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CONFERENCE REPORT

[To accompany H.R. 1836]

The committee of conference on the disagreeing votes of he two
Houses on the amendment of the Senate to the bill (H.R. 1836), to
provide for reconciliation pursuant to section 104 of the concurrent
resolution on the budget for fiscal year 2002, having met, after full
and free conference, have agreed to recommend and do recommend
to their respective Houses as follows:

That the House recede from its disagreement to the amend-
ment of the Senate and agree to the same with an amendment as
follows:

In lieu of the matter proposed to be inserted by the State
amendment, insert the following:

SECTION 1. SHORT TITLE; REFERENCES; TABLE OF CONTENTS.

(a) SHORT TITLE.—This Act may be cited as the “Economic
Growth and Tax Relief Reconciliation Act of 2001”.

(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 provi-
sion, the reference shall be considered to be made to a section or
other provision of the Internal Revenue Code of 1986.

(¢) TABLE OF CONTENTS.—The table of contents of this Act is as
follows:

Sec. 1. Short title; references; table of contents.
TITLE I—INDIVIDUAL INCOME TAX RATE REDUCTIONS

Sec. 101. Reduction in income tax rates for individuals.
Sec. 102. Repeal of phaseout of personal exemptions.
Sec. 103. Phaseout of overall limitation on itemized deductions.

TITLE II—TAX BENEFITS RELATING TO CHILDREN

Sec. 201. Modifications to child tax credit.
Sec. 202. Expansion of adoption credit and adoption assistance programs.
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Refunds disregarded in the administration of Federal programs and feder-
ally assisted programs.

Dependent care credit.

Allowance of credit for employer expenses for child care assistance.

TITLE III—MARRIAGE PENALTY RELIEF

Elimination of marriage penalty in standard deduction.

Phaseout of marriage penalty in 15-percent bracket.

Marriage penalty relief for earned income credit; earned income to include
only amounts includible in gross income; simplification of earned in-
come credit.

TITLE IV—AFFORDABLE EDUCATION PROVISIONS

Subtitle A—Education Savings Incentives

Modifications to education individual retirement accounts.
Modifications to qualified tuition programs.

Subtitle B—Educational Assistance

Extension of exclusion for employer-provided educational assistance.

Elimination of 60-month limit and increase in income limitation on stu-
dent loan interest deduction.

Exclusion of certain amounts received under the National Health Service
Corps Scholarship Program and the F. Edward Hebert Armed Forces
Health Professions Scholarship and Financial Assistance Program.

Subtitle C—Liberalization of Tax-Exempt Financing Rules for Public School

. 431.

421.
422.

Construction

Additional increase in arbitrage rebate exception for governmental bonds
used to finance educational facilities.

Treatment of qualified public educational facility bonds as exempt facility
bonds.

Subtitle D—Other Provisions

Deduction for higher education expenses.

TITLE V—ESTATE, GIFT, AND GENERATION-SKIPPING TRANSFER TAX

Sec
Sec.

PROVISIONS

Subtitle A—Repeal of Estate and Generation-Skipping Transfer Taxes

. 501.

. 511.

. 521

. 531
. 532

Repeal of estate and generation-skipping transfer taxes.
Subtitle B—Reductions of Estate and Gift Tax Rates
Additional reductions of estate and gift tax rates.
Subtitle C—Increase in Exemption Amounts

Increase in exemption equivalent of unified credit, lifetime gifts exemption,
and GST exemption amounts.

Subtitle D—Credit for State Death Taxes

Reduction of credit for State death taxes.
Credit for State death taxes replaced with deduction for such taxes.

Subtitle E—Carryover Basis at Death; Other Changes Taking Effect With Repeal

Sec
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Sec.

Sec.

Sec.
Sec.
Sec.

. 541.
. 542

551.

561.

562.
563.
564.

Termination of step-up in basis at death.
Treatment of property acquired from a decedent dying after December 31,
20009.

Subtitle F—Conservation Easements
Expansion of estate tax rule for conservation easements.

Subtitle G—Modifications of Generation-Skipping Transfer Tax

Deemed allocation of GST exemption to lifetime transfers to trusts; retro-
active allocations.

Severing of trusts.

Modification of certain valuation rules.

Relief provisions.
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Subtitle H—Extension of Time for Payment of Estate Tax

Sec. 571. Increase in number of allowable partners and shareholders in closely held
businesses.

Sec. 572. Expansion of availability of installment payment for estates with interests
qualifying lending and finance businesses.

Sec. 572. Clarification of availability of installment payment.

Subtitle —Other Provisions
Sec. 581. Waiver of statute of limitation for taxes on certain farm valuations.

TITLE VI—PENSION AND INDIVIDUAL RETIREMENT ARRANGEMENT
PROVISIONS

Subtitle A—Individual Retirement Accounts

Sec. 601. Modification of IRA contribution limits.
Sec. 602. Deemed IRAs under employer plans.

Subtitle B—Expanding Coverage

Sec. 611. Increase in benefit and contribution limits.
Sec. 612. Plan loans for subchapter S owners, partners, and sole proprietors.
Sec. 613. Modification of top-heavy rules.

Sec. 614. Elective deferrals not taken into account for purposes of deduction limits.
Sec. 615. Repeal of coordination requirements for deferred compensation plans of
State and local governments and tax-exempt organizations.

Sec. 616. Deduction limits.

Sec. 617. Option to treat elective deferrals as after-tax Roth contributions.

Sec. 618. Nonrefundable credit to certain individuals for elective deferrals and IRA
contributions.

Sec. 619. Credit for pension plan startup costs of small employers.

Sec. 620. Elimination of user fee for requests to IRS regarding pension plans.

Sec. 621. Treatment of nonresident aliens engaged in international transportation
services.

Subtitle C—Enhancing Fairness for Women

Sec. 631. Catch-up contributions for individuals age 50 or over.

Sec. 632. Equitable treatment for contributions of employees to defined contribution
plans.

Sec. 633. Faster vesting of certain employer matching contributions.

Sec. 634. Modification to minimum distribution rules.

Sec. 635. Clarification of tax treatment of division of section 457 plan benefits upon
divorece.

Sec. 636. Provisions relating to hardship distributions.

Sec. 637. Waiver of tax on nondeductible contributions for domestic or similar work-
ers.

Subtitle D—Increasing Portability for Participants

Sec. 641. Rollovers allowed among various types of plans.

Sec. 642. Rollovers of IRAs into workplace retirement plans.

Sec. 643. Rollovers of after-tax contributions.

Sec. 644. Hardship exception to 60-day rule.

Sec. 645. Treatment of forms of distribution.

Sec. 646. Rationalization of restrictions on distributions.

Sec. 647. Purchase of service credit in governmental defined benefit plans.

Sec. 648. Employers may disregard rollovers for purposes of cash-out amounts.

Sec. 649. Minimum distribution and inclusion requirements for section 457 plans.

Subtitle E—Strengthening Pension Security and Enforcement
PART [—GENERAL PROVISIONS

Sec. 651. Repeal of 160 percent of current liability funding limit.

Sec. 652. Maximum contribution deduction rules modified and applied to all de-
fined benefit plans.

Sec. 653. Excise tax relief for sound pension funding.

Sec. 654. Treatment of multiemployer plans under section 415.

Sec. 655. Protection of investment of employee contributions to 401(k) plans.

Sec. 656. Prohibited allocations of stock in S corporation ESOP.

Sec. 657. Automatic rollovers of certain mandatory distributions.

Sec. 658. Clarification of treatment of contributions to multiemployer plan.
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PART II—TREATMENT OF PLAN AMENDMENTS REDUCING FUTURE BENEFIT ACCRUALS
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803.

Excise tax on failure to provide notice by defined benefit plans signifi-
cantly reducing future benefit accruals.

Subtitle F—Reducing Regulatory Burdens

Modification of timing of plan valuations.

ESOP dividends may be reinvested without loss of dividend deduction.
Repeal of transition rule relating to certain highly compensated employees.
Employees of tax-exempt entities.

Clarification of treatment of employer-provided retirement aduvice.

Repeal of the multiple use test.

Subtitle G—Miscellaneous Provisions

Tax treatment and information requirements of Alaska Native Settlement
Trusts.

TITLE VII—ALTERNATIVE MINIMUM TAX
Increase in alternative minimum tax exemption.

TITLE VII—OTHER PROVISIONS

Time for payment of corporate estimated taxes.

Expansion of authority to postpone certain tax-related deadlines by reason
of Presidentially declared disaster.

No Federal income tax on restitution received by victims of the Nazi re-
gime or their heirs or estates.

TITLE IX—COMPLIANCE WITH CONGRESSIONAL BUDGET ACT
Sec. 901. Sunset of provisions of Act.

TITLE I—INDIVIDUAL INCOME TAX RATE REDUCTIONS

SEC. 101. REDUCTION IN INCOME TAX RATES FOR INDIVIDUALS.

(a) IN GENERAL.—Section 1 (relating to tax imposed) is amend-
ed by adding at the end the following new subsection:

“(i) RATE REDUCTIONS AFTER 2000.—

“(1) 10-PERCENT RATE BRACKET.—

“(A) IN GENERAL.—In the case of taxable years begin-
ning after December 31, 2000—

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

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

“(B) INITIAL BRACKET AMOUNT.—For purposes of this
paragraph, the initial bracket amount is—

“i) $14,000 ($12,000 in the case of taxable years
beginning before January 1, 2008) in the case of sub-
section (a),

“Gi1) $10,000 in the case of subsection (b), and

“(iti) L= the amount applicable under clause (i)
(after adjustment, if any, under subparagraph (C)) in
the case of subsections (c) and (d).

“(C) INFLATION ADJUSTMENT.—In prescribing the tables
under subsection (f) which apply with respect to taxable
years beginning in calendar years after 2000—

“(i) the Secretary shall make no adjustment to the
initial bracket amount for any taxable year beginning
before January 1, 2009,
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and inserting “, or”, and by adding at the end the following new
paragraph:

“(7) qualified retirement planning services.”.

(b) QUALIFIED RETIREMENT PLANNING SERVICES DEFINED.—
Section 132 is amended by redesignating subsection (m) as sub-
section (n) and by inserting after subsection (1) the following:

“(m) QUALIFIED RETIREMENT PLANNING SERVICES.—

“(1) IN GENERAL.—For purposes of this section, the term
‘qualified retirement planning services’ means any retirement
planning advice or information provided to an employee and
h;'s spouse by an employer maintaining a qualified employer
plan.

“(2) NONDISCRIMINATION RULE.—Subsection (a)(7) shall
apply in the case of highly compensated employees only if such
services are available on substantially the same terms to each
member of the group of employees normally provided education

a?d information regarding the employer’s qualified employer

plan.

“(3) QUALIFIED EMPLOYER PLAN.—For purposes of this sub-
section, the term ‘qualified employer plan’ means a plan, con-
tract, pension, or account described in section 219(g)(5).”.

(¢) EFFECTIVE DATE.—The amendments made by this section
shall apply to years beginning after December 31, 2001.

SEC. 666. REPEAL OF THE MULTIPLE USE TEST.
(a) IN GENERAL.—Paragraph (9) of section 401(m) is amended
to read as follows:

“(9) REGULATIONS.—The Secretary shall prescribe such reg-
ulations as may be necessary to carry out the purposes of this
subsection and subsection (k), including regulations permitting
appropriate aggregation of plans and contributions.”.

(b) EFFECTIVE DATE.—The amendment made by this section
shall apply to years beginning after December 31, 2001.

Subtitle G—Miscellaneous Provisions

SEC. 671. TAX TREATMENT AND INFORMATION REQUIREMENTS OF
ALASKA NATIVE SETTLEMENT TRUSTS.

(a) TREATMENT OF ALASKA NATIVE SETTLEMENT TRUSTS.—Sub-
part A of part I of subchapter J of chapter 1 (relating to general
rules for taxation of trusts and estates) is amended by adding at the
end the following new section:

“SEC. 646. TAX TREATMENT OF ELECTING ALASKA NATIVE SETTLE-
MENT TRUSTS.

“(a) IN GENERAL.—If an election under this section is in effect
with respect to any Settlement Trust, the provisions of this section
shall apply in determining the income tax treatment of the Settle-
ment Trust and its beneficiaries with respect to the Settlement
Trust.

“(b) TAXATION OF INCOME OF TRUST.—Except as provided in
subsection (f)(1)(B)(ii)—

“(1) IN GENERAL.—There is hereby imposed on the taxable
income of an electing Settlement Trust, other than its net cap-

ital gain, a tax at the lowest rate specified in section 1(c).

“(2) CAPITAL GAIN.—In the case of an electing Settlement

Trust with a net capital gain for the taxable year, a tax is here-



108

by imposed on such gain at the rate of tax which would apply

to such gain if the taxpayer were subject to a tax on its other

taxable income at only the lowest rate specified in section 1(c).
Any such tax shall be in lieu of the income tax otherwise imposed
by this chapter on such income or gain.

“(c) ONE-TIME ELECTION.—

“(1) IN GENERAL.—A Settlement Trust may elect to have the
provisions of this section apply to the trust and its beneficiaries.

“(2) TIME AND METHOD OF ELECTION.—An election under
paragraph (1) shall be made by the trustee of such trust—

“(A) on or before the due date (including extensions) for
filing the Settlement Trust’s return of tax for the first tax-
able year of such trust ending after the date of the enact-
ment of this section, and

“(B) by attaching to such return of tax a statement spe-
cifically providing for such election.

“(3) PERIOD ELECTION IN EFFECT.—Except as provided in
subsection (f), an election under this subsection—

“(A) shall apply to the first taxable year described in
paragraph (2)(A) and all subsequent taxable years, and

“(B) may not be revoked once it is made.

“(d) CONTRIBUTIONS TO TRUST.—

“(1) BENEFICIARIES OF ELECTING TRUST NOT TAXED ON CON-
TRIBUTIONS.—In the case of an electing Settlement Trust, no
amount shall be includible in the gross income of a beneficiary
of such trust by reason of a contribution to such trust.

“(2) EARNINGS AND PROFITS.—The earnings and profits of
the sponsoring Native Corporation shall not be reduced on ac-
count of any contribution to such Settlement Trust.

“(le) TAX TREATMENT OF DISTRIBUTIONS TO BENEFICIARIES.—
Amounts distributed by an electing Settlement Trust during any
taxable year shall be considered as having the following characteris-
tics in the hands of the recipient beneficiary:

“(1) First, as amounts excludable from gross income for the
taxable year to the extent of the taxable income of such trust for
such taxable year (decreased by any income tax paid by the
trust with respect to the income) plus any amount excluded
from gross income of the trust under section 103.

“(2) Second, as amounts excludable from gross income to
the extent of the amount described in paragraph (1) for all tax-
able years for which an election is in effect under subsection (c)
with respect to the trust, and not previously taken into account
under paragraph (1).

“(3) Third, as amounts distributed by the sponsoring Na-
tive Corporation with respect to its stock (within the meaning
of section 301(a)) during such taxable year and taxable to the
recipient beneficiary as amounts described in section 301(c)(1),
to the extent of current or accumulated earnings and profits of
the sponsoring Native Corporation as of the close of such tax-
able year after proper adjustment is made for all distributions
made by the sponsoring Native Corporation during such taxable

ear.
“(4) Fourth, as amounts distributed by the trust in excess
of the distributable net income of such trust for such taxable
year.
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Amounts distributed to which paragraph (3) applies shall not be
treated as a corporate distribution subject to section 311(b), and for
purposes of determining the amount of a distribution for purposes
of paragraph (3) and the basis to the recipients, section 643(e) and
not section 301 (b) or (d) shall apply.
“f) SPECIAL RULES WHERE TRANSFER RESTRICTIONS MODI-
FIED.—
“(1) TRANSFER OF BENEFICIAL INTERESTS.—If, at any time,
a beneficial interest in an electing Settlement Trust may be dis-
posed of to a person in a manner which would not be permitted
by section 7(h) of the Alaska Native Claims Settlement Act (43
gslg 1606(h)) if such interest were Settlement Common
tock—
“(A) no election may be made under subsection (c) with
respect to such trust, and
“(B) if such an election is in effect as of such time—

“(i) such election shall cease to apply as of the first
day of the taxable year in which such disposition is
first permitted,

“(it) the provisions of this section shall not apply
to such trust for such taxable year and all taxable
years thereafter, and

“(iti) the distributable net income of such trust
shall be increased by the current or accumulated earn-
ings and profits of the sponsoring Native Corporation
as of the close of such taxable year after proper adjust-
ment is made for all distributions made by the spon-
soring Native Corporation during such taxable year.

In no event shall the increase under clause (iii) exceed the fair
market value of the trust’s assets as of the date the beneficial
interest of the trust first becomes so disposable. The earnings
and profits of the sponsoring Native Corporation shall be ad-
Justed as of the last day of such taxable year by the amount of
earnings and profits so included in the distributable net income
of the trust.
“(2) STOCK IN CORPORATION.—If—

“(A) stock in the sponsoring Native Corporation may be
disposed of to a person in a manner which would not be
permitted by section 7(h) of the Alaska Native Claims Set-
tlement Act (43 U.S.C. 1606(h)) if such stock were Settle-
ment Common Stock, and

“(B) at any time after such disposition of stock is first
permitted, such corporation transfers assets to a Settlement
Trust,

paragraph (1)(B) shall be applied to such trust on and after the
date of the transfer in the same manner as if the trust per-
mitted dispositions of beneficial interests in the trust in a man-
ner not permitted by such section 7(h).

“(3) CERTAIN DISTRIBUTIONS.—For purposes of this section,
the surrender of an interest in a Native Corporation or an elect-
ing Settlement Trust in order to accomplish the whole or partial
redemption of the interest of a shareholder or beneficiary in
such corporation or trust, or to accomplish the whole or partial
liquidation of such corporation or trust, shall be deemed to be
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a transfer permitted by section 7(h) of the Alaska Native Claims

Settlement Act.

“(g) TAXABLE INCOME.—For purposes of this title, the taxable
income of an electing Settlement Trust shall be determined under
section 641(b) without regard to any deduction under section 651 or
661.

“(h) DEFINITIONS.—For purposes of this section—

“(1) ELECTING SETTLEMENT TRUST.—The term ‘electing Set-
tlement Trust’ means a Settlement Trust which has made the
election, effective for a taxable year, described in subsection (c).

“(2) NATIVE CORPORATION.—The term ‘Native Corporation’
has the meaning given such term by section 3(m) of the Alaska
Native Claims Settlement Act (43 U.S.C. 1602(m)).

“(3) SETTLEMENT COMMON STOCK.—The term ‘Settlement
Common Stock’ has the meaning given such term by section
3(p) of the Alaska Native Claims Settlement Act (43 U.S.C.
1602(p)).

“(4) SETTLEMENT TRUST.—The term ‘Settlement Trust’
means a trust that constitutes a settlement trust under section
3(t) of the Alaska Native Claims Settlement Act (43 U.S.C.
1602(t)).

“(5) SPONSORING NATIVE CORPORATION.—The term ‘spon-
soring Native Corporation’ means the Native Corporation which
transfers assets to an electing Settlement Trust.

“(i) SPECIAL L0SS DISALLOWANCE RULE.—Any loss that would
otherwise be recognized by a shareholder upon a disposition of a
share of stock of a sponsoring Native Corporation shall be reduced
(but not below zero) by the per share loss adjustment factor. The per
share loss adjustment factor shall be the aggregate of all contribu-
tions to all electing Settlement Trusts sponsored by such Native Cor-
poration made on or after the first day each trust is treated as an
electing Settlement Trust expressed on a per share basis and deter-
mined as of the day of each such contribution.

“(j) CROSS REFERENCE.—

“For information required with respect to electing Settlement

Trusts and sponsoring Native Corporations, see section 6039H.”.

(b) REPORTING.—Subpart A of part III of subchapter A of chap-
ter 61 of subtitle F (relating to information concerning persons sub-
Ject to special provisions) is amended by inserting after section
6039G the following new section:

“SEC. 6039H. INFORMATION WITH RESPECT TO ALASKA NATIVE SET-
%g}:g:NT TRUSTS AND SPONSORING NATIVE CORPORA-

“(a) REQUIREMENT.—The fiduciary of an electing Settlement
Trust (as defined in section 646(h)(1)) shall include with the return
of income of the trust a statement containing the information re-
quired under subsection (c).

“(b) ApPPLICATION WITH OTHER REQUIREMENTS.—The filing of
any statement under this section shall be in lieu of the reporting re-
quirements under section 6034A to furnish any statement to a bene-
ficiary regarding amounts distributed to such beneficiary (and such
other reporting rules as the Secretary deems appropriate).

“(c) REQUIRED INFORMATION.—The information required under
this subsection shall include—
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“(1) the amount of distributions made during the taxable
year to each beneficiary,

“(2) the treatment of such distribution under the applicable
provision of section 646, including the amount that is exclud-
able from the recipient beneficiary’s gross income under section
646, and

“(3) the amount (if any) of any distribution during such
year that is deemed to have been made by the sponsoring Native
Corporation (as defined in section 646(h)(5)).

“(d) SPONSORING NATIVE CORPORATION.—

“(1) IN GENERAL.—The electing Settlement Trust shall, on
or before the date on which the statement under subsection (a)
is required to be filed, furnish such statement to the sponsoring
Native Corporation (as so defined).

“(2) DISTRIBUTEES.—The sponsoring Native Corporation
shall furnish each recipient of a distribution described in sec-
tion 646(e)(3) a statement containing the amount deemed to
have been distributed to such recipient by such corporation for
the taxable year.”.

(¢) CLERICAL AMENDMENT.—

(1) The table of sections for subpart A of part I of sub-
chapter J of chapter 1 of such Code is amended by adding at
the end the following new item:

“Sec. 646. Tax treatment of electing Alaska Native Settlement
Trusts.”.

(2) The table of sections for subpart A of part III of sub-
chapter A of chapter 61 of subtitle F of such Code is amended
by inserting after the item relating to section 6039G the fol-
lowing new item:

“Sec. 6039H. Information with respect to Alaska Native Settlement
Trusts and sponsoring Native Corporations.”.

(d) EFFECTIVE DATE.—The amendments made by this section
shall apply to taxable years ending after the date of the enactment
of this Act and to contributions made to electing Settlement Trusts
for such year or any subsequent year.

TITLE VII-ALTERNATIVE MINIMUM TAX

SEC. 701. INCREASE IN ALTERNATIVE MINIMUM TAX EXEMPTION.
(a) IN GENERAL.—

(1) Subparagraph (A) of section 55(d)(1) (relating to exemp-
tion amount for taxpayers other than corporations) is amended
by striking “$45,000” and inserting “$45,000 ($49,000 in the
case of taxable years beginning in 2001, 2002, 2003, and
2004)”.

(2) Subparagraph (B) of section 55(d)(1) (relating to exemp-
tion amount for taxpayers other than corporations) is amended
by striking “$33,750” and inserting “$33,750 ($35,750 in the
case of taxable years beginning in 2001, 2002, 2003, and
2004)”.

(b) CONFORMING AMENDMENTS.—

(1) Paragraph (1) of section 55(d) is amended by striking
“and” at the end of subparagraph (B), by striking subparagraph
(C), and by inserting after subparagraph (B) the following new
subparagraphs:



114

(2) in the case of title V, to estates of decedents dying, gifts

made, or generation skipping transfers, after December 31,

2010.

(b) APPLICATION OF CERTAIN LAWS.—The Internal Revenue
Code of 1986 and the Employee Retirement Income Security Act of
1974 shall be applied and administered to years, estates, gifts, and
transfers described in subsection (a) as if the provisions and amend-
ments described in subsection (a) had never been enacted.

And the Senate agree to the same.

WILLIAM THOMAS,
Dick ARMEY,
Managers on the Part of the House.

CHUCK GRASSLEY,
ORRIN HATCH,
FRANK H. MURKOWSKI,
DoN NICKLES,
PHIL GRAMM,
Max BAUCUS,
JOHN BREAUX,
Managers on the Part of the Senate.



JOINT EXPLANATORY STATEMENT OF THE COMMITTEE OF
CONFERENCE

The managers on the part of the House and the Senate at the
conference on the disagreeing votes of the two Houses on the
amendment of the Senate to the bill (H.R. 1836), to provide for rec-
onciliation pursuant to section 104 of the concurrent resolution on
the budget for fiscal year 2002, submit the following joint state-
ment to the House and the Senate in explanation of the effect of
the action agreed upon by the managers and recommended in the
accompanying conference report:

The Senate amendment struck all of the House bill after the
enacting clause and inserted a substitute text.

The House recedes from its disagreement to the amendment of
the Senate with an amendment that is a substitute for the House
bill and the Senate amendment. The differences between the House
bill, the Senate amendment, and the substitute agreed to in con-
ference are noted below, except for clerical corrections, conforming
changes made necessary by agreements reached by the conferees,
and minor drafting and clerical changes.
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C. Marriage Penalty Relief and Simplification Relating to the
Earned Income Credit (sec. 2(b)(2) of the House bill, sec. 4

of H.R. 6, sec. 303 of the Senate amendment, and sec. 32

of the Code)

IV. Education Incentives
A. Modifications to Education IRAs (sec. 401 and 414 of the Senate
amendment and secs. 530 and 127 of the Code) .........ceevvevvveenn.

B. Private Prepaid Tuition Programs; Exclusion From Gross In-
come of Education Distributions From Qualified Tuition Pro-
grams (sec. 402 of the Senate amendment and sec. 529 of
the Code) ..ooneiiiiiiiiii e

C. Exclusion for Employer-Provided Educational Assistance (sec.
411 of the Senate amendment and sec. 127 of the Code) ............

D. Modifications to Student Loan Interest Deduction (sec. 412 of
the Senate amendment and sec. 221 of the Code) .......................

E. Eliminate Tax on Awards Under the National Health Service
Corps Scholarship Program and the F. Edward Hebert Armed
Forces Health Professions Scholarship and Financial Assist-
ance Program (sec. 413 of the Senate amendment and sec.
117 of the Code) .....ooviiiiiiniiiiiiiiieice e

F. Tax Benefits for Certain Types of Bonds for Educational Facili-
ties and Activities (secs. 421-422 of the Senate amendment
and secs. 142 and 146—148 of the Code) ......cccceeeveeviiriieneereeenne.

G. Modify Rules Governing Tax-Exempt Bonds for Section 501(c)(3)
Organizations as Applied to Organizations Engaged in Timber
Conservation Activities (sec. 423 of the Senate amendment
and sec. 145 of the Code) ......ccoovveeeviieeciiieciieeecee e

H. Deduction for Qualified Higher Education Expenses (sec. 431
of the Senate amendment and new sec. 222 of the Code) ...........

I. Credit for Interest on Qualified Higher Education Loans (sec.
432 of the Senate amendment and new sec. 25B of the Code) ...

J. Deduction for Qualified Emergency Response Expenses of Eligi-
ble Emergency Response Professionals (sec. 433 of the Senate
amendment and new sec. 224 of the Code) ........cccovvvvvvvveiviniiinnnin.

K. Enhanced Deduction for Charitable Contribution of Book Inven-
tory for Educational Purposes (sec. 434 of the Senate amend-
ment and sec. 170 of the Code) .....c.ccevviieeeiiieeciiieeieeceeeeeeeee,

L. Deduction for Qualified Professional Development Expenses of
Elementary and Secondary School Teachers (sec. 442 of the
Senate amendment and new sec. 223 of the Code) ..........ceeeee.

M. Credit for Classroom Materials (sec. 443 of the Senate amend-
ment and new sec. 30B of the Code) .......ccccvvveevireecieiecieeeieen,

V. Estate, Gift, and Generation-Skipping Transfer Tax Provisions ...............
A. Phaseout and Repeal of Estate and Generation-Skipping Trans-
fer Taxes; Increase in Gift Tax Unified Credit Effective Exemp-
tion (secs. 101, 201, 301, and 401-402 of H.R. 8, secs. 501—
542 of the Senate amendment, secs. 121, 684, 1014, 1040,
1221, 2001-2210, 2501, 2502, 2503, 2505, 2511, 2601-2663,
4947, 6018, 6019, and 7701 of the Code, and new secs. 1022,
2058, 2210, 2664, and 6716 of the Code) .........ccevvvvveeeeeeeccnnrnnennn.

B. Expand Estate Tax Rule for Conservation Easements (sec. 501
of H.R. 8, sec. 551 of the Senate amendment, and sec. 2031

Of the Code) ..ocviiiiiiiiiiiiiiiccectee e

C. Modify Generation-Skipping Transfer Rax Rules ..........cccuoeenneee.
1. Deemed allocation of the generation-skipping transfer tax
exemption to lifetime transfers to trusts that are not direct

skips (sec. 601 of H.R. 8, sec. 561 of the Senate amend-

ment, and sec. 2632 of the Code) ......cccecevvreieeiieeeiiieciieeens

2. Retroactive allocation of the generation-skipping transfer
tax exemption (sec. 601 of H.R. 8, sec. 561 of the Senate
amendment, and sec. 2632 of the Code) .......cccceeeevvreecuereennns

3. Severing of trusts holding property having an inclusion ratio

of greater than zero (sec. 602 of H.R. 8, sec. 562 of the

Senate amendment, and sec. 2642 of the Code) ...................

4. Modification of certain valuation rules (sec. 603 of H.R.

8, sec. 563 of the Senate amendment, and sec. 2642 of

The COAE) covvvviiiiiiiiiieiieeieeeeeeeee s

143
147

147

153
157
158

159

160

164

165
168

169

170

171

174
175

175

194
196

196

199

200



117

5. Relief from late elections (sec. 604 of H.R. 8, sec. 564 of
the Senate amendment, and sec. 2642 of the Code) .............

6. Substantial compliance (sec. 604 of the House bill, sec. 564

of the Senate amendment, and sec. 2642 of the Code) .........

D. Expand and Modify Availability of Installment Payment of Es-
tate Tax for Closely-Held Businesses (sec. 701 of H.R. 8, secs.
571 and 572 of the Senate amendment, and sec. 6166 of the

A. Individual Retirement Arrangements (“IRAs”) (sec. 101 of the
House bill, secs. 601-603 of the Senate amendment and secs.
219, 408, and 408A of the Code) .......ccoevvurvreeeieeeeirieieeeeeecireeeeee.

B. Pension Provisions ........cccccceeeunees
1. Expanding COVETrage .........ccccoccceeerouiieeniueeennireennieesneneesnoneeesnnnes

(a) Increase in benefit and contribution limits (secs. 201
and 209 of the House bill, sec. 611 of the Senate amend-
ment, and secs. 401(a)(17), 401(c)(2), 402(g), 408(p), 415
and 457 of the Code) ......coooeeeviieriiiiiiiiciieeceeeeeeeeee.

(b) Plan loans or S corporation shareholders, partners, and
sole proprietors (sec. 202 of the House bill, sec. 612 of
the Senate amendment, and sec. 4975 of the Code) .............

(c) Modification of top-heavy rules (sec. 203 of the House
bill, sec. 613 of the Senate amendment, and sec. 416 of
the Code) ...oooiiiiiiiiiii e

(d) Elective deferrals not taken into account for purposes
of deduction limits (sec. 204 of the House bill, sec. 614
of the Senate amendment, and sec. 404 of the Code) ...........

(e) Repeal of coordination requirements for deferred com-
pensation plans of state and local governments and tax-
exempt organizations (sec. 205 of the House bill, sec. 615
of the Senate amendment, and sec. 457 of the Code) ...........

(f) Eliminate IRS user fees for certain determination letter
requests regarding employer plans (sec. 206 of the House
bill and sec. 621 of the Senate amendment) .......ccccceeeunnn.....

(g) Deduction limits (sec. 207 of the House bill, sec. 616
of the Senate amendment, and sec. 404 of the Code) ...........

(h) Option to treat elective deferrals as after-tax contribu-
tions (sec. 208 of the bill, sec. 617 of the Senate amend-
ment, and new sec. 402A of the Code) .......cccovvvveeeeeeecnnrennenn.

(i) Certain nonresident aliens excluded in applying minimum
coverage requirements (sec. 210 of the House bill, sec.
622 of the Senate amendment, and secs. 410(b)(3) and
861(a)(3) of the Code) ....covvvvveeiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeeeeaeaaes

(j) Nonrefundable credit to certain individuals for elective
deferrals and IRA contributions (sec. 618 of the Senate
amendment and new sec. 25B of the Code) ......cccccevvvvvvveennnne

(k) Small business tax credit for qualified retirement plan
contributions (sec. 619 of the Senate amendment and new
sec. 45FE of the Code) ....ooovvvvvviiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeaaeane

(1) Small business tax credit for new retirement plan ex-
penses (sec. 620 of the Senate amendment and new sec.
A5E Of the Code) ..oeevveeieeeeeeeeeeeeeeeee s

2. Enhancing Fairness for Women .........cccccccevevviiereciieenniieennneeenns

(a) Additional salary reduction catch-up contributions (sec.
301 of the House bill, sec. 631 of the Senate amendment,
and sec 414 of the Code) .....cccceevveriiiviiiiiiniiiiccicceceeee,

(b) Equitable treatment for contributions of employees to
defined contribution plans (sec. 302 of the House bill, sec.
632 of the Senate amendment, and secs. 403(b), 415, and
457 of the Code) ....c.ceevieiiiriiiiieeieeeeee e

(c) Faster vesting of employer matching contributions (sec.
303 of the House bill, sec. 63 of the Senate amendment,
and sec. 411 of the Code) ....cccceeviiiiieniiiiiiiniieeeeeeeeee,

(d) Modifications to minimum distribution rules (sec. 304
of the House bill, sec. 634 of the Senate amendment, and
sec. 401(a)(9) of the Code) .....c.ooveerieeniiiiiiiiiiieeceeeeeee,

202
203

203
205

205
210
210

210

214

216

220

221

222
224

225

228

229

231

233
234

234

237

240



118

(e) Clarification of tax treatment of division of section 457
plan benefits upon divorce (sec. 305 of the House bill,
sec. 635 of the Senate amendment, and secs. 414(p) and
457 0f the COde) .oevvieeiiiiieieeieeeeee s

(f) Provisions relating to hardship withdrawals (sec. 306 of
the House bill, sec. 636 of the Senate amendment, and
sec. 401(k) and 402 of the Code) ......covvvvrvevreeeeeeeieeiieeeieeeveaannns

(g) Pension coverage for domestic and similar workers (sec.
307 of the House bill, sec. 637 of the Senate amendment,
and sec. 4972(¢)(6) of the Code) .....ooeevveevveeeeeeeeeeiiieeiieiieeeeeeeenns

3. Increasing Portability for Participants .........c.ccceeveevviieinnnennnne

(a) Rollovers of retirement plan and IRA distributions (secs.
401-403 and 409 of the House bill, secs. 641-643 and
649 of the Senate amendment, and secs. 401, 402, 403(b),
408, 457, and 3405 of the Code) .....cccvvvvveeeeeecrveeeeeeeeeeireeeee.

(b) Waiver of 60-day rule (sec. 404 of the House bill, sec.
644 of the Senate amendment, and secs. 402 and 408
OF the Code) ..ooccuiiiieiieeeeieeecee et eeaes

(¢) Treatment of forms of distribution (sec. 405 of the House
bill, sec. 645 of the Senate amendment, and sec. 411(d)(6)
OF the Code) ..eeeviiiieiiieeeeeeeee e e e ae e e eeaes

(d) Rationalization of restrictions on distributions (sec. 406
of the House bill, sec. 646 of the Senate amendment, and
secs. 401(k), and 403(b), and 457 of the Code) ......................

(e) Purchase of service credit under government pension
plans (sec. 407 of the House bill, sec. 647 of the Senate
amendment, and secs. 403(b) and 457 of the Code) .............

(f) Employers may disregard rollovers for purposes of cash-
out rules (sec. 408 of the House bill, sec. 648 of the Senate
amendment, and secs. 411(a)(11) of the Code) ......................

(g) Minimum distribution and inclusion requirements for sec-
tion 457 plans (sec. 409 of the House bill, sec. 649 of
the Senate amendment, and sec. 457 of the Code) ...............

4. Strengthening Pension Security and Enforcement ..................

(a) Phase in repeal of 160 percent of current liability funding
limit; deduction for contributions to fund termination li-
ability (sec. 501-502 of the House bill, secs. 651-652 of
the Senate amendment, and secs. 404(a)(1), 412(c)(7), and
4972(c) of the Code) ....ccceveeeeiurieeiiieeeiee et eaees

(b) Excise tax relief for sound pension funding (sec. 503
of the House bill, sec. 653 of the Senate amendment, and
secs. 4972 of the Code) ......ceeveeriiriiiiiieiiieiieeeeeeeeeeeeen

(c) Notice of significant reduction in plan benefit accruals
(sec. 504 of the House bill, sec. 659 of the Senate amend-
ment, and new sec. 4980F of the Code) ......ccccovvvveeeveennrnnneen.

(d) Modifications to section 415 limits for multiemployer
plans (sec. 505 of the House bill, sec. 654 of the Senate
amendment, and sec. 415 the Code) ......cccocvvveeeeeeeivreeeeeeeeennn,

(e) Investment of employee contributions in 401(k) plans
(sec. 506 of the House bill, sec. 655 of the Senate amend-
ment, and sec. 1524(6) of the Taxpayer Relief Act of 1997)

(f) Periodic pension benefit statements (sec. 507 of the House
bill and sec. 105(a) of ERISA) ....cccevvviiiieiiieeiieeeieeeeieees

(g) Prohibited allocations of stock in an S corporation ESOP
(sec. 508 of the House bill, sec. 656 of the Senate amend-
ment, and secs. 409 and 4979a of the Code) .........ccccuvveee...

(h) Automatic rollovers of certain mandatory distributions
(sec. 657 of the Senate amendment and secs. 401(a)(31)
and 402(f)(1) of the Code and sec. 404(c) of ERISA) .............

(i) Clarification of Treatment of contributions to a multiem-
ployer plan (sec. 658 of the bill) ........ccccoeviiiiiiiiiiiniiiiieiee

5. Reducing regulatory burdens .........cccccoevveveriiiirniieieniieenieeens

(a) Modification of timing of plan valuations (sec. 601 of
the House bill, sec. 661 of the Senate amendment, and
secs. 412 of the Code) .....cooeeriiiniiniiiiiiiiiicceececeen

244

245

247
248

248

252

253

256

258

259

259

260

260

263

264

270

271
272

274

277

278
279



119

(b) ESOP dividends may be reinvested without loss of di-
vided deduction (sec. 602 of the House bill, sec. 662 of
the Senate amendment, and sec. 404 of the Code) ...............

(c) Repeal transition rule relating to certain highly com-
pensated employees (sec. 603 of the House bill, sec. 663
of the Senate amendment, and sec. 1114(c)(4) of the Tax
Reform Act of 1986) ....oeevveeeeeeeeeeeeeeeeeeee e

(d) Employees of tax-exempt entities (sec. 604 of the House
bill and sec. 664 of the Senate amendment) ...........cccceeeeenne

(e) Treatment of employer-provide retirement advice (sec.
605 of the House bill, sec. 665 of the Senate amendment,
and sec. 132 of the Code) .....ccceeveieiiinieiiiiiieiieeeeeeeee.

(f) Reporting simplification (sec. 606 of the House bill and
sec. 666 of the Senate amendment) ........ccoccceviiriiinennenne.

(g) Improvement to Employee Plans Compliance Resolution
System (sec. 607 of the House bill and sec. 667 of the
Senate amendment) .......cc.ccoociiiiiiiiniiin e

(h) Repeal of the multiple use test (sec. 608 of the House
bill, sec. 668 of the Senate amendment, and sec. 401(m)
Of the Code) ...cccueiriiiiiiiiiiiieeiceee e

(i) Flexibility in nondiscrimination, coverage, and line of
business rules (sec. 609 of the House bill, sec. 669 of
the Senate amendment, and secs. 401(a)(4), 410(b), and
414(r) of the Code) ....oeeeeerveeeciieeeceee et eas

(j) Extension to all governmental plans of moratorium on
application of certain nondiscrimination rules applicable
to state and local government plans (sec. 610 of the House
bill, sec. 670 of the Senate amendment, sec. 1505 of the
Taxpayer Relief Act of 1997, and secs. 401(a) and 401(k)
Of the Code) ...oouiiiiiiiiiiieetee e

(k) Notice and consent period regarding distributions (sec.
611 of the House bill and sec. 417 of the Code) ....................

(1) Annual report dissemination (sec. 612 of the House bill
and sec. 104(b)(3) of ERISA) ...coovvvvviiiiiiiiieeiieeeeeeiieeeeeeeeeeeeeaeaans

(m) Modifications to the SAVER Act (sec. 613 of the House
bill and sec. 517 of ERISA) ...ccoveevevieieeeeeeeee e

6. Other ERISA ProviSions ........cccccecceervieerieenieniieenieeieesieeieenenns

(a) Extension of PBGC missing participants program (sec.
701 of the House bill, sec. of the Senate amendment, and
secs. 206(f) and 4050 of ERISA) ..ccoovvvvveviieiieeiieeiieeeeeeeeeeeeeaaeane

(b) Reduce PBGC premiums for small and new plans (secs.
702-703 of the House bill, secs. 682—-683 of the Senate
amendment, and sec. 4006 of ERISA) .......coooivieeiiieciieeenns

(c) Authorization for PBGC to pay interest on premium over-
payment refunds (sec. 704 of the House bill, sec. 684 of
the Senate amendment, and sec. 4007(b) of ERISA) ............

(d) Rules for substantial owner benefits in terminated plans
(sec. 705 of the House bill, sec. 685 of the Senate amend-
ment, and secs. 4021, 4022, 4043 and 4044 of ERISA) ........

(e) Civil penalties for breach of fiduciary responsibility (sec.
706 of the House bill and sec. 502 of ERISA) ..........ccuveenne.

(f) Benefit suspension notice (sec. 707 of the House bill and
sec. 203 of ERISA) ..cc.ooiiiiiiiiiiiiiccecicceetceece e

(g) Studies (sec. 708 of the House bill) ..

7. Miscellaneous ProviSions ..........ccccceeceervieerieeniieesieenneeneessveenenes

(a) Tax treatment of electing Alaska Native Settlement
Trusts (section 691 of the Senate amendment and new
sections 646 and 6039H of the Code, modifying Code sec-
tions including 1(e), 301, 641, 651, 661, and 6034A) ............

8. Provisions relating to plan amendments (sec. 801 of the

HOUSE DILL) coeviiiiiiiiiiiiieeieeeeeeeeee s

VII. Alternative Minimum Tax .....ccccccovveiriiiiiiniiiiiiiiieeieeceecec et
A. Individual Alternative Minimum Tax Relief (sec. 3(c) of H.R.

6, sec. 701 of the Senate amendment and sec. 55 of the Code) ..

VIII. Other ProviSions .........cccccocioiiiiiiiniiiiieiieeieeet ettt
A. Modification to Corporate Estimated Tax Requirements (secs.

801 and 815 of the Senate amendment) .........cccceevvvvviiiiiiiienninnnnn.

280

282
282

283
284

286

287

289

290

291

292

292

294

294

295

296

297
298
299

300
301

301

305
306

306
307



120

B. Authority to Postpone Certain Tax-Related Deadlines by Reason
of Presidentially Declared Disaster (sec. 802 of the Senate

amendment and sec. 7508A of the Code) ........cccvveeeveeeineeeenrenn, 308
C. Income Tax Treatment of Certain Restitution Payments to Holo-

caust Victims (sec. 803 of the Senate amendment) ..................... 309
D. Treatment of Survivor Annuity Payments with Respect to Public

Safety Officers (sec. 804 of the Senate amendment) ................... 310
E. Circuit Breaker (sec. 805 of the Senate amendment) .................... 311

F. Acceleration of Health Insurance Deduction for Self-Employed
Individuals (secs. 806 and 807 of the Senate amendment and
sec. 162(1) of the Code) .......ccoeeviieviiiniiiiiiiiiciiiniececeeeeeee, 312
G. Enhanced Deduction for Charitable Contribution of Literary,
Musical, and Artistic Compositions (sec. 808 of the Senate

amendment and sec. 170 of the Code) ........ccoceevveiiiinicinicnnicnnnne. 313
H. Estate Tax Recapture from Cash Rents to Specially-Valued
Property (sec. 809 of the Senate amendment) ...........c.ccecueeuuenneee. 315

I. Extension of Research and Experimentation Tax Credit and New
Vaccine Research Credit (sec. 810 and 811 of the Senate

amendment and sec. 41 and new sec. 45G of the Code) .............. 316
dJ. Acceleration of Round II Empowerment Zone Wage Credit (sec.
812 of the Senate amendment and sec. 1396 of the Code) .......... 318

K. Treatment of Certain Hospital Support Organizations in Deter-
mining Acquisition Indebtedness (sec. 813 of the Senate
amendment and sec. 514 of the Code) ........ccccevvueeviiiiieniennennnnn. 318

L. Modify Rules Governing Tax-Exempt Bonds for Certain Private
Water Facilities (sec. 814 of the Senate amendment and sec.

142 of the Code) .....ooviiimiiiiiiiiiiieeeeeee e 319
M. Combined Employment Tax Reporting (sec. 816 of the Senate
amendment and sec. 6103(d)(5) of the Code) ........ccccvvrvivurrnnnnne. 320

N. Reporting Requirements of State and Local Political Organiza-
tions (secs. 901-904 of the Senate amendment and secs. 527

and 6012 of the Code) .......ccccceeviiriiiiiiiiiiiiicicrececee e 321

IX. Compliance with Congressional Budget Act (secs. 111, 211, 311, 451,
581, 695, 711, and 821 of the Senate amendment) ...........ccccceeeevveeennnnen. 325
X. Tax Complexity AnalySis ......ccccecceeerriiieeeriiieeniieeenireeeeieeeeeeeeeeieeens e 326
Estimated Budget Effects of the Conference Agreement for H.R. 1836 333

I. MARGINAL TAX RATE REDUCTION

A. INDIVIDUAL INCOME TAX RATE STRUCTURE (SECS. 2 AND 3 OF
THE HOUSE BILL, SEC. 101 OF THE SENATE AMENDMENT AND SEC.
1 oF THE CODE)

PRESENT LAW

Under the Federal individual income tax system, an individual
who is a citizen or a resident of the United States generally is sub-
ject to tax on worldwide taxable income. Taxable income is total
gross income less certain exclusions, exemptions, and deductions.
An individual may claim either a standard deduction or itemized
deductions.

An individual’s income tax liability is determined by computing
his or her regular income tax liability and, if applicable, alternative
minimum tax liability.

Regular income tax liability

Regular income tax liability is determined by applying the reg-
ular income tax rate schedules (or tax tables) to the individual’s
taxable income. This tax liability is then reduced by any applicable
tax credits. The regular income tax rate schedules are divided into
several ranges of income, known as income brackets, and the mar-
ginal tax rate increases as the individual’s income increases. The
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7. Miscellaneous provisions

(a) Tax treatment of electing Alaska Native Settlement
Trusts (section 691 of the Senate amendment and new
sections 646 and 6039H of the Code, modifying Code sec-
tions including 1(e), 301, 641, 651, 661, and 6034A))

PRESENT LAW

An Alaska Native Corporation (“ANC”) may establish a Settle-
ment Trust (“Trust”) under section 39 of the Alaska Native Claims
Settlement Act (“ANCSA”) 136 and transfer money or other property
to such Trust for the benefit of beneficiaries who constitute all or
a class of the shareholders of the ANC, to promote the health, edu-
cation and welfare of the beneficiaries and preserve the heritage
and culture of Alaska Natives.

With certain exceptions, once an ANC has made a conveyance
to a Trust, the assets conveyed shall not be subject to attachment,
distraint, or sale or execution of judgment, except with respect to
the lawful debts and obligations of the Trust.

The Internal Revenue Service (“IRS”) has indicated that con-
tributions to a Trust constitute distributions to the beneficiary-
shareholders at the time of the contribution and are treated as
dividends to the extent of earnings and profits as provided under
section 301 of the Code.137 Also, a Trust and its beneficiaries are
generally taxed subject to applicable trust rules.138

Under general rules regarding the classification of entities, an
entity that is taxed as a trust may not engage in business activity
and must meet certain other requirements.13® Under certain cir-
cumstances, a trust can be treated as a “grantor” trust rather than
being taxed as a trust; and its income can be taxed directly to the
person or persons considered the owner of the trust.140

HOUSE BILL
No provision.
SENATE AMENDMENT

The Senate amendment allows an election under which special
rules will apply in determining the income tax treatment of an
electing Trust and of its beneficiaries. An electing Trust will pay
tax on its income at the lowest rate specified for ordinary income
of an individual (or corresponding lower capital gains rate). The
provision also specifies the treatment of distributions by an electing
Trust to beneficiaries, the reporting requirements associated with
such an election, and the consequences of disqualification for these
benefits due to the allowance of certain impermissible dispositions
of Trust interests, or of ANC stock.

Under the provision, a trust that is a Trust established by an
Alaska Native Corporation under section 39 of ANCSA may make

13643 U.S.C. 1601 et seq. A settlement Trust is subject to certain limitations under ANCSA,
including that it may not operate a business. 43 U.S.C. 1629e(b).

137 See, e.g., PLR 9824014; PLR 9433021; PLR 9329026 and PLR 9326019.

138 See Subchapter J of the Code (secs. 641 et. seq.); Treas. Reg. Sec. 301.7701-4.

139 Treas. Reg. Sec. 301.7701-4.

140 Sec. 671 et. seq.
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an election for its first taxable year ending after the date of enact-
ment of the provision to be subject to the rules of the provision
rather than otherwise applicable income tax rules. If the election
is in effect, no amount will be included in the gross income of a
beneficiary of such Trust by reason of a contribution to the
Trust.141 In addition, ordinary income of the electing Trust, wheth-
er accumulated or distributed, will be taxed only to the Trust (and
not to beneficiaries) at the lowest individual tax rate for ordinary
income. Capital gains of the electing Trust will similarly be taxed
to the Trust at the capital gains rate applicable to individuals sub-
ject to such lowest rate. These rates will apply, rather than the
higher rates generally applicable to trusts or to higher tax bracket
beneficiaries. The election is made on a one-time basis only. The
benefits of the election will terminate, however, and other special
rules will apply, if the electing Trust or the sponsoring ANC fail
to satisfy the restrictions on transferability of Trust beneficial in-
terests or of ANC stock.

The treatment to beneficiaries of amounts distributed by an
electing Trust depends upon the amount of the distribution. Solely
for purposes of determining what amount has been distributed and
thus which treatment applies under these rules, the amount of any
distribution of property is the fair market value of the property at
the time of the distribution.142

Amounts distributed by an electing Trust during any taxable
year are excludable from the gross income of the recipient bene-
ficiary to the extent of (1) the taxable income of the Trust for the
taxable year and all prior taxable years for which an election was
in effect (decreased by any income tax paid by the Trust with re-
spect to the income) plus (2) any amounts excluded from gross in-
come of the Trust under section 103 for those periods.143

If distributions to beneficiaries exceed the excludable amounts
described above, then such excess distributions are reported and
taxed to beneficiaries as if distributed by the ANC in the year of
the distribution by the electing Trust to the extent the ANC then
has current or accumulated earnings and profits, and are treated
as dividends to beneficiaries.?4¢ Additional distributions in excess
of the current or accumulated earnings and profits of the ANC are
treated by the beneficiaries as distributions by the Trust in excess
of the distributable net income of the Trust for such year.145

1411f the ANC transfers appreciated property to the Trust, section 311(b) of the Code will
apply to the ANC, as under present law, so that the ANC will recognize gain as if it had sold
the property for fair market value. The Trust takes the property with a fair market value basis,
pursuant to section 301(d) of the Code.

142 Section 661 of the Code, which provides a deduction to the trust for certain distributions,
does not apply to an electing Trust under the provision unless the election is terminated by dis-
qualification. Similarly, the inclusion provisions of section 662 of the Code, relating to amounts
to be included in income of beneficiaries, also do not apply to a qualified electing Trust.

143In the case of any such excludable distribution that involves a distribution of property
other than cash, the basis of such property in the hands of the recipient beneficiary will gen-
erally be the adjusted basis of the property in the hands of the Trust, unless the Trust makes
an election to pay tax, in which case the basis in the hands of the beneficiary would be the
fair market value of the property. See Code sections 643(e) and 643(e)(3).

144The treatment of such amounts distributed by an electing Trust as a dividend applies even
if all or any part of the contributions by an ANC to a Trust would not have been dividends
at the time of the contribution under present law; for example, because the ANC had no current
or accumulated earnings and profits, or because the contribution was made from Alaska Native
Fund amounts that may not have been taxable. See 43 U.S.C. 1605.

145 Such distributions would not be taxable to the beneficiaries. In the case of any such non-
taxable distribution that involves a distribution of property other than cash, the basis of such
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The fiduciary of an electing Trust must report to the IRS, with
the Trust tax return, the amount of distributions to each bene-
ficiary, and the tax treatment to the beneficiary of such distribu-
tions under the provision (either as exempt from tax to the bene-
ficiary, or as a distribution deemed made by the ANC). The electing
Trust must also furnish such information to the ANC. In the case
of distributions that are treated as if made by the ANC, the ANC
must then report such amounts to the beneficiaries and must indi-
cate whether they are dividends or not, in accordance with the
earnings and profits of the ANC. The reporting thus required by
an electing Trust will be in lieu of, and will satisfy, the reporting
requirements of section 6034A (and such other reporting require-
ments as the Secretary of the Treasury may deem appropriate).

The earnings and profits of an ANC will not be reduced by the
amount of its contributions to an electing Trust at the time of the
contributions. However, the ANC earnings and profits will be re-
duced as and when distributions are thereafter made by the elect-
ing Trust that are taxed to beneficiaries under the provision as
dividends from the ANC to the Trust beneficiaries.

If in any taxable year the beneficial interests in the electing
Trust may be disposed of to a person in a manner that would not
be permitted under ANCSA if the interests were Settlement Com-
mon Stock (generally, to a person other than an Alaska Native),146
then the special provisions applicable to electing Trusts, including
the favorable ordinary income tax rate and corresponding lower
capital gains tax rate, cease to apply as of the beginning of such
taxable year. The distributable net income of the Trust is increased
up to the amount of current and accumulated earnings and profits
of the ANC as of the end of that year, but such increase shall not
exceed the fair market value of the assets of the Trust as of the
date the beneficial interests of the Trust became disposable.14?
Thereafter, the Trust and its beneficiaries are generally subject to
the rules of subchapter J and to the generally applicable trust in-
come tax rates. Thus, the increase in distributable net income will
result in the Trust being taxed at regular trust rates to the extent
the recomputed distributable net income is not distributed to bene-
ficiaries; and beneficiaries will be taxed to the extent there are dis-
tributions. Normal reporting rules applicable to trusts and their
beneficiaries will apply. The basis of any property distributed to
beneficiaries will also be determined under normal trust rules. The
same rules apply if any stock of the ANC may be disposed of to a
person in a manner that would not be permitted under ANCSA if
the stock were Settlement Common Stock and the ANC makes a
transfer to the Trust.

property in the hands of the recipient beneficiary will generally be the adjusted basis of the
property in the hands of the Trust, unless the Trust makes an election to pay tax, in which
case the basis in the hands of the beneficiary will be the fair market value of the property. See
Code sections 643(e) and 643(e)(3).

146 Under ANSCA, Settlement Common Stock is subject to restrictions on transferability, gen-
erally limiting transfers. However, if changes are made to permit transfers of stock that would
not be permitted for Settlement Common Stock, then the Settlement Common Stock is cancelled
and Replacement Common Stock is issued. See 43 U.S.C. 1602(p), 1606(h) and 1629c.

147To the extent the earnings and profits of the ANC increase distributable net income of the
Trust under this provision, the ANC will have a corresponding adjustment reducing its earnings
and profits.
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The provision contains a special loss disallowance rule that re-
duces any loss that would otherwise be recognized by a shareholder
upon the disposition of a share of stock of a sponsoring ANC by a
“per share loss adjustment factor”. This factor reflects the aggre-
gate of all contributions to an electing Trust sponsored by such
ANC made on or after the first day the trust is treated as an elect-
ing Trust, expressed on a per share basis and determined as of the
day of each such contribution.

The special loss disallowance rule is intended to prevent the al-
lowance of noneconomic losses if the ANC stock owned by bene-
ficiaries ever becomes transferable in any type of transaction that
could cause the recognition of taxable gain or loss, (including a re-
demption by the ANC) where the basis of the stock in the hands
of the beneficiary (or in the hands of any transferee of a bene-
ficiary) fails to reflect the allocable reduction in corporate value at-
tributable to amounts transferred by the ANC into the Trust.

Effective date.—The provision is effective for taxable years of
Trusts, their beneficiaries, and sponsoring Alaska Native Corpora-
tions ending after the date of enactment, and to contributions made
to electing Trusts during such year and thereafter.

CONFERENCE AGREEMENT

The conference agreement follows the Senate amendment.

The conferees wish to state certain technical clarifications of
the description of the Senate amendment, which also apply under
the conference agreement.

Under the Senate amendment and the conference agreement,
a Trust that makes the election remains subject to the generally
applicable requirements for classification and taxation as a trust,
in order to obtain the benefits of the provision.

Under the Senate amendment and the conference agreement,
the per share loss adjustment factor for stock of an ANC is the ag-
gregate of all contributions to all electing Trusts sponsored by such
ANC made on or after the first day each such Trust is treated as
an electing Trust expressed on a per share basis and determined
as of the day of each such contribution.

Under the Senate amendment and the conference agreement,
the restrictions on transfer of stock or beneficial interests under
the provision are those that would apply to Settlement Common
Stock under section 7(h) of ANSCA 148 (whether or not the interest
or stock in question is in fact Settlement Common Stock). To the
extent section 7(h) of ANSCA permits certain transfers of Settle-
ment Common stock on death or in other special circumstances,
those are also permitted under the provision. Also, the mere trans-
ferability of ANC stock in manner that would not be permitted for
Settlement Common Stock (but without such transferability of any
Trust interests) will not destroy the beneficial treatment of an ex-
isting electing Trust unless and until the ANC thereafter makes a
transfer to the Trust.

Under the Senate amendment and the conference agreement,
the surrender of an interest in an ANC or an electing Trust in
order to accomplish the whole or partial redemption of the interest

14843 U.S.C. 1606(h).
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of a shareholder or beneficiary in such ANC or Trust, or to accom-
plish the whole or partial liquidation of such ANC or Trust, is
deemed to be a transfer permitted by section 7(h) of ANSCA for
purposes of the provision.

The conferees also wish to clarify the effect of the general sun-
set rule of the legislation on this provision. The general sunset is
effective for taxable years beginning after December 31, 2010. For
such taxable years, the tax consequences of any election previously
made under this provision, and any right to make a future election,
shall be terminated. Thus, for taxable years beginning after Decem-
ber 31, 2010, any electing Trust then in existence, its beneficiaries,
and the sponsoring ANC shall be taxed under the provisions of law
in effect immediately prior to the enactment of this provision.

8. Provisions relating to plan amendments (sec. 801 of the House

bill)
PRESENT LAW

Plan amendments to reflect amendments to the law generally
must be made by the time prescribed by law for filing the income
tax return of the employer for the employer’s taxable year in which
the change in law occurs.

HOUSE BILL

The House bill permits certain plan amendments made pursu-
ant to the changes made by the bill (or regulations issued under
the provisions of the House bill) to be retroactively effective. If the
plan amendment meets the requirements of the bill, then the plan
is treated as being operated in accordance with its terms and the
amendment does not violate the prohibition of reductions of ac-
crued benefits. In order for this treatment to apply, the plan
amendment must be made on or before the last day of the first
plan year beginning on or after January 1, 2004 (January 1, 2006,
in the case of a governmental plan). If the amendment is required
to be made to retain qualified status as a result of the changes in
the bill (or regulations) the amendment must be made retroactively
effective as of the date on which the change became effective with
respect to the plan and the plan must be operated in compliance
until the amendment is made. Amendments that are not required
to retain qualified status but that are made pursuant to the
changes made by the bill (or applicable regulations) may be made
retroactive as of the first day the plan was operated in accordance
with the amendment.

A plan amendment is not considered to be pursuant to the bill
(or applicable regulations) if it has an effective date before the ef-
fective date of the provision of the House bill (or regulations) to
which it relates. Similarly, the House bill does not provide relief
from section 411(d)(6) for periods prior to the effective date of the
relevant provision of the House bill (or regulations) or the plan
amendment.

The Secretary is authorized to provide exceptions to the relief
from the prohibition on reductions in accrued benefits. It is in-
tended that the Secretary will not permit inappropriate reductions
in contributions or benefits that are not directly related to the pro-
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WILLIAM THOMAS,
Dick ARMEY,
Managers on the Part of the House.

CHUCK GRASSLEY,
ORRIN HATCH,
FrRANK H. MURKOWSKI,
DoN NICKLES,
PHIL GRAMM,
Max BAucus,
JOHN BREAUX,
Managers on the Part of the Senate.
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