant development pressure), or

"(III) in or within 10 miles of an area which, on the date of the decedent's death, is an Urban National 
Forest (as designated by the Forest Service),

"(ii) which was owned by the decedent or a member of the decedent's family at all times during the 
3-year period ending on the date of the decedent's death, and

"(iii) with respect to which a qualified conservation easement has been made by an individual described 
in subparagraph (C), as of the date of the election described in paragraph (6).

"(B) Qualified conservation easement.-The term 'qualified conservation easement' means a qualified 
conservation contribution (as defined in section 170(h)(1)) of a qualified real property interest (as 
defined in section 170(h)(2)(C)), except that clause (iv) of section 170(h)(4)(A) shall not apply, and the 
restriction on the use of such interest described in section 170(h)(2)(C) shall include a prohibition on 
more than a de minimis use for a commercial recreational activity.

"(C) Individual described.-An individual is described in this subparagraph if such individual is- 

"(i) the decedent,

"(ii) a member of the decedent's family.
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"(iii) the executor of the decedent's estate, or

"(iv) the trustee of a trust the corpus of which includes the land to be subject to the qualified 
conservation easement.

"(D) Member of family.--The term 'member of the decedent's family' means any member of the family 
(as defined in section 2032A(e)(2)) of the decedent.

"(9) Application of this section to interests in partnerships, corporations, and trusts.—This section shall 
apply to an interest in a partnership, corporation, or trust if at least 30 percent of the entity is owned 
(directly or indirectly) by the decedent, as determined under the rules described in section 2033A(e)(3).".

(b) Carryover Basis.-Section 1014(a) (relating to basis of property acquired from a decedent) is 
amended by striking "or" at the end of paragraphs (1) and (2), by striking the period at the end of 
paragraph (3) and inserting ", or" and by adding at the end the following new paragraph:

"(4) to the extent of the applicability of the exclusion described in section 2031(c), the basis in the hands 
of the decedent.".

(c) Qualified Conservation Contribution Is Not a Disposition.—Subsection (c) of section 2032A (relating 
to alternative valuation method) is amended by adding at the end the following new paragraph:

"(8) Qualified conservation contribution is not a disposition.—A qualified conservation contribution (as 
defined in section 170(h)) by gift or otherwise shall not be deemed a disposition under subsection
(c) (1)(A).".

(d) Qualified Conservation Contribution Where Surface and Mineral Rights are Separated.-Section 
170^)(5)(B)(ii) (relating to special rule) is amended to read as follows:

"(ii) Special rule.—With respect to any contribution of property in which the ownership of the surface 
estate and mineral interests has been and remains separated, subparagraph (A) shall be treated as met if 
the probability of surface mining occurring on such property is so remote as to be negligible.".

(e) Effective Dates.-

(1) Exclusion.—The amendments made by subsections (a) and (b) shall apply to estates of decedents 
dying after December 31,1997.

(2) Easements.—The amendments made by subsections (c) and (d) shall apply to easements granted after 
December 31, 1997.

Subtitle B-Generation-Skipping Tax Provision

SEC. 511. EXPANSION OF EXCEPTION FROM GENERATION-SKIPPING TRANSFER TAX FOR 
TRANSFERS TO INDIVIDUALS WITH DECEASED PARENTS.

(a) In General.—Section 2651 (relating to generation assignment) is amended by redesignating 
subsection (e) as subsection (f) and by inserting after subsection (d) the following new subsection:

"(e) Special Rule for Persons With a Deceased Parent.-

"(1) In general.-For purposes of determining whether any transfer is a generation-skipping transfer, if-

"(A) an individual is a descendant of a parent of the transferor (or the transferor's spouse or former 
spouse), and

"(B) such individual's parent who is a lineal descendant of the parent of the transferor (or the transferor's 
spouse or former spouse) is dead at the time the transfer (from which an interest of such individual is
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established or derived) is subject to a tax imposed by chapter 11 or 12 upon the transferor (and if there 
shall be more than 1 such time, then at the earliest such time),

such individual shall be treated as if such individual were a member of the generation which is 1 
generation below the lower of the transferor's generation or the generation assignment of the youngest 
living ancestor of such individual who is also a descendant of the parent of the transferor (or the 
transferor's spouse or former spouse), and the generation assignment of any descendant of such 
individual shall be adjusted accordingly.

"(2) Limited application of subsection to collateral heirs.--This subsection shall not apply with respect to 
a transfer to any individual who is not a lineal descendant of the transferor (or the transferor's spouse or 
former spouse) if, at the time of the transfer, such transferor has any living lineal descendant.".

(b) Conforming Amendments.-

(1) Section 2612(c) (defining direct skip) is amended by striking paragraph (2) and by redesignating 
paragraph (3) as paragraph (2).

(2) Section 2612(c)(2) (as so redesignated) is amended by striking "section 2651(e)(2)" and inserting 
"section 2651(f)(2)".

(c) Effective Date.—The amendments made by this section shall apply to terminations, distributions, and 
transfers occurring after December 31, 1997.

TITLE VI-EXTENSIONS

SEC. 601. RESEARCH TAX CREDIT.

(a) In General-Paragraph (I) of section 41(h) (relating to termination) is amended-

(1) by striking "May 31, 1997" and inserting "June 30, 1998", and

(2) by striking in the last sentence "during the firk 11 months of such taxable year." and inserting 
"during the 24-month period beginning with the first month of such year. The 24 months referred to in 
the preceding sentence shall be reduced by the number of full months after June 1996 (and before the 
first month of such first taxable year) during which the taxpayer paid or incurred any amount which is 
taken into account in determining the credit under this section.".

(b) Technical Amendments.-

(1) Subparagraph (B) of section 41(c)(4) is amended to read as follows:

"(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.".

(2) Paragraph (1) of section 45C(b) is amended by striking "May 31, 1997" and inserting "June 30, 
1998".

(c) Effective Date.-The amendments made by this section shall apply to amounts paid or incurred after 
May 31, 1997.

SEC. 602. CONTRIBUTIONS OF STOCK TO PRIVATE FOUNDATIONS.

(a) In General.-CIause (ii) of section 170(e)(5)(D) (relating to termination) is amended by striking "May 
31, 1997" and inserting "June 30, 1998".

(b) Effective Date.-The amendment made by subsection (a) shall apply to contributions made after May 
31, 1997.
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